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%en Meeting 
ranuary 24 and 25,2006 
Phoenix, Arizona 

BY THE COMMISSION: 

FINDINGS OF FACT 

1. Southwest Gas Corporation (“Southwest”) is engaged in providing natural gas 

service within portions of Arizona, pursuant to authority granted by the Arizona Corporation 

Commission. 

2. On November 8, 2005, Southwest filed for Commission approval of an increase in 

its temporary purchased gas adjustor (“PGA”) surcharge from the current level of $0.02 per t h e p  

to $0.1 1 per therm due to increasing natural gas prices. 

3. Previously, in Decision No. 67458 (January 4, 2005), the Commission approved a 

$0.02 per therm PGA surcharge for Southwest, effective in January 2005 and terminating upon a 

change in Southwest’s rates resulting from a general rate proceeding, unless otherwise ordered by 

the Commission. 

4. Southwest’s application indicates that it projects that its PGA bank balance will be 

undercollected by approximately $60 million by the end of 2005. As of the end of October 2005, 
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Southwest’s PGA bank balance was undercollected by $33,894,523 according to the most recently 

available monthly PGA report. 

5. In December 2005, the total cost of gas reflected in Southwest’s rates was $0.65407 

per therm, consisting of a base cost of gas of $0.37034 per therm, a monthly PGA rate of $0.26373 

per therm, and a temporary PGA surcharge of $0.02 per therm. By comparison, the total cost of 

gas reflected in Southwest’s rates in December 2004 was $0.53407 per therm. Nevertheless, the 

current cost of gas reflected in Southwest’s rates is substantially below the actual incurred cost of 

natural gas, including both the commodity cost and the interstate transportation cost, for Southwest 

in recent months, as spot market natural gas prices have soared. 

6. Southwest has indicated that approximately half of its winter 2005/2006 natural gas 

supplies are hedged at between $6.00 and $7.00 per dth, with the remainder of supplies subject to 

monthly or daily market indices. 

7. In recent months, natural gas prices soared in late summer due to high temperatures 

and then the hurricanes which swept through the Gulf of Mexico, disrupting natural gas 

production, processing and deliveries. Natural gas prices dipped during November as weather was 

mild. However, in December prices have risen to their highest levels yet, as cold weather across 

the nation has driven early winter demand for natural gas and other heating fuels. 

8. As of December 22,2005, the Gas Daily El Paso-Permian index was $1 1.35 per dth 

and the El Paso-San Juan index was $11.325 per dth. The United States Energy Information 

Administration projects El Paso-San Juan prices to average $8.21 per thousand cubic feet 

(approximately equivalent to a decathenn) in 2006. A variety of factors could move natural gas 

prices significantly upward or downward during the current heating season and further into the 

future. 

9. Staff has reviewed Southwest’s projected natural gas prices and believes they are 

reasonable for the purpose of evaluating Southwest’s application for an increase in its PGA 

surcharge. Southwest projects an average commodity cost in 2006 of approximately $0.77 per 

therm. 

. . .  
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10. Additionally, Southwest projects a substantial increase in its interstate 

:ransportation costs, due to the on-going El Paso Natural Gas Company rate proceeding before the 

Federal Energy Regulatory Commission. 

11. Southwest’s projections show that even with implementation of the proposed PGA 

surcharge, Southwest’s PGA bank balance will continue to grow through 2006, exceeding $100 

million in the second half of 2006. 

12. Southwest’s application requests implementation of the PGA surcharge increase in 

the first billing cycle for January 2006 or as soon as practicable thereafter. Giving the timing of 

the process for reviewing this matter, a February 2006 implementation would likely be the earliest 

possible. Southwest’s application does not specify when the Company wishes the proposed 

surcharge to end. In discussions with Southwest, the Company indicated to Staff that its intent is 

for the $0.1 1 per therm PGA surcharge to be in effect until the bank balance reaches zero. 

