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Decision 88-03=041 March 9, 1988
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Investigation
on the Commission’s motion into
implementing a rate design for
unbundled gas utility sexvices
consistent with policies adopted
in Dec¢ision 86=03-057.

I1.86~06=-005
(Filed June 5, 1986)

R.86=06~006
(Filed June 5, 1986)

Application'87-01-033
(Filed January 20, 1987)
And Related Matters. ‘ '
- Application 87-01=-037
(Filed January 27, 1987)

Application 87-04-040
(Filed April 20, 1987)
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On December 9 ©1987, the ‘Commission issued Decxs;on
(D.)87~-12-039. This decision established rates to implenment . the .
policy decisions which ‘the chmiSSLOn had made in December ‘1986, znu,""_
D. 86-12-009 and 86-12~010, concernzng natural gas rate regulat;on S
in California. Applications for rehearmng were filed by four = .
parties: Hadson Gas Systems (Hadson), Calztorn;a deson CQmpany
(Edison), California Department oL General Serv;ces (DGS), and
California Manuracturers Association (CMA). . Responses to these
appl;cat;ons were filed by the COmmissxon's Division o2 Ratepayer
Advocates (DRA), Southern Caleornla Gas Company (SoCal), Toward
Utility Rate. Normal;zatxcn (TURN) , and Pacific Gas and Electric L
Company (PG&E). In add;tion, the rollowing partxes filed pet;tlonsfj
fox mod;f;catmon of D. 87-12—039‘ SoCal tho separate petatzons),_,f*
PG&E, San Diego Gas & Electric Company, DGS, City of Palo Alto,. f; L
City of Long Beach, TURN, Calx!ornia Hotel and Motel Assoc;at;on,f”‘ﬁ
and Hadson. Numerous responses to the. petitions for mod;t;cat;on' .
vere filed, and several partzes filed responses to the responses-~ ;
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We have considered each and every allegation raised in
the applications for rehearing and the responses thereto, and are
of the view that sufficient grounds for granting rehearing have not
been shown. However, our further review has indicated that we
should clarify and modify our decision in several respects. We
will indicate these changes as we discuss the allegations raised by
the various parties. We will also deal in this ordexr with several
of the petitions for modification which have been filed: the
remainder of the petitions for modification will be resolved in 2
future order.

! ]. !l : Bl - .

Hadsop. Hadson first argues that the core-elect price
adopted by the Commission in D. 87-12-039 is unjust, unreasonable,
and discriminatory, in v1o1atzon of P.U. Cocde Sections 451 and 4530
This is because the Commission has failed to consider what costs ‘['

are gas costs in derzvxng’the core WACOG, and.has»arbxtrarzly -
excluded gathering and transpertat;on costs from the calculatxcn.~
The result;ng core-elect gas przce is not representat;ve of 2
conmpetitive market price. : .

For example, the CQmm;ssxon has excluded gathering costsv‘“
from the cost of Calzfornla gas in deriving PGLE’S core-elect
price. Those gathering ‘costs are allocated to the transm;sszcn
rates of all customers. But, Hadson arques, the only way that .
noncore customers get the benefit of this is by electzng 1nto the
core. Those who don’t make such an election but buy gas

independently must pay gathering’ charges twice: -as a pass-through‘~f‘“”

charge from their broker/suppller, and in the transmission chargex_f
assessed by PG&E. Hadson similarly objects to the exclusion from

core procurement prices of pipellne transport charges for Canad;anir?7e

gas; gathering and/or. transport charges for El Paso and Rocky o
Mountain gas; and pipeline demand chaxges for PITCO volunes, - wh;chm*

volumes are all assigned to the core. ' Hadson finally challengeS'Vﬁﬂi;,?

the Commission’s conclusion that SoCal’s california gas cost ;s .
rexcessive,” thus_justlzymng $13.7 million in trans;txon.costs. i
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Hadson claims this gas cost is a result of a border pricing
formula; if it is excessive, other supplies must be also.

Hadson contends that in setting up cost allocation such
that all customers, including those who buy gas from independent
souxces, have to pay for the gas utilities’ substantial acquisition
and marketing costs, the Commission is not only unduly
discriminating against noncore customers who don’t become core-
elect, but is also condoning potentially serious anticompetitive
consequences, i.e., the risk that competition among sellers to end .
users will be destroyed. Hadson alleges that Northern California.
Power Adency V. PUC (1971) 5 C.3d 370 (NCPA), holds that the |
Commission cannot lawfully implement its program without
considering and making findings and conclusions on such
anticompetitive effects.

PG&E, SoCal, and TURN correctly argue that the issues
Hadson raises should have been raised in response'to-the ,
Commission’s December 1986. decxsxons, which- errectively determ;ned -‘
cost allocat;on.l These: decisions have long since become fxnal.
Hadson’s arguments, which in effect advocate revisiting of the
Comnission’s cost allocation determinatxons, will be denied. In

taking this actien, howevexr, we will review and expand upon some'off:fh -

the underpinnings for the allocation determinatzons we made in .
1986. :

As a general proposmtmon, we concluded that all present o
custoners, regardless of the services they choose, receive T -
substantial benefit from the tact that a local d:stributlon company?fﬁt
has developed to the extent it has.today. The utilities’ -
structural . and contractual relat;onshlps developed the way they d;d of“
because the utmllties procured gas ror all customers.' Moreover, “

1l See, .g., D.8§6-12=-009 at 32, 53 (core-elect procurement I
charge to include only commodity gas-costs; portion of interstate
pipeline demand charges to ke allocated to noncore customers;
default noncore transmission xate to be the same regardless of . =
procurement option.chosen by the customer) and D.86-12-010 at 102-! ..
103 (allocation of PITCO commod;ty‘gas costs and Pan Alberta -
pipeline demand charges.)

-3.-
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today’s low priority customers are still deriving benefits from the
system, even though these benefits may exceed their present needs.
It logically follows that all customers should continue to pay the'
unavoidable costs still being incurred as a result of the evolution
of the utility structure, at least during the transition to
reduction of excess capacity and configquration of the industry such
that all customers can choose just what level of service they
desire and be allocated costs-accordlngly-

We concluded that ”unavomdable ‘common costs’ assoc;ated '
with the transition to a more compet;t;ve market and‘not,dxrectly
assignable to any particular customer class” should be spread
equitably to both procurement and trantmission-only customers.

D.86~12-010 at 96. One of the classes of fixed costs to be treatedt”w S
in this way was fixed pipeline demand costs, which were incurred tof.,- !

bring gas into the system to provide basic service and peak

reliability. We also speczfzcally found that PITCO costs shoﬁld beTJeT:*~

treated similarly to.othexr. pipeline demand costs. - Such treatment -
would be easier to ;mplement and m;ght increase usage and
corresponding revenues from the noncore class.v Moreover, because
the allocation of these charges faixrly evenly between core and

noncore markets reflected the current excess capaczty s;tuatzan,_wer o

did not feel that much could be gained, in this interim period, by
examining one spec;t;c demand chaxge, e -g., PITCO, to see how'much
it exceeded current market value. Id. at 102-103. ‘ o

We s:milarly"determlned that during this interinm- perxod L
California gas gathering costs should be spread equally to all
customers through inclusion of those costs in the transmission
rate. We most recently set. forth our reasons for this treatment,”‘
as well as a!!;rmxng it, in. D 87-05-069. In that decision we

recognmzed however, that our. current treatment of gatherzng costs i

may not be tully consistent thh our new unbundled rate’ structure,ge
and called for, zuxther study of thxs 1ssue._ We dzrected our. stazz ;

e

to report to us on the scope of the zssues involved in unbundlzng
and deaveraging the costs of the - gatherxng systems of the major gasl

utilities, which we will use as the basis for further evaluatxon offt;f,;iﬁ
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the issue of recovery of gathering costs. D.87-05-069 at 76-77,
Oxdering Paragraph 6.

We note, in addition to the above, that transmission-only
customers may still experience direct benefits from the above

classes of costs. For example, should their independently-procurgd'

gas supply become unavailable, they can return to the utility for
gas. For all of the reasons stated, we reaffirm our treatment of
pipeline demand costs and gas gathering costs.

Hadson secondly argues that the Commission‘’s adopted
program gives the utilities an unfair marketing advantage, to the
extent they have the exclusive use of information on‘éustomer
characteristics that would be valuable'to-hnyone intending to
market gas to noncore customers. Moreover, Hadson clains they are
in a position to unfa;rly tze their transmission. monoply to core~
election, both because of the price factors discussed above, and
because they can negotiate discounted transmzss;on rates only for
those customers who elect into the core.

On the use of information, PGSE responds that a slnxlar :
argument involving the use of customer lists was rejected by the
9th Circuit in a 1986 decision’ (QQ:l;n__ﬁ_ﬂgﬁh;ngtgn_zng:ngazk
(9th Cir., 1986) 791 F24 1343, 1348)- SOCal and TURN concur, and
add that the fact that utxlmtles ‘have proprxetary lists of their
own customers will be no impediment to the ability of end use
customers to explore their procurement options with 1ndependent gas
suppliers, including Hadson.

