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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
                                                                                                                     I.D. # 9856 
ENERGY DIVISION      RESOLUTION G-3452 

 November 19, 2010 
 

R E S O L U T I O N  
 

Resolution G-3452.  Southern California Gas Company (SoCalGas) 
requests approval to add a 1% surcharge on the bills of customers 
in the City of Huntington Beach, pursuant to a new franchise 
agreement.   
 
PROPOSED OUTCOME:  SoCalGas’ request is granted.  
SoCalGas shall credit the increased revenues from the surcharge 
to its Core Fixed Cost Account and Noncore Fixed Cost Account in 
proportion to the payment of the surcharge revenues by core and 
noncore customers in Huntington Beach, until the existence of the 
separate surcharge can be reflected in a new system wide franchise 
fee factor in the company’s next General Rate Case (GRC). 
 
ESTIMATED ANNUAL COSTS: $400,000 for Huntington Beach 
customers. 
 
By SoCalGas Advice Letter 4134 filed on July 7, 2010.  

__________________________________________________________ 
 
SUMMARY 

This Resolution grants SoCalGas’ request to add a one percent (1%) surcharge 
on bills of customers in Huntington Beach.  SoCalGas shall credit the 
increased revenues from the surcharge to its Core Fixed Cost Account and 
Noncore Fixed Cost Account in proportion to the payment of the surcharge 
revenues by core and noncore customers in Huntington Beach, until the 
existence of the separate surcharge can be reflected in a new system wide 
franchise fee factor in the company’s next General Rate Case (GRC).  
 
The Utility Reform Network (TURN) submitted a limited protest on July 27, 
2010.  TURN does not oppose the proposed surcharge, but argues that the 
surcharge revenues should be credited back to SoCalGas customers until a new 
system wide franchise fee factor can be adopted in the company’s next GRC.  
TURN’s protest is granted.  
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BACKGROUND 

California counties and cities grant franchises to privately owned utilities 
which serve the general public in their jurisdictions. In exchange, the utilities 
pay franchise fees, which are negotiated under long-term contracts that 
compensate the governmental entities for the utilities’ privilege to use or 
occupy public property within the franchise area.  In 1937, the California State 
Legislature passed “The Franchise Act of 1937” (the Act).  Among other things, 
the Act established a formula whereby a utility would pay a fee to a general law 
municipality for the right to use the public streets and rights-of-way in the 
municipality.   The Act sets out that, for gas franchises, municipalities will be 
compensated through a formula whereby they will receive the higher of 1) two 
percent (2%) of gross annual receipts derived from the use, operation or 
possession of the franchise (also known as the Broughton Act formula), or 2) one 
percent (1%) of gross annual receipts from the sale, transmission, or distribution 
of gas within the limits of the municipality (otherwise known as the “2%/1%” 
formula).1 
 
On May 3, 2010, Huntington Beach officials and SoCalGas signed a new 
franchise agreement to take the place of the old franchise agreement that 
expired.  SoCalGas has had a long-standing franchsie agreement with the City of 
Huntington Beach (the City).  On May 3, 2010, Huntington Beach officials and 
SoCalGas signed a new franchise agreement. On May 17, 2010, the City passed 
Ordinance 3880 which officially adopted the new agreement. 
   
In its previous franchise agreement with SoCalGas, the City received, in part,  
a franchise rate of 2% of gross annual receipts from the sale, transmission, or 
distribution of gas within the City (a 2%/2% formula).    This higher-than-
                                              
1 In response to an Energy Division data request, SoCalGas stated: “The "Broughton 
Act" was enacted in 1905 and was incorporated into "The Franchise Act of 1937". Under 
the Broughton Act, franchise fees are based on a percentage (currently 2%) of gross 
receipts arising from the use, operation, or possession of the franchise. This calculation 
is performed using total system-wide gross receipts allocated to each municipality 
based on facilities in public streets and highways. The "Franchise Act of 1937" requires 
the payment of the higher of (1) the amount calculated under the Broughton Act or (2) a 
percentage (currently 1%) of gross receipts derived from the sale of gas or electricity 
within the municipality.” 



