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, 2004, Southwest Gas Co t Gas’’ or “Company”) file, 

with the Arizona Corporation Commission (“Commission”) an application for a rate in 

Staff (“Staff”) fil On January 7, 2005, 

Insufficiency. 

On January 26, 2005, Staff filed a Letter of Sufficiency indicating that Southwest Gas 

3pplication met the sufficiency requirements outlined in Arizona Administrative Code (“A.A.C.” 

R14-2-103, and classifying the Company as a Class A utility. 

By Procedural Order issued February 7,2005, proced 

as scheduled to commence on October 3,2005. 

Intervention was granted to the Residential Utilit e (“RUCO”); the 

Jtility Investors Association (“AUIA”); the United States Department of Defense (“DOD”); 

southwest Energy Efficiency Project (“SWEEP”) and t 

“NRDC”) (collectively “SWEEP/NRDC”); Yuma Cog 

Natural Resources Defense council 

:omunity Action Association (“ACAA”); Arizona Public Service Company (“APS”); and Tucson 

3lectric Power Company (“TEP”). 

With its application, Southwest Gas filed the Direct testimony of Jeffrey W. Shaw, Christina 

L. Palacios, Steven M. Fetter, Christy M. Berger, James L. Cattanach, Vivian E. Scott, A. Brooks 

longdon, Edward B. Gieseking, Randi L. Aldridge, Robert 

‘heodore K. Wood. 

Mashas, Frank J. Hanley, and 

Pursuant to the revised procedural schedule established by Procedural Order issued March 10, 

L. Hoffman; 

f Brian Babiars (July 20, 

2 68487 
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Ms. Scott, Mr. Congdon, Mr. Gieseking, Ms. Aldridge, Mr. Mashas, Mr. Hanley, Mr. Wood, William 

N. Moody, Marti Marek, Robert M. Johnson, and Lisa E. Moses. 

On September 13, 2005, RUCO filed the Surrebuttal testimony of Ms. Diaz Cortez, Mr. 

Rigsby, and Mr. Moore; AUIA filed the Surrebuttal testimony of Mr. Meek; SWEEP/NRDC filed the 

Surrebuttal testimony of Mr. Schlegel; DOD filed the Surrebuttal testimony of Dan L. Neidlinger; 

and Staff filed the Surrebuttal testimony of Mr. Hill, Mr. Dorf, Mr. Rogers, Mr. Gehlen, Mr. 

Musgrove, Mr. Gray and Mi. Irvine. 

On September 23, 2005, Southwest Gas filed the Rejoinder testimony of Ms. Palacios, Mr. 

Fetter, Mr. Cattanach, Ms. Scott, Mr. Congdon, Mr. Gieseking, Mr. Moody, Ms. Marek, Ms. Moses, 

Ms. Aldridge, Mr. Mashas, Mr. Kanley, and Mr. Wood. 

On September 26, 2005, a prehearing procedural conference was conducted to address order 

ny and exhibits. 

The evidentiary hearing was commenced as scheduled on October 3, 2005, and additional 

ere held on October 4, 5,6, 7, and 11,2005. 

On October 21, 2005, Southwest Gas filed a substitute Exhibit A-50 (Annual Consumption 

3aph for Low Income and Non-Low Income Residential Customers) and Exhibit A-52 (information 

egarding the Company's Management Incentive Plan), a portion of which was submitted under seal. 

On November 4, 2005, Southwest Gas filed Exhibit A-53 (compilation of regulatory 

rders from other states addressing dec 

if Southwest Gas' revised position on cost of equit 
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43,110,070, for a 4.96 perc 

98,342. Staff recommends a rate increase of $51, 

an increase of $48,506,079. A summary of the parties’ positions’ follows: 

Company Proposed 
ORIGINAL COST 
Adjusted Rate Base 
Rate of Return 
Req’d Operating Inc. 
Op. Income Available 46,775,622 
Operating Inc. Def. 
Rev.Conver. Factor 
Gross Rev. Increase 

FAIR VALUE 
Adjusted Rate Base $1,189,807,002 

Req’d Operating Inc. 
Op. Income Available 46,775,622 50’2 1 1,496 
Operating Inc. Def 29,267,452 

1.6627 1.6573 Rev.Conver. Factor 

3 0 s  Increase 48,506,079 

Rate of Return 7.32% 

Rate Base Issues 

Southwest Gas proposes an OCRB of $943,110,070 in this proceeding. Staff proposes an 

X R B  of $924,927,566, and RUCO recommends an OCRB of $919,607,846. Each of the disnuted 

esult in an increase of more than $21 million to the Company’s rate base. According to Southwest 

;as, the deferred tax adj 

lervice (“I”’’) on August 3,2005 which no 

Other intervenors in the proceeding raised non-r 
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2006 the cumulative tax deduction taken under the prior uniform capitalization (“UNICAP”) rules 

(IRS Code Section 263A) with respect to the simplified service cost metho 

constructed assets (Ex. A-27, at 6). This deferred tax adjustment is necessitated by the Company’s 

voluntary election in 2002 to change from its historical method of accounting to SSCM. 

Southwest Gas argues that the deferred tax adjustment is proper because the new IRS 

regulation is known and measurable, and because the change puts the Company in a similar position 

to where it would have been had it not made the election in 2002. The Company claims that its 

position is consistent with Commission precedent granting recognition of post-test year rate base 

adjustments where the impact is known and measurable, and is comparable to Staffs 

recommendation to recognize changes to property tax expenses that are required by post-test year 

legislation. 

Staff disputes the Company’s contention that the proposed deferred tax adjustment is proper 

n this proceeding. Staff argues that the deferred income tax adjustment proposed by Southwest Gas 

s due entirely to the Company’s voluntary decision in 2002 to change its accounting methodology to 

he SSCM (Ex. S-6, at 2; Tr. 499-500). Staff also claims that the IRS regulations cited by Southwest 

3as are temporary rules and the 2005 Energy Policy Act is likely to increase the amount of the 

Zompany’s deferred taxes, thereby reducing rate base and offsetting the new R S  rule. 

RUCO also opposes the Company’s proposed adjustment, arguing that the IRS rule change 

)ccurred nearly a year after the end of the test year. RUCO further contends that Southwest Gas 

ailed to include this proposal in its initial application and waited until Rebuttal testimony to propose 

he adjustment. RUCO also sides with Staffs argument that the IRS rules are temporary and subject 
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icated that the Company h 

ed that she does not believe 

ified the impact of those changes. A 

rgy Policy Act would have a significant impact on Southwest 

he Energy Policy Act, which is an equally Gas, the Company did not pre 

known and measurable chang offsetting effect on the Comp 

liability and rate base (Tr. 495-497). We also believe RUCO’s point is well tak 

Gas could have presented this proposal as part of its direct case to allow other parties more time to 

analyze the issue prior to the hearing. As a 

Completed Construction Not Classified 

ult, we will adopt Staffs position on this issu 

The National Association of Regulatory Utility Commissioner ’ (“NARUC”) Uniform 

System of Accounts (“USOA”), Section 106, provides the following description of the appropriate 

regulatory treatment for Completed Construction Not Classified (“CCNC”): 

At the end of the year or such other date as a balance sh 
required by the Commission, this account shall include the total of the 
balances of work orders for utility plant which has been completed and 
placed in service but which work orders have not been classified for 
transfer to the detailed utility plant accounts. (RUCO Ex. 9) 

In its application, Southwest Gas proposed an adjustment to test year rate base to reflect its 

CCNC balance. Relying on the NARUC USOA section quoted above, RUCO argues that only work 

orders which have an in-service date that falls within the test year may be included in the adjustment 

For CCNC (RUCO Ex. 5, at 8). According to RUCO witness Rodney Moore, certain work orders that 

were included in the Company’s CCNC adjustment were not in service by the end of the test year and 

uld, therefore, be disallowed (RUCO Ex. 6,  at 7-8). 

ined that “the direct 

is plant that was serving test year customers at the end of 
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projects such as pipe replacements are completed incrementally to minimize customer outages, but all 

of the plant additions included in the CCNC account reflect pipe that was used and useful during the 

test year (Tr. 537-538, 589). 

We agree with the Company’s proposed CCNC adjustment. As Ms. Aldridge’s testimony 

makes clear, only plant that was in service providing service to customers within the test year was 

included in the proposed CCNC adjustment. There is no evidence contrary to the Company’s 

2ssertion that such plant was used and useful during the test year and we believe the Company’s 

:reatment of these plant accounts is consistent with the NARUC USOA and prior Commission 

lecisions. 

’ipe Replacement 

RUCO has proposed disallowance of certain requested pipe replacement projects from the 

Zompany’s rate base pursuant to the terms of a prior Commission Order that addressed regulatory 

reatment of defective pipe2 installed in the former Tucson Gas & Electric system, which was 

ubsequently acquired by Southwest Gas. In Decision No. 58693 (July 7, 1994), the Commission 

dopted a Settlement Agreement between Southwest Gas, Staff, and RUCO which required 

louthwest Gas to write-off a certain percentage of the replacement cost of defective pipe, and 

lrovided that the pipe replacement percentage write-off amounts would decline annually until the 

mounts reached zero (Decision No. 58693, at 3-4; RUCO Ex. 3, at 5-6). RUCO witness Marylee 

)iaz Cortez testified that the Company has continued to make the required pipe replacement write- 

ffs since the prior Decision but the Company seeks in this docket to cease certain of the write-offs 

RUCO Ex. 3, at 6). 

In its application, 

)ecision No. 58693 be modified to allow the 

no longer be su 
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0 agrees that Southwest Gas is entitled to seek modification of the prior write- 

off requirements, RUCO disagrees with the Company’s proposal to retroactively modify the write-ofl 

schedule starting in 2000. RUCO argues that Southwest Gas is required to comply with the 

requirements of Decision No. 58693 until such time as a subsequent Commission Order is issued 

modifying those requirements (Id. at 7-8). Ms. Diaz Cortez agreed that the Company’s modified pipe 

replacement schedule, based on a 40-year life, should be permitted on a going-forward basis, but 

opposes the retroactive treatment proposed by the Company (Id.). Based on its position, RUCO 

recalculated the write-offs required by Decision No. 58693 and determined that the Company’s 

proposed rate base should be reduced by $1,982,686. 

Southwest Gas contends that RUCO misinterpreted the data provided by the Company with 

respect to pipe replacement amounts. The Company cites to Exhibit A-47, a data re 

xovided to RUCO that shows the amount of Aldyl A, 1960s steel, and ABS pipe replaced between 

2000 and 2004. The Company claims the data request response indicates the costs provided for pipe 

-eplacement are “not necessarily for pipe replaced due to defective material or faulty installation 

iractices” (Id.). However, the data request cited by Southwest Gas does not identify which costs are 

Delated to the prior Order’s requirements. Company witness Robert Mashas testified that the 

Jompany disagrees with RUCO’s recommendation because 1960s vintage steel pipe was never 

:onsidered a defective material and was only included as part of the Settlement Agreement because it 

acked cathodic protection, which has been installed on all of the Company’s steel pipe since 1998 

Ex. A-33, at 16-17). 

Contrary to the Company’s assertions, neither the Settlement Agreement nor the Order 

dopting it mention cathodic protection for 1960s pipe as a distinguishing characteristic that would 

lermit treatment that is different from the other types of pipe that were considered defective and 

equired specific regulatory treatment. Rathe both the Settlement and the Order specifically state 

ivision gas properties, Southwest shall exclude 
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Mr. Mashas also claims that the effective date of the new write-off should be January 1, 2000 

the day after the end of the test year in the Company’s last rate case. He contends that t h s  retroactivc 

application of the write-off percentages more accurately reflects the determination of the remedia 

portion of eligible pipe replacement expenditures (Id.). Mr. Mashas stated that the Commission ha: 

the authority to make the proposed adjustment retroactive to 2000, and that even RUCO agrees tha 

the Commission has such authority. 

Although we may have the legal authority to make the retroactive adjustment proposed bq 

Southwest Gas, we are not inclined to exercise such authority if it is not in accordance with a valid 

binding Commission Order which adopted a Settlement Agreement to which Southwest Gas was a 

signatory party. The Company may not unilaterally alter the terms of a Settlement Agreement and 

Commission Order simply because it has an understanding of the terms of the agreement that may 

differ from the belief of another party. Rather, the Company could seek an amendment to the 

requirements of the prior Order if it believed the terms are no longer applicable, which it has properly 

jone in this docket. However, we agree with RUCO that Southwest Gas must continue to comply 

with the requirements of the prior Order until such time as those requirements are modified by the 

2ommission. Therefore, based on the weight of the evidence, and in accordance with the directives 

;et forth in Decision No. 58693, we adopt RUCO’s position on this issue and will reduce the 

Jompany’s proposed rate base accordingly. 