In the gatlin case, the court held. that the exclusive use
by the merchandising division of a local gas. d;str;butlon utzl;ty-
of the utility's-customer list to-market certamn.energy savung
devices was not an unlawful abuse of. monopoly'power, under eithexr '

the federal antitrust laws or public ut;lxty'statutes of the State “

of Wash;ngton. It was, rather, a benerlt of size and ‘business -
integration. Certaxnly here, a similar conclusion nust be drawn-
Hadson has not shown that the gas utzl;t;es will make use of any
exclusive customer information that. they possess 1n an '
anticompetitive or unreasonably d;scr;mlnatory way-

A R
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We similarly f£ind no merit to Hadson’s preferential
discount argument. First, we specifically caution against such a
practice at page 7 of D.87-12-039. Second, SoCal makes several
points concerning interstate pipeline denand charges, and
interstate transportation charges in connection with purchase of
spot supplies, which run directly counter to any argument that
SoCal has any competitive cost advantage over independent
broker/suppliers in selling gas to noncore customers. At the very
least, these arguments cast doubt on Hadson’s position. Third, we
consider it extremely unlikely that the gas utilities have such an'
incentive in the context of the COmmxsszon's.program, where the
utilities collect margin not through gas saleswbut through
transnission of gas. While they have other incentives fox :
discounting, ensur:ng gas sales does not appear to be one of them._

Finally, the responding parties correctly po;nt out, and
we reiterate, that the COmm;ssmon's.program is Stlll in the early .
stages of deregulating the procurement function. cOmpared to
several years ago, enormous progress has been made in open;ng up-
the ‘California procurement market to- 1ndependent broker/supplxers f
such as Hadson. Moreover, while cost allocatlon has-been resolved
in terms of initial implementat;on of the program, it will
certainly be reexamined in the future, after some exper;ence has
been gained under the rates set by D. 87-12-039.

R

Edimon. Edison contends that the Comm1351on, in 3,37-12_'f~\_

039, contravened #fundamental, notions of fairness and. due process'
by modifying the stipulation signad by SoCal, PG&E, SDG&E, DRA -
(then PSD). and TURN in October 1986 (”Stlpulatxon for Transzt;on
Period in Natural Gas Regulatory Procedure”) to provide that ’

soCal’s first reallocation f£iling will be no sconer that March' 15,',{,%

1989. Edison argues that had it had notice that the commission

intended to make this modirxcatzon, it would have vigorously N
protested, on_the_grounds_that.the rates-whach_will be in effect -
from May 1, 1988 to June 30, 1989 will be totally outdated and
inappropriate. Edison claims the Commission is bound by P.U. cOde

Section 1708 (mistakenly cited by Edzson‘es 1705). to have hearlngs S

before modifying a decision (D.86-12-010 approved the stipulation

T
sl
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in its entirety: thus “modification” of it now constitutes a
modification of that decision as well). Edison finally arques that
DRA and TURN, in advocating the change the Commission made, have
violated the terms of the stipulation because they did not meet
with the other signatories before seeking the modification.

Edison’s arguments are completely misplaced on this
issue. DRA’s response puts it cogently:

#The Stipulation 51mply does not prov;de foxr
a SoCal cost allocation in the Spring of
1988. ... When this portion of the
stipulation [relating to SoCal’s cost
allocation filing being due ne later than
March 15 of each year] is read in conjunction
with the other provisions, the only logical
conclusion is that the first annual cost
allocation was intended to occur after the
new rates set by‘thenimplementation.decision
Took effect. Since the new rates don’t take
effect until May 1988, both TURN and DRA
recommended that.the:Commission: clarify that -
SoCal’s first annual cost allocatlon occur in:
the spring of 1989.”

DRA Response to-Apps/Rhg at 7. ‘

DRA goes on to cite specific paragraphs of the
stipulation which support its and TURN’s position. SoCal’s and
TURN’S responses are basically in agreement with DRA. :

We will modify the decision to clarify that the
stipulation is not being modified, but merely being logxcally
lnterpreted.

Edison secondly argues: that by changmng the cost
allocation schedule, the VEG rates adopted in D.87-12-039 will be
unlawful and unreasonable because they will be based not on the

”best forecast available” as required by the ‘stipulation, but on anl“'7‘

outdated UEG sales forecast. As ‘such, Edison claims these rates L
will overly burden electric ratepayers and are likely to result ;nf,‘
SoCal’s uncollecting margin from its UEG customers. ‘
We agree with DRA that Edison’s claim haS»no-mermt- DRA”
argues that the “best forecast avazlable" language refers to the:
subsequent cost allocation proceed;ngs and - not the 1mp1enentat;on
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decision establishing initial rates. DRA further peints out that
the adopted forecast, which Edison supported, was based on the best
estimates then available, and is generally consistent with the
adopted rates.

As DRA points out, the regqulatory process is by its
nature relatively slow. It can always be arqgued that the forecast
used to adopt rates is a stale one. The fact that Edison has now -
generated a newer forecast does not, in the absence of a showing of
evidentiary defects in the prior forecast, warrant a finding that
the adopted rates are unreasonable. In addition, Edison’s newer’
forecast is not part of the record and has not been subjected to
cross examination. : ,

Finally, we note that in the not-too-dzstant past, we setjr
future rates based on the results of an h;storlcal test year. Such‘ﬂ
rates have never been found tosbe'unlawful on that basis. ‘

cMA. CMA alleqes legal error concernxng three aspects or”
the demand charge provisions: contained in D.87-12-039. CMA first
argues tbat customers who cease taking sexvice before the

implementation date must only be- liable for existing demand Chargesrfﬁ,C" o

rather than demand chaxrges under the new program, in ordex that
those customers have some bargazning leverage. We believe CMA’s
posxtlon reflects the intent of the decision, and we will. clarz:y
it accordingly. _

CMA secondly. argues that even if a customer has been
buy;ng gas. under a rate schedule conta;ning a demand charge and -
cont;nues to buy gas as a default customer after the new rate
design is 1mp1emented tbe customer’s use prior to the effective

date of the new rate design should not be used to calculate the new*;fﬁe

demand charges. CMA stateS' In short, CMA believes that the ,‘”
position. expressed in D.87-07~044 and reiterated in D.87-12-039 1s
wrong.” CMA App. at 4. PG&E supports CMA’s position, but points
out that such a modification would: require a recalculation of rates
and billing determinants. SocCal, DRA,and TURN argue against th;s
as being sxmply a rehash of arguments CMA has made numerous,tlmes
before; they also pOlnt out that the’ demnnd charge structure was




clearly set forth in D.86-12-009, and that as such, CMA had
adequate notice of how it was to work. 2

We agree that we have seen and rejected CMA’s argument on
this point before, and we do so again. : ‘

CMA’s third concern is over the one-year ratchet
provision for demand charges. CMA admits to previously expressing
its view and sponsoring testimony supporting its position that the
one-yeax ratchet ”“will cause many default customers. either to
minimize their gas usage oxr to leave the system entlrely. CMEf
App. at 6=7. This is apparent1y~because of hardsh;ps which will- be
suffered by those default customers who experience s;gn;f;cant
swings in usage, and subsequently, very high or low bills for
periods of up to a year. CMA recommends that we resolve this
concern, as well as the two discussed above, by‘allowingjoll

customers to establish “reasonable contract demands for purposes: of,jﬁ,f?/

adninistexring demand’ charges.‘ CMA,App. at 7. Such could be:
estab&;shed-seasonally or-annually, and- ratchet;ng could be

required “only if the customer’s monthly usage consistently exceeds . .

the contractually established demand quantlty. - Id. If the
Commission does not want to adopt th;s approach, it should subject

default customers to the new demand charges only to the extent tha*ftfff

they take gas on or atter the eftectxve date or the new rate
design. ‘

We will deny CMA’S contract demand proposal. This is,a‘f7,3
proper subject for utll;ty/customer negotiations.‘ ' SR

- DGS. DGS, a state agency as well as a cogenerator, o
raises three issues concerning the adopted cogeneration rates. DR

2 CMA also asserts, without arqument or author;ty, that using a:

customer’s past usage as a dbasis for calculating a  future demand . - .

charge would constitute retroactive ratemaking. - DRA correctly S
refutes this argunent. While the method used to calculate the rate o
relies on historical usage, the rate is set prospectively to L
- recover a portion of the utility’s revenue requirement during the'’ S
period the rates are in effect, and does not in any way attempt to S
recover utility costs incurred during a prlor perxod. T
_9_
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DGS first argues that the adopted procurement rate for
core cogenerators violates Section 454.4 because it does not insure
that cogenerators receive a rate equal to or less than the rate
charged the UEG class for gas used to generate electricity.3

The decision establishes a “true-up” mechanism which
ensures that both core and noncore cogenerators pay a Lransmission
rate which is no higher than the transmission rate paid by UEG
customers. However, no such mechanism is adopted for procurement
rates. Rather, the decision provides that core cogenerators will
pay the same price for gas as UEG customers electing into the'cb:e?
portfolic, and noncore cogenerators (whe qualify for noncore statusﬂ
like any other customer) will pay the same noncore portfolio price.
as noncore UEG customers who also buy from the utility’s noncore
portfolic. DGS argues that core cogenerators will be den;ed the
rate parity quaranteed by the statute if the utmlzty from whom' they
buy gas elects noncore service,. because they—cannot buy gas at. the
lower noncore rate. .

TURN’S cursory response appears to agree with' DGS Due 2
to a mlsreadlng of the decision, PG&E argues that DGS/ argument ;s
moot.

DRA argues, on the other hand, that the statute requi:es
only the treatment afforded by the decision. If the Commission
were to adept DGS* ‘position, it would in effect be telling SeCal

that when Edison elects service. from the noncore portfolio, SoCaljt‘ ?Hﬁ

must charge no more to its cogenerators than ‘the noncore price.
The decision itself implies that this is no longer possible now L
that the procurement. aspect ‘of gas sexvice has been deregulated.

DRA argues further that the fact that UEG customers have the optmon if‘

of electing in and out o: the core does not: mean that the

3 Section 454.4 provides, in relevant part:

#The CQmmxss;on shall establish rates for gas which is' =
utilized in cogeneration technology projects not hmgher than
the rates established for gas utilized as' a fuel by .an :
electric plant: in the generation,or electricity....”

_lo -




Commission must create this same flexibility for all cogeneration
customers, regardless of their ability to qualify for noncore
status. The decision has allowed a parity rate for parity sexrvice:
i.e., those UEG customers wanting the price and supply security ot
core election will opt for core procurement service at the same
procurement rate paild by core cogenerators.

