Resolution G-3332 

 February 7, 2002

SWG AL 652-G/NIL


PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

ENERGY DIVISION





RESOLUTION G-3332


February 7, 2002

RESOLUTION

Resolution G-3332. Southwest Gas Corporation (SWG) requests approval to temporarily decrease the Gas Cost component of Southern California rates from $0.66743 to $0.375 per therm effective January 16, 2002 through March 31, 2002. The request of Southwest Gas is approved.

By Advice Letter 652 filed on January 14, 2002. 

__________________________________________________________

Summary 

Southwest Gas Corporation (SWG) filed Advice Letter (AL) 652 on January 14, 2002 to request approval to temporarily decrease the Gas Cost component of SWG’s Southern California rates from $.66743 to $.37500 per therm to be effective from January 16, 2002 through March 31, 2002. 

SWG typically reports gas cost adjustments applicable to Southern and Northern California rates through monthly advice letters.  Effective January 7, 2002, SWG’s current Gas Cost rate component for its Southern California Division is $0.66743 per therm.

SWG proposes the rate reduction in AL 652 to make the Gas Cost component of its Southern California rates more compatible with current market rates and provide urgent relief to its customers from high winter bills. 

The reduced rate will not be sufficient to cover SWG’s actual purchased gas costs through March 31, 2002.  SWG proposes to recover the remaining balance by amortizing it over a two-year period.  SWG shareholders will bear the interest cost of deferral of its gas costs.  SWG estimates that this amortization will result in an add-on charge to the Gas Cost component of its Southern California rates in the amount of $0.033 per therm starting April 1, 2002. 

SWG’s proposal provides urgent relief to SWG’s Southern California customers from high winter bills.  SWG estimates that its proposal will result in a reduction in customers’ bills of about 25%.  We approve SWG AL 652. 

Background

SWG typically adjusts the Gas Cost component of its rates every month, to reflect its estimated costs of gas that it purchases for its customers in northern and southern California.  In its monthly gas cost rate adjustment, SWG may also include a small surcharge or credit to recover differences between its actual costs of gas and revenues collected from customers.   SWG files these rate adjustments by advice letter at the beginning of the month, and the new rates become effective several days later.

Most recently, SWG filed AL 650 and revised the Gas Cost component of its Southern California rates to $0.66743 per therm to be effective January 7, 2002. 

The Gas Cost component of SWG’s Southern California rates is higher than current market rates, due to some fixed-priced gas contracts which SWG signed last year.  In order to alleviate the impact on customers’ bills, SWG filed AL 652 to temporarily decrease the Gas Cost component to $0.375 per therm from $0.66743 per therm.

Since the proposed gas rate will not be sufficient to cover SWG’s actual gas procurement costs, SWG proposes to recover the difference with an add-on surcharge to the Gas Cost component of the Southern California rates in the amount of $0.033 per therm over about a two-year period. 

Notice 

Notice of AL 652 was made by publication in the Commission’s Daily Calendar.  SWG states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

Pursuant to Section XV of General Order (G.O.) 96-A, the Commission finds that good cause exists, based on the threat to public health and welfare cited by ratepayers in the Public Participation Hearing, to waive the 20 day protest period for Advice Letters otherwise required by Section III.H of G.O. 96-A. Immediate relief is necessary to aid customers in paying winter heating bills. Because SWG bears all the carrying costs of any temporary revenue undercollection caused by granting the relief, the Commission finds that no parties will be harmed by the waiver of the protest period. 

Discussion

SWG’s current gas cost component of the rates for its Southern California customers is $0.66743 per therm, effective January 7, 2002.  With AL 652, SWG requests approval to temporarily reduce the Gas Cost component of Southern California rates to $0.375 per therm effective January 16, 2002 through March 31, 2002. 

SWG’s Gas Cost rate component for Southern California is currently much higher than current market rates, due to some fixed price contracts that SWG signed last year. According to Gas Daily, the monthly contract southern California border index for January 2002 is $0.261 per therm.  These fixed price contracts will expire on March 31, 2002, so SWG believes it is reasonable to expect that its actual gas costs will fall after that date.