13. While certainly substantial, Southwest’s requested PGA surcharge of $0.11 per 

therm is relatively small in comparison to the PGA surcharges the Commission has recently 

granted to other Arizona LDCs. At least part of the reason for this is likely that Southwest is only 

requesting a PGA surcharge to address the undercollected PGA bank balance as of the end of 

December 2005, whereas other PGA surcharge requests have, to at least some extent, addressed 

anticipated undercolIections that are projected to occur through 2006. 

14. Staff believes that, given the high level of natural gas prices and the real possibility 

that Southwest’s PGA bank balance will increase even if Southwest’s application is granted, the 

Commission should grant the full $0.11 per therm PGA surcharge requested by Southwest. If 

Southwest’s projections are accurate, the Company may need to seek additional relief at a later 

point in 2006. 

.I 

15. Beginning November 28, 2005, Southwest began inserting customer notices in its 

bills to inform customers of its request to increase the PGA surcharge, in addition to other 

educational efforts. 

16. Attached are several tables showing possible options if the Commission wishes to 

approve a surcharge in some form other than the $0.11 level requested by the Company. 

Decision No. 68439 
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February 2006 bill February 2006 bill Percentage 
with a $0.02 per with a $0.11 per Difference 

qdditionally, it should be noted that Southwest has an on-going general rate case proceeding 

Docket No. G-01551A-04-0876) before the Commission that likely will result in some level of 

idditional rate increase. 

17. li the Commission’s recent decision on a UNS Gas PGA surcharge application, the 

:ommission exempted customers taking service on the low income discount tariff from paying the 

?GA surcharge. Staff recommends that customers taking service on Southwest’s G-10, Low 

hcome Residential Gas Service (Southwest’s LIRA program), be exempted from paying the PGA 

;urcharge in effect for Southwest after this proceeding. 

18. For an average residential customer in February 2006, using 55 therms, the bill is 

:stbated to be $71.57 with only the $0.02 per therm surcharge in effect,-and $76.52 with the 

30 

idditional$O.O9 per therm surcharge. By comparison, an average residential customer in February 

2005, using 55 therms, would have had a bill of $65.68 (only $0.02 surcharge in effect). The 

increases from 2005 reflect both the surcharge(s) that would be in effect in February 2006 and the 

gradual increase in the monthly PGA rate. 

19. The table below shows estimated customer bills in February 2006 at a variety of 

isage levels, with either the existing $0.02 per therm surcharge or the proposed $0.1 1 per therm 

therm surcharge therm surcharge 
$43.36 $46.06 +6.23% 

surcharge. 

75 

100 

150 

$93.46 $100.2 1 +7.22% 

$120.82 $129.82 +7.45% 

$175.54 $189.04 +7.69% 

I 55 (Average) I $71.57 1 $76.52 1 +6.92% I 

20. Given current conditions, Staff has recommended approval of Southwest’s 

zpplication to increase the PGA surcharge from $0.02 per therm to $0.11 per therm, effective the 

Decision No. 68439 
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first billing cycle in February 2006. Staff further recommends that the $0.1 1 per therm PGA 

surcharge remain in effect until the PGA bank balance reaches zero or the Commission orders 

otherwise. 

21. Staff has further recommended that customers enrolled in the LIRA program be 

exempted from paying the PGA surcharge approved in this proceeding. 

22. The Commission is concerned about the impact that a $0.11 per therm surcharge on 

Southwest Gas customers will have on individuals’ ability to pay their bills during the height of the 

winter heating season. Therefore, Southwest Gas is prohibited from conducting disconnections not 

related to safety concerns from the effective date of this order until March 30, 2006, and from 

December 1,2006 until March 30,2007. Any exemptions to the prohibition shall be determined in 

conjunction with Staff. 

23. Staff has further recommended that Southwest engage in an immediate, highly 

visible and meaningful public relations campaign, in consultation with Staff, to inform its 

xstomers of (1) the specific details of the PGA surcharge level(s) approved in this proceeding and 

how it benefits customers to recover natural gas costs now rather than later; (2) the impact of the 

PGA surcharge level(s) on customer bills; (3) general natural gas price circumstances leading to 

the PGA surcharge; and (4) ways in which Southwest’s customers can try to manage the higher 

rates they are facing. Heavy emphasis should be placed on promoting programs such as budget 

billing (especially during the time of year that it would be most beneficial to customers to apply), 

the LIRA program, and ways to reduce consumption. 
, 

24. Southwest Gas shall implement a deferred payment plan for those individuals who 

are struggling to pay their bills but who commit to payment of their bills over a reasonable period 

of time, or who demonstrate that they have secured bill payment assistance from a government 

agency, a community agency, a charity or faith-based institution. The time period for recovery of 

the deferred payment shall be established by the Company in conjunction with Staff. 