We affirm the approach we adopted in D.87-12-039. This
approach assumes that the statute allows us the flexibility to take
into account the distinction we have established between core and .
noncore customers, and the way that distinction translates into
procurement options and accompanying procurement rates. In our
view, it is not relevant that many if not most cogeneratofs will be
unable to buy gas from the gas utility at as low a price as their -
UEG utility can, due to the fact that “core” cogenerators cannot
become noncore customers f£or gas procurement. What is 1mportant 15 :
that they be given the same core. portzolio-prmce as core UEG )
customers-~if they-arecore cogenerators, and the same noncore
portfolio price as noncore UEGSs i they are noncore cogenerators.‘

We reject DGS’ v;ew-that the statute does not allow
conszderatlon of the core-noncore dxst;nction, and that no‘matter
what we do in other areas of gas regulatlon, we are locked into
offering to all cogenerators the lowest rate that is available to a1

UEG customer when buying gas trom a gas utillty; We do not bel;eve'7'"

that the Legislature: 1ntended to place that restrxct;on on our:
regulatozy authorzty.

4 DGS makes the subsidiary argument that the Commission also |
violates Section 454.4 by equating UEC core usage with the rate:
used by UEG customers to generate electricity, because UEG core-
usage only involves the use of igniter fuel ~- which doesn’t

generate electricity but only lights. pilot lights. DRA and Soc$1‘17‘“”

both challenge what they consider a narrow definition of- 1gn;ter Lo
fuel. They argue that without igniter fuel, there is no ]
generation of electricity; thus charging both core cogenerators
and UEG customers the procurement rate for core volumes jis rate
parity, regardless of what point in the generation process the "
gas is being used. We agree with DRA and SoCal..

e 11 - '
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DGS secondly argues that Section 454.4 requires
specification by the UEG utility of the percentage of gas purchased
from core and noncore portfolios and delivered via self-
procurement, early enough to allow cogenerators to select the same
option. 'Otherwise, DGS argues, cogenerators have no opportunity to
obtain the parity rates mandated by the statute. DGS also claims
that the average self-procurement price should-be disclosed, to -
permit parity rates and to avoid “negative arbitrage” in avoided
cost/purchased gas cost prices. DGS argues that failure to require
such notice from the utilities is unlawful not only because of the .
Section 454.4 problem, but because the Commission has fa;led to. |
consider the anticompetitive aspects of allowing the utilities to .
elect procurement options “in secret,” which is required by NCRA,

DRA favors the UEG notice, arquing that unless noncore
cogenerators are given some advance notice of the.total UEG
procurement package, they may well not-be- able to match the UEG -
cost of gas. DRA recommends that at a minimum, notice should be
given at the time that UEG customers change their procurement
options. Rather than require lengthy advance notice, which would
not allow UEG customers torrespond.quickryjtofchanging market
conditions, perhaps the Commissioh‘could build - a lag into the
avoided gas costs used to set QF payments.' But DRA does not- i
advocate deciding this, question now; . rather,. there: is no’ ev;denceﬂY‘
that a short lag will hurt cogeneratzon customers, especzally it
they follow a least cost purchas;ng strategy._

. We will adopt ‘DRA’s. recommendatmon for UEG notice. Wew
will modify the decision to requzre notice to be given to

cogenerators by the UEG utility, immediately after it determxnes‘fﬁwf,V

1ts procurement percentages. Such notice should include the
average selz-procurement price.

- DGs finally argues that the gas utilities” expressed ,
intention of treating cogenerat;on raczlitzes with standby . boilers:
as two. customers (presumably. because-such customers have’ two gas’
meters) for purposes of customer end demand charges will constltute
the imposition of unjust, unreasonable and discriminatory rates.

- 12 -
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This is because ”[i]n general (except for supplemental firing in
excess of cogeneration production), only one use of the gas would
ever occur at any one time.” DGS App. at 9.

PG&E and DRA dispute this charge. PG&E arques that
cogeneration facilities with separately metered standby boilers
involve two sets of customer-related facilities and services, thus
two charges are appropriate. DRA appears to agree, argquing that
the Commission’s adopted rate design, based on a customer’s
assignable system cost responsibility on a per-meter basis, cannot “
assess system effects of multiple gas uses at a single location. |

SoCal and TURN, however, believe that DGS’ position has .
merit in those cases where the standby boiler system only operates
to the extent that the cogeneration system is not operating.

We will adopt the SoCal/TURN position as the more
equitable one. We will require the gas utilities to treat
cogeneration faCllltles with standby ‘boilexs as one customer for

purposes of assesszng,customen.and demand-“charges, providing the

cogeneration customer has signed an affidavit to. the effect’ that
its boiler system only operates when the cogenerat;on system ls not‘“
operating. ' !
petiti for Modification. o - ‘

Socal’s Second Petition for Modification. On February
16, 1988, SoCal filed a second petltxon for modification of D. 86~ f Lo
12-009 and D. 87-12-039. SoCal asks us to require that wholesale '
custoners obtain gas for their core customers from the core -
portfolio of their serving utility. . . SoCal . also requests that UEG
customers be required to purchase. their Tiexr X volumes from the
core portrollo. SoCal would be-satisf;ed if these requ;rements
‘were instituted on a temporary‘basis,,pendxng‘the outcome of
further heaxings to determine iz_they should be made perﬁanent; |

‘SoCal asserts that, absent the imposition of these
recquirements, there will be a sxgnitxcant negative impact on
SoCal’s remazn;ng core customers, wuthout any ozzsettxng benef;ts'
for wholesale and UEG customers. SoCal notes that wholesale core
and Tier X UEG—requlrements, in an average year, approach 300 R
Micfd. The addition of this load to- the core portfolio would allow‘ ,
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SoCal to include additional volumes of discretionary purchases in
the core portfolio. SoCal asserts that these purchases would
likely be at prices below the pre-existing core WACOG, and thus
would reduce the core WACOG, to the benefit of all core customers.
SoCal also notes that with a larger core portfeolio, if it purchased
additional supplies from El Paso and Transwestern, the per unit B
cost of gas from these pipelines would fall, and SoCal’s’ exposure
to take-or-pay costs passed through by the pipelines would likely
decline. SoCal says that it is unclear whether take-or-pay costs
accrued and billed after May 1, 1988, will be ‘spread equally anong
all utility custemers, or levied on Just core customers, thus,
increased take-or-pay costs could fall on just core customers.
Finally, SoCal believes that as a practical matter it retains the
obligation to serve wholesale core and VEG. Tier. I load. Thus, even
if wholesale and UEG customers have procurement flexibility for .
this load, SoCal plans to incur,additional costs in oxder to L
“packstop” these loads. SoCal submits that these extra costs can
be avo;ded by requiring coxe procurement for these loads. ‘
SoCal sees no positive benefits from allowing wholesale
and UEG customers procurement flexibility fox these loads, which ( 
SoCal points out are fundamentally 'core” in nature —- i.e. thexe R .
are no feasible alternatives to using gas. SocCal has prov;ded the"‘
utility/public service runction of procurzng gas for these 1oads
for many years, and sees no evidence that wholosale customers or’’
the electric utilities would do a better jobAat that task. In - a

addition, SoCal argues that such a shift in responsibmlit:es would» o ‘

not preduce any more competitlon than currently exists in
california’s restructured gas-industry.

" We have considered SoCal's request caretully. and have
found nothing more in it than a very late attempt to stem a tzde
that is already running at fall rlood - First, implicit in SOCaI
request is an assumption that its wholesale,and electric ut;llty
customers might not recognize their own naw~pub11c service

o

responsibilities. We disagree. strongly with SoCal’s. assertion that¢~ﬁt‘

the change in SoCal’s obligation to serve ‘which accompanies,our new:if
program is merely a change ~in thaory’, with little practical '

-14,_
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impoxrt. In fact, the wholesale customers and the electric
utilities will now have important new public service
responsibilities in their purchases of gas for ”core” needs. We
think that SoCal should recognize that SDG&E and Southern
California Edison, and the municipal utilities, are fully as
accountable for the efficient discharge of their public service
responsibilities as is SoCal. SDGLE and SCE must justify to this
Commission the reasonableness of their gas purchases, including the:
purchases of independent supplies to meet core loads. We doubt o
strongly, for example, that SDG&E is ready at this time to rely on *
spot gas, or even on its own procurement of longer-term-supplies,<‘
o meet more than a small portion of the requirements of its ¢o:e,;
customers. This is especiaiiy“true given the fact that our
hearings on the unbundling of storage are. still underway, the
Commission bas issued no decision yet on SDG&E's regquest for _
independent access to a portion of. SoCal's storage capacrty. In _
addition, the FERC has yet- to- teke«the necessary steps which nght

allow SDG&E access to firm interstate pipeline capacity. And the‘f'l .
recent gas curtailments. in southern Californmia should provide ample“

evidence of the perils of relying on short-term gas suppl;es. 2 We&}'
are certainly concerned that SDG&E and SCE purchase ‘firm, reliable:
supplies to meet those needs for whdch there is no alternative to ;'

the use of gas, and we will scrutinize the actions which they take }Uf?
towaxrd that goal. We will also revieW'caretully whethexr SoCal has‘.v-”

purchased excess core supplres to “backstop” loads that it is no
longer obligated to supply, and will not hesitate to refuse to
recognize such excess costs 1n rates. '

Clearly, the SoCal core portrolio is a logzcal and

convenient source of’ dedicated, reliable gas- suppl;es. Espec;ally o

in the near term, SDG&4E and SCE may very well purchase most if not"
all of their “core” requzrements from the SoCal core portrolio..‘f
Yet SoCal’s core portrolio'may not be the only source of rel;able

supplles.ror these loads, and we decline SoCal’s request to make it  ff

the only source by regulatory riat. We. dzsagree with SoCal’s
assertion that its request. will not decrease competrt;on- SoCal's
proposal ‘would preclude suppliers other than socCal from compet;ng

- 15 - .
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to provide firm gas supplies to SDG&E, Long Beach, and the electric
utilities. Rather than seeking a regulatory shelter from
competition, we would prefer to see SoCal devote its energy to
assembling a core portfolio that can compete with other gas
suppliers for these core loads. Perhaps SoCal should begin by
reassessing its “must take” obligations which it says so linit its
flexibility in purchasing core supplies.