Resolution G-3452   DRAFT November 19, 2010 
SoCalGas AL 4134/srm, ram  
 

3 

statutory amount was the result of a settlement of a legal dispute arising from the 
merger with Southern Counties Gas Company.   
 
In negotiations for the new franchise agreement, Huntington Beach officials 
proposed to retain the 2%/2% fee from the expiring franchise that had been 
held by SoCalGas that was higher than the statutory 2%/1% formula under the 
Act.  SoCalGas and Huntington Beach have agreed to continue the 2%/2% 
formula in the new franchise agreement once the Commission adopts an 
additional 1% surcharge. (Prior to the Commission adoption of the 1% surcharge, 
a 2%/1% formula will apply.)  Huntington Beach officials argued that, because it 
is a charter city, it should be able to retain its 2%/2% formula.  As a charter city, 
according to Public Utilities Code Section 6205, the City is permitted to negotiate 
franchise fees in excess of the statutory formulas set forth in the Act. 
 
In order to mitigate the rate impact on other customers, the new franchise 
agreement provides that SoCalGas would collect the portion of the franchise 
fee greater than the statutory amount by placing a 1% line-item franchise fee 
surcharge on bills to customers located within Huntington Beach.  SoCalGas 
accepted a grant of franchise offered by Huntington Beach that contained a 
franchise calculation whereby, if authorized by the Commission, SoCalGas 
would pay the higher franchise fees to Huntington Beach but would collect the 
portion of the franchise fee greater than the statutory amount by placing a 1% 
line-item franchise fee surcharge on bills to customers located within Huntington 
Beach.  Thus, SoCalGas would continue to use the same formula to determine its 
franchise fee payments to the City, but would now begin to collect additional 
revenues from SoCalGas customers in the City.  
 
In Decision (D.) 89-05-083, the Commission established the procedure for filing 
an advice letter where the local government entity requires the public utility to 
collect franchise fees exceeding the average franchise fees within the utility’s 
service territory.  The Commission recognized that where franchise fees 
attributable to one city were substantially above the average franchise fees within 
the service territory of the utility, requiring all customers to pay the city’s higher-
than-average costs in rates would mean that some customers would be 
subsidizing other customers, but not themselves receiving any benefits from 
increased taxes and fees.  
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With Advice Letter 4134, SoCalGas requests approval from the Commission to 
add a 1% surcharge on the bills of customers in the City.  The advice letter did 
not indicate how the revenues from the surcharge would be treated. 
 
A utility’s system wide franchise fee factor is typically established in a general 
rate case, based on franchise fee amounts divided by revenue.  The franchise 
fee factor is used to calculate forecasted franchise fee expenses, one of the 
expenses included in the calculation of the utility’s revenue requirment.  The 
Commission’s last decision authorizing SoCalGas’ GRC revenue requirements 
was D.08-07-046.    
 
NOTICE  

Notice of Advice Letter 4134 was made by publication in the Commission’s Daily 
Calendar.  SoCalGas states that a copy of the Advice Letter was sent to parties 
shown on the Service List attached to the Advice Letter.   
 
PROTESTS 

On July 27, 2010, TURN filed a protest to SoCalGas’ Advice Letter 4134.  TURN 
does not object to the City of Huntington Beach franchise agreement or to the 
proposal to institute a 1% franchise fee surcharge for customers in the City.  
TURN acknowledges that the surcharge appears consistent with the 
Commission policy established in D.89-05-063.  Rather, TURN’s concern is 
with what will happen to the money that will be collected via the 1% 
surcharge between the date of Commission approval and SoCalGas’ next GRC.   
 
