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BY THE COMMISSION:
FINDINGS OF FACT

1. Southwest Gas.Corporation (“Southwest” or “Company”) is engaged in providing
natural gas service within portions of Arizona, pursuant to authority granted by the Arizona
Corporation Commission (“Commission”).

2. On January 31, 2612, Southwest filed as a compliance item, a document with the
Commission discussing its modified Incremental Contribution Model (“ICM”) used by the
Company to evaluate whether new customers need to provide contributions in aid of construction
(“CIACY).

3. Decision No. 70665 (December 24, 2008) in Southwest’s previous general rate
proceeding required Southwest: “in its next rate case application, to provide an explanation, with
sample calculations and documentation, of how it has been implementing the ICM and Rule 6
tarift provisions.”

4. Southwest provided this documentation in its initial application during Southwest’s

recently concluded rate proceeding.
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5. Upon review of Southwest’s initial application, Staff expressed a concern in its
testimony that the Company may have been over-collecting CIAC from a certain number of new
cﬁstomers. This issue was addressed as part of the settlement agreement reached in the rate case.

6. The Commission’s Decision in {he recent Southwest rate case (Decision No. 72723,
January 6, 2012) required that:

“Southwest Gas Corporation shall file with Docket Control, as a compliance item

in this docket, within 30 days of the effective date of this Decision, a revised ICM

model that prevents the Company frecm collecting contributions in aid of

construction that result in an expected ROE, as generated through the ICM model,

that is more than 50 basis points above the return on common equity authorized

by this Decision. Staff shall submit a recommendation to the Commission within

90 days of SWG’s filing of the revised ICM model.”

7. In addition to Southwest’s January 31, 2012 filing, the Company provided Staff
with a working copy of the ICM in Excel format.

8. Staff has held subsequent discussions with the Company regarding how the ICM
functions and the changes that Southwest made to the model. In essence, the Company has made
two adjustments to how the ICM model operates.

9. The first change is that previously Southwest had included in the costs of providing
service to new customers the cost of indirect pressure reinforcement as part of what was collected
from the customer. Southwest has indicated to Staff that these costs involve needs that are
typically years down the road from when a given project is undertaken. Further, the Company has
indicated that the cost of such reinforcement is not specifically attributable to a given project.
Thus, Southwest is now proposing to exclude the cost of indirect pressure reinforcement from its
ICM calculations. Staff believes this is a reasonable proposal.

10. Second, the ICM traditionally was manually adjusted after initial inputs to solve
toward the goal of the expected Return on Common Equity (“ROE”) being within 50 basis points
of the Commission’s authorized ROE in cases where CIAC are collected. In the handful of
examples provided to Staff during the rate proceeding, there were a few that Southwest later

identified errors in how it was manually adjusted to solve within 50 basis points of the authorized

ROE. Southwest has now adjusted the ICM to automatically solve to within 50 basis poiﬁts of the |

Decision No. 73217
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authorized ROE. This should avoid possible manual errors which could result in the expected
ROE exceeding the authorized ROE by more than 50 basis points.

11 Staff believes that the two adjustments made by Southwest to the ICM address the
concern in the rate proceeding regarding possible collections of CIAC in cases where the expected
ROE might exceed the authorized ROE by more than 50 basis points.

12.  Staff has recommended that the Commission accept Southwest’s revisions to the
ICM model for purposes of compliance with Decision No. 72723.

CONCLUSIONS OF LAW

1. Southwest is an Arizona public service corporation within the meaning of Article
XV, Section 2, of the Arizona Constitution.

2. The Commission has jurisdiction over Southwest and over the subject matter of the
rate application and the subject matter discussed herein.

3. The Commission, having reviewed the filing and Staff’s Memoraridum dated
April 30, 2012, concludes that it is in the public interest to accept Southwest’s revisions to the

ICM model for purposes of compliance with Decision No. 72723.

Decision No. _‘_7§2_17__
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ORDER
IT IS THEREFORE ORDERED that Southwest Gas Corporation’s revisions to the {CM
model be and hereby are accepted for purposes of compliance with Decision No. 72723.

IT IS FURTHER ORDERED that this Decision become effective immediately.

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

Q,A

ATRMAN (/COMMISSIONER V/Z4

EXCUSED
COMM. KENNEDY D) .
COMMISSIONER OMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, I, ERNEST G. JOHNSON,
Executive Director of the Arizona Corporation Commission,
have hereunto, set my hand and caused the official seal of this
(‘ommlssmn to be affixed at the Capitol, in the City of Phoenix,
this ' day of _ ) e ,2012.

C (o o

ERNESTTG. JOHNSON //
EXECUTIVE DIRECTOR

DISSENT:

DISSENT:

SMO:RGG:1hm\RM

Decision No. 73217
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Ms. Debra S. Gallo

Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, Nevada §9150-0002

Mr. Justin Lee Brown
Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, Nevada §9150-0002

Mr. Donald L. Soderberg

Vice President, Pricing
Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, Nevada 8§9150-0002

Mr. Daniel Pozefsky

Chief Counsel

RUCO

1110 West Washington Street, Suite 220
Phoenix, Arizona 85007

Mr. Michael W. Patten

Roshka DeWulf & Patten

One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

Mr. Philip J. Dion

Ms. Melody Gilkey

Tucson Electric Power Company
One South Church Street, Suite 200
Tucson, Arizona 85701

Mr. Timothy M. Hogan

AZ Center for Law in the Public Interest
202 East McDowell Road, Suite 153
Phoenix, Arizona 85004

Mr. Jeff Schlegel
SWEEP Arizona
1167 West Samalayuca Drive
Tucson, Arizona 85704-3224
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Mr. Michael M. Grant
Gallagher & Kennedy, P.A.
2575 East Camelback Road
Phoenix, Arizona 85016-9225

Mr. Gary Yaquinto

President & CEO

Arizona Investment Council

2100 North Central Avenue, Suite 210
Phoenix, Arizona 85004

Ms. Cynthia Zwick

- 1940 East Luke Avenue

Phoenix, Arizona 85016

Ms. Laura E. Sanchez
Post Office Box 287
Albuquerque, New Mexico 87103

Mr. Steven M. Olea

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Janice M. Alward

Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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