SoCal argues that the smaller the core portfolzo, the
higher the average price charged by its pipeline suppliers and the
greater the take-or-pay liabilities which the pipelines will seek
to pass through te the California utilities. This is not a new
problem; it is a concern which we have faced since wellhead
deregulation and the increasing availability of transportat;on
allowed the utilities and their customers dramatzcally increased

flexibility in procuring- as supplxes-' In the ‘past, the utzlzt;es, f u;\&

including SocCal, have rat;onalized lower takes of pmpelxne sales
gas because the resulting take-or—pay liabilities were more than
offset by the savings in gas costs. Now Socal apparently reels ,
that this is not true for fimm supplxes, asserting that ”there is
ne evidence that [the wholesale and UEG) customers can obtain.
supplies as firm and stable in,price as SOCalGas' core portfolio
gas at a price much, if any, 1ower than ‘SoCalGas’ core portzolio
WACOG.” However, if Socal’s core portfol;o, ingluding pipeline
sales gas, is indeed the most ‘economical rzrm supply available, -
then SoCal sbould be confident that the wholesale and UEG-custonerspV-
will elect into SoCal’s core portfolio.

5 SoCal states that core customers- -alone may have to- bear take-g-‘
or-pay liabilities accrued and billed after the May 1, 1988, - ”
implementation date. We find no support for that.statement in

either D. 86-12-009 or D. 87-12-039. Our current policy, which we- R

expect to continue aftexr the implementation date, is to treat as
transition costs all take-or-pay liabilities resulting from gas
- purchase contracts or. arrangements. which took effect before the o
division of the supply portfolic in D. 87-12-009 and 010.. We have .
no reason to believe that California's pxpel;ne supplmers wall not -

(Footnote continues on next page)
, ‘ _ - 16 ~




1.86=-06«005, R.86=06-006, et al. L/pds

For the above reasons, we will deny SoCal’s proposed
modification to D. 86-12-009 and D. 87-12-039.

PG&E’s Petition for Modification of D, 87-12-039, PG&E’s
petition raises four issues, only one of which we will resolve at
this time.

PG&4E also asks us to clarify our cogeneration rate ‘
design. PG&E cites language on page 102 of D. 87-12-039 whickh it f
says implies that the cogeneration class is to be #folded into” the
commercial and industrial classes for rate design purposes. PG&E .
says that this is inconsistent with the decision’s later adoption
of SoCal’s proposal to merge cogeneration ahd UEG customers into.
one UEG/Cogen class. PG&E is also unclear on the structure of- the
~othexwise applicable” transportation rate which will be the basxs
for one of the two bills calculated each month for cogeneratlon
customers. PG&E appears to ask us to create a \ “noncore
cogenerat;on transportation rate'; set this rate equal to the
average UEG rate, and use this'rate-as the ~otherwise appl;cable"‘

rate. This rate would have a structure similar to other lndustrlal»‘.f o

and UEG rates._ Finally, PG&E says that undexr” this 1nterpretatlon
the cogeneration shortfall will d;minish but not dlsappear, PGEE -
recommends that we establ;sh a. tracking account ‘o accumulate the
shortfall between cost reallocations. ‘

No party fully supported PG&E’svrequested clarlrxcatzon.“
SoCal, for example, believes that PG&E’s- request is based upon a-
misunderstanding of what constxtutes the cogenerators' 'otherw1se
applicable” rate. SoCal states that the ~otherwise applzcable'
rate is ~“the industxial or commercial transmission xate which wou1d1
apply to the cogenerators’ heating or process needs if he had no

(Footnote continued from prev;ous page)

continue to accrue liabilitzes under such contracts after May 1,
1988, nor can we forsee any reason to modify after that date our -
current policy for the allccation of transition costs. Transition .. .
costs are allocated to all customer classes on an equal cents per
therm basis. ‘

- 17 -
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cogeneration equipment.” There is no separate noncore cogeneration
rate, as that rate has been merged into the rate of the combined
UEG/Cogen class. There is in addition no need to clarify the
structure of the ”“otherwise applicable” rate, as it is just the
structure of the default tariff which would apply to the customer’s
heating or process usage in the absence of cogeneration. SocCal
notes that it has proposed a purely volumetric cogeneration rate,
to allow the rate to maintain absolute parlty with fluctuations in
the average UEG rate. Finally, SoCal feels that the decision
accurately notes that there will be no “cogeneration shortfall” so
long as the rate for the UEG/Cogen class is less than those for
other industrial and commercial classes. The DRA concurs with
SocCal.

~ We have reviewed this issue carezully, and‘haveuconcludédf
that Socal has accurately characterized the cogeneration rate
structure which D. 87-12-039 established. PGLE fundamentally
misunderstands-what -constitutes the- 'otherwise applicable” rate.

In a nutshell, here is.how cogeneration transportat;on rates will
be designed and billed: for cost allocation and default rate .
calculation purposes, cogencration throughput will be merged with.
UEG volumes into a single UEG/Cogen customer class. Then each
month, the utility will calculate two bills for transmission
service for each cogeneration customer' one applying the actual
average transportaticn ratevpaid by UEG customers, lagged by 60
days; and one applying the industrial or commercial'transportation
rate which that customer would pay. foxr heatxng or  process needs ir
it had no cogeneraticn equipment (the #otherwise applicable” rate).;
The customer will pay the lower of the two bills. Thexe is no .
#cogeneration shortfall” unless the »otherwise applzcable' rate ls‘_
less than the UEG rate. D. 87-12-039 needs no further X o
clarification on-this issue. PG&E must’ refile its taritf sheets to;
reflect accurately the cogeneration rate structure establmshed in .
that order. -

‘We @o concur with PG&E that if a- cogeneratlontshortzall

does mater;alxze, the ut;lzty‘should establlsh an account to track p"
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the shortfall so that it can be reallocated in the next cost
allocation proceeding.

» - . ». » - —

Hadson filed a Petition for Modification of D. 87-12-039 on
February 22, 1988. In its Petition, Hadson seeks to expand the
function of the priority charge previously adopted by the
Commission to ration capacity on the utilities’ systems. Briefly,
Hadson seeks to use the priority charge to allocate interstate
pipeline capacity by using the charge to allocate capacity
shortages on either the intrastate or interstate pipeline systems.

We note at the outset that the precise operation of the
priority charge mechanism bas been deferred to the ongoing -
procurement hearings in I. 87-03-057. For that reason alone, we
would decline to undertake such a dramstic,expansion'of the
priority charge mechan;sm without the opportunlty to obtain the .
views of other parties. Howeverr careful consideration of the
Hadson proposal reveals evenﬂmore,difficult barriers to its 1
adoption. | L : : -

First, the Federal Energy Regulatory Commission (FERC) 15
clearly entrusted with the jurisdrction to regulate the
transportation of natural gas over interstate plpelrnes under the _
provisions of Section 1b of the Natural Gas Act (15 U.S.C. §717b). * -
The FERC has 1mposed its own system for regulating the priority otwy“" i
gas shipments over interstate pipel:nes in the form of a reirst.

come, first served” policy, adopted in the FERC’s Order No. 436,
(wmwaml_ﬂlm -
Decontrol, 50 Fed. Reg.‘42408 (October 18, . 1985), FERC RegulatlonS‘
and Preambles 30,665 at 31,516.) . - 5

While Hadson blithely assumes that the California.
priority charge could be used to determ;ne ‘which customer is o
curtailed first in a shortage of interstate ‘capacity (the customertﬁ -
paying. the lowest California priorrty'charge), such ‘a system .. |
provides no assurance that the next shxpper in the FERC’s first -
come, first sexved queue will be next in line under the California
priority charge system. We. foresee substantial difgiculty in _
coordinating the‘two3przorxty systems. If, for instance, sh;ppersft

. - 19‘—
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exercised their federal priority rights to deliver gas to the
interstate pipeline, yet were refused delivery in California
because of the operation of the California prioxrity charge, both
the interstate pipeline and the utility would face a future
obligation to deliver gas without any assurance as to when such
delivery would be possible depending upon the demand for
transportation and the priority charges paid by competing
customers. _

Hadson asserts that the key to making its proposal work
is the adoption of reasonable bdlancing provisions. Yet undexr the . .
example described above, a customer could quickly build up |
substantial balances of undelivered gas. We are not prepared to'. -
judge that either the interstate pipelines or the utilities are
capable of managing such a balancing arrangement in the face of
conflicting or incompatible state and federal pipeline priority .

systems. Nor are we inclined to-precipitate a legal challenge to 1 .fP3

federal. regulation of interstate pipeline capacity allocation
through the use of ouxr priority oharge mechanxsm. Accordlngly we‘
will decllne to adopt Hadson’s suggestion.

follows:

IT IS ORDERED that Decision (D.) 87-12-039 is mod:.ned as k

1. The d;scussion entxtled »allocation Pactors' beg;nn;ng onjv o

page 8 is mod;t;ed to read'

#D.86=12=-009 adopted allocation factors to
divide nongas costs among the core, noncore,
and wholesale markets. We explicitly chose
relatively ‘flat’ factoxs which tend to
spread. these costs more evenly over all
markets. These factors recognize that the
current system was built to serve all
customer classes, and that all users should
contribute to paying for the current excess
capacity in the system. '

“As a generxal proposztion, we concluded that
all present customers, regardless of the
services they choose, receive substantial
benefit from the fact that a local
distribution company has developed to the.
extent it has today. The utilities’
structural and contractual relationsh;ps

- 20 - -
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developed the way they did because the
utilities procured gas for all customers.
Moreovexr, today’s low priority customers are
still deriving benefits from the system, even
though these benefits may exceed thelr
present needs. It logically follows that all
customers should continue to pay the
unaveidable costs still being incurred as a
result of the evolution of the utility
structure, at least during the transition to
reduction of excess capacity and
configuration of the industry such that all
customers can choose just what level of
sexrvice they desire and be allocated costs
accordingly. «

e concluded that ~unavoidable 'common
costs’ associated with the transition to a
more competitive market and not-dirxectly
assignable to any particular customer class”
should be spread equitably to both .
procurement and transmission-only customers.