3ummarv of Rate Base Adjustments 

Based on the foregoing discussion, we adopt an adjusted OCRB of $922,944,881 and a Fair 

;as Plant in Service - Sta 
.em: Accumulated D 
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8 

9 

Additions: 
Working Capital 
Total OCRB 

RCND RATE BA 

Gas Plant in Semi 
Less: Accumulate 
Net Plant in Service 
Deductions: 
CIAC 
Customer Meter Deposits 
Deferred Income Tax Credits 
Additions: 
Working Capital 
Total RCND 

FAIR VALUE RATE BASE: 

3as Plant in Service - Staff 
Less: Accumulated Depreciation 
Vet Plant in Service 
3eductions: 
2IAC 
Clustomer Meter Deposits 
Ieferred Income Tax Credits 
4dditions: 
Vorking Capital 
rota1 FVRB 

herating; Income Issues 

In the test yeax, %e Company’s adjusted operating revenues were $322,865,978. In its 

tebuttal Schedules, Southwest usted test y e a  operating expenses of $276,090,356, 

md test year net operating income of $46,775,622. As reported in its Surrebuttal Schedules, Staffs 

roposed adjusted test year operatin 

ncome of $46,644,274. RUCO’s 

iperating expenses of ,654,482, yielding test year o 



I 1 

r 

I 

E 

10 

11 

12 

13 

14 

15 

16 

DOCKET NO. G-01551A-04-0876 

claimed that ratepayers should not be required to fimd the cost of such activities and he proposec 

removal of almost $3 million in salaries fi-om the Company’s test year expenses (RUCO Ex. 5 ,  at 15- 

16). In his Surrebuttal testimony, Mr. Moore modified his recommendation to exclude the entirety ol 

the 37 employees’ wages, stating that “RUCO would be willing to explore revisiting its position if a 

fair and reasonable quantification of the timekosts devoted solely to Customer complaint resolution 

and Regulatory affairs could be substantiated by the Company” (RUCO Ex. 6, 

In her Rebuttal testimony, Company witness Christina Palacios disputed RUCO’s analysis 

and stated that the Company had previously removed almost $600,000 in promotional and marketing 

expenses, consistent with prior Commission Decisions. Ms. Palacios testified that the employees’ 

wages that RUCO seeks to disallow are responsible for interacting with individual customers and 

3evelopers seeking information regarding extension of gas service, as well as maintaining oversight 

mtil service is extended to a requesting property (Ex. A-5, at 2-6). Ms. Palacios asserted that the job 

hties of the employees in question include: advising customers on gas products and availability; 

:oordinating new business processes; working with customers to determine technical needs and 

;pecifications; investigating and settling customer complaints; ensuring satisfactory customer service; 

mticipating in customer business meetings as consultants/advisors; establishing programs to educate 

:ustomers; interpreting and applying tariffs to maidservice extensions; ensuring adequate and timely 

:oordination of services; negotiating contracts and special agreements; preparing studies and 

malyses; making presentations to trade allies or potential customers; and staying up to date on 

lations and technology changes within the industry (Id. at 4). Southwest Gas cites to 

Iecision No. 64 172 wherei Commission denied RUCO’s proposal half of fie costs 

ites to a decision by 

:om’n of Ohio, 294 U. 
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marketing, and promotional activities should be excluded from allowable te 

proceeding. It appears that the majority of these employees’ time is dedicate 

service to customers and potential customers, thereby providing benefits to both shareholders and 

ratepayers. However, by the Company’s admiss 

is devoted to purely marketing or promotional 

are expenses that should not be borne by ratepayers. For example, Ms. Palacios provided an estimate 

at the hearing that the employees in question devoted approximately 90 percent of their time to non- 

marketing duties, as described above, and approximately 10 percent to marketing activities (Tr. 109- 

110). In addition, Company witness Aldridge stated that approximately 17 percent of those same 

employees’ compensation was obtained fiom the Company’s Sales Incentive Plan (Tr. 573-574). 

Despite the admission by Company witnesses that at least some portion of these employees’ time is 

devoted to sales and marketing activities, no attempt was made to allocate a portion of their wages 

out of test year expenses. Based on the best information in the record, we believe it is reasonable to 

form such an allocation and we will therefore disallow 10 percent of the 37 employees’ wages 

om test year expenses (ie., $289,243). In addition, we expect Southwest Gas in its next rate case to 

provide a detailed explanation of employee duties that are associated with sales, marketing, or 

promotional activities and offer a reasonable allocation of wage expense consistent with those duties. 

Labor Annualization and 2005 Wage Increases 

In this proceeding, So 

mualization of wage increases that were 

ed in 2005 after the end of the test year. However, the Company included only wage increases 

oid a mismatch (Ex. A-31, at 3- 

e inclusion of the post-test year 

le counting of such 

:xpenses (RUCO Ex. 6, at 11; Tr. 929-93 

68487 
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We agree with Staff that the 2005 wage increase expense should be allowed because it is i 

known and measurable expense that is being incurred by the Company on a going-fonvard basis 

Because the post-test year wage increase has been applied only to employees who were employe( 

during the test year, there is no resulting mismatch of revenue and expenses. 

American Gas Association Dues 

The American Gas Association (“AGA”) is a national trade association for natural ga: 

listribution and transmission companies. During 2004, Southwest Gas paid dues to the AGA 

:Arizona portion) of $21 1,934 (RUCO Ex. 5, RLM-9). The AGA provides services to its members il; 

he following categories: Public Affairs; Communications; Corporate Affairs and International; 

3eneral Counsel and Corporate Secretary; Regulatory Affairs; Marketing Development; Operating & 

kgineering Services; Policy & Analysis; Industry Finance & Administrative Programs; and General 

E Administrative Expense (Ex. A-30,RLA-3). 

Although Southwest Gas claims that it has removed the amount of the dues that are 

.ttributable to the AGA’s Marketing and Lobbying functions (1.54 percent and 2.10 percent, 

espectively), RUCO seeks an additional 39.09 percent disallowance ($75,385) for the Public Affairs 

nd Communications finctions performed by the AGA (RUCO Ex. 5, RLM-9). According to RUCO 
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or federal, legislative and regulatory efforts 

r Low Income Home Energy 

a1 funding for research, and national energy policy legislation.” (Ex. A-30, RLA-3). 

We believe that the Company has demonstrated sufficiently that, having removed the portion 

21 

22 

of its AGA dues directly attributable to marketing and lobbying, the remainder of the AGA dues 

should be recoverable as legitimate test year expenses. A 

provided by the Company are somewhat nebulous, we find that Southwest Gas has met its burden 01 

showing that the functions 

customers and should be all 

clearer picture of AGA functions and how the AGA’s activities p 

Company and its Arizona customers. 

Transmission Integrity Management Program Expenses 

Company should provide a 

The federal Pipeline Safety Improvement Act of 2002 directed the Office of Pipeline Safety 

md the Research and Special Programs Administration divisions of the U.S. Department of 

rransportation to enact regulations creating 

idopting a pipeline integrity management pro 

ias identified approximately 335 miles of transmission 

hat are subject to the federal legislation (Ex. S-3, at 6-7). The Company’s application in this docket 

ncludes an expense adjustment to recover costs associated with compliance with this legislation, 

which Southwest Gas calls its Transmission Integrity Management Program (“TRIMP”). The 

eeks to recover costs incurred prior to the effective date of the rates in this proceeding, as 

epresentative level of ongoing costs that it e 

rtize 2004 and 2005 TRIMP costs over 7 

ith the volatility of the Co 
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estimated compliance costs, as exemplified by a comparison of the Company’s original estimate ol 

more than $12 million through 2009 compared to its revised estimate ofjust over $3 million (Ex. S-4: 

at 5).  Due to this fluctuation in the estimated ongoing compliance costs, as well as Staffs belief that 

the expenses should be borne jointly by shareholders and ratepayers, Mr. Dorf recommended 

establishment of a surcharge mechanism that would allow recovery through rates of half of the 

baseline direct assessment, direct examination, and maintenance and repair TRIMP-related costs (but 

not capital replacements). Staff proposes that the surcharge be labeled on customer bills as “DOT 

Pipeline Safety Surcharge.” Staffs proposed surcharge would have annual adjustments after the first 

md second year, and would terminate,at the end of the third year (Ex. S-3, at 11-14). Mr. Dorf 

:xplained that Staffs rationale for its recommendation is based on the following factors: 1) the 

’ipeline Safety Act of 2002 has significantly modified pipeline safety regulations; 2) the estimated 

:osts of complying with the new regulations are significant; 3) initial assessments must be performed 

n a compressed time period; 4) current rates do not provide for recovery of these incremental costs; 

md 5 )  the costs are estimated at this time and are therefore inappropriate for inclusion in base rates 

Id. at 12). 

We agree with the reasoning expressed by Staff witness Dorf that TRIMP costs should be 

iorne equally by shareholders and ratepayers, and a surcharge mechanism is the appropriate means of 

ecovery. As Mr. Dorf stated at the hearing, recovery of TRIMP expenses through a surcharge would 

mitigate potential volatility in the program’s costs especially given the long projection period for 

ompleting the first cycle of TRIMP costs (Tr. 1082). With respect to the split of TRIMP costs, we 
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s assessment of the effectiveness of 

ired to be in compliance with SOX by their internal controls an 

December 3 1 , 2004 (Ex. 

Southwest Gas seeks an adjustment to recover expenses related to the initial assessment and 

review of the Company’s internal controls and additional post-test year expenses that it claims are 

necessary to l l l y  implement SOX requirements, as well as estimated incremental and recurring 

compliance costs related to audit fees (Ex. A-30, at 9-13). Subsequent to filing its application, the 

Company updated its estimated compliance costs to reflect actual expenses, and Ms. Aldridge 

testified that those costs are reasonable in light of the Company’s use of internal labor, including 

exempt employee labor for whic vertime pay was not required (Id.). 

Staff recommends an equal sharing of ongoing SOX compliance costs between ratepayers and 

shareholders based on its claim that the improved internal controls required by SOX provide a benefit 

to both groups. Staff witness Dorf stated that the SOX requirements protect ratepayers with 

improved compliance and benefits shareholders by protecting them from management impropriety 

(Staff Ex. 3, at 17). Mr. Dorf also testified that Staff recommends a 25 percent reduction of initial 

audit costs based on published reports by the American Institute of Certified Public Accountants that 

original estimates were overstated, and Staff recommends disallowance of the Company’s proposed 

recovery of non-recurring implementation costs (Id.; Tr. 1085-1087). 

Although it is important for Southwest Gas to comply fully with federally mandated audit and 

reporting requirements, we believe Staffs recommendation more accurately reflects the actual SOX 

compliance costs that will be incurred by the Company for the period that the rates set in this 

proceeding are in effect. As Mr. Dorf points out in his testimony, Staffs recommendation is based 

on numerous publis d articles that indicate there will be significant reductions to many companies’ 

first year implementation and audit costs. Mr. 

Financial Consulting, LLP, which suggests nume to reduce SOX costs in future years, and 

d save a minimum of 30 percent of 

oing SOX compliance 
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benefit that shareholders will receive in addition to ratepayer benefits. If anything, shareholders arc 

likely to be greater beneficiaries of the SOX legislation because compliance with the new law wil 

provide additional assurance that companies’ financial statements have a higher degree of reliability 

Indeed, ratepayers are at best only secondary beneficiaries of the SOX compliance procedures. Wc 

will therefore adopt Staffs position on this issue. 

Management Incentive Program 

Southwest Gas provides compensation in addition to base salaries to certain eligible 

nanagement employees through its Management Incentive Program (“MIP’’) based on achievemeni 

if the following five factors: 1) an improved customer-to-employee ratio when compared to the prioi 

{ear; 2) a comparison of the Company’s customer-to-employee ratio to its peer utilities; 3) the results 

If customer satisfaction surveys; 4) the achevement of a three-year return on equity (“ROE”) target; 

md 5) a comparison of the Company’s ROE to its peer utilities (Ex. A-33, at 7). Company witness 

dashas claims that these five factors were designed to align customer and shareholder interests (Id.). 

;outhwest Gas contends that achieving these goals increases productivity and helps the Company 

etain quality employees by deferring 60 percent of the MIP payout for three years (Id. at 6-1 1). 

RUCO proposes to reduce MIP expenses by 67 percent to recognize that shareholders receive 

he majority of benefits through achievement of the MIP performance targets, especially between rate 

ases. Ms. Diaz Cortez testified that amounts awarded under the MIP could be viewed as bon 

ecause the eligible individuals also 

nnual amount of MIP compensation 

:aching the perfonnance goals (RUCO Ex. 3, at 20-23). 

known and measurable because the payouts depend on 

Staff also recommends reducing MIP expe 

hareholders and r 

future years (Ex. S-4, at 9-10). 

nsidered part of the employees’ overall 

ted that the employees’ total pay is 

putting part of 
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ofthe five performance goals were tied to return on equity 

and thus primarily benefited shareholders. We believe that Staffs recommendation for an equal 

sharing of the costs associated with MIP compensation provides an appropriate balance between the 

3enefits attained by both shareholders and ratepayers. Altho achievement of the performance 

goals in the MIP, and the benefits attendant thereto, cannot be p 

.hat both shareholders and ratepayers derive some benefit from incentive goals. Therefore, the costs 

if the program sh equal sharing to 

)e a reasonable resolution. 

hpplemental Executive Retirement Plan 

Southwest Gas offers a Supplemental 

)fficers. Company witness Mashas testified SEW is necessary “to enswe that the retirement 

nd deferred compensation portions of [the officers’] total compensation are on parity with all other 

mployees of Southwest whose retirement distribution is not impacted by certain IRS regulations” 

Ex. A-33, at 3). Mr. Mashas claims that recovery of the SEW costs is reasonable due to restrictions 

these employees’ basic retirement plan (“BW”), exclusion of deferred compensation from the 

calculation, and the need to ensure attraction and retention of qualified employees. Mr. Mashas 

Kplained that IRS regulations place limits on pension pl calculations for salaries exceeding 

and thus salaries in excess of that level are not included in the pension calculation. Mr. 

fashas stated that the SEW provides officers with a reti 

f the last three years salary provided that they ar 

ent benefit equal to 50 percent of the 

:ars of service (Id. at 5-6). In addition, IRS regulations place restrictions on the Company’s 401(k) 
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million associated with the SERP. Mr. Moore stated the cost of these supplemental retiremer 

benefits for select executives is not a necessary cost of providing gas service to customers because th 

Company’s officers are already fairly compensated with a wide array of benefits, including 

retirement plan. Mr. Moore cited to the Company’s most recent rate case before the Nevada Publil 

Utilities Commission3 where Southwest Gas’ SERP expenses were excluded from the Company’ 

Jperating expenses (RUCO Ex. 5, at 28-29). 

We agree with RUCO’s position on th s  issue. Although we rejected RUCO’s arguments 01 

,his issue in the Company’s last rate proceeding, we believe that the record in this case supports i 

lnding that the provision of additional compensation to Southwest Gas’ highest paid employees tc 

Semedy a percei deficiency in retirement benefits relative to the Company’s other employees i: 

lot a reasonable expense that should be recovered in rates. Without the SERP, the Company’: 

bfficers still enjoy the same retirement benefits available to any other Southwest Gas employee anc 

he attempt to make these executives “whole” in the sense of allowing a greater percentage ol 

etirement benefits does not meet the test of reasonableness. If the Company wishes to provide 

dditional retirement benefits above the level permitted by IRS regulations applicable to all other 

mployees it may do so at the expense of its shareholders. However, it is not reasonable to place this 

dditional burden on ratepayers. 