CONCLUSIONS OF LAW 

1. Southwest is an Arizona public service corporation within the meaning of Article 

XV, Section 2, of the Arizona Constitution. 

Decision No. 68439 
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2. The Commission has jurisdiction over Southwest and over the subject matter of the 

ipplication. 

3. The Commission, having reviewed the application and Staffs Memorandum dated 

January 1 1,2006, concludes that it is in the public interest to approve the PGA surcharge discussed 

nerein. 

ORDER 

IT IS THEREFORE ORDERED that the purchased gas adjustor surcharge, as discussed 

herein, be in effect until the PGA bank balance reaches zero or the Commission orders otherwise, 

is approved. 

IT IS FURTHER ORDERED that customers served under the LIRA program are exempted 

&om paying the PGA surcharge approved in this order. 

IT IS FURTHER ORDERED that Southwest Gas is prohibited from conducting 

disconnections not related to safety concerns from the effective date of this order until March 30, 

2006, and from December 1,2006 until March 30, 2007. Any exemptions to the prohibition shall 

be determined in conjunction with Staff. 

IT IS FURTHER ORDERED that Southwest Gas engage in an immediate, highly visible 

and meaningful public relations campaign, in consultation with Staff, to inform its customers of (1) 

the specific details of the PGA surcharge level(s) approved in this proceeding and how it benefits 

customers now to recover natural gas costs now rather than later; (2) the impact of the PGA 

surcharge level(s) on customer bills; (3) general natural gas price circumstances leading to the 

PGA surcharge; and (4) ways in which Southwest’s customers can try to manage the higher rates 

they are facing. Heavy emphasis should be placed on promoting programs such as budget billing 

(especially during the time of year that it would be most beneficial to customers to apply), the 

LIRA program, and ways to reduce consumption. 

cl 

. . .  

. . .  

. . .  
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IT IS FURTHER ORDERED that Southwest Gas shall implement a deferred payment plan 

For those individuals who are struggling to pay their bills but who commit to payment of their bills 

iver a reasonable period of time, or who demonstrate that they have secured bill payment 

issistance fkom a government agency, a community agency, a charity or a faith-based institution. 

The time period for recovery of the deferred payment shall be established by the Company in 

:onjunction with Staff. 

IT IS FURTHER ORDERED that this Order shall become effective immediately. 

BY THE ORDER OF THE ARIZONA CORPOMTION COMMISSION 

&Q2m 
COMMISSIONER 

ZOMMISSIONER COMMISSIONER C O M M I S S I ~ R  

IN WITNESS WHEREOF, I BRIAN C. McNEIL, Executive 
Director of the Arizona Corporation Commission, have 
hereunto, set my hand and caused the official seal of this 
Commission to be affixed at the Capitol, in the City of 
Phoenix, this /.& day of Febpua VV ,2006. 

Executive Director 

DISSENT : 

DISSENT: 

EGJ:RGG:lhmLJG 
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ERVICE LIST FOR: Southwest Gas Corporation 
IOCKET NO. 6-04204A-05-0823 

41. Randall W. Sable 
danager, State Regulatory Affairs 
louthwest Gas Corporation 
241 Spring Mountain Road 
lost Office Box 985 10 
,as Vegas, Nevada 89193-85 10 

dr. Ernest G. Johnson 
Xrector, Utilities Division 
&zona Corporation Commission 
200 West Washington 
'hoenix, Arizona 85007 

dr. Christopher C. Kempley 
Zhief Counsel 
irizona Corporation Commission 
200 West Washington 
'hoenix, Arizona 85007 
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