D.86~12-010 at 96.  One of the classes of
fixed costs to be treated in- this way was
fixed pipeline demand costs, which.were:
incurred to bring gas into the system to
provide basic service and peak reliability.
We note, in addition to the above, that .
current transmission-only customers may still
experience direct benefits from the above -
classes of costs. For example, should their
independently-procured gas supply become: -
unavailable, they can return to the ut;llty
for gas.

"We have been asked on.several occasions
since D.86=12=009 and D.86-10-010 werxre issued
to revisit our allocation factors, and in
both D;87-03-044‘and,D.87-05-o46 we have
firmly refused to do s80.  For the reasons we
have set forth above, we reiterate today our
intention not to revisit this issue until, as
stated in our December 1986 decisions, such
time as the present. excess capaclty is
reduced.

2. The £ollowing,new pa:agraph is‘inserted after the
last full paragraph on pageﬁlosr

#We will, however, require UVEG cuutomers to

notify their cogeneration customers,
. ‘ immediately after they have determined their

procurement packages, of the. percentages of

o2 -
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core, nonceorxre, and self-procurement gas
which they have included in the package.
Each time the package changes, the UEG
customer should provide new notice. This
notice should include the average self-
procurement price. This mechanism will
assist non¢ore cogenerators in matching the
UEG cost of gas.”

3. The following paragraphs are inserted after the
first full paragraph on page 104:

#On another subject, the California
Department of General Services (the State)
has raised the problen of the gas utilities’
apparent intention to treat a cogeneration
facility with a standby boiler as two
customers for the purposes of assessing
separate customer and demand charges. The
State argues that this treatment ignores the
use diversity between the two facilities;
that the operation of the two facilities is -
inversely correlated, with only one use of
the -gas system. occuring..at.any one time
(with the exception of supplemental firing
in excess of cogeneration production).

“We agree with the State that the more
equitable approach to this situation is to
treat cogeneration facilities with standby
boilers as one customer for purposes of
assessing customer and demand charges,
providing the cogeneration customer has
signed an affidavit to the effect that its
boller system only operates when the
cogeneration system is not operating.”

Section I at the top of page 110 is modified as follows:. & -

#D.86~12=-009 was clear in providing that the
noncore default customers would be obligated
for demand charges for a one year period.
The remaining issue is whether customers
taking no gas on the implementation date
should also incur demand charges for a one-
year period based on historical usage. As a -
matter of policy, we-believe that it is fair
to excuse customers not taking gas on the
implementation date from demand charges
based on historical usage if: 1) those’
customers fall under a rate schedule which
does not currently contain a demand charge

R 22. -
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or 2) those customers have not used gas for
the year prior to the implementation date.
Customers who do not take gas on o after
the implementation date of the new rate
design will not be subject to the higher
demand charges under that rate design, but
will only be subject to demand charges under
applicable rate schedules in effect prior to
the implementation date.”

5. The second to last sentence in the first full paragraph
on page 116 is modified to read:

#Therefore, consistent with logical
interpretation of the stipulation, we will
provide that the first annual reallocation
filing that we will allow will be PG&E’S
September 15, 1988, filing.”

6. The following new F;ndxngs are added to precede andxng
1l on page 1ll8: ~

. i. »We concluded in our December -1986

decisions that 'a) all present customers,
regardless of the services they choose,
receive substantial benefit from the
structure and function of the local
distribution company; and b) these
benefits extend to low prioxrity ~
customers, even though they may exceed
those customers’ present needs or may
constxtute potential future benefits.” . -

”We further concluded that' because of
these benefits, all customers should
continue to pay the unavoidable costs
still being incurred as a result of the
evolution of the.local distribution
company structure to its present state
of excess capacity, at least until the
excess capacity has been reduced and the
industry re-formed such that customers
may choose and will be.allocated the
costs of serv;ces to match their exact
needs.”

e rinally concluded that unavo;dable ‘

‘common costs’ associated with this

transition and not readily’ assignable to
'~ any .given customer class, e.q., pipeline
.demand charges, should be spread

‘- 23 -
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equitably to both procurement and
transmission=-only customers.”

7. New Ordering Paragraph 8 is added to read:

#Initially, and each time UEG customers
change their procurement packages, they shall
immediately notify their cogeneration
custoners of the percentages of c¢ore,
noncore, and self-procurement gas which they
have included in tbe package. This notice
should 1nc1ude the average self-procurement
price.”

New Ordering Paragraph 9 is added to read:

7The gas utilities shall treat cogeneration
facilities with standby boilers as one
customer for purposes of assessang customer
and demand charges, providing the
cogeneration customer has signed an affidavit
to the effect that its boiler system only ‘
operates when the cogeneration system is not
operatmng. ,

IT IS FURTHER ORDERED that the applmcations for rehea:zng
of D.87-12-039 as modified hereln,are denied.- :

IT IS FURTHER ORDERED that SoCal Gas’ second petition zor B
nodification of D. 87-12-039, PGLE’s petition for modification on . |
the issue of cogeneration rates, and 'Hadson’s petition for '*T,.
modification are denied. PG&E shall file a rev1sed default tarsz f
for service to cogenerators which reflects the correct R
1nterpretatlonﬂo£ D. 87-12=-039.

This order is effective today.

Dated March 9, 1988 at San Franc;sco, Calzfornza.

STANIEY W. HULLETT

, Presxdent
DONALD VIAL . «
FREDERICK ‘R. DUDA
G. MITCHELL WILK
JOHN B. OHANIAN

' c°mmzssioners

t\cea'rmr mr 'n-ns DECIS!ON ‘

- WAS. APPROVED BY THE AoOVE
- COMMISSIONERS TODAY. -

&Zzs Victor Weisser, Execuive Director
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BEFORE THE PUBLIC UTILITIES COMMISSION OF T ¥ P

Order Instmtutxng Investmgat;on
on the Commission’s motion inte
implementing a rate design for
unbundled gas utility services
consistent with policies adopted
in Decision 86-03-057.

I.86=06=005
(Filed June 5, 1986)

R.86-06-006
(Filed June 5, 1986)

Application 87-01-033
(Filed January 20, 1987)
And Related Matters. : =
Application 87-01-037
(Filed January 27, 1987)

Application 87-04-040
(Filed April 20, 1987) -
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On December 9, 1987, the Commission issued Dec;sxon
(D.)87-12-039. This decision established rates to lmplement the '1, _—
policy decisions which the Commission had nade in December 1986, iﬁﬂf””“"
D. 86=-12=-009 and 86—12—010, concerning natural gas rate regulatmon
in California. Applications for rehearing were filed by four
parties: . Hadson Gas Systems (Hadson)', Calxrornza Edison- COmpany
(Edison), Callfornla Department of. General Services (DGS), and
California Manufacturers Association (cMp) . Responses to.these o
applications were filed by the COmmlsslon'eriv1SLOn of Ratepayer :
Advocates (DRA), Southern Calirornia Gas. Company (SeoCal), Toward
Utility Rate Normalization (TURN), and Pacific Gas and Electrxc L
Company (PG&E).‘ In add;tzon, “the following parties filed petztzons ffﬁg
for modmtlcatzon of D. 87—12—039. SocCal (two separate. pet;t;ons), e |
PG&E,. San Diego-Gas,& ElectricVCOmpany, DGs, c;ty of. Palo Alto, ‘

City of lLong Beach, TURN, California Hotel and Motel Assocmat&on, S
and- Eadson. ' Numerous responses to the petitions for mod;:xcgtlon -
were filed, and several parties. filed responses to the responses:..

-1 -
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We have considered each and every allegation raised in
the applications for rehearing and the responses thereto, and are
of the view that sufficient grounds ro:dgéi:ting rehearing have not
been shown. However, our further revi has indicated that we
should clarify and modify our declsioﬂ'in several respects. We
will indicate these changes as we discuss the allegations raised bv
the various parties. The issues raised in the petitions for
modification will be resolved in/a future order.