TURN points out that under the new franchise agreement SoCalGas will 
collect the 1% surcharge  which it did not collect under the old agreement. 
According to TURN these revenues should flow back to ratepayers in some 
manner.   SoCalGas has been paying Huntington Beach under the “2%/2% 
formula” for an extended period of time, pursuant to the settlement of a legal 
dispute many years ago.  However, because of the unique context in which the 
2%/2% formula was originally adopted, no franchise fee surcharge has been 
assessed to customers in the City before.  As such, under the new franchise 
agreement, Huntington Beach will retain its higher franchise fee, but SoCalGas 
will receive increased revenues from customers in the City as a result of the 1% 
surcharge.  SoCalGas will not, however, incur any increased franchise fee costs, 
since the fee that it pays to the City will be calculated using the same percentage.    
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TURN argues that because there is no increase in cost to SoCalGas, since the 
franchise fees paid to the City under the new franchise agreement will be the 
same as those assessed historically, the increased revenues generated by the 
surcharge must flow back to ratepayers in some manner.  TURN believes that 
this will ensure that customers elsewhere in the SoCalGas service territory truly 
receive the benefits of the 1% surcharge in Huntington Beach.  TURN suggests 
the most straightforward approach to ensuring that this additional revenue 
accrues to the benefit of SoCalGas’ retail customers is for the Commission to 
direct SoCalGas to credit the increased revenues from the surcharge to its Core 
and Noncore  Fixed Cost Accounts in proportion to the payment of the surcharge 
revenues by core and noncore customers in Huntington Beach, until the existence 
of the separate surcharge can be reflected in a lower system wide franchise fee 
factor in the company’s next GRC.   
 
SoCalGas filed a response to TURN’s protest on August 3, 2010, in opposition to 
TURN’s recommendation.  SoCalGas states in its response that TURN’s request 
is outside the scope of Advice Letter 4134.  SoCalGas asserts that TURN’s request 
violates longstanding Commission policy grounded in the Commission’s 
recognition of the “filed rate doctrine”, and cites D.00-08-037 as the basis for its 
authority.  SoCalGas argues that the filed rate doctrine provides that between 
rate cases, the utility shareholders bear all the risk of loss if approved rates do 
not cover actual costs and receive the benefit if costs are below those approved in 
rates.   
  
DISCUSSION 

SoCalGas’ request to collect one percent (1%) as a franchise fee surcharge on 
customers in Huntington Beach is granted subject to the requirement that the 
increased revenues from the surcharge are credited to the Core Fixed Cost 
Account and Noncore Fixed Cost Account.  We agree with TURN’s 
determination that under the new franchise agreement SoCalGas will receive 
increased revenues from customers in the City as a result of the 1% surcharge, 
but that there is no corresponding increase in cost to SoCalGas because the 
franchise fee formula will be the same as that used historically.  The new 
franchise agreement with the City does not change the formula that SoCalGas 
has used in recent years to determine the franchise fees paid to the City and 
therefore does not increase SoCalGas’ costs with respect to these franchise fees.  
As TURN noted, the only difference will be that SoCalGas is now able to recover 
additional revenues through a specific surcharge on customers in the City.  
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Under this scenario, SoCalGas would collect more revenues than it collected 
prior to the Commission approval of the Huntington Beach surcharge.    
 
D.89-05-063 recognized that utility customers system wide should be protected 
from having to pay higher franchise fees to the utility in order to enhance the 
revenues of a specific local government entity that assesses higher than system 
average franchise fees.  TURN is correct in noting that this policy goal would 
not be achieved if the revenues generated by the 1% franchise fee surcharge in 
the City were returned to SoCalGas shareholders, rather than ratepayers, until 
the company’s next GRC.  Accordingly, we hold that SoCalGas should credit the 
increased revenues from the surcharge to its Core Fixed Cost Account and 
Noncore Fixed Cost Account in proportion to the payment of the surcharge 
revenues by core and noncore customers in Huntington Beach, until the existence 
of the separate surcharge can be reflected in a new system wide franchise fee 
factor in the company’s next GRC.  On August 6, 2010, SoCalGas submitted its 
Notice of Intent to file its 2012 Test Year GRC. 
 
SoCalGas’ argument that TURN’s request violates the filed rate doctrine and is 
outside the scope of Advice Letter 4134 is not valid.  SoCalGas states that 
TURN’s request violates the filed rate doctrine as recognized by the Commission 
in D.00-08-037.  However, D.00-08-037 merely states that the Commission 
recognizes the filed rate doctrine without providing further support for 
SoCalGas’ argument.  Additionally, SoCalGas states that the filed rate doctrine 
provides that utility shareholders bear all the risk of loss if approved rates do not 
cover actual costs and receive the benefit if costs are below those approved in 
rates.  In this case, however, SoCalGas’ costs are unchanged from rates 
previously approved by the Commission because the franchise fees paid to the 
City under the new franchise agreement will be the same as those assessed 
historically.  Under the new franchise agreement, there will be no change to 
SoCalGas’ costs with respect to franchise fees paid to the City and approved in 
rates by the Commission.  Further, in this case, SoCalGas is requesting a rate 
increase for some customers while not simultaneously compensating its other 
customers. As such, TURN’s request does not ask the Commission to act in 
derogation of the filed rate doctrine and is within the scope of Advice Letter 
4134. 
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COMMENTS 