SWG’s reduced rate will not cover its actual gas procurement cost.  SWG estimates a shortfall in the amount of $5.1 million.  SWG further estimates that this shortfall will result in a $0.033 per therm add-on to the Gas Cost component of Southern California rates to be applied over about a two-year period. Depending on the market price and other factors, SWG proposes “to vary the add-on rate in order to moderate its impact on customers’ bills.”

SWG’s proposal does not include an actual net gas cost reduction.  SWG’s customers will still pay the same amount over a longer period of time.   In addition, the reduced rates will not give the customers the accurate signal about SWG’s actual procurement cost. 

However, we are aware that SWG’s Southern California customers have been suffering from the high bills since last winter.  Many of these customers voiced their concerns and demanded immediate action during the public hearings held at Big Bear Lake, and Apple Valley on January 8 and 9, 2002.  A number of community members living on fixed-income budgets were not simply complaining about having to pay higher gas bills. They were frustrated about having to make the choice between keeping themselves and their families warm enough to sustain good health and paying for other household needs. The comments pointed to an immediate need for rate relief.

The above set of unique circumstances provides sufficient justification for immediate action. The approval of AL 652 will bring a temporary but urgent relief to SWG’s Southern California customers from high winter bills.  The relief needs to be provided immediately for the ratepayers to receive the full benefit from the rate reduction when it is most necessary.  Any delay in the rate reduction will diminish the benefits to ratepayers. SWG estimates that customers’ bills will be reduced by approximately 25% as a result of the reduction in the Gas Cost rate.  In addition, the customers will not have to pay interest for carrying the remaining balance since SWG’s shareholders will bear the cost of deferral. 

We are currently investigating the reasonableness of SWG’s gas costs in Order Instituting Investigation 01-06-047.  SWG states that its proposal “in no way limits the right of any party with regard to pending or future investigations of SWG’s gas purchasing practices.”

With this resolution, we approve AL 652, effective January 16, 2002 as requested by SWG.

To expedite approval of SWG’s proposal, we have waived protests, and have reduced the comment period to two business days. If there is a loss of rights involved in this process, it would be a concern of SWG alone, since it faces a rate reduction and an inability to recover carrying costs for the undercollection. SWG is seeking this action, has implemented it at its own risk, and has effectively waived any concerns about the procedure. 

The above treatment does not violate the Commission’s practice of prospective ratemaking.  As the Commission said in the Southern California Water Co. Headquarters case, D.92‑03‑094 (March 31, 1992), 43 Cal. P.U.C. 2d 596, 600:


It is a well established tenet of the Commission that ratemaking is done on a prospective basis.  The Commission's practice is not to authorize increased utility rates to account for previously incurred expenses, unless, before the utility incurs those expenses, the Commission has authorized the utility to book those expenses into a memorandum or balancing account for possible future recovery in rates.  This practice is consistent with the rule against retroactive ratemaking.  (Emphasis in original.)

As noted, the expenses that SWG has incurred for gas procurement, for which SWG will defer recovery by means of this advice letter, are already authorized by the Commission to be included in rates, pending a reasonableness review of SWG’s purchasing practices.  Thus, the Commission is not authorizing increased (or decreased) utility rates for previously incurred expenses before such expenses were authorized for potential recovery.  Moreover, SWG, the only person or entity that could complain about the rate decrease as being improper, has effectively waived any objection by itself requesting the decrease from the Commission.  In short, the Commission’s approval of this advice letter does not violate the ban on retroactive ratemaking.

Comments

Public necessity requires that the 30-day comment period of Public Utilities Code section 311(g) be reduced in order to make SWG’s request effective on January 16, 2002, and to eliminate any uncertainty SWG may have about the status of its request. We have balanced the public interest in avoiding the possible harm to public welfare flowing from delay in considering this resolution against the public interest in having the full 30-day period for review and comment as required by Rule 77.7(f)(9). We conclude the former outweighs the latter, because of the clear and immediate need for the public to be relieved from excessively high winter heating bills, and the bearing by SWG of all carrying costs of any temporary revenue reduction. We conclude that failure to adopt a decision before the expiration of the 30-day review and comment period would cause significant harm to the public welfare. Accordingly we reduce the comment period for this Resolution. 