Hadson. Hadson fiﬁé:iargues that the core-elect price
adopted by the Commission in D.87-12-039 is unjust, unreasonable, o
and discriminatory, in v:of%tlon of P.U. Code Sections 451 and 453.:,
This is because the Commission has failed to consider what costs
are gas costs in deriv;ng’the core WACOG, and bas arbitrarily
excluded gathering and transportation costs fxom the calculatlon.
The resulting core-elecp gas price is not representat;ve of a

competitive market price. . :
For example ,)/ the Commission. has excluded gathering costs
from the cost of. Californaa gas in deriving PG&E’s core-elect
price. Those gatherﬁng costs are allocated to the transmzssxon
rates of all customegs. But, Hadson argues, the only way that ‘
noncore customers get the benefit of this is by electing into the"
core. Those who don(t make such an election but buy gas o
independently must’ pey gatherxng charges twice: as a pass—through o
charge from their broker/supplier, and in the transmission charge
assessed by PGSE. Hadson s;mllarly objects to the exclusion from:

core procurement’ prices of pipeline transport charges for Canadxun'ef"

gas; gatherlng and/or ‘transport charges for E1 Paso and Rocky L
Mountain gas:; and pipeline demand charges: for. PITCO volumes, which
volumes axe all ass igned to the core. Hadson' f£inally challenges !
the Commission’s concluszon that SoCal’s Caleornla gas cost is-
#excessive,” thus justxrying $l3 7 million in transition costs.
Badson clalms this /gas. cost igs a result of a border prmcxng '
formula; if it is ﬁxcessive, other sgppl;es must be also.
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Hadson contends that in setting up cost allocation such
that all customers, including those who buy gas from independent
sources, have to pay for the gas utilities’ substantia¥’acquisition
and marketing costs, the Commission is not only unddly
discriminating against noncore customers who dom’t become core-
elect, but is alse condoning potentially sexridus anticompetitive
consequences, i.e., the risk that competitdon ‘among sellers to end
users will be destroyed. Hadson alleges” that ncxgng:n_ggl;:gxn;g_ _
Power Ageney v, PUC (1971) & €.34-370 (NQRA): holds that the
Commission cannot lawfully implemenf its program without
considering and making findings afd conclusions on such
anticompetitive effects. '

. PG&E, SoCal, and T
Hadson raises should have

- correctly argue that the issues
n raised in response to the

Commission’s December 1986 /decisions, which etfectively determined e

cost allocat:xon.l These/decisions have long since become final.

Hadson’s arguments, whic in effect advocate revzsitmng of the
CommASSLOn’S cost allocAtion: determ;natzons, will be den;ed. In
tak;ng this action, however, we will review and expand upon some ozﬂ
the underpmnnings for the allocatzon determinations we made in
l986. . ‘

As 'a general proposit;on, we' concluded that all present
customers, regaxdless of. the servmces ‘they choose, receive S
substantial benoﬂt‘? from the zact tha.t a local distribution compa.ny":i_'j.
has developed to the extent it nas today;' The utilities’ -
structural and con&ractual relationships developed the way they d1d3ﬂ=:
because the utllities procured gas for all. customers. Moreover,,

today’s low priority customers. are still deriving bene:;ts from the‘i

system, evenAthoogh these benetits may exceed their present needs gjy

.y Sy

'l See, e.g., D. 86—12—009 at’ 32, 53 (core-elect procurement - .
charge to include only commodity gas costs; portion of interstate . =
pipeline demand charges to be allocated to noncore customers: - . . .-
default noncore Fransmission rate to be the same regardless of =
procurement option chosen by the customer) and D.86-12~010 at 102—,TL

103 (allocation jof PITCO commodity gas costs and Pan Alberta

pipeline demand cha:ges ).

v
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It logically follows that all customers should continue to pay the
unavoidable costs still bheing incurred as 2 result of tgp/esolution
of the utility structure, at least during the transition to
reduction of excess capacity and configuration of

that all customers can choose just what level offservice they
desire and be allocated costs accordingly.

We concluded that ~unavoidable ’cofumon costs’ associated
with the transition to a more competitive/market and not directly
assignable to any particular customer cYass” should be spread
equitably to both procurement and tramsmission-only customers.
D.86~-12~-010 at 96. One of the classéc of fixed costs to»be treatedg*
in this way was fixed pipeline de ‘ d costs, which were incurred to
bring gas into the system to proyide basic service and peak

reliability. We also specifically round that PITco-costs should’ be?u‘ﬂ*71

treated similarly to other pipeline demand costs. Such " treatment
would be easier to implement and night 1ncrease usage and

correspondlng revenues: trom e noncore class. Moreover, because
the allocation of these ch rges farrly evenly'between core and

noncore markets reflected/éhe current excess capaclty situation, we_v"‘”

did not feel that much could be- gaxned, in this 1nter£m perlod by
examining one speclzlc demand charge, e.g., PITCO, to see how much |
it exceeded current market value. -Id, at 102-203. Similay L
arguments as to«reflect&on of benefzts to all customers can be made
for California gas gathermng costs.” o
We note, in add;tion to the above, that transmzss;on—only'
~ customers may still experlence direct benefits from the above"

classes of costs.  For example, should their Lndependently-procured,z_f;q

gas supply become unavallable, they can return . to the utal;ty for
gas. For all of th reasons.stated .we reaffirm our treatment or
pipeline demand costs and gas gatherzng costs. :
Hadson,secondly argues. that the COmmlsSLOn's adopted
program gives the utllltxes an unfairx marketlng advantage, to the ;
extent they have' 5he exclusive use of lnformatlon on customex :
characteristics’ t?at would be valuable to anyone intending to .
market gas to noncore customers.‘ Moreover, Hadson ' claims they‘arej‘
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in a position to unfairly tie their transmission monoplfﬁéo core-
election, both because of the price factors discussaﬁ'above, and
because they can negotiate discounted transmiss'oﬁrrates only for
those customers who elect into the core. zé///>

On the use of information, PG&E résponds that a similar
argument involving the use of customer l¥sts was rejected by the,o,
9th Circuit in a 1986 decision ( in/v. Washi .
(9th Cir., 1986) 791 F2d 1343, 1’34&94’ SoCal and TURN concur, and
add that the fact that utilities bave proprietary lists of their
own customers will be no impedipént to the ability of end use

customers to explore their pr ement options with 1ndependent gasﬁu_o@

suppliers, including Hadson..

In the Catlin cage, the court held that the exclusive use ~*3of“

by the merchandising dxvmé&on of a local. gas distribution utzlxty
of the utility’s custom¢r list to market certain energy savxng
devices was not an unliwful abuse of monopoly power, under either

the federal antitrust/laws or. publ;c utility statutes of the State‘%*;

of Washington. It s, rather, ‘a benefit of size and business
integration. Certdﬁnly hexe, a similar conclusion must be dxawn.qztff
Hadson has not sh that tﬂe gas utilitxes will make use of any ”
exclusive customzé 1n£ormatxonhthat they possess in an
anticompetitive or unreasonably-discrim;natory way.

we'sxﬁalarly £ind ne merit to Hadson’s preferentlal
discount argument. First, we specifically caution against such a
practice at page 7 of D.87-12-039. Second, SoCal makes several
points concer?E:g interstate pipelineﬂdemand‘charges,Aahd- ‘
interstate transportation charges in connection with purchase of
spot supplies, which run directly counter to any argument that
SoCal has an competitive cost advantage over independent ,
broker/suppliers in selling-ggs to noncore customers. At the'very“‘

least, these arguments cast'doubt on Hadson’s. positioﬁ. Thixrd, we;« ff*
consider it/ extremely unlikely that the’ gas util:.t:.es have such an\ B

incentive 1n the context of the. Commission’s progxam, where the
utzlitxesacollect margin pnot thxough gas sales but through
transmission of gas., Wh11e~they ‘have other. lncentzves for

dlscountzng, ensuring gas sales does not appear to be one of them.tof‘o5
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Finally, the responding parties correctly point out, and
we reiterate, that the Commission’s program ig still in the early
stages of deregulating the procurement function. Compared to
several years ago, enormous progress has 'Zep made in opening up
the California procurement market to independent broker/suppliers
such as Hadson. Moreover, while cost’ allocation has been resolved
in terms of initial implementationof the program, it will
certainly be reexamined in the fuyture, after some experience has
been gained under the rates setsby D.87-12-039.

. We agree with TURN tMat Hadson fails to recognize that
D.87-12-039 is but one further step in a series of Commission |
actions that have vastly expanded opportunities for independent

suppliers.to-market their gas to California end-users. It seenms tbv‘“
us that entry lnto-Callfornla under the Commission’s program, whzlexf

not yet perfected, is muéh preferable to no entry at all.

Edigon. Edison contends that the CommlSSlon, in D. 87-12—.- '

039, contravened ”fundamental notions of fairness and due.process”
by modifying the stlpulatxon signed by SoCal PG&E, SDG&E, DRA ‘
(then PSD) and TURN’}n.October 1986 (”Stipulation for Transition .
Period in Natural Gas Regqulatory Procedure’) to provide that |
SoCal’s 21rst realf%catxon filing will be no sooner that March 15,
1989. Edison argues that had it had notice that the Commission ‘g.f'
intended to make thls-modlficatxon, it would have vigoreusly
protested, on thef grounds that the rates which will be in etfect '
from May 1, 1988;to(3une 30, 1989 will be totally outdated and
inappropriate. Edlson claims the COmmlssion is bound by P.U.. COde .
Section 1708 (m%stakenly cited by Edison as 1705) to have hearlngs :
boefore modityinq a decision (D. 86—12-010 approved the st;pulation
in its entirety, thus- ”modirication” of it-now constitutee a

modification of that decision as well).' Edison finally argues that*[ ?

DRA and TURN, fn advocating the change the Commxssxon made, have
violated the terms of the stlpulatxon because they Qid not meet
with the other~sxgnatories before seeklng the modification. ‘

Edison's arguments are completely'mlsplaced on- thas o
issue. DRA's response puts it cogently-
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#The Stipulation simply does not provide for
a SocCal cost allocation in the Spring of
1988. ... When this portion of the
stipulation [relating to SoCal’s cost
allocation filing being due no later n
March 15 of each year) is read in conjunction
with the other provisions, the only/Aogical
conclusion is that the first annu

allocation was intended to occur

new rates set by the implementation decision
took effect. Since the new raYes don’t take
effect until May 1988, both and. DRA
recomnended that the Commission clarify that
SoCal’s first annual cost dllocation occur in
the spring of 1589.”

DRA Response to Apps/Rhg at 7. :

DRA goes on to cite spécific paragraphs of the
stipulation which support its ¥nd TURN’s position. SoCal’s and
TURN’S responses are basically in agreement with DRA.

