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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

EVALUATION & COMPLIANCE DIVISION 
Energy Branch 

RESOLUTION 

RESOLUTION G-270S 
Detember 17, 1986 

SOUTHERN CALIfORNIA GAS COMPANY (SOCAL GAS). REQUEST FOR 
AUTHORIZATION TO INCREASE ITS RATES TO COMPENSATE FOR 
OPERATIONAL AND FINANCIAL ATTRITION AND CERTAiN EXPENSE 
ADJUSTMENTS, RESULTING lN AN ASNUAL ~EVENUE INCREASE OF 
$27.925 MILLION. 

By Advice L~tt~r 1653, filed Septemb~r 19, 1986. SoGal C~s 
requests authorization to'increase its rates and Gas Margin by 
$27,92S,OOO. Th~ lacts are as tollov~t 

1~ The purpose of the £i1in* is to tompehsate for the 
opetationAl and fin$fiCial attritioh 6~pect'~ in th~ tale~dat ,~ar 
1987, and is made pursuant to Decisibh 85-12-076 which va~ ijsu~d 
following a generic proceeding inclUding all Califorhia energy 
utilities. Ordering Paragraph I.e. of th~ Decision allovs S6Gsl 
Gas to continue the Attrition Rate Adjustment (ARA) method for 
1987. 

2. SoGal Gas requests that ~he increase in authorized margih be 
made effective January 1. 1987 as contemplated in Decision 
85-12-016. T~e request~d revenue requitem~nt included her~in has 
b~en t~llect'd ih SoG~l Cas' Consolid.ted A~justm~nt Hechanijm 
(CAK) Application 86-09-030. Rates a~jOciAt~d with ba~' revenue 
amounts authorized by this resolution vill be set in that 
proceeding_ 

3. The raternakirig elements of Soeal Gas' requ~sted 1987 
attriiioh inc~ease are shown in Attachment A. 80Cal Gas' a~optea 
capital structure for Attrition Year 1986 and requested capital 
structure fbr Attrition Year 1987 are shovn in Attachment B. 

4. The attrition increase relatihg to operating expense is 
determined by an indexing formula appro~ed by this Commission in 
Decision 85-12-076. 

5. In compliance vith Decision 85-12-076. soeal Gas has,included 
in this attrition tiling no chahge in capital ratios. but has 
included updated embedded cost of-debt and forecast of embedded 
cost of debt during 1987. 
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In Advice Letter 1653 SOCal Gas requested adoption of 10.11% for 
long term debt. Hovever, staff reviev indicates that 10,06% is $ 
more approptiate figure. which would in tutn reduce the re~uested 
overall rate of teturn {ron 11.56% to 11.51% for Attrition Yeat 
1981. Calculations are sho~n in Attachcent 8. SoCel Gas has, by 
letter to the Evaluation and Compliance Division, agreed to this 
change. 

6. The rate of return reduction to 11.51% redutes the allowable 
attritiOn revenues by $1,185,000, plus franchise requiteBents and 
uncollectibles. The net reduction appears in the "AdOpted" 
column for the line marked "Generic Attrition Allowante" in 
Attachment A. 

7. In Advice Letter 1653 SoCa1 Gas did not include teduttio~ of 
revenue requirement due to interest synchronization, Utility.~otk 
papers shov that ~onsidetati6n of interest synchronlzatio~ vill 
reduce revenue requirements by $5.814,000, plus frAnchise 
requirements and uncollettibles. SOCai Gas has agreed to this 
change. and it is shovn as a line item in Attach~ent A. 

8. SoC~l Gas' request includes intone ta~e. based on 1986 ta1 
r~te. in effett~ Co~si~er~tion of the revenue requirement i~patts 
~f the Tax Reform Ac~ of 1986 is deterred to.~rder lnstitu~irig ~ . 
InvestigatiOn 86-11-019, ~hich orders that all te~enue t61letted 
in 19~7 are subject to refund pending outcome of thet proceeding. 

9. The Evaluation andCOmpli6nce Divi*lOn has revi6v~d SoC~1 
Gas· request and a*sociated york papers. and retommends that SoCal 
Gas be authotized t6 increase its Gas MArgin by $20.172.000. 
effective January 1. 1987, and to increase it* rates c6intident 
with the inc tease in Gas MArgin. Calculation of the total 
reCOmmended increase is shown in Attathment A. SoCs! Gas is in 
agreement with these changes from its original request. 