We sent out the draft for comments on January 17, 2002. The comments were due January 22, 2002. No comments were filed.

Findings

1. SWG filed AL 652 to reduce the Gas Cost component of SWG’s Southern California rates from $0.66743 per therm to $0.375 per therm effective January 16, 2002 through March 31, 2002. 

2. SWG estimates that the reduced rate will not be sufficient to cover its actual gas cost and will result in a shortfall of approximately $5.1 million. 

3. In order to recover the shortfall, SWG will apply an add-on to the Gas Cost component of Southern California rates in the amount of $0.033 per therm starting April 1, 2002 over a two-year period. 

4. SWG proposes to modify the add-on rate depending on market conditions.

5. SWG shareholders will bear the interest cost of the deferring the outstanding balance.

6. The unique set of circumstances facing SWG and its customers provides sufficient justification for immediate action. 

7. The relief needs to be provided immediately for the ratepayers to receive full benefit from the rate reduction.

8. Pursuant to Section XV of General Order (G.O.) 96-A, the Commission finds that good cause exists, based on the threat to public health and welfare cited by ratepayers in the Public Participation Hearing, to waive the 20 day protest period for Advice Letters otherwise required by Section III.H of G.O. 96-A.

9.  Failure to adopt SWG’s proposal before the expiration day of the 30-day review and comment period will cause significant harm to the public welfare and therefore the comment period is reduced. 

10. We should approve SWG AL 652, effective January 16, 2002. 

11. If there is a loss of rights involved in this process, it would be a concern of SWG alone, since it faces a rate reduction and inability to recover carrying costs for the undercollection. SWG is seeking this action, has implemented at its own risk, and has effectively waived any concerns about the procedure.
Therefore it is ordered that:
1. SWG AL 652 is approved, with an effective date of January 16, 2002.

2. 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 February 7, 2002; the following Commissioners voting favorably thereon:
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      Commissioners

We will file a concurrence.

/s/ HENRY M. DUQUE

/s/ RICHARD A. BILAS


Commissioners

Res. G-3332

Joint Concurrence of Commissioners Duque and Bilas:

We fully support the badly needed rate relief provided by Item E-3. The customers of Southwest Gas have suffered severe hardships from natural gas price volatility.  Reluctantly, we must take issue with the effective date of Item E-3 and file this concurrence.  For both legal and policy reasons, we believe the effective date must be the date of the Commission decision. 

We appreciate modifications made to Item E-3 by the Energy Division.  Item E-3 no longer ratifies the prior action of the Energy Division in approving the rate changes.  Instead, Item E-3 can know be read to have the Commission retroactively change the rates to the date of the Energy Division action.  Of course, this then raises a different if not more problematic concern – retroactive ratemaking. That the costs were previously authorized to be included in rates does not alter the fact that we are changing rates.  The fact also remains that the rate changes were implemented weeks ago on the authority of the Energy Division and not the full Commission.  Deleting the language in E-3 referencing that fact does not alter its existence. 

However well-intentioned and desired the result, taking this first step is unwise.  Placing this type of responsibility at the staff level puts this issue off our public agendas.  This step obscures California’s energy policies, preventing scrutiny by the Commissioners and the public.  A change in rates is a substantive, discretionary decision, well outside the ministerial tasks that the Commission may lawfully delegate to staff.  The Public Utilities Code references approval of rate changes by the Commission and not staff.  We cannot override a clear statutory directive. 

Proceeding down this path will continue to generate challenges to our policies in court.  As demonstrated by the Edison advice letter litigation, the state appellate courts have shown no reluctance to reverse regulatory policies that do not follow the Public Utilities Code to the letter.  This alone will add more regulatory and judicial uncertainties that our utilities must confront.  

For these reasons, we support Item E-3 but are filing this concurrence.

Henry M. Duque                                                                                 Richard A. Bilas

   Commissioner                                                                                     Commissioner

February 7, 2002

San Francisco
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