Through her Direct testimony, Co 

icluded an adjustment to remove cert 

iemberships, donations and meals (Ex. A-29, at 23). 

witness AI&idge indicated that the application 

scellaneous expenses for items such as gym 

Based on his 

4pplication of Southwest Gas 
xket  No. 04-301 1 (August 30, 

of Nevada, Order in 
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o f t  

majority of the expenditures are reasonable, rec 

remain in cost of service. However, after additi 

portion of RUCO’s proposed disallowance ($62, Arizona jurisdictional), but further testified that 

accepting RUCO’s recommendation wow1 in exclusion of expenses related to moving 

expenses for a transferred employee; safety awards and costs related to the Company’s Operations 

Center; alcohol and drug testing; and continuing professional education (Ex. A-30, at 15-16). 

Moore. Ms. Aldridge claimed that the vast 

In his Surrebuttal testimony, Mr. Moore indicated that there were additional expenses the 

Company had not removed that RUCO believes should not be recoverable through rates. Examples 

if expenses that Mr. Moore claims remain in the Company’s miscellaneous expenses include: liquor, 

:offee, water, ice, sodas, srnoothies, b 

ihotographs, charitable/community service club donations, travel reduction programs, shareholder 

neetings, recognition events, sports ev 

iccessories (RUCO Ex. 6, at 20-21). 

n-oposed disallowance by approximately 20 percent, from $346,299 to $277,039, “to avoid the 

edious litigation of line-by-line examination of the 40 pages of workpapers” (Id. at 21). 

In her Rejoinder testimony, Ms. Aldridge claimed that specific items identified by Mr. Moore 

i.e., liquor, club donations, sports events, club memberships, barbecues) were removed by the 

:ompany as part of the $62,165 adjustment described above (Ex. A-31, at 14-15). She indicated that 

ertain meal costs and expenses related to employee appreciation and charitable events were not 

=moved because she believes such expenses are reasonable business expenses. Ms. Aldridge also 

riticized RUCO’s analysis of the workp through data requests as lacking sufficient 

etail which was “not even enough for to determine whether a transaction should 

:main in cost of service” (emphasis original) (Id. at 16). She therefore concluded that “RUCO has 

mply presented insufficient evidence to support their proposed disallowance” (Id.). On cross- 

ination, Ms. 

m-s, and balloon ri 
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awards for meter reading accuracy, safe driving awards, shareholder meetings, photograph5 

sympathy cards and flowers are necessary business expenses that should be recovered through rate 

(Tr. 353-358, 583-587). She admitted that the exclusion of $62,165 of expenses (for barbecues, Jee] 

tours etc.) were removed only after RUCO raised the issue through its testimony (Tr. 583). 

Although we appreciate Ms. Aldridge’s attempt to exclude expenses that are clear12 

inappropriate for recovery from ratepayers, we do not believe that the Company has met its burden o 

proving the reasonableness of all of the miscellaneous expenses for which it seeks recovery. It i: 

curious that Southwest Gas seeks to cast the burden of proving the unreasonableness of expenses or 

RUCO, especially once RUCO has provided some evidence that certain claimed expenses arc 

inappropriate and which evidence, by the Company’s own admission, should result in additional 

:xclusions. Given the state of the record, it is unclear precisely which additional miscellaneous 

:xpenses should be excluded from cost of service, but we believe that at least a portion of the items 

hat the Company believes are reasonable business expenses should be disallowed (e.g., shareholder 

neeting expenses). Because the Company failed to sustain its burden of proof on this issue, but also 

ecognizing that many of these miscellaneous expenses may be legitimate and reasonable business 

mxpenses, we will disallow half of RUCO’s original proposed disallowance ($346,299 x 50% = 

l1 73,150 disallowance). 

louthwest Gas Legal Arguments 
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xhibits has been c just and reasonable result achieve( 

ents. As established by the Arizon: of the competing evidence and 

Constitution and relevant case law, this Co 

reasonable rates and we believe our findings here 

disagreement. 

Southwest Gas also repeatedly cites West Ohio Gas v. Public Utilities Commission of Ohio 

294 U S .  63 (1935), to support its contention that specific expense items, including advertising anc 

promotional costs, must be presumed reasonable. While the West Ohio Gas case indicates that “gooc 

Faith” should be presumed on the part of a company’s managers with respect to the prudence ol 

:xpenditures, we disagree with the position advocated by Southwest Gas that our consideration of the 

aeasonableness of any particular expense may not include recognition of the relative benefits that may 

)e derived from such costs. The test of reasonableness is based on a host of considerations presented 

n the record and may not be reduced to a simple pass through of costs claimed by the Company in 

xder to pass legal muster. The Commission’s ratemaking authority allows precisely the type of 

tnalysis that has been conducted with respect to these expense items and is consistent with case law 

nterpreting that authority. 

\Tet Operating Income 

Consistent with the foregoing discussion, we will allow adjusted test year operating expenses 

d $275,03 1,605, which based on test year revenues of $322,865,978, results in test year adjusted 

lperating income of $47,834,373, a 6.63 percent rate of return on FVRB. 

COST OF CAPITAL 

As amended at the hearing, Southwest Gas recommends that the Commission determine 

lompany’s cost of common equity to be 11.42 percent if its proposed conservation margin tracker 

‘CMT”) is not adopted and 1 1.17 percent with adoption of the CMT (see discussion of CMT below). 

‘he Company’s weighted cost of capital recommendation is 9.24 percent without the CMT and 9.13 

Tr. 783-784; Ex. A-54). Staff recommends a cost of common equity rate of 

rall weighted average cost of 8.40 percent (Ex. S-1, 

equity of 10.15 percent and a 

68487 
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weighted average cost of capital of 8.64 percent (RUCO Ex. 1, WAR-1). 

Capital Structure 

During the test year, Southwest Gas had an average actual capital structure consisting of 34.5 

percent common equity, 5.3 percent preferred stock, and 60.2 percent long-term debt (Ex. A-38, 

TKW-1). The Company, Staff, and RUCO agree that the Commission should employ a hypothetical 

capital structure for purposes of setting rates in this proceeding. However, Staff disagrees with the 

Company and RUCO as to the composition of the hypothetical structure. 

Southwest Gas proposes adoption of a hypothetical capital structure of 42 percent common 

equity, 5 percent preferred equity, and 53 percent long-term debt (Ex. A-38, at 8-33). According to 

Company witness Theodore Wood, Southwest Gas has improved its actual common equity ratio from 

31.1 percent in 1995 to 37.0 percent as of June 30, 2005, despite the financial challenges facing the 

Company from a combination of rapid customer growth and inability to earn its authorized rate of 

return (Ex. A-40, at 7). Mr. Wood stated that the Company’s requested 42 percent hypothetical 

structure is consistent with past Commission practice to set the equity ratio above the Company’s 

ictual capital structure but below the average of similar risk natural gas distribution companies (Id. at 

11). Mr. Wood criticizes Staffs proposed 40 percent capital structure and cites to Southwest Gas’ 

ssuance of approximately 15.8 million shares of common stock between 1994 and 2004, netting 

1313.7 million in proceeds, as well as the recent $60 million Equity Shelf Program, as examples of 

he Company’s dedication to improve-its equity ratio despite financial hurdles (Id. at 16; Ex. A-39, at 

!O-21). Mr. Wood was also critical of Staffs recommendation to require a formal recapitalization 

~lan because of the dilution effect on existing shares and the potential negative impact on the 

ck price. According to Mr. Wood, s 

sting capital and could hin proceeds from 

ita1 structure pro 

thetical structure 

entages in his sampl 
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local distributio 

percent long-term debt, 0.3 percent p 

at 44-45). Thus, when Southwest Gas’ preferred and common equity are combined under RUCO’: 

proposed hypothetical structure, a 

the Company’s cost of capital. 

Staff recommends that the Commission adopt a 4 

percent preferred stock and 55 percent debt, for purposes of determining Southwest Gas’ overall cos 

of capital in this proceeding. Staff witness Stephen Hill testified that the equity ratio of Southwes 

Gas has been consistently low for more than a decade and that ratepayers should not be required to, ir 

effect, subsidize the Company’s equity return to the extent requested by Southwest Gas (Ex. S-1, ai 

20-27). Mr. Hill stated that Staffs recommended 40 percent equity ratio provides an appropriate 

3alance between financial safety and economy for Southwest Gas and is consistent with the 

iypothetical structure adopted in the Company’s last rate case (Id.). Mr. Hill also recommends thai 

:he Commission should require Southwest Gas to submit a re-capitalization plan for how the 

clompany can reach an actual 40 percent equity goal prior to its next rate proceeding. Mr. Hill further 

xoposes that if the Company elects not to increase equity capital to at least 40 percent, the 

Clommission should set rates in the next case using the actual capital structure at that time (Id. at 26). 

Although it did not present a specific cost of capital recommendation, AUIA criticized Staffs 

roposai to require Southwest Gas to adopt a recapitalization plan to increase its equity ratio to at 

east 40 percent by the Company’s next rate case. AUIA argues that the cause of the Company’s 

lebt-heavy capital structure is its inability to e m  its authorized rate of retwn over a number of years, 

vhich it claims is at least as damaging to shareholders as ratepayers. AUIA witness Walter Meek 

sstified that shareholders would support a plan to achie a 40 percent equity ratio if the 

:ommission would adopt a rate design that would enable Southwest Gas to actually earn its 

uthorized rate of retwn (AUIA Ex. 2, at 8). 

We agree with Staff that use of 

0 percent ratio i 
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structure is consistent with our Order in the Company’s last rate case (Decision No. 64172, at 17). 

Although Southwest Gas has made some progress over the past decade to improve its equity position 

relative to debt, our continuing need to employ an inflated equity ratio for setting rates in case after 

case highlights the need to encourage even greater efforts to increase the equity ratio. Ultimately, 

er, the level of equity lies within the control of the Company’s management and not with 

ratepayers who have been asked to shoulder the burden of rates set based on a hypothetical structure 

that does not actually exist. 

As Staff witness Hill pointed out, ratepayers have for many years been burdened with an 

authorized return set using a hypothetical capital structure far greater than the Company’s actual 

squity ratio. At some point, we must send Southwest Gas a signal that it must improve its capital 

structure up to the hypothetical level that has been employed for many years or it must live with the 

-esults of its actual capital structure. Therefore, we believe it is also appropriate to adopt Staffs 

-ecommendation to require Southwest to submit a re-capitalization plan explaining how it intends to 

tchieve a 40 percent equity prior to the Company’s next rate case. We do not believe it is necessary, 

it this time, to determine whether failure to reach the 40 percent goal would result in use of the 

2ompany’s actual capital structure in its next rate case. However, the possibility of such a 

ietermination in the next rate case will depend on the Company’s efforts to make progress on this 

ssue based on the plan it develops and implements pursuant to this Order. 

zest of Common Equity 

Determining a company’s cost of common equity for purposes of setting its overall cost of 

art and science. As evidenced by the competing :spital requires an estimation that is bo 

nethodologies employed by 

esses, Messrs. H 
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namely, the Discounted Cash Flow (“DC 

Model (“CAPM’), and Comparable Earnings 

these models is consistent with the Efficient Market Hypothesis (“EMH’), which is based 

el (“RPM’), Capital Asset Pricing 

According to Mr. Hanley, use of 

e 

premise that investors are aware of all relevant publicly available information in making their 

investment decisions (Ex. A-35, at 20-24). Mr. Hanley stated that, absent evidence to the contrary, it 

must be assumed that investors are aware of all of the models he used in his analysis and that those 

investors take the models into account in making their decisions (Id.). 

In his analysis, Mr. Hanley developed two proxy groups of comparable gas distribution 

companies. Based on an historical comparison of financial data for the proxy groups and Southwest 

Gas, Mr. Hanley found that Southwest Gas has earned returns well below those of the proxy groups 

(Tr. 680-681). According to MI. Hanley, during the period of 1997 through 2003, Southwest Gas 

achieved an average return on actual book common equity of 6.74 percent in Arizona, compared to 

the 11.62 percent and 12.1 1 percent average return on equity (‘ROE”) realized by the proxy groups 

(EX. A-35, FJH-1). 

The Company argues that there is an even greater disparity with the proxy group ROES if 

Southwest Gas’ greater level of business risk is taken into account, as evidenced by the Standard & 

Poor business profile of 3.0 for Southwest Gas compared to the proxy group average profiles of 1.8 

and 2.0 (Ex. A-35, at 13-14, FJH-11). The Company also claims its ROE request is reasonable 

compared to other litigated cases for LDCs across the country the past several years, where the 

average ROE granted was 10.91 percent, for companies with a common equity ratio of 47.5 percent 

(Ex. A-36, at 41, FJH-24). The Company argues that these comparisons support the need for a higher 

ROE because Southwest Gas is more risky, fiom both a business and financial risk perspective. 

Southwest Gas contends that Staffs recommended ROE understates significantly a reasonable 

return for the Company based on VuZue Line forecasts for other LDCs. Mr. Hanley cited to a Value 

Line survey fiom 

relative to a 45.5 

reliance on the D 

understate the common e 

ected 12.5 percent RO 
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market-based investors’ required rates of return are applied to lower book values (Id. at 7). 

The Company also cites to the Hope and Bluefield cases4, as well as Article 15, 53 of the 

Arizona Constitution and Residential Utility Consumer Ofice v. Arizona Corporation Corn ’n, 199 

Ariz. 588 (2001), for the proposition that the Commission must consider Southwest Gas’ greater risk 

relative to other LDCs when determining an appropriate common equity cost rate. 