We will modify the/decision to clarify tbhat the
stipulation is not being modified, but merely being logically

intexpreted.
Edison secondly argues-that by changmng the cost
allocation schedule, the/UEG rates adopted in D.87-12-039 will bel

unlawful and unreasonable because . they will be based not on the _te'g§> sH
#prast forecast availabl " as recquired by the stxpulatzon, but onan - ‘

outdated UEG sales forecast. As such, Edzson clazms these rates
will overly burden ele@tr1c~ratepayers and are llkely-to result xn
SoCal’s uncollecting Aarqin from its UEG customers. , Lo

We agree with DRA that Edison’s claim has no-mermt.‘ DRA fo&
arqgues that the ”best forecast avaxlable” language refers -to the | .

subsequent cost alloéat;on proceedings and not the 1mplementat;on‘xﬁef"

decision establzshlyg initial rates.f DRA turther points-out that

the adopted forecast, which Edison supported, was based on the. bewtf L

estimates then avaxlable, and is generally consistent. w1th‘the
adopted rates. : -

‘As DRA points out, the regulatory'process is by lts N
nature relatively slow. It can always be argued that the forecast if
used to-adopt rates is a stale one. The- zact that Edison bas nowjf“
generated a newerfforecast does not, Ln the absence of a showzng or B

y
§
P
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the adopted rates are unreasonable. In addition, EdYson’s newer
forecast is not part of the record and has not be€n subjected to
cross examination. _ o

Finally, we note that in the not- distant past, we set
future rates based on the results of an historical test year. Such
rates have never been found to be unlawful on that basis. N

concerning thrxee aspects of

the demand charge provisions containéd in D.87=-12-039. CMA rlrst
argues that. customers who cease ta ing service before the ”‘
implementation date must only be iable for existing demand charges_
rather than demand charges unde the new program, in orxder that
those customers have some barg lnlnq leverage. We believe CMA's
position reflects the intent of the decis;on, and we w1ll clarxry
it accoxdingly. , ' |

A secondly argu that even if a customer has been
buying gas under a xate. scgedule conta;nlng a demand charge and
continues to buy gas as a default’ customer after the new rate
design is implemented, the customer’s. use prior to the. efrectlve
date of the new rate designAshould not be used to*calculate the new
demand charges. CMA states- #In short, CMA believes that the
 pos1tlon expressed in. DJ%7-07-044 and" relterated 1n D. 87-12-039 zs f
wrong.” CMA App. at 4./ ‘PG&E supports CMA's posmticn, but: poxnts .
out that such a modification would: requxre a recalculation of rates
and billing determlnanés.~ SoCal, DRA and TURN argue aga;nst th;s
as being simply a rehash of arguments CMA has made numerous t;mes

evidentiary defects in the prior forecast, warra::/;xfiﬁding that

befoxe; they also point out that the demand charge structure was fl“ B

clearly set forth in/D. 86-12-009, and that. as such, CMA~ had
adequate notice ot how -it was to-work.2

2 CMA also asserts, wzthout argument or authorxty, that usmng a
customer’s past usage as a basis for calculating a future demand
charge would constitute retroactive ratemaking. DRA correctly
rerutes th;s argument. While the method used to calculate the rate

(Pootnote continues on next page)
-8 =
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We agree that we have seen and rejected CMA’S argument on
this point before, and we do so again.

CMA’s third concern is over the one-year ratchet
provision for demand charges. CMA admits to prevfgp:ly expressing
its view and sponsoring testimony supporting Ldf’posztlon that the
one-year ratchett “will cause many default customers either to
mininize their gas usage or to leave thesystem entirely.” CMA
App. at 6-7. This is apparently becaugé of hardships which will be
suffered by those default customers who experience significant '
swings in usage, and subsequently, Arery high or low bills for
periods of up to a year. CMA recdmmends that we resolve this
concern, as well as the two d;séﬁssed above, by allowing all

customers to establish “reasopable. contract demands for purposes of e

adrministering demand charges, CMA,App. at 7. Such could be
established seasonally or annually, and ratchetlng could be
required ”only if the cus mer’s monthly’ usage conszstently exceeds~
the contractually establrshed demand quantity.” Id. If the

Commission does not wantfto~adopt this approach, it should subject‘fs’ghf‘
default customers to t&% new demand charges only to the extent that-{ﬂ -

they take gas on or aﬂter the effective date of the new rate
design. \\\

Wwe will deny cnh's-contract demand proposal. ‘This‘is a
proper subject for utlllty/customer negotlatlons. | ‘
nﬁs DGS¥ a state agency as well as a cogenerator,
raises three issue; concerning the adopted cogeneration rates.

DGS- tlrst argues that the adopted procurement rate for S
core cogenerators’violates Section 454.4 because it does not . 1nsure~a.7f“
that cogenerators’receive—a rate equal to or less than the rate ‘

(Footnote continued trom previous pago) _
relies on historical usage, the rate is set prospectively‘to

recover 2 Portion of the" utility’s revenue’ requirement during the R

period the rates are in effect, and does not in any way attempt to
recover utzllty costs 1ncurred during a prior perxod.
: -*9 -
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charged the UEG class for gas used to generate electricity.3

The decision establishes a “true-up” mechanism whicﬁf/,
ensures that both core and noncore cogenerators pay a ifrapsnission
rate which is no higher than the transmission rate paid/ﬁy VEG
customers. However, no such mechanism is adopted for/procurement
rates. Rather, the decision provides that core cogénerators will
pay the same price for gas as UEG customerselectzgz into the core

portfolio, and noncore cogenerators (who«qualiﬂf'ror noncore status‘ff"“T

like any other customer) will pay the noncore/UEG procurement
price. DGS argues that core cogenerators will be denied the rate
parity guaranteed by the statute if the utdlity from whom they”buy3
gas elects noncore serv;ce, because they cannot buy gas at the -
lower noncore rate. ‘

TURN’S cursory response appears to agree Wlth DGS. Due

to a misreading of the decmsmon, PG& argues that DGS’. argument ls _

DRA argues, on the othex hand that the statute requires. 7"‘*ﬁf

only the treatment afforded by “decision. If the Commzsszon o
were to adopt: DGS’ posmtxon, it ould in effect be telling SoCal
that when Edison elects sexvice/ from the noncore porttol;o, SoCal
mast charge no more to 1ts,cogenerators than the noncore prxce.r
The decision itself implies that this is no longer possible now:
that the procurement'aspectwo ‘gas service has been deregulated.

DRA. argues further that the act that UEG customers have the optlon-f'\m”

of electing in and out ot‘the core does not mean that the

Conmission must create this Lame flex:bmlxty for all coqen

customers, regardless of the;r ab;lxty to-quallfy for noncore .
status. The decisxon has aﬁlowed a. par;ty‘rate for parity servzce, o
i.e., those UEG. customers w ntlng the pr;ce ‘and supply securlty or

3 Section 454.4 provxdes,

”The Commission shall e tabllsh rates for gas which is
utilized in cogeneration technology projects not higher than
the rates established for gas utilized as'a fuel by an.
electric plant in the generatlon of. electr1c1ty----”

- 10 =
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core election will opt for core procurement service at the same
procurement rate paid by core cogenerators.

We affirm the approéch we adopted in D.87-12-0395. This
approach assumes that the statute allows us the flexibilily to take
inte account the distinction we have established betweegh core and
nencore customers; and the way that distinction tranglates into

view, it is not relevant that many if not most

unable to buy gas from the gas utility at as léw a price as their
UEG utility can, due to the fact that “¢core”/Cogenerators cannot
become noncore customers for qu procurcment. What is impoertant is
that they be given the same procurement pyices as core UEG
customers if they are core cogenerators,/and the same procurement
prices as noncore UEGS if they arxe nongbre cogenerators.

We reject DGS’ view that th¢ statute does not allow
consideration of the core-noncore di tinction, and that no matter
what we do in other areas of gas regulation, we are locked into ,
offering to all cogeneraﬁors the lowest rate that is'availab;é to a
UEG customer when buying gas from A gas utility. Wwe do not believe\
th#t the Legislapﬁre intended to place that restriction on our '
regulatory-authority.4

DGS secondly argues that Section 454.4 réquires
specification by the UVEG utili' of the percentage of gas purchased’
from core and noncore portfoligs and‘deliveredvvia self- _
procurement, early enough to allow cogenerators teo select the same.jw

4 DGS makes the subsidiary|argqument that the Commission also
violates Section 454.4 by eguating UEG core usage with the rate
used by UEG customers to generate electricity, because UEG core
usage only involves the use jof igniter fuel -~ which doesn’t
generate electricity but only lights pilot lights. DRA and SocCal
both challenge what they COﬁsider*a narrow definition of igniter
fuel. They argue that without igniter fuel, there is no .
generation of electricity: thus charging both core cogenerators
. and UEG customers the procurement rate £or core volumes jg rate
parity, regardless of what point in the generation process the.

gas is being used. We agree with DRA and SoCal.

—11 -




core election will opt for core service at the same rate paid by
core cogenerators.