Public Utilities Code section 311(g)(1) provides that this resolution must be 
served on all parties and subject to at least 30 days public review and comment 
prior to a vote of the Commission.  Section 311(g)(2) provides that this 30-day 
period may be reduced or waived upon the stipulation of all parties in the 
proceeding.   
 
The 30-day comment period for the draft of this resolution was neither waived or 
reduced.  Accordingly, this draft resolution was mailed to parties for comments, 
and will be placed on the Commission's agenda no earlier than 30 days from 
today. 
 
FINDINGS AND CONCLUSIONS 

 
1. On July 7, 2010, SoCalGas filed Advice Letter 4134 requesting approval to 

add a 1% surcharge on the bills of customers in the City of Huntington Beach, 
a charter city, pursuant to a new franchise agreement.  

 
2. On July 27, 2010, TURN filed a protest to SoCalGas’ Advice Letter 4134. 
 
3. On August 3, 2010, SoCalGas filed a response to TURN’s protest. 
 
4. In D.89-05-03, the Commission established the procedure for filing an advice 

letter where the local governmental entity requires the public utility to collect 
franchise fees exceeding the average franchise fees within the utility’s service 
territory. 

 
5. A charter city is permitted to negotiate franchise fees in excess of the 

statutory formulas set forth in the Broughton Act or the Franchise Act of 
1937. 

 
6. SoCalGas had been paying franchise fees to the City of Huntington Beach 

under the 2%/2% formula under its previous franchise agreement. 
 
7. Under the new franchise agreement with the City of Huntington Beach, 

SoCalGas will continue to pay the City under the higher 2%/2% formula, 
once the Commission adopts the 1% surcharge.   
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8. No franchise fee surcharge has been assessed to customers in the City 
heretofore.  The higher-than-statutory franchise fee formula was the result of 
a settlement of a legal dispute arising from the merger with Southern 
Counties Gas Company.  

 
9. Under the new franchise agreement with the City of Huntington Beach, 

SoCalGas will receive increased revenues from customers in the City as a 
result of the 1% surcharge. 

 
10. TURN’s protest is not outside the scope of Advice Letter 4134. 
 
11. TURN’s protest does not ask the Commission to act in derogation of the filed 

rate doctrine. 
 
12. SoCalGas should credit the revenues from the surcharge to its Core and 

Noncore Fixed Cost Accounts in proportion to the payment of the surcharge 
revenues by core and noncore customers in Huntington Beach until the 
existence of the separate surcharge can be reflected in the system wide 
franchise fee factor, as determined by the Commission in a decision in 
SoCalGas’ next GRC.    

 
 
THEREFORE IT IS ORDERED THAT: 

 
1. Southern California Gas Company’s (SoCalGas) request to add a 1% 

surcharge on the bills of customers in the City of Huntington Beach pursuant 
to a new franchise agreement is approved. 

 
2. SoCalGas shall credit the revenues from the surcharge to its Core Fixed Cost 

Account (CFCA) and Noncore Fixed Cost Account (NFCA) in proportion to 
the payment of the surcharge revenues by core and noncore customers in 
Huntington Beach, until the existence of the separate surcharge can be 
reflected in a the system wide franchise fee factor adopted by the Commission 
in the company’s next General Rate Case (GRC). 

 
3. SoCalGas shall file a Tier 2 advice letter within 10 days of the effective date of 

this resolution to revise the tariff language for its CFCA and NFCA in 
compliance with Ordering Paragraph 2.  
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This Resolution is effective today. 
 