RUCO 

RUCO contends that its proposed 10.15 percent cost of common equity is appropriate given 

the Company’s actual capital structure, the current environment of relatively low inflation and 

interest rates, and the Company’s relatively higher financial risk compared to other similar LDCs 

(RUCO Ex. 1, at 43-45). RUCO witness Rigsby employed both a DCF analysis and CAPM to reach 

his recommendation. His DCF analysis yielded an 8.91 percent COE result, while the CAPM 

resulted in a range of 8.82 to 10.39 percent (Id. at 27). In reaching his 10.15 recommendation, Mr. 

Rigsby rounded up (to 10.40) the upper end of his CAPM results, and then reduced that result by 25 

3asis points to achieve RUCO’s proposed 10.15 cost of common equity (Id.). 

Mr. Rigsby acknowledged that his proposal is 124 basis points higher than the 8.91 percent 

DCF result, but contends Southwest Gas’ heavily leveraged position and higher level of financial risk 

:ompared to his proxy LDCs warrants a recommendation at the higher end of his results. He also 

;tates that his recommendation is close to the 10.50 percent return on common equity adopted by the 

Vevada Public Utilities Commission in Southwest Gas’ most recent rate proceeding (Docket No. 04- 

101 1). Mr. Rigsby indicated that his decision to lower the COE recommendation by 25 basis points 

I 

er end was based on RUCO’s 

ility to Southwest Gas b 

:ompany’s cornm 

)reposed CMT (Id. at 28 

ibove the DCF result refle 

eholder equity and the 

f adopting the Company’s 

mmendation of 124 basis points 

Federal Power Commission et ai. v. 
Public Service Commission of 
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(Id. at 29). 

Staff 

In determining Staffs cost of common equity recomm 

witness Stephen Hill conducted a DCF analysis which resulted in a cost of common equity estimate 

of 9.20 percent. Mr. Hill stated that, order to support and temper his DCF results, he used three 

additional econometric models to esti 

investment risk to Southwest Gas. The three additional methods used by Mr. Hill are: 1) CAPM; 2) 

the Modified Earnings-Price Ratio (“MEPR’); and 3) the Market-to-Book Ratio (“MTB”). 

sample proxy companies used for these models are the same as those employed by Mr. Hill for his 

DCF analysis (Ex. S-1, at 36-37). Mr. Hill’s CAPM analysis resulted in a cost of capital for the 

proxy companies ranging from 7.71 to 9.38 percent (Id., Sched. 7). For the MEPR model, the cost of 

zquity capital ranged from 8.68 to 8.78 percent (Id., Sched. 9). Finally, Mr. Hill’s MTB anal 

resulted in cost of equity capital ranging from 8.84 to 9.46 percent 

Although Mr. Hill relied primarily on the 9.20 percent DCF result for determining his cost of 

:quity recommendation, he also averaged the corroborative results (i.e., CAPM, MEPR, and MTB) 

which produced a range of 8.41 to 9.21 percent, which he noted is almost entirely below the DCF 

‘esult. As a result, Mr. Hill concluded that the DCF was a conservative (i.e., high) estimate of the 

:ompany’s estimated cost of equity capital and therefore the DCF result should be considered to 

n the upper r quity capital cost for Southwest Gas. However, due to his expectation 

iigher short-term interest rates in the near term, Mr. Hill stated that it was appropriate to set a range 

that his DCF result is near the middle of a reasonable range. He therefore determined that the 

imate of the cost of equity capital for a company facing similar risks as that group of 

listribution companies ranges fiom 9.00 to 9.50 percent (Id. at 37). Because Southwest Gas’ capital 

tructure contains less co 

t the high end of his ran 

. .  

. .  
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Conclusion on Cost of Equity 

We believe that Staffs recommended cost of equity capital in this proceeding achieves an 

appropriate result that is supported by the evidence in the record. Staff witness Hill’s use of the DCF 

as the primary basis for determining the Company’s reasonable estimated cost of equity capital is a 

methodology that has been used for many years by this Commission, as well as other regulatory 

:ommissions across the country. 

As Mr. Hill explained in his testimony, both historical and projected growth rates were 

:alculated for his sample group of gas distribution companies. The companies in Mr. Hill’s proxy 

group possess similar risk characteristics and, based on a sustainable growth rate supported by data 

mblished Value Line and other financial publications, produced a growth rate estimate of 5.12 

yercent (Ex. S-1, at 29-34). Although Staffs COE recommendation is based primarily on the DCF 

malysis, as explained above Mr. Hill also conducted a review of other COE formulas, including 

CIAPM, to corroborate the DCF results. 

Mr. Hill also testified that the methods utilized by the Company’s witness, which depend 

ieavily on beta (a relative risk measure which is designed to measure investor risk), does not provide 

in accurate portrayal of actual investment risk (Tr. 877). Staff points out that the Company’s witness, 

Mr. Hanley, excluded 8 of 11 indicated DCF return rates fi-om his proxy group based on his opinion 

hat any result under 9.90 percent did not reflect returns being authorized in other jurisdictions. As 

Mr. Hill pointed out on the witness stand, if those 8 companies were included in Mr. Hhley’s DCF 

:alculation, the result would be approximately 9.2 percent, which is almost identical to Staffs DCF 

:alculation (Tr. 876). 

After reviewing the various proposals summarized herein, and as further described in the 

estimony prepared by the parti 

.ecommendation is an Company’s overall cost of capital in this 

ents that adoption of 
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Constitution, the case law interpreting that authority, or of the Hope and Bluefie ecisions. Article 

15, Section 3 of the Arizona Constitution provides in relevant part that the Commission “shall have 

full power to, and shall, prescribe just and reasonable classifications to be used and just and 

reasonable rates and charges to be made and collected, by public service corporations within the State 

for service rendered therein.” In determining just and reasonable rates, the Commission has broad 

discretion subject to the obligation to ascertain the fair value of the utility’s property, and establishing 

rates that “meet the overall operating costs of the utility and produce a reasonable rate of return.” 

Scates, et al. v. Arizona Corp. Com’n, 118 Ariz. 531, 534, 578 P.2d 612 (Ct. App. 1978). Under the 

10 

11 

12 

13 

14 

15 

16 

17 

18 

20 

Arizona Constitution, a utility company is entitled to a fair rate of return on the fair value of its 

properties, “no more and no less.” Litchfield Park Service Co. v. Arizona Corp. Com ’n, 178 Ariz. 

431, 434, 874 P.2d 988 (Ct. App. 1994), citing Arizona Corp. Corn’n v. Citizens Utilities Co., 120 

Ariz. 184 (Ct. App. 1978). The oft cited Hope and Bluefield cases provide that the return determined 

by the Commission must be equal to an investment with similar risks made 

time, and should be sufficient under efficient management to enable the Company to maintain its 

credit standing and raise funds needed for the proper discharge of its duties. 

For the reasons described above, we believe that adoption of Staffs recommendation for a 

9.50 cost of equity capital, and overall 8.40 percent weighted cost of capital comply with these 

obligations. Staffs expert witness, although primarily relying on the well-established DCF method 

for calculating his cost of ‘equity capital, also employed two other tests as a check on the 

reasonableness of his results. He also pointed out that the Company’s witness arbitrarily excluded 8 

D f  the 11 companies in his proxy group because they produced DCF results less than 9.90 percent, 

md thus skewed downward the overall results on his analysis. Moreover, Staffs witness gave 

recognition to Southwest Gas’ highly leveraged capital structure by adding 30 basis points to his DCF 

:esults. We therefore believe that adoption of Sta 

*eturn for Southwest Gas based on the record of this proceeding. 
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Percentage Cost AvgWeighted Cost 

Common Equity 40.0% 9.50% 3.80% 

Preferred Equity 5.00% 8.20% 0.41% 

Total Debt 55.0% 7.61% 4.19% 

8.40% 

AUTHORIZED INCREASE 

Based on our findings herein, we determine that Southwest Gas is entitled to a gross revenue 

ncrease of $49,345,636. 

Fair Value Rate Base $1,169,584,038 
Adjusted Operating Income 47,834,373 
Required Rate of Return 6.63% 
Required Operating Income 77,508,617 
Operating Income Deficiency 29,674,244 
Gross Revenue Conversion Factor 1 :6629 
Gross Revenue Increase 49,345,636 

RATE DESIGN ISSUES 

Zonservation Margin Tracker 

Southwest Gas has proposed in this proceeding a decoupling mechanism that it calls a 

Zonservation Margin Tracker (“CMT”) to address the Company’s ongoing inability to achieve its 

iuthorized rate of return due, at least in part, to declining per customer usage on its system. The 

h r ~ p w y  has proposed that the CMT be imposed only on the residential class (although it does nst 

)ppose broader application). Under the CMT, if Southwest Gas does not achieve its authorized 

’margin” (i.e., all costs of providing gas less the cost of the gas itself) per customer class, the CMT 

vould track that shortfall and impose a surcharge on customers in that class the following year based 

Gas from the risk 

ssociated with dec 

very mechanism for the following 

easons: it would elimi sociated with promoting Demand 

lide Management (“ conserving natural 
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customers only the fixed costs of service that the Commis 

mers from the Company earning more than its authorized margin per customer during a 

colder than normal heating season; it would protect the Company from declining residential use per 

customer; and it would provide the Company with a more consistent revenue stream by reducing its 

dependency on gas sales to recover the authorized margin per customer, thus having a positive impact 

on the Company’s ratings with credit agencies and reducing borrowing costs needed to f h d  

infrastructure growth (Ex. A-19, at 18-23; Ex. A-20, at 14-22; Ex. A-21, at 5-9). Southwest Gas 

contends that it is willing to modify the CMT or accept another type of decoupling mechanism to 

address the declining usage problems that it claims all parties have acknowledged exist. 

Staff opposes adoption of the CMT because customers would be charged more for gas that is 

not used the preceding year. Staff argues that if natural gas is relatively inelastic, as the Company 

contends, the potential for ongoing conservation would be mitigated and usage levels will stabilize 

over time, thus minimizing the declining usage that impacts the Company’s revenues. However, if 

the declining usage trend continues, Staff claims that the CMT would result in customers incurring 

additional charges if their conservation efforts proved successfid, thereby discouraging price signals 

that could lead to conservation. Staff also opposes the CMT on the basis that it could result in sharp 

increases for residential customers if the Company fails to recover its authorized margin. Staff argues 

that implementation of the CMT would provide Southwest Gas a guaranteed rate of return, rather 

than the opportunity to earn a reasonable return as required by law. Staff asserts that the Company’s 

5istorical inability to earn its authorized return should be addressed through traditional rate design 

nethodologies, such as gradually moving closer to a more cost-based rate design. Staff points out 

.hat the Nevada Commission rejected an almost identical d 

southwest Gas. 

RUCO also opposes the Company 

:ommission should modify the existing rate design 

CMT is too extreme a remedy 

CMT proposal. Although RUCO agrees that the 

allow greater recovery of fixed costs, it claims 

tpproved rate design should 

from customers who ere not even on th 

68487 



1 

2 

~ 3 

~ 4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. 6-01551A-04-0876 

RUCO further opposes the CMT on the basis that it would be applicable only to residential 

customers, and because the CMT would have the effect of requiring customers to pay the authorized 

margin for therms they do not consume (RUCO Ex. 3, at 29). RUCO argues that although the 

Company declined to propose a rate design that would recover all of the margin through the basic 

service charge, because it believes such a rate design would be inconsistent with the principle of 

gradualism, it has proposed the CMT which would have the same extreme effect on residential 

customers. 

SWEEP/NRDC expressed understanding of the dilemma faced by Southwest Gas with respect 

to decreasing usage and revenues. However, SWEEPNRDC opposes adoption of the CMT in this 

proceeding. Its witness, Jeff Schlegel, stated that a fill analysis of the benefits and drawbacks of 

decoupling mechanisms for LDCs warrant consideration in a broader context (SWEEP/NRDC Ex. 1, 

at 7-8). SWEEPNRDC suggests that the issue of financial disincentives should be addressed through 

the DSM policy process, via comments and/or workshops. SWEEP/NRDC contends that 

:onsideration of the decoupling issues should address questions such as who bears the risk of weather 

variations and variations in economic growth from forecasted levels and overall demographic and 

mergy usage trends (Id.). 

AUIA argues that the financial situation faced by Southwest Gas requires adoption of a 

ilecoupling mechanism, such as the CMT, or a significant increase in margin recovery through the 

ly charge. AUIA contends that the decoupling 

md RUCO contend, given the adoption of such a mechanism in at least three other states. AUIA 

:ites the testimony of Company witness Steven Fetter, former Chairm of the Michigan Public 

Service Commission, in s 

From volume sales is a nat 

.o consider decoupling mec 

Conclusion on CMT 

decoupling mechanis 
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direct cause of Southwest Gas’ inability to earn its authorized return from such customers. Further, 

as RUCO points out, the likely effect of adopting the proposed CMT is that residential customers will 

be required to pay for gas that they have not used in prior years, a phenomenon that could result in 

disincentives for such customers to undertake conservation efforts. We are also concerned with the 

dramatic impact that co be experienced by customers faced with a surcharge for not using 

as the prior year. The Company is requesting that customers provide a guaranteed method 

of recovering authorized revenues, thereby virtually eliminating the Company’s attendant risk. 

Neither the law nor sound public policy requires such a res e decline to adopt the Company’s 

CMT in this case. 

We encourage the parties to this proceeding to seek rate design alternatives that will truly 

encourage conservation efforts, while at the same time providing benefits to all affected stakeholders. 
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appropriate rates. They contend that in addition to affording the Company revenue stability, other 

factors must also be considered in designing rates, such as affordability, gradualism, sending 

appropriate price signals, and conservation goals. 

We agree with Staff and RUCO that designing rates is not an exact science that may be 

achieved by the application of a formula tied directly to a cost of service study. Rather, the 

formulation of just and reasonable rates is accomplished only through consideration of multiple 

factors that balances the desire of the Company to recover as much of its margin as possible with 

recognition of the legitimate interests of customers in paying rates that are affordable, as well as 

advancing societal goals. As discussed below, we have attempted to determine just and reasonable 

rates based on these competing principles and interests. 