10. In Advice Letter 1653 SoCal Gas anticipated that rates 
torresponding to the authorized ~~trease in Gas Hargin vouid 
becOme effective on January I, 1987. Hovever. a decision in 
SoCal Gas· CAM Application 86-09-030, tollowing which ratej ~ould 
have been adju*ted. will not be o~t by then, As. matter ~t 
policy, it is pteferable to match authorized revenues and rates 
wherever possible. Therefore SoCa! Gas should be authorized to 
increase tate~ by $~O,112.000. effective January 1. 1~87. It 
SoCal Gas eletts to defer th~ etfective date of the attrition rate 
increas~ (e,g. to the effective date of the nev CAM rates, or 
earlier). then th~ authorized increase in GAs Margin should not 
accrue interest until rates are in place. In this instance 
SoCa1 Ga~ should not increas~ Gas Margin, but should be authorized 
to record in a det~tted debit account debits based 6n $20.112,000 
in annual revenues. These entries should be talculated in the 
same way that CAM account ~ntries are calculated, with the 
e~ception that duting the interim petiod between Januaiy 1. 1987 
and the effective date of the $20,172,000 rate increase the 
deferred debit ac~ount shOuld not accrue interest. 
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~h~n the attrition-related rate increase does beco.e effective. 
the balance in the deferred debit account sh6uld be transferred to 
SoCal Gas' CAM account, and the authorized Gas Margin should be 
increased by $20,712,000. 

11. Advice Letter 1653 requests an increase of $21.925,000 in Gas 
Margin, but notes that this amOunt would be increased to 
$42t92~,OOO if the Stipulation and Agreement approved in Decision 
86-08-025 does not betome effective. Vork papers were provided to 
support only the lover figure, as if the stipulation were in 
effett, Detision 86-0&-025 adopted a stipulated r~turn o~ equl~y 
of 13.9% and the capital ratiO shown in Attachment B. According 
to its terms, the stipulation does not become effective until the 
Connission order is final and nO longer subject to appeal. . 
However. the Federal Executive Agencies (rEA) have filed a 
petition tor writ ot review of DecisiOn 86-08-025 with the 
California Supreme Court. 

The Commission should nOv authOrize an increase in SoCa1 Gas' Gas 
Margin of $20.772,000 (or mOdified per Paragraph 10 above), which 
i~ based ori the assum~tion th~t the stipulation in Decision 
86-08-0~5 vill become effective. BecauSe that decision has not 
yet become final. the CommiSsion should at the _sa~e time authOrize 
SoCal Gas to record in a memorandum account m-onthly debits based 
on the pro rata differe~c6 b~tw6en $21.92$.000 6~d $42~92~,OO~ (or 
such amOunt as the Commission may direct alter reviev of Sotal 
Gas' additional data), plus intet~st at the same rate as alloved 
inSoCal Gas' CAM account. This m~morandum account should ptotect 
SoCal Gas' revenues in the event the stipulatiOn approved in 
Decision 86-08-025 does not become effective. 

Because SoCal ~as has provided no suppOrting ~ork p~pers tot the 
$42.923.000_figure. it shOuld do so, in order that the memotandum 
account debit aQOunts can be reviewed by the Evaluation and 
Compliance Division, 

1~. The $20.77~,OOO authorized by this Resolutio~ shOul~be 
subject to t~tund. plus interest, if tbe Stipulation apptoVed in 
Decisi6n Q6-08-0~5 does not become et£ettiveand it the CO~missi6n 
should in a final decision adopt a return on equity lower than 
13.9%. 
THEREFORE: 

1. Southern California Gas ~ompany_(S6Cal Gas) is 8~th6riz~d to 
increase its Gas Margin by $20,772,000 to compensate for 
operational and financial attrition and certain expense adjust
ments. effective January 1. 1987, and to COinCidentally file 
revised tariff schedules to increase base rates by $20.172.000 On 
annual tevenues, also effective January 1. 1987. Rate changes 
shall be calculated on a system average percent change basis. 
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l. If the rate increase is not aade effective J8nu~r1 1, 1~81. 
then the deferred debit AechanisQ discussed in Pat8sraph 10 above 
shall be put in place. SoCal Gas shall til~ revised tarift 
schedules which include the $20.112.000 in base rates to become 
effective no later than the effective date 01 tate revisions 
authorized by Commission decision in Sotal Gas' pending 
Consolidated Adjustment Mechanism Application 86-09~030. 