I certify that the foregoing resolution was duly introduced, passed and adopted 
at a conference of the Public Utilities Commission of the State of California held 
on November 19, 2010; the following Commissioners voting favorably thereon: 
 
 
 
 
       _______________ 
         Paul Clanon 
          Executive Director 
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STATE OF CALIFORNIA                                                                                             ARNOLD SCHWARZENEGGER, Governor 
PUBLIC UTILITIES COMMISSION 
505 VAN NESS AVENUE 

SAN FRANCISCO, CA  94102-3298 

 
October 19, 2010                                                                             RESOLUTION G-3452 
                                                                         November 19, 2010 Commission Meeting 
                                                                                                        I.D. # 9856 

       
 
TO:  Parties to Southern California Gas Company (SoCalGas) 

Advice Letter (AL) 4134   
   
Enclosed is draft Resolution G-3452 of the Energy Division.  It 
will be on the agenda at the next Commission meeting which is at 
least 30 days after the mailing date of this letter. The Commission 
may then vote on this Resolution or it may postpone a vote until 
later.  
 
The draft resolution approves SoCalGas’ proposal to add a 1% 
surcharge on the bills of customers in the City of Huntington 
Beach.  It also orders SoCalGas to credit the increased revenues 
back to its core and noncore customers until a new system wide 
franchise fee factor is determined in SoCalGas’ next General Rate 
Case.  
 
When the Commission votes on a draft Resolution, it may 
adopt all or part of it as written, amend, modify or set it 
aside and prepare a different Resolution.  Only when the 
Commission acts does the Resolution become binding on the 
parties. 
 
Parties may submit comments on the draft Resolution.  An 
original and two copies of the comments, with a certificate 
of service, should be submitted to: 
 
Honesto Gatchalian   
Energy Division 
California Public Utilities Commission 
505 Van Ness Avenue 
San Francisco, CA  94102 
Fax: 415-703-2200 
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A copy of the comments should also be submitted in 
electronic format to: 
 

                 Richard Myers 
Energy Division 
California Public Utilities Commission 
505 Van Ness Avenue 
San Francisco, CA 94102 
e-mail: ram@cpuc.ca.gov  
 
Any comments on the draft Resolution must be received by 
the Energy Division by November 9, 2010.  Those submitting 
comments must also serve a copy of their comments on the : 
1) the entire service list attached to the draft Resolution, 2) 
all Commissioners, 3) the Chief Administrative Law Judge, 
4) the General Counsel, and  
5) the Director of the Energy Division, on the same date that 
the comments are submitted to the Energy Division.  
 
Comments shall be limited to fifteen pages in length plus a 
listing of the recommended changes to the draft Resolution 
and an appendix setting forth the proposed findings and 
ordering paragraphs. 
 
Comments shall focus on factual, legal or technical errors in 
the draft Resolution.  Comments that merely reargue 
positions taken in the advice letter or protests will be 
accorded no weight and are not to be submitted. 
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Replies to comments on the draft Resolution will not be 
accepted.  
  
  
/s/__Richard A. Myers______  
Richard A. Myers, Program and Project Supervisor 
Energy Division 
 
Enclosure: Certificate of Service and Service List   
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CERTIFICATE OF SERVICE 
 
 

I certify that I have served a true copy of Draft Resolution G-3452 on the attached 
service list via electronic mail.  
 
Dated October 19, 2010 at San Francisco, California. 

 
 
 
  

/s/ _Honesto Gatchalian____ 

Honesto Gatchalian  
 
  
 
 

NOTICE 
 

Parties should notify the Energy Division, Public Utilities 
Commission, 505 Van Ness Avenue, Room 4002 

San Francisco, CA  94102, of any change of address to 
insure that they continue to receive documents.  You 

must indicate the Resolution number on the service list 
on which your name appears. 
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RESOLUTION G-3452 
SERVICE LIST  

 
 

 
Tanya Peacock 
Regulatory Case Manager  
Southern California Gas Company 
555 West Fifth Street 
Los Angeles, CA   90013-1011 
tpeacock@SempraUtilities.com 
 
Sid Newsom 
Tariff Manager 
Southern California Gas Company 
555 West Fifth Street 
Los Angeles, CA   90013-1011 
snewsom@SempraUtilities.com  
 
Michel Peter Florio 
The Utility Reform Network 
115 Sansome Street, Suite 900 
San Francisco, CA  94104 
mflorio@turn.org 
 
 
 
 
 
 

  
 
 

 