Single-Family Residential Gas Service (G-5) 

The residential rate class encompasses the vast majority of Southwest Gas customers and, not 

surprisingly, residential rate design garnered the most discussion and debate. Southwest Gas, Staff, 

and RUCO each proposed separate residential rate design recommendations. 

Southwest Gas Proposal 

Currently, Southwest Gas’ single-family residential gas rates include an $8 basic monthly 

charge and a two-tier declining block rate of approximately $0.49 and $0.40 per therm, respectively. 

The break point between the first and second blocks is currently at 8 therms of usage in the summer 

(May-October) and 40 therms in the winter (November-April). 

The Company has proposed an increase in the basic monthly charge from $8 to $16, and an 

increase in the first block volumetric charge from $0.49 to $0.66 per therm and a reduction in the 

o $0.25 per the 

s would remain 

nth in winter months. 

therms during the summ 

Southwest Gas proposed that if the CMT were adop be increased from $8 to $12 
per month, and the commodity charge would increase from $0.49 to $0.84 in the first block, and would decrease from 
$0.40 to $0.15 in the second block. Because he C oposal descr ove is 
recommended by the Company. 
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does not shift eno 

declining block rat 

and, by eliminating the 

covering its authorized 

1). With respect to Staffs recommendation, Southwest Gas concedes that 

low volume users will experience a significant increase in rates (Tr. 286-287). However, the 

Company contends that under either Staffs or RUCO’s proposals, higher usage residential customers 

would fare substantially better under Southwest ’ rate design because its second block rates would 

be reduced substantially compared to either current rates or the Staff and RUCO rates. Southwest 

Gas argues that its rate recommendation Id be more beneficial to high volume residential 

customers, regardless of income, as eviden y a chart in Mr. Congdon’s testimony that shows 

substantial savings under the Company’s plan for customers with usage over 100 therms in a given 

month (Ex. A-18, at 5). Based on its Exhibit A-50, which shows that usage by low income customers 

tracks closely the usage seen by non-low income customers, the Company argues that high use, low 

income customers may be affected even more dramatically because of an inability to pay increased 

costs associated with the higher second bloc ates under either the Staff or RUCO recommendations. 

RUCO’s Proposal 

RUCO proposes an increase in the basic customer charge from $8 to $10.09 per month, and a 

flat volumetric rate of approximately $0.49 for all usage. According to RUCO, its rate design 

proposal gives recognition to the Company’s concerns regarding revenue stability (i.e., the 

Company’s inability to recover margin costs due to declining per customer usage) by placing more 

cost recovery into the basic customer charge6, while also flattening the current two-tier volumetric 

structure to send appropriate price signals regarding gas consumption. RUCO witness Diaz Cortez 

indicated that RUCO’s rate desi itigate the Company’s risk of not recovering its 

authorized revenue requirement 

Staffs Proposal 

(RUCO Ex. 4, at 7). 

ation, Staff proposes an increase in the ba 

o-tier commodity r monthly charge from $8 to $9.7 

RUCO claims that its recommendati tely $23 million pe 
llion under RUCO’ basic service charg enues in this case (Tr. 

36 68487 
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for the first 15 therms in the summer and the first 35 therms in the winter, and $0.50 for usage in the 

second block. Staff claims that its proposed rate design moves significantly towards cost-based rates 

and properly balances the Company’s revenue stability concerns with the concepts of gradualism, 

affordability, and conservation. Staff witness Bob Gray conceded that the Company’s rate design 

recommendation provides greater rate stability than either Staffs or RUCO’s proposals. He pointed 

out, however, that by “front-loading costs in the customer charge and the first usage block,” the 

Company has offered a design that is inconsistent with Staffs goal of balancing stability with other 

important factors (Ex. S-15, at 9). Mr. Gray indicated it is “mathematically impossible for a customer 

with low usage, paying a much higher customer charge and a much higher first block rate to not see a 

large rate increase” (Id. at 8). 

Conclusion 

Although we are cognizant of Southwest Gas’ desire to recover as much of its margin as 

possible through the monthly customer charge, it is simply untenable to saddle a substantial number 

of the Company’s residential customers with rate increases in excess of 100 percent. Under the 

Company’s recommendation, low usage residential customers would incur not only a doubling of 
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parties that movement closer to cost-based rates is in principle a laudable 

goal. However, that goal must be balanced with consideration of the principles of gradualism, 

fairness, and encouragement of conservation. Based on consideration of competing interests 

concerns, we agree that Staffs rate design recommendation appropriately makes significant 

movement towards cost based rates while providing a measure of protection for customers who will 

incur substantial rate increases as a result of this base rate case increase. Accordingly, we will adopt 

Staffs recommended basic monthly charge of $9.70 and, as adjusted for the revenue requirement 

adopted herein, a two-tier commodity rate of $0.54200 for the first 15 therms in the summer and the 

first 35 therms in the winter, d $0.50100 for usage in the second block. 

Based on the G-5 residential rate design adopted in this case, and assuming an average 

monthly usage of 29 therms, single-family residential customers would experience an increase under 

summer rates of 8.9 percent, from $3 6 to $42.42 per month, and an increase under winter rates of 

8.3 percent, from $39.71 to $42.997. 

Multi-Family Residential Gas Service (G-6) 

Southwest Gas proposes creation a new multi-family residential rate schedule (G-6) that 

would, under the Company’s revenue requirement recommendation, grant customers in multi-family 

residences a $1 per month reduction to the basic monthly charge compared to single-family residence 

customers (See, Ex. A-2, Sched. H-3). Mr. Congdon stated that creating this separate rate schedule 

for multi-family residence the Commission to moderate the effect on the 

Company’s smallest residential customer class as residential service rates are moved gradually 

RUCO does not oppose this recommendation. 

taff is not strongly opposed to creation 

r’s summer usage 111 
d increase by 11.8 percent, from $18.94 to $21.18; and an average August (10 therms), whe 

38 
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f a  multi-family residential rate class, Staff does not believe it is advisable to create a separate rate 
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tructure for a small segment of the general rate class. Mr. Gray stated that while there are likely 

ther segments of the residential class that have different characteristics, “a Balkanization 

esidential rate class absent a compelling need to do so is not something Staff will support” (Ex. S-15, 

t 10). 

We agree with Southwest Gas that customers in multi-family dwellings deserve a separate rate 

ategorization to reflect their lower usage characteristics and relatively lower cost to serve as a class. 

’herefore, we will approve creation of a separate rate schedule for this residential customer class and, 

(onsistent with the Company’s proposal, impose a basic monthly service charge of $8.70, plus the 

:ommodity charges applicable to Schedule G-5 customers. 

Based on the rate design adopted in this case, and assuming an average monthly usage of 29 

herms, customers in the new multi-family residential class would experience an increase under 

iummer rates of 5.5 percent, from $38.96 to $41.09 per month, and an increase under winter rates of 

g.3 percent, from $39.71 to $41.54’. 

,ow-Income Residential Gas Service (G-10) 

Southwest Gas proposed elimination of its low-income residential gas service tariff (G- lo), 

with such customers being incorporated into the other residential classes (G-5 and G-6), and the 

:urrent volumetric discount would be extended to the entire year rather than the current applicability 

to only winter months (Ex. A-17, at 27-29). However, the Company’s proposal would lessen the 

amount of the discount applicable to low-income customers based on its assertion that there would be 

less of a need to shield such customers from high winter bills because the Company’s rate design 

proposal, if adopted, would shift a portion of th 

summer season. Under the Southwest G 

customer charge ned for low-income c 

rst 150 therms of usage a year-round 15 percent 

An estimate of the seasonal impa increase can best b customer’s mll-lmer usage in 
August (10 therms), where an average bill would increase by 5.9 percent, fkom $18.94 to $20.06; and an average 
customer’s winter usage in J 
$89.14. 
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e the proposal and the Company indicates that it 

as not received any opposition to the 

xplaining the plan to those representatives (Id Mr. Congdon testified that, if the 

:ommission does not accept the Company’s rate design proposal, the current 20 percent low-income 

liscount should not modified (Id.). 

28-29). 

the Company’s proposal to eliminate Schedule G-10 and modify the low- 

ncome residential rate as described above. Staff witness Gray stated that Arizona utilities that offer 

,uch a discount typically have a separate, stand-a1 tariff and Staff believes maintaining the 

:xisting tariff allows a higher profile for the tariff 

igreed with the Company that the $7.00 customer charge for Schedule G-10 should be maintained at 

hat level, and further indicated that the existing 20 percent discount for the first 150 therms of usage 

iuring winter months should be maintained because bills incurred for high winter usage is the critical 

:lement for low-income customers (Ex. S-15, at 36-38). 

Given our adoption of Staffs residential rate design proposal, it appears Southwest Gas does 

lot advocate adoption of its proposed modification of the low-income tariff. We agree with Staff 5 

-ecommendation that the current Schedule G-10 should be maintained at its current level and we 

:herefore adopt Staffs proposal to maintain the $7.00 customer charge and apply a 20 percenr 

hcount to the first 150 therms of consumption during winter months. 

Special Residential Gas Service for Air Conditioning (G-15) 

Southwest Gas recommended that its special residential service tariff for gas air conditionini 

[G-l5) should be eliminated and the s 

eneral residential tariff (G-5). C ess Congdon explained that there is currently onl) 

a small difference in the second block rate between the two schedules and the Company’s proposa 

d eliminate the need to administer a separate schedule for this small number of customers. Mr 

e Commission adopts the rate designs proposed by either Staff o Congdon added, however, that i 

RUCO, the G-15 schedule should 
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nder this schedule is significantly higher than general residential usage. Given this usage pattern 

.ifferential, Mr. Gray indicated that it is reasonable to continue the separate tariff. Staff recommends 

hat the G-15 tariff should continue to reflect the G-5 tariff rates, with the exception that the G-15 

econd summer usage block should be increased from approximately $0.19125 to $0.28200 per therm 

Ex. S-15, at 41-42; Ex. S-16). 

Given our adoption of Staffs residential rate design proposal, it appears Southwest Gas does 

lot advocate adoption of its proposed modification of the residential air conditioning tariff. We agree 

vith Staffs recommendation that the current Schedule G-15 should be maintained at its current level, 

vith the exception of an increase to the summer second block. 

vIaster Metered Mobile Home Park Gas Service (G-20) 

In its application, Southwest Gas proposed increasing the basic monthly charge for master 

netered mobile home park service customers from $50 to $100, and increasing the commodity charge 

?om approximately $0.314 to approximately $0.323 per therm (Ex. A-1, Sched. H-3). The Company 

lid not present testimony on this issue, but argues that its recommendation better reflects its cost ol 

jervice for this customer class, compared to Staffs proposal (Id., Sched. H-6). 

Staff witness Gray stated that Staffs recommendation is to increase the basic monthly charge 

From $50 to $60, and to increase the volumetric charge from $0.31415 to $0.38400 per therm (Ex. S- 
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In its application, Southwest Gas recommended elimination ed Forces Rate 

d movement of existing custo gas service rate 
ider Schedule G-25. The basis of the Company’s proposal is that if G-35 customers were permitted 

I choose to take service under either G-25 or G-35, the Company would experience a shortfall in 

s Dan Neidlinger filed testim 

.ating that DOD customers should logically be classified with other large gas users for ratemaking 

urposes. 

stablished near the levels recommended by Staff or RUCO, DOD recommends adoption of RUCO s 

roposed G-25 rates (DOD Ex. 1, at 2-3). 

Mr. Neidlinger’s testimony indicates that if the overall revenue requirements a 

Although Staff initially suggested 

hould be able to choose between G-25 or G-35 (Ex. S-15, at 43-47), Mr. Gray subsequently 

vithdrew Staffs opposition based on DOD’s 

098). 

s acquiescence on this iss 

<ate Schedule G-35 for Armed Services customers and to include those customers under the large 

general gas service tariff, Schedule G-25. 

New Sub-class for Small Use Customers and Basic Service Charge Recornmildations 

Southwest Gas’ Schedule G-25 currently includes discrete prices for small (annual 0-7,200 

s), and large (annual usage greater than 180YOOC 

a new sub-class within the small customer category 

customers with very low usage (i.e., less than 600 therms annually) would bc 

:hems), medium (annual 7,201-180,000 

iherms). The C 

so that commer 

separated for rate de 

y (Ex. A-16, at 

at more closely m 

smallest custom 

e made to minimize 

while also mitigating the impact of the ratc 

ss-over volume 
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between general service rate schedules (Id. at 19). 

RUCO does not oppose creation of this sub-class category, but Staff contends that th 

members of the new sub-class “would see a much larger rate increase than if they had remained par 

of the current small commercial class presently in existence” (Ex. S-15, at 43). Therefore, Staf 

witness Gray recommends retaining the current usage levels for small, medium and large G-2: 

xstomers (Id. at 44). 

The proposals for customers within the G-25 rate schedule, including the Company’s claimec 

:ost of serving the customer classes (Ex. A-1, Sched H-6), are as follows (Ex. A-17, at 30-32): 

SWG Cost of Serv. Proposed Schedule Current Staff RUCO 

Small GS $20.00 $24.00 $34.57 $25.00 $74.86 

Medium GS 20.00 24.00 48.39 35.00 79.02 

Large GS 90.00 105.00 207.00 150.00 145.81 

Transport Elig. 500.00 540.00 1,037.00 750.00 754.99 

Based on our review of the record, we find the Company’s recommendation to create a 

eparate sub-class of very small customers is reasonable and should be adopted. However, in order to 

litigate the severity of the customer charge increases on customers in this class, we will adopt a 

iodified increase in the customer charges as follows: customers in the new small use segment - 

25.00; customers in the medium class - $33.00; customers in the large class - $145.00; and 

ustomers in the transportation eligible class - $720.00. We believe these approved customer charges 

love the customers in this rate schedule closer to the Company’s cost of service while, at the same 

- 

ic increases in rates. 

thod of measuring a large customer’s 

(Le., system peak month) to a non-coincident peak 

e., customer peak mo 
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due to the potential that “some customers may have structured their consumption and operations sucl 

that they reduce consumption on what is likely to be [the Company’s] peak month” and, therefore, tht 

change could have a significant rate impact on customers who have very different coincident an( 

non-coincident peaks (Ex. S-15, at 44). 