3. Sbt~l Ca" i~ authorized to record in a memorandum accOunt 
monthly debits based 6n the differente betweefi $21.925,000 and. 
$42,923,000 in annual revenue (or such amOunt as the Commission 
may direct after review of SOCal Gas' additional data). When and 
if the Stipulation and Agreement adopted in D~cision 86-08-025 
becomes effetti~e, the memoranduD accOunt shall be terninated. 
The memOrandum account shall acciue interest at the same rate 
authorized fOt SoCal Gas' CAM account. 

4. SoCal Ca. shall ~r6vldeto the Evaluation and C6mplia.c~ , 
DivisiOn work papers ~up~otting the 8~6~nts to be debited t6 the 
memorandum account. i.ncluding revisions if necessary t6 retlett 
thead6pted t~tuifi o~ d~bt shOwfi in Attathm~nt ~ ~fid ariy ieducti6h 
in revefiue_r~quireQents for interest synchronization. 

s. Should the Commission. as a result of the Federal Executive 
Agencies' petition to the Calif6~n~a Suprem~ Court, thereafter . 
issue an order pi6vtdin~ tor • 1981 return 6n e~uity lOver than 
13.9%, then the $20,172.000 authorized in this resolutiOn is 
subject to refund plus inter~st at the same rat~ 8~thotized for 
SoCal Gas' CAM account. 

6. This Advic~ Letter shall be marked to show that it vas 
authorized fot fiiing by Commission Resoiution G-27GS. This 
Resolution is effectiv~ today. 

I.ceitify that this Resolution was adopted by the Publie Utilities 
Commission at' its regular meeting on Dec~mbeT 11, 1986. The 
folloving Commissioners approved it: 

~Ii~' 
Executive Di~ettor 

-'" - , 
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RES. G-2705 
ATIACttiEtIf A 

sc('FfH£RN CAllfOONIA GAS C<l-IPANY 

1~1 AnRJTION AllJ)o(A»CE SOOARY 

(Oollats in Tnousar.os) 

Ot,}~ for Attrit.i6r. Related ti.> lrtflatior. 
labor Ot.H 
Nor.} roor Q\l-: 

Attritior. Related to Rate fuse Jr.creases 
Ad Va16r~ Taxes 
De pc- toe i atiOr. 
Returr. 
Ir.C<Y.r.e Taxes Relateo to Retuir. 

Subt6tai 

Attri tiot. Reiated to Cnar.ges ira Tax Dedueti6t.s 
ar.o Other Tax Effects 

tr.c<x;e Taxes 

rirtar~ial Atttitiot 
Retc-rr. ar.o Relatro Ir.cme Taxes 

Ge~eric Atttitio~ Ailowar~e 

Ir.terest Syr.cnror,i zatior. 

Other 19B7 AtttitiOfi It~s 

Total. [xcludir.g fA.U 

Tot31, I~cluoing f&U P 2.~ 

Requested, 

~12.100 
5!S52 

17.652 

.1.P29 
11,15~ 
16,675 
17.1I~ 

47,1146 

16,9l17 

(53,953) 

27.792 -

H/A 

(1168) 

27t~4 

27,925 

Adopted 

~12.166 
$.552 

17,652 

',P?9 
11,158 
16,675 
17,1184 

1I7.'~6 

18.0lI9 

(56.2lJO> 

- 26.607 

(5,8111) . 

(~6it) . 

20,~5 

20,712 



Resolui16~ d-~j6~' 
Attachment 8 

• SOUTHERN CALIFORNiA GAS CO~lPANY 

ATTRITION YEAR '981 CHANGES IN COST or CAPITAL 

capital 
Ratio 

Attrition Year 1986 (0,86-08-025) 

Long Term Debt 
Preferr-ed Sfock 
Co;nrnon Equity 

Total 

45.90\ 
9.10 

45.00 

100.00\ 

A~tritiOn Year 19~1 (Requ~sted) 

Long 'i'erm Debt 

• Preferred . Sloe-k-
Co:rGllon Equity 

Total 

Atttition Year 1981 (Adopted) 

• 

Long Term Debt 
Preferred Stock 
Common Equity 

Total 

45.90\ 
9. f6 

45.00 

100.00\ 

45.90\ 
9. 1 () 

45.00 

100.00% 

cost or 
Capital 

12.06i 
6.91 

14.60 

10.17% 
6.91 . 

13.90 

10.06% 
6.91 

13.90 

Weighted 
cost of 
capital 

5 .• 54\ 
0.63 
6.51 

12.74\ 

4.67% 
0.63 
6.26 

11.56% 

4.62% 
0.63 
6.26 

11.51% 