DOD agreed with the Company recommendation, in part. DOD witness Neidlinger state( 

support for a modified non-coincident peak method “whereby a customer’s billing demand would bc 

based on the highest monthly demand experienced during any winter month‘’ (DOD Ex. 1, at 3) 

DOD would exclude from the calculation demands during the summer months of May througl 

September. 

Although we believe DOD’s proposed modification of the non-coincident peak method for 

determining the demand charge has merit, there is not sufficient data in the record to support its 

adoption. We will therefore adopt the Company’s non-coincident peak measuremeni 

-ecommendation as a means of taking some of the risk of revenue recovery out of rates while, at the 

;ame time, reflecting value to customers on an annual basis. 

9ir Conditioning Gas Service (G-40) 

Southwest Gas proposed the imposition of a single basic service charge of $25 for customers 

aking service under this tariff, rather than the Company’s otherwise applicable basic service charge 

Ex. A-16, at 14). However, the 

~asic; service charge for this tariff. 

Staff witness Gray stated that the Company has a number of tariffs where the basic service 

harge is set by what it would be on the customer’s otherwise applicable tariff, and this is the only 

uiff where Southwest Gas is proposing such a change (Ex. S-15, at 48). 

We agree with Staff that there does not appear to be any reasonable justification for why the 

went tariff should be changed and it is more reasonable to have a larger basic service charge for a 

uge commercial customer ariff compared to a small commercial customer tak 

Staffs recommendation on this issue. 

charge for customers 
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under Schedule G-55, gas service for compression on customer premises, from $8.00 to $12.00 for 

residential customers; from $20.00 to $25.00 for small customers; and from $170.00 to $350.00 for 

large customers. The Company also proposes increasing the commodity charge from $0.13305 to 

$0.13669 per therm for all customers served under the G-55 tariff (Ex. A-1, Sched. H-3). Although 

Southwest Gas offered no specific testimony explaining the level of proposed increases, the Company 

claims that its proposal for increasing rates under the tariff reflect the Company’s cost to serve this 

class of customers. 

Staff witness Gray filed testimony recommending lesser rate increases. Mr. Gray 

recommended increasing the basic monthly charge for residential customers under this tariff from 

$8.00 to $9.70; small customers from $20.00 to $24.00; and large customers from $170.00 to $190.00 

(Ex. S-13, at 49; Ex. S-16). He also proposed increasing the commodity charge from the current 

$0.13305 to $0.17000 per them (Id.). 

Consistent with principles of gradualism and fairness, we will adopt Staffs recommendation 

on this issue so as not to impose such an abrupt and significant rate increase on customers taking 

service under this tariff. However, since the small customer service charge is tied to Schedule G-25 

(i.e., $25.00), the customer charge for such customers shall be set accordingly. 

Cogeneration Gas Service (G-60) 

Southwest Gas proposes that its cogeneration gas service tariff (G-60) be made available to all 

electric generation customers, with the exception that custom 

(“MW’) would be required to take transportation service at the Schedule G-60 rates. Company 

exclusion is necessary to eliminate “the risk to Southwest Gas’ sales 

nt of the upstream gas supply and interstate pipeline 

. A-17, at 35-36). 

ongdon stated that 

customers associated with 

requirements for these large cus 

ff witness Gray tes 

ility of significant electric generation loads straining its system, S 

-60 tariff that would provide 

d that, in his opinio be unfair to impose vision that has the effect of 
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mers from taking service 

at the otherwise applicab 

basic service charges should continue to be applied to G-60 customers, and that the per therm rate 

should be increased fkom $0.08934 to $0.11400 (Id. at 51; Ex. S-16). 

We agree with Staffs recommendation regarding the Schedule G-60 tariff. We see no valid 

reason for restricting the Schedule G-60 tariff in the manner suggested by Southwest Gas. However, 

to the extent Southwest Gas believes additional protection for its system and core sales customers is 

necessary, the Company may separately propose in a t 

believes would provide necessary safeguards. 

Small Essential A.qicultura1 User Gas Service (G-75) 

Southwest Gas proposed increasing the basic monthly charge for customers taking service 

under the small essential agricultural user gas service tariff (G-75) from the current $75 per month to 

$150 per month, and increasing the Schedule G-75 commodity charge from $0.19468 to $0.22 186 per 

therm (Ex. A-1, Sched. H-3). The Company also recommends freezing Schedule G-75 so no new 

customers could take service under the tariff and would instead be required to be served under the 

general service tariff, Schedule G-25. Currently, customers may choose to be served under either 

Schedule G-75 or the general service tariff, G-25. According to Southwest Gas, its request to 

-eclassify customers on the G-75 tariff is consistent with Decision No. 58377 (August 12, 1993) in 

which, according tu the Company, the Commission suggested that customers under this schedule be 

noved to the general service tariff “and to gradually eliminate Schedule G-75”9 (Southwest Gas 

nitial Brief at 60). 

Staff witness Gray testified that Staff oppos 

he tariff would remove the option that currently e 

)ekeen general serv and the G-75 tariff. 

Decision No. 58377 concurred with Staffs recommendation “to retain the current SEA [small essential agriculture] rate 
chedule” (Decision No. 58377, at 42-43). Although the Decision dnected Southwest Gas to “gradually move the SEA 
chedule to the general service level,’’ the Commission specifically rejected Southwest Gas’ request to close the small 
ssential agriculture tariff to new customers because “closure may unfairly treat identical customers” (Id. at 43). Contrary 
1 the Company’s 
e eliminated. 

ertion in its Brief, the Co ion No. 58377 that Schedule G-7 
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this service option away” the G-75 tariff should be retained (Ex. S-13, at 52). In his surrebuttal 

testimony, Mr. Gray indicated his belief that the Company has not presented a compelling reason why 

eligible new customers should be precluded from exercising the same option that currently exists (Ex. 

S-15, at 12). With respect to the applicable charges, Mr. Gray recommended that the basic service 

charge should be increased from $75.00 to $90.00, and the per therm rate should be increased from 

$0.19468 to $0.22300 (Ex. S-13, at 52; Ex. S-16). 

Consistent with principles of gradualism and fairness, we will adopt Staffs recommendation 

an this issue so as not to impose such an abrupt and significant rate increase on customers taking 

service under this tariff. We agree with the principles stated in Decision No. 58377, that charges for 

:his agricultural tariff should continue to move gradually closer to cost of service and the general 

service rate. However, we do not believe the Company’s proposal to double the basic monthly 

:harge for such customers, and to freeze new customers from taking service under the G-75 tariff, is 

:onsistent with the goals set forth in that prior Decision or with principles of fundamental fairness. 

Vatural Gas Engine Gas Service (G-80) 

As described by Company witness Congdon, customers served under the natural gas engine 

;as service tariff (G-80), use natural gas engines to pump water for agricultural irrigation (Ex. A-17, 

it 36-38). Mr. Congdon stated that the G-80 tariff serves customers in a very price sensitive market 

n which the customers may decide, based on the cost of gas service, to either switch to electricity to 

)perate their pumps or simply not to irrigate and produce crops at all (Id.). In its application, 

;outhwest Gas proposes to increase the basic monthly charge in the peak season (April-September) 

rom $80 to $100, but reduce the commodity margin from the current rate of $0.161 89 to $0.15848 

ter therm (Ex. A-1, Sched. H-3). No customer charge applies during off-peak months (Id.). In 

n margin to this class of 

-80 tariff customers due 

nd October 1’‘ (Ex. A-17, at 37). 
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er, he recommends that auld be increased from $80 to $95 per 

d from $0.16189 to $0.17700 (Ex. S-13, at 53; Ex. S- month, and the p 

16). In his surrebuttal testimony, Mr. Gray stated that Staff took into account the Company’s 

competitive concerns concerning the G-80 rate class, but “Staff does not believe the potential for 

customers leaving a given rate class should totally exempt that rate class from bearing some, albeit 

small, portion of the overall rate increase” (Ex. S-15, at 12-13). He pointed out that, under Staffs 

recommendation, the Schedule G-8 customers would receive the smallest revenue increase 

(approximately 2.77 percent under Staff requirement proposal) of any rate class under 

Staffs recommended rate design (Id.). 

We agree with Staff that the relati 

is a reasonable outcome based on the competing concerns of all customers affected by this 

proceeding. Although we recognize that retention of customers on Southwest Gas’ system may 

provide benefits to all customers, we are not inclined to broker prices between competing sources of 

energy by limiting increases that may otherwise be applicable to a given class of customers based on 

Gost of service principles and other factors that are weighed in determining rates for all classes of 

mtomers. We will therefore adopt Staffs recommendation on this issue. 

MISCELLANEOUS ISSUES 

Billing Determinants 

Billing determinants are established by developing an annualized number of bills and volumes 

For the test period under the Company’s current rate schedules (Ex. A-16, at 3). Accurate billing 

leterminants are important because if too few determinants are used, tariff prices would be set 

innecessarily high and, likewise, too many billing determinants would result in tariff prices that are 

to capture the established re 

Company witness Congdon 

aking the monthly recorded numbe 

that the proposed billing determinants were compiled by 
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customer reclassifications (to move customers and volumes between tariff schedules to reflect end of 

test year composition); (4) weather normalization (to accurately depict monthly volumes under 

normal weather conditions); ( 5 )  customer annualizations (for residential and small commercial 

classes, captures seasonal nature of test year customer growth); and (6) reclassification of full margin 

transportation customers to present rate schedules (to reflect pricing at present rate schedules) (Ex. A- 

16, at 3-8). 

Although Staff does not oppose the Company's proposed billing determinants", RUCO 

witness Moore filed testimony reflecting modifications that RUCO believes are necessary to obtain 

accurate determinants. Mr. Moore initially revised the billing determinants to reflect updated bill 

frequency analyses, and imputed revised billing determinants into the Company's proposed rate 
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requirement (RUCO Ex. 6, at 4-7). RUCO argues that it corrected 
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create a 

RUCO’s 

whatever 

errors existed in its initial calculation through its surrebuttal testimony and that the workpapers for 

those calculations were provided to the Company. RUCO claims that there is no assurance that the 

Company’s proposal is any more accurate than RUCO’s revised calculations. 

The Company provided a response to a RUCO data request to clarify the alleged errors, but 

Mr. Congdon claimed in his Rejoinder testimony that RUCO’s continued insistence on adjustments to 

bills and volumes reflected several computational errors including: improper calculation of the 

Company’s average test year cost o as; incorrect pricing of bills and volumes for the Company’s 

former Black Mountain Gas Company customers; and improperly pricing the gas cost and basic 

service charge revenue applicable to Schedule G-60 and G-80 (Ex. A-18, at 9-13). 

attempting to reconcile RUCO’s adjustments through data requests and telephone conversations, Mr. 

Congdon believed that RUCO’s proposal continued to understate residential gas cost by $6 million, 

and overstated residential margin by the same amount (Id. at 12). On cross-examination, Mr. 

Congdon testified that the billing determinants proposal in RUCO’s Surrebuttal testimony was closer 

than its original calculation, but RUCO’s number of bills was still approximately 22,000 higher than 

the Company’s calculation and RUCO’s volumes were overstated by approximately 5 million therms 

[Tr. 244). 

It is fairly clear that Southwest Gas and RUCO never achieved a meeting of the minds 

-egarding the appropriate billing determinant methodology. There is little doubt that RUCO’s initial 

:alculations were flawed and, although subsequent amendments were made to its proposal, for the 

Deasons identified by Mr. Congdon we beli that the billing determinant recommendation presented 

i y  Southwest Gas is the most reliable proposal and should be adopted in this proceeding (subject to 

he Staff modifications discussed above). In future cases, the parties 
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Purchased Gas Adjustor 

All of Southwest Gas’ core customers are served under a purchased gas adjustor (“PGA”) 

mechanism”. The PGA mechanism uses a 12-month rolling average, whereby a new PGA rate is 

calculated each month. Each month the Company calculates its average cost of natural gas, on a per 

therm basis, for the most recent 12 months. The monthly PGA rate is then determined by subtracting 

the base cost of gas’* from the 12-month average cost of gas. As explained by Staff witness Gray, the 

PGA rate is “banded,” which means each month when the PGA rate is set it cannot be set at a rate 

that is more then $0.10 per therm different than the rate that was in place in any of the previous 12 

months (Ex. S-13, at 8). The PGA currently has a $22.4 million bank balance “trigger,” such that if 

the balance becomes over-collected by $22.4 million or more, the Company is required to take certain 

actions to address the under-collected balance (Id. at 18). 

Staff made several recommendations regarding the PGA mechanism. Staff proposed that the 

lase cost of gas should be set at zero and the full commodity cost of gas incorporated into the PGA. 

Staff also recommended that the current $22.4 million bank balance trigger should be increased to 

b29.2 million and an officer of Southwest Gas should be required certify each PGA report. Each of 

hese issues is discussed below. Staff fwther recommended that the bank balance interest rate should 

)e set based on the one-year nominal Treasury constant maturities rate, and that the PGA report 

ihould identify certain additional details regarding purchases and usage13. These issues are not in 

iispute and are not addressed further. The reporting details recommended by Staff are in addition to 

ill current reporting requirements. Further, the Company’s PGA monthly reports to the Commission 

,hould continue to comply with all current reporting requirements and include the beginning bank 

balance, any offsets, and the ending bank balance. 

Setting Base Cost of Gas at Zero 

The base cost of gas is c 

Customers under Schedules G-60 I 

gril lStand October 1’‘ (Ex. A-13, at 8). 
! The base cost of gas inclu 
istribution system. 

ariable (such as index) contracts, and that the 
iedian usage levels for G-5 and G-10 rate schedu 

0th the commodity cost a 

Specifically, Staff reco ses” into fixed price and 
GA reports average an 

I 
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therm for each rate class, with the 

at in a rate case 

item on customer bills. Mr. 

all costs aside from the cost 

of gas component, which is treated separately through the PGA function. Because the margin rate 

recovers all of the other etering, billing, customer service, personnel, and facility 

g such as this affect only the margin rate component, 

consisting of the tariffed rates and the basic service charge. As a result, the margin rate change for a 

given customer class is always much high than the percentage increase on customer bills, given the 

treatment of the cost of gas component as a constant in the rate proceeding. Mr. Gray pointed out that 

including both a margin component and a base cost of gas in the tariffed (commodity) rate can result 

in significant confusion for customers who are trying to understand their bills, especially after rate 

increases are granted (Ex. S 

Southwest Gas' current base cost of is $0.37034 per them, as established in the 

Company's last rate case (Decision No. 641 In its application, Southwest Gas proposed 

increasing the base cost of gas to $0.53436 per therm, which Staff found to be reasonable. However, 

Staff witness Gray recommended, as an alternative, that the base cost of gas be set at zero as a means 

of minimizing customer confusion. Under Mr. Gray's recommendation, setting the base cost of gas 

at zero would effectively eliminate the base cost of gas component so that the PGA rate would 

include the previously separate base cost of gas amount. Thus, a single line item on customer bills 

wouki include the f"u11 commodity cost (absent a temporary surcharge or credit), allowing customers 

. 

see the changing cost of gas 

In order to alleviate short-term customer confusion such a change, Staff further 

becommends that Southwest Gas should create specific customer education materials to explain the 

:hange (including, e.g., a side-by-side b rate structures) (Id. at 

15). Mr. Gray also points out that s 

omponent to significantly increase, 

iO.10 therm band would enable the monthly P 

ecommends that, when applyin the $0.10 per therm band s after this Decision, 

52 68487 
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Southwest Gas should compare the new monthly PGA rate to the sum of the base cost of gas and the 

monthly PGA in prior months. Taking this approach would, according to Mr. Gray, provide a 

consistent benchmark for applying the $0.10 per therm band while transitioning to a base cost of gas 

Df zero (Id. at 15-16). 

Southwest Gas indicated that it does not oppose Staffs recommendation to set the base cost of 

gas to zero (Id. at 14; Tr. 270). Mr. Congdon also testified at the hearing that the Company does not 

ippose Staffs recommendation to create specific customer education materials, “like a bill stuffer” 

hat would go out in customer bills to explain the change (Tr. 270). 

We believe Staffs recommendation to set the base cost of gas at zero is appropriate and, once 

ully implemented, should enhance customer understanding of their bills. This proposal will allow 
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a1 consumption of 516 million 

ly one right trigger 

the increasing annual cost of gas (among other relevant considerations regarding the impact on 

customers and the Company), Staff believes the trigger level for the PGA bank balance should be 

increased from $22.4 million to $29.2 million. According to Staff, the proposed trigger level increase 

should provide a level of flexibility to absorb higher usage and higher natural gas costs in the PGA 

bank balance, while also providing a measure of protection for customers and the Company if a 

positive or negative balance were to be carried within the balance for a period of time (Id. at 19-21). 

Company witness Gieseking testified that while Southwest Gas is not necessarily opposed to 

an increase in the PGA bank balance trigger level, to the extent such an increase were to be adopted 

the Company believes the current $0.10 per therm PGA adjustment rate band should also be 

increased to $0.20 per thermI4 (Ex. A-21, at 10-11). Company witness Congdon stated that an 

increase in the bank balance trigger level would potentially increase the amount of money carried in 

the balancing account, thereby increasing the Company’s business risk in the eyes of the financial 

community (Ex. A-17, at 40). Southwest argues that an increase in the adjustment cap would save 

customers in the long-term by minimizing deferrals to the balancing account, thereby reducing 

canying costs on the PGA balance, and resulting in less cost to customers in a future period (Id.). 

Southwest Gas also contends that leaving the current $0.10 band in place would hinder the 

adjustment oi gas rates that are used to reflect the 12-month average cost and would distort the true 

marginal cost of natural gas, thus failing to send appropriate price signals to customers (Ex. A-21, at 

10-1 1). 

We agree with Staff that the PGA bank balance trigger level should be increased to $29.2 

million for the reasons set forth in Staff witness Gray’s testimony. As stated above, the Company is 

not opposed to the trigger level increase as long as the change is accompanied by a corresponding 

increase in the $0.10 per therm adjustment band. We 

14 

$0.13 (Ex. A-17, at 40). 
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eport should sign it, opposed to an officer (Ex. A-22, at 7; Tr. 454-455). 

We do not believe it is an undue burden for an officer of Southwest Gas to be required to 

’amiliarize herself or himself 

u-e filed to support the requir ation. While Southwest Gas argues that Staff failed to provide 

i valid reason for why this requirement is necessary, the underlying basis of the Company’s 

ipposition rings hollow. The officer certification requirement would not only put Southwest Gas in a 

iosition that is comparable to other companies for which the issue has been addressed, but will 

x-ovide a measure of assurance to the Commission, as well as the Company’s customers and 

;hareholden, that a level of oversight exists that reaches to the Company’s highest ranks. Although 

;ve are not suggesting that Southwest Gas’ prior PGA reports have been deficient, given the financial 

iccounting scandals that have been exposed in the recent past, certification of a report that deals with 

millions of dollars of gas costs on a monthly basis seems a small price to pay for a higher level of 

wersight. Indeed, it is surprising that AUIA has not taken a position in support of Staffs 

recommendation given the inherent interest of shareholders in transparency and accountability for a 

publicly filed report regarding the Company’s purchased gas costs. We will therefore adopt Staffs 

recommendation. 

Gas Procurement Practices 

Staff witness Gray and William Gehlen conducted a detailed review of Southwest Gas’ 

procurement practices during the test year, and offered severai recommendations with respect to those 

practices. Mr. Gray identified price stability as one of the Commission’s goals of the gas 

procurement process for Arizona LDCs, including Southwest Gas (See, Decision No. 61225). 

Staff witness William Gehlen testified regarding the Company’s procurement practices and 

e contracts enhances price 

procurement opportunities 

s. According to Staff, the Company has agreed 

g a fuel and procurement practice best 

ority within the 

ftware; eliminating the use of cell phones 

having a mix of spot market gas and long-term fixed 

stability (Ex. S-8). Staff recommended that Southwest Gas further exp 

in order to enhance greater price stability for custo 

ber of recommendations, including 

d group from the inv 

Company; reviewing the Company 
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m term bidding and negotiating activities; and having a neutral party observe these activities (Tr. 433- 

434). 

It is also Staffs position that employees involved in gas procurement should not have 

434). 

It is also Staffs position that employees involved in gas procurement should not have 

%ubstantial” stock ownership in companies with which it is dealing (Tr. 1108). Company witness 

Moody agreed that Southwest Gas would review its definition of stock ownership rules for employees 

involved in gas procurement and meet with Staff within 60 days of the Decision in this case (Tr. 434). 

Mr. Moody also agreed Southwest Gas shares Staffs concerns regarding El Paso, shortfall of 

service, and other lateral issues. It is Staffs recommendation that Southwest Gas should construct 

and own its laterals absent a compelling reason to do otherwise. However, Mr. Moody indicated that 

the best course of action is to take a look at a cost-effective and reasonable means for the Company to 

either own its system or own access to supplies that come onto its system. He explained that the 

Company has a long history of trylng to purchase laterals from El Paso, but to do so would often 

require also purchasing undesirable lateral facilities (Tr. 455-456). 

Although there does not appear to be any dispute between the Company and Staff regarding 

these gas procurement issues, we direct the Company to initiate discussions with Staff, within 60 days 

of this Decision, regarding the stock ownership issues discussed above, and to continue to cooperate 

with Staff regarding other procurement issues, including issues pertaining to El Paso and construction 

and ownership of laterals on the Company’s system. Staff shall file within 180 days of the effective 

date of this Decision, as a compliance item in this docket, a report or reports regarding the stock 

ownership issues, procurement practices, benchmarking, and El Paso laterals issues discussed above. 

Interest on Customer Deposits 

In its Application, Southwest Gas proposed a reduction of the interest rate applied to customer 

(Ex. A-29, at 31-32). As noted above, Staff proposed that the 

ased on a monthly one-year nominal Treasury constant maturity 

x. S-13, at 22). Staff also recommends that the same interest rate be applied to the Company’s 

witness Congdon testified or 

issue would be to synchronize 

intained by Southwest Ga: 

68487 
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(Ex. A-17, at 39). 

Staff witness Gray testified that Staff recommends maintaining the customer deposit interesl 

rate at 6 percent consistent with the rate in effect for a wide variety of other utilities. Mr. Gray statec 

that although interest rates are currently relatively low, a significant rise in rates would not be 

equitable to customers if the customer deposit interest rate were reduced to 3 percent as requested b j  

the Company (Ex. S-13, at 57). 

We agree with Staff that the customer deposit interest rate should be maintained at the curreni 

level of 6 percent. We believe that subjecting such deposits to a constantly varying interest rate could 

lead to customer confusion and would be inconsistent with the practices in effect for other utilities in 

the State. We therefore adopt Staffs recommendation on this issue. We also agree with Staff thaf 

maintaining the 12-month customer deposit period is appropriate. 

Four-Hour Service Window 

In his Direct testimony, Staff 

Services Division has received a number of customer contacts expressing concern that Southwest Gas 

asks customers to be available at the service location for most or all of a day when a technician is 

scheduled for service. Mr. Gray stated that the Company’s policy imposed a burden on customers 

md is inconsistent with the practices of other gas and electric utilities, which provide a four-hour 

window for service calls. Mr. Gray pointed out that the service window length is not established by 

2ommission rule, but is set according to each company’s practice. Mr. Gray recommended that 

Southwest Gas be required to establish a company practice of giving customers a four-hour window, 

n accordance with the policies in effect for other similar utility companies (Ex. A-13, at 54-55). Mr. 

Sray stated that there is no compelling reason why Southwest Gas cannot adopt the four-hour 

ktandard and he recommends that the Commission order the Company to adopt such a standard within 

5 months from the date of this Decision (Ex. A-15, at 14). 

Company witness 

)ecause Southwest Gas c 

cios responded that a directive from the Commission is not necessary 

ly offers several service options 

indows “based on the customer’ 

ercent of customers reques 

68487 58 
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premises) request service appointments of four hours or less. Ms. Palacios claims that if Staff: 

recommendation were adopted, Southwest Gas would likely have to increase its workforce to provide 

=very customer, regardless of need, a four-hour service window (Id. at 4-5). She stated that such s 

mandate would also likely require significant restructuring of existing work practices anc 

replacement of or major modification to the Company’s customer appointment software. Ms 

Palacios noted that gas utilities differ from electric companies because, for safety reasons, an 

:mployee must always enter the premises when service is established, and because service 

.echnicians must give their highest priority to emergencies which may interfere with their ability to 

neet four-hour window requirements (Id. at 6-7). 

We do not believe that the four hour service window requirement recommended by Staff 

would place an onerous burden on the Company’s customer service capabilities. Mr. Gray testified 

hat the Commission’s Consumer Services Division has received comments regarding the lack of 

uch a window being offered, and Staffs proposal to allow Southwest Gas 6 months to develop a 

Jrogram to meet this requirement is a reasonable length of time for compliance. Although the 

:ompany’s witness attempted to distinguish electric fi-om gas service providers to support the 

2ompany’s position, she failed to recognize that UNS Gas, Inc. (“UNS”) has a tariff in effect that 

equires appointments to be scheduled “within a maximum range of four (4) hours during normal 

vorking hours” unless another time frame is established that is mutually agreeable to both UNS and 

he customer (Ex. S-27). Consistent with the tariff i 

;outhwest Gas should adopt a tariff which requires c 

ervice window. Staffs recommendation is therefore 

3nerqy Share Contributions 

as currently participates in the 

e voluntary co 

heir utility bills. Other companies, suc 

ch is administered by 

ss Gray stated that 
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In response, Company witness Congdon testified that Southwest Gas strongly supports 

retention of allowing customer contributions via bill inserts. He stated that the current practice 

should be maintained “unless Staff presents clear and convincing evidence that a change in the 

program notification process would result in a greater benefit than its cost” (Ex. A-17, at 38). 

We believe Staffs recommendation should be adopted. We appreciate Southwest Gas’ 

participation in the Energy Share program. However, we agree with Staff that inclusion of a line on 

customer bills is preferable to a bill insert, which may be discarded when customers open their bills. 

We do not believe that a costhenefit analysis is necessary to recognize that contributions are likely to 

be enhanced if, at the time customers sit down to write out their monthly checks, the opportunity to 

donate is clearly shown on the billing statements alongside the amount due. We believe Staffs 

recommendation represents a common sense approach to encouraging contributions to the program. 

The Company should implement this change within 60 days of the effective date of this Decision. 

Gas Technology Institute 

The Gas Technology Institute (“GTI”), which was formerly known as the Gas Research 

Institute, is a non-profit entity that does research, development and training regarding energy markets. 

GTI’s Operations Technology Development (“OTD”) programs focus on projects pertaining to pipe 

and leak locating and detection, reduced construction costs, gas main integrity and safety, while its 

Utilization Technology Devel ent (“UTD”) program focuses on developing increased-efficiency 

and safety end-use equipme residential, commercial, and industrial gas customers. Although 

GTI was previously funde ough a FERC surcharge, it now must solicit donations via state public 

utilities commissions and e (Ex. S-13, at 2-8). 

articipate in funding GTI’s Staff recommends that S 

at a level of $688,712 a 

Company’s sales custo 

ly, which amount would be recovered on a p 

Mr. Gray stated that the per therm 
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surcharge would amount to approximately $0.00 1 13, which would increase an average residential 

customer’s bill by approximately three cents per month (Id.). 

Southwest Gas witness Marti Marek testified that the Company supports funding gas research 

but opposes Staffs mandatory contribution of all research funding to a single entity. She indicated 

that, although the Company is pleased with the projects it has participated in with GTI, there are other 

competing research organizations that perform equally valuable work (Ex. A-24, at 2-6). 

We agree with Southwest Gas that the funding provided for research should not be allocated 

to a single entity. The Company should have flexibility to tailor the research funds to the projects and 

organizations best suited for a specific need, subject to oversight by the Commission (Id. at 7). We 

will therefore adopt the recommended level of research fhding, which would be collected through a 

surcharge, and held and disbursed through a balancing account. Adoption of Southwest Gas’ proposal 

will allow the Company flexibility to select specific projects on a case-by-case basis, but will permit 

Staff to have input and oversight regarding the program expenditures. 

Demand Side ManagementEnergy Efficiency Programs 

Southwest Gas proposed increasing its current level of demand side management (“DSM”) 

fbnding of $600,000 per year to $4,385,000 ann~ally’~, subject to the Commission’s approval of a 

decoupling mechanism. The DSM programs would be directed at all classes of customers instead of 

just residential customers as currently exists. The specific programs, and the associated funding 

proposed by Southwest Gas are as follows: Low-Income Energy Conservation (“LIEC”) ($500,000); 

Energy Star Home Certification ($250,000); Multi-Family New Construction ($1,200,000); 

Residential Energy Construction ($200,000); Energy Star Appliances ($SOO,OOO); Food Service 

Equipment ($500,000); Efficient Commercial Building Design ($500,000); Technology Information 

Center ($35,000); and Distribut Generation ($400,00 

ograms propose 

1 recommended that an additional 

rogram, and that Southwest should 
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rmance incentive mechanism to recover up to 10 percent of DSM 

h d i n g  if minimum goals are met (SWEEP Ex. 1, at 6). Company witness Vivian Scott testified in 

10 

11 
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13 

14 
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17 

18 

19 

20 

21 

27 

28 

support of SWEEP/NRDC’s proposals because she believes increasing funding for the Energy Star 

Home Certification program would enable the Company to expand the p 

service territory (currently offered only in the Tucson area) (Ex. A-15, at 3). She also supports the 

performance incentive mechanism proposal which is comparable to a program in effect for A P S  (Id.). 

Staff witness Steve Irvine supports the Company’s initial proposed DSM funding level, with 

the exception of $50,000 included in the LIEC program that is specifically allocated for rate 

assistance to low-income customers. Mr. Irvine stated that such rate assistance is not DSM-related 

and should therefore be considered as a separate and distinct program (Ex. S-19, at 3). He 

acknowledged that a similar program was included in a recent A P S  case, but points out that the rate 

assistance component of that case was part of a settlement agreement involving a number of diverse 

parties. Mr. Irvine also opposes the SWEEP/NRDC proposal to increase the Energy Star Home 

Certification program by $750,000 on the basis that Southwest Gas previously indicated that “the 

market has sufficiently transformed and that incentives are no longer necessary to ensure more 

energy-efficient construction” (Id. at 6) (See also, Decision No. 67878, June 1, 2005, granting 

Southwest Gas’ request to reduce the annual Energy Advantage Plus program funding from $900,000 

to $250,000). In addition to these adjustments to proposed DSM revenues, Staff recommends the 

following with respect to the Company’s DSM programs: semi-annual DSM reports certified by an 

officer of the Company; requirement that Company docket within 120 days of this Decision, in a 

separate docket, detailed descriptions of the DSM programs that would be subject to Commission 

approval; requirement that the Company implement and maintain the collaborative DSM working 

group to solicit and facilitate input from any interested party (prior to submission to Commission of 

specific programs); responsibility of Southwest Gas to demonstrate appropriateness of specific DSM 

programs; and no performance incentive mechanism should be approved (Id. at 9-10). 

th one exception, we agree with St 

concerns, we believe the $50,00 

should be mai be considered DSM-related, 
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re agree with Mr. Schlegel that it represents a relatively small percentage of the overall DSM budget 

nd is to be used for emergency situations for low-income customers. To the extent any portion of 

lis $50,000 is not spent yearly on bill assistance emergencies, the balance should be allocated to 

eneral LIEC programs. With respect to SWEEPNRDC’s proposal to increase by $750,000 funding 

3r Energy Star Home Certification, we share Staffs concern that the Company has previously 

ffered conflicting views of whether such an increase in such funding would be cost effective. As 

dr. Irvine pointed out, through data request responses the Company indicated that it could offer the 

lrogram throughout its service area at the initial funding level and specifically requested a reduction 

n funding for a similar program in the Tucson area due to market transformation (Ex. S-19, at 6-7). 

Ye also agree with Staff that the performance incentive mechanism, which was suggested for the firs1 

ime in Mr. Schlegel’s testimony, is not sufficiently developed for approval at this time. The parties 

o the DSM collaborative process may wish to pursue this issue through further discussions but the 

)roposal contained in the record of this proceeding lacks sufficient detail to determine whether it is 

ippropriate at this time. In all other respects, we agree with and adopt Staffs recommendations a: 

lescribed above. 
* * * * * * * * * * 

Having considered the entire record herein and being hl ly  advised in the premises, the 

:omission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. 

increase in rates. 

On December 9,2004, Southwest Gas filed an application with the Commission for ar 

2. On January 7, 200 

ary 26, 2005, Staff filed a L 

rocedural Order were established 
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6. Southwest Gas filed Direct testimony with its ap 

’ursuant to Procedural Order issued arch 10, 2005, Di 

Staff, RUCO, YCA, AUIA, ACAA, and SWEEPNCRA. 

7. Rebuttal testimony was filed by Sout Gas on August 23, 2005. Surrebuttal 

CO, AUIA, SWEEP/NRDC, and DOD. ,estimony was filed on September 13, 2005 by St 

Rejoinder testimony was filed by the Company on September 23,2005. 

8. An evidentiary hearing was conducted at the Commission’s offices in Phoenix, 

Arizona commencing on October 3,2005 and concluding on October 11,2005. 

9. Late-filed exhibits were filed by Southwest Gas on October 21,2005 and November 4, 

2005. 

10. Initial Post-Hearing Briefs were filed by DOD on October 31, 2005, by RUCO on 

November 3,2005, and on November 4,2005 by Southwest Gas, SWEEP/NRDC, AUIA, and Staff. 

11. Reply Briefs were filed on November 

Southwest Gas fil 

2005 by Southwest Gas, RUCO, 

Supplement to its Reply Brief on SWEEP/NRDC, AUIA, and Staff. 

November 23,2005. 

12. According to the Company’s application, as modified, in the test year Southwest Gas 

had adjusted operating income of $46,775,622 on an adjusted Original Cost Rate Base of 

$943,110,070, for a 4.96 percent rate of return. 

13. In its application, as modified, the Company requested a revenue increase of 

$66,898,342, based on OCRB of $943,110,070, and rate of return of 9.24 percent. 

14. Staff recommends a rate increase of $51,625,135, based on OCRB of $924,927,566, 

and a recommended rate of return of 8.40 percent. 

15. RUCO recommends a revenue 

6, and recommended rate of return of 8.64. 

For purposes of this proceeding, 

Value Rate Base of $1,169,584,038. 

1 A rate of return on FV 
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18. Southwest Gas is entitled to a gross revenue increase of $49,345,636. 

19. The Company’s proposed Conservation Margin Tracker decoupling mechanism 

proposal is not adopted in this proceeding. 

20. The class responsibility for the revenue requirement should be allocated using the 

methodology of Staffs rate design expert witness. 

21. For residential customers under Schedule G-5, the basic monthly customer charge 

should be increased from $8.00 to $9.70, and a two-tier declining block structure remains appropriate 

in accordance with Staffs recommendation. 

22. A separate multi-family residential basic monthly customer charge of $8.70 is 

appropriate under the new Schedule G-6 rate. 

23. The low-income residential rate (G-10) should be maintained at its current $7.00 per 

nonth with the current commodity discount of 20 percent for the first 150 therms of winter usage. 

24. Staffs rate design recommendations for Special Residential Gas Service for Air 

Zonditioning (G-15) and Master Metered Mobile Home Park Gas Service (G-20) should be adopted. 

25. The current Armed Forces Rate Schedule G-35 should be eliminated and customers 

xrrently on that schedule would receive service under Schedule G-25. 

26. For General Gas Service customers on Schedule G-25, a new sub-class should be 

:reated for small customers using less than 600 therms annually, and the demand charge for large G- 

!5 customers should be calculated based on DOD’s recommendation of using a modified non- 

:oincident peak during any winter month. 
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bank balance should be increased from $22.4 million to $29.2 million as recommended by Stafc and 

the current $0.10 per therm adjustment band should be increased to $0 

30. The interest rate for the Company’s PGA, DSM, and 

be based on the one-year nominal 

recommendation. 

31. The Company’s PGA monthly reports to the Commission should continue to comply 

with all current reporting requirements and include the beginning bank balance, any offsets, and the 

ending bank balance. 

32. Staffs recommendation to require an officer of Southwest Gas to provide certification 

the accuracy of the monthly PGA reports is reasonable and should be adopted. 

33. Southwest Gas should initiate discussion with Staff within 60 days regarding gas 

procurement issues identified by Staff, including issues pertaining to El Paso and construction and 

3wnership of laterals on the Company’s system. 

34. The current interest rate of 6 percent on customer deposits should be maintained in 

riccordance with Staffs recommendation. The 12-month customer deposit period should also be 

naintained. 

35. Southwest Gas should develop within 6 months a tariff proposal that would require 

hat customers be offered a four-hour window for service calls. 

36. Southwest Gas should imp 

Iecision, Staffs recommendation to allow donations to the Energy Share program by an indication 

In the Company’s billing statements. 

37. Gas research should be funded at the level recommended by Staff, but Southwest Gas 

hould have the flexibility, subject to Staff oversight, to select appropriate entities for use of the 

:search funds. 

38. DSM programs should be fimded at the level initially recommended by Southwest Gas 

,000) and the Company should comply with the recommendations made by Staff regarding, 

g other things, c 

39. Arizona customer bills 
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Information specific only to Nevada and/or California customers should be removed from the back of 

Arizona customer bills. Furthermore, the back of Arizona customer bills should contain explanations 

for two billing line items “Base Tariff Rate” and “Rate Adjustment.” 

40. We also agree with Staff that anytime Southwest Gas initiates participation in a new 

natural gas docket at the FERC which relates to its service in Arizona, the Company should be 

required to provide Staff with a copy of Southwest Gas’ initial filing in that FERC docket. 

CONCLUSIONS OF LAW 

1. Southwest Gas is a public service corporation within the meaning of Article XV of the 

4rizona Constitution and A.R.S. §§40-250,40-251 and 40-367. 

2. The Commission has jurisdiction over Southwest Gas and the subject matter contained 

n the Company’s rate application. 

3. The rates, charges and conditions of service established herein are just and reasonable 

md in the public interest. 

ORDER 

IT IS THEREFORE ORDERED that Southwest Gas Corporation is hereby authorized and 

lirected to file with the Commission, on or before February 28, 2006, revised schedules of rates and 

harges consistent with the discussion herein and a proof of revenues showing that, based on the 

djusted test year level of sales, the revised rates will produce no more than the authorized increase in 

TOSS revenues. 

IT IS FURTHER ORDERED that the revised schedules of rates and charges shall be effective 

3r all service rendered on and after March 1,2006. 

IT IS FURTHER ORDERED that Southwest Gas Corporation shall notify its customers of the 

:vised schedules or rates and charges authorized herein by means of an insert in its ne 

Zheduled billing, in a form acceptable to Staff. 

IT IS FURTHER ORDERED that, in its ne 

rovide a detailed explanation of employee duties 

romotional activities and offer a rea 

Corporation shall 

sales, marketing, or 

xpense consistent with those duties. 

IT IS FURTHER ORDERED that, in its n 

67 68487 
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pursue implementation of a decoupling mechanism through discussions with Staff, 

SWEEP/NRDC, and any other interested parties. Such efforts may be pursued through the DSM 

policy process, as suggested by SWEEP/NRDC through a proposal in the Company's next rate 

zase. 

IT IS FURTHER ORDERED that Southwest Gas Corporation shall submit to Staff for its 

weview a copy of all customer education materials related to setting the base cost of gas at zero prior 

:o the materials being distributed to customers. 

IT IS FURTHER ORDERED that the 

;hall continue to comply with all current reportin 

ialance, any offsets, and the ending bank balance. 

IT IS FURTHER ORDERED that, for all future PGA monthly reports, an officer of 

southwest Gas shall be required to certify, under oath, through an affidavit attached to each adjustor 

'eport, that all information provided in the adjustor report is true and accurate to the best of his or her 

nformation and belief. 

IT IS FURTHER ORDERED that Southwest Gas Corporation shall initiate discussions with 

; d f ,  wiu;in 60 days of this Decision, regarding the stock 'ownership issues discussed her 

ontinue to cooperate with Staff regarding other procurement issues, including issues pertaining to El 

laso and construction and ownership of laterals on the Company's system. 

IT IS FURTHER ORDERED that Staff sh file within 180 days ofthe effective date ofthis 

Iecision, as a compliance item in this docket, a report or reports regarding the stock ownership 

sues, procurement practices, benchmarking, and El Paso laterals issues discussed above. 

IT IS FURTHER ORDERED that Southwest Gas Corporation shall, within 6 months of the 

which requires customers to be offered a maximum ffective date of this Decision, propose 

IT IS FURTHER ORDERED Corporation shall implement, n 60 

DECISION NO. 68487 
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days of the effective date of this Decision and in a form acceptable to Staff, Staffs recommendation 

to allow donations to the Energy Share program by an indication on the Company’s billing 

statements. 

IT IS FURTHER ORDERED that Southwest Gas Corporation shall comply with the 

recommendations made by Staff regarding, among other things, DSM compliance filings and 

working with the DSM collaborative group. 

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

L+=/!J!L W 1- F c  
SOMMIS S rONER ConMIS SIONER COMMISSDNER 

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 the 
Commission to be affixed at the Capitol, in the City of Phoenix, 

DECISION NO. 68487 
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