We affirm the approach we adopted in D.87~12-039. This
approach assumes that the statute allows us thilg}exlblllty to take
into account the distinction we have establishéd between core and
noncore customers, and the way that dlstlncfzhu translates inte
procurement options and accompanying pro ement rates. In our _
view, it is not relevant that many izguéé most cogenerators will be
unable to buy gas from the gas utility at as low a price as their
VEG utility can, due to the fact t ”core” cogenerators cannot

become core-elect or noncore cus mers. What is important is that

they be given the same procuremgnt prices as core UEG customers if
they are core cogenerators, apd the same. prmces as noncore UEGs if |
they are noncore cogeneratdr . Along w;th th;s, core cogenerators ;
are assured the same quali . and securlty of service as is any. |
other core customer. ‘

We reject DGS’, iew that the statute does not allow .
consideration of the coféjuoncore d;stlnctxon, and that no~matter
what we do in other ardgs,of gas. regulatlon, we are locked into
offer;ng to all cogené&ators the lowest rate that is available to a
UEG customer when buy&ng gas from a gas utllity. We do not belzeve
that the. inequitabld'result this leads to, i.e., uhat a core.
cogenerator chooslyé the non-core price for gas will get better
service than any other noncore customer, would be countenanced by
the Leglslature.4‘

4 DGS makes/ the subsidiary arqument that the Commission also
violates Section 454.4 by equating UEG. core-usage with the rate
used by UEG ‘customers to generate electr;clty, because UEG core
usage only involves the use of igniter fuel -- which doesn’t -
generate electricity but only lights pilot lights.  DRA and Socal
both challenge what they consider a narrow derinztlon of igniter
fuel. They argue that without. lgnlter fuel , there is no
generation of electricity:; thus charging both core cogenerators
and UEG customers the procurement rate for core volumes is rate -
parity, regardless of what point in the generation process the
gas is being used. We agree with DRA and SoCal.
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DGS secondly argues that Section 454 74 requires
specification by the UVEG utility of the percentage of gas purchased
from core and noncore portfeolios and dellvééed via self-
procurement, early enough to allow cogenefrators to select the same
optien. Otherwise, DGS arques, cogener tors have no opportunity to
obtain the parity rates mandated by the statute. DGS also claims
that the average self-procurement price should be disclosed, to
permit parity rates and to avomd shegative arbitrage” in avoided

cost/purchased gas cost prices. £DGS argues that failure to requ;re‘f‘“ .

such notice from the utilities/is unlawful not only because of the
Section 454. problem, put bedause the Commission has failed to
consider the anticompetitiveiuspects o: allowing the utilities to
elect procurement options ”&n secret,”‘which is recquirxed by NCPA,
Supxa. .
DRA favors thefUEG notice, arguing that unless noncore
cogenerators are given ome advance notice of the total UEG
procurement package, they may well not be able to match the UEG
cost of gas. DRA recommends. that at a mlnlmum, notice should be
given at the time t UEG customers cbange their procurement

options. Rather require lengthy advance notice, which: wouid;tJE“‘ R

not allow UEG cus ”me;s to respond quickly to changing market .
conditions, 'perhal s the Commission could build a lag inte the
evoided'gas costs used to set QF payments. But DRA does not .

advocate deciding this question now; rather, there is no ev;dence s

that a short 1 wmll hurt cogeneratmon customers, especxally 11
they follow a. 'east cost purchasing'strategy. '

We will adopt DRA’s recommendation for UEG notlce. We.
will modify the decision to require notice to be given to
cogenerators. by the UEG utility, 1mmed1ately ‘after it determines.
its procureﬁ%nt percontages.; Such notlce should 1nclude the
average self-procurement price.. ; .

S flnally arques thet ‘the gas.utllltxes' expressed j‘ .
intention o! treat;ng cogeneration facilities with standby bomler'
as two customers (presumably because such customers have two- gas g

meters) for purposes of customer and ~demand: charges will constltute.f“j;

the 1mposztzon of unjust unreasonable and d;scrmmlneto:y'rates. i

-12 -
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option. Otherwise, DGS argues, cogenerators have no opportunity to
obtain the parity rates mandated by the statute. DGS also clainms
that the average self-procurement price should be disclosed, to
permit parity rates and to aveid "negative arbitrage” in afoided
cost/purchased gas cost prices. DGS argues that failure to require
such notice from the utilities is unlawful not onlx/béi:use of the
Section 454.4 problem, but because the Commission has failed to
consider the anticompetitive aspects of allowing’the utilities to
elect procurement options “in secret,” which required by NCPA,
SuUpKa. '

DRA favors the UEG notice, arquimg that unless noncore
cogenerators are given some. advance notice of the total UEG
procurement package, they may well not e able to match the UEG
cost of gas. DRA recommends that at A minimum, notice should be.
given at the time that UEG customer cﬁange'their procuxenent
options. Rather than require lengthy advance notice, which would
not allow UEG customers to respond quickly to-changinq market
conditions, perhaps the chmission could build a lag. into the
avoided gas costs used to set QF payments. But DRA does not
advocate deczding this questieﬁ now; rather, there is no evidence
that a short lag will hurt cogeneration customers, especially if
they follow a least cost puﬁchasmng strategy.‘ 3

We will adopt DRA/s recommendatlon for UEG notice. We
will medify the decision té require notice to be given to
cogenerators by the UVEG ut&lity, immediately. after it determines -
its procurement percentagés. Such notice should include the
average self-procurement. rice.‘_'

DGS finally argues that the gas utilitmes’ expressed _
intention of treating cogeneration taclllties with standby bo;lers“'
as two customers (presumably because such customers have twb-gas |
meters) for purposes ofjcustomer and demand charges will constltute

the imposition of unjust, unreasonable and discriminatoxy rates. - e

This is because “[iln general (except for supplemental firing in’ :
excess of cogeneration!production), only'one use ot the gas would _'
ever occur at any one time.” DGS Appu at 9.
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This is because ”[i]n general (except for supplemental firing in
excess of cogeneration production), only one use of the gas would
ever occur at any one time.” DGS App. at 9.

PG&E and DRA dispute this charge. PG&E argues that
cogeneration facilities with separately. meteredmstandby boilers
involve two sets of customer-related facllltxes and services, thus
two charges are appropriate. DRA appears toﬁagree, arguing that
the Commission’s adopted rate design, based on a customer’s ‘
assignable system cost_responSibilicy‘on~ per—meter_basis, cannot -
assess system effects of multiple gas uges at a single location.

SoCal and TURN, however, beldeve that DGS’ position has
merit in those cases-where'the standby boiler system only operates
to the extent that the cogeneratxoﬁ?system is not operating.

We will adopt the SoCal/TURN position as the more
equitable one. We will require e§§ gas utilities to treat

cogeneration facilities wzth.standby-bo;lers as one customer. for
purposes of assessing customerﬁand demand charges, provzdznq the

cogeneration customer bas signed an atffidavit to the e:tect that -

its boiler system only opergtes.when the cogeneratxon system is not
operatlng. o W ‘ o, L

T IS ORDERED thiat Decision (D.) 87-12-039 is modified as -

follows: _ ﬁ

1. The dlscuss;on!entitled 'Allocatxon Factors” beg;nn;ng on}sd' B

page 8 is mod;f;ed to read.

”D. 86-12-009 adopted allocation factors to .
divide nongas costs among the core, noncore,
and wholesale markets. We explicitly chose
relatxvely?'flat’ factors which tend to
spread these costs more evenly over all
markets. jIThese factors recognize that the .
current system was built to serve all
customer ;classes, and that all users should
contribute to paying for the current excess
capac;ty’in the system.

As a general proposxt;on, we concluded that
all present customers, regardless of the
services they choose, receive substantial
benefit from the fact that a local =
distribution company'has developed to the
extent it has today. The utllztles'

- 13 -
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PG&E and DRA dispute this charge. PG4E argues that
cogeneration facilities with separately metered standby boilers
involve two sets of customer-related facilities and servikes, thus
two charges are appropriate. DRA appears to agree, argding that
the Commission’s adopted rate design, based on a custfmer’s
assignable system cost responsibility on a per-metexr basis, cannot
assess system effects of multiple gas uses at a gingle location.

SoCal and TURN, however, believe that/DGS’ position has
merit in those cases where the standby beoiler/system only operates
to the extent that the cogeneration system Is not operating.

We will adopt the SoCal/TURN pogition as the more
equitable one. We will require the gas Aitilities to treat
cogenexration facilities with standby bdilers as one customer for
purposes orrasseséing customexr and de¢mand charges, providing the
cogeneration customer has signed an/affidavit to the effect that
its boiler system only operates wheén the cogeneration system is not
operating. . ' '

Socal’s Second Petitiof for Modification. On February
16, 1988, SoCal filed a second petition for modification of D. 86-
12-009 and D. 87-12-039. SoCal asks us to require that wholesale
customers obtain gas for thei¥ core customers from the core '
portfolio of their serving utfility. Socal also_requeﬁts that UEG
customers be required to purfhase their Tier I volumes from the
core portfolio. SoCal would be satisfied if these reqﬁirements*
were instituted on a tempo basis, pending the outcome of '
further hearings to determjne if they should be made permanent.

SoCal assexts t, absent the imposition of these
requirements, there will ‘a'signitican;»negative impact on
SoCal’s remaining core cugtomers, without any oftsetting.benetité
fox wholesale and UEG customers.  SoCal notes that wholesale core
and Tier I VEG :equiremet;s,_in'an average year, approach 300
MMcfd. The addition of this load to the core portfolioc would alldwjf
SoCal to include additional volumes'otfdiscretionary puxchases in
the core portfolio. Sodal asserts thatithesefpurchases would
likely be at prices bel w the pre-existing core WACOG, and thus

. would reduce the core WACOG, to the benefit of all core customers.

- 13 =
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structural and contractual relationships
developed the way they did because the
utilities procured gas for all customers.
Moreover, today’s low priority customers are
still deriving benefits from the system, even
though these benefits may exceed their
present needs. It l ically follows that all
customers should continue to pay the
unavoidable costs still being pncurred as a
result of the evolution of utility
structure, at least durin e transition to
reduction of excess capacity and
configuration of the indusfry such that all
customers can choose justfwhat level of

sexrvice they des;re and _ Wallocated»costs
accordingly.

We concluded that ”unavoidable ‘common
costs’ associated with the transition to a
nore competitive market and not directly
assignable to any particular customer class”
should be spread dquitably to both
proecurement and ansmission-only customers.
D.86-12-010 at 96. One of the classes of
fixed costs to be treated in this way was
fixed pipelinef demand costs, which were
incurred to bring gas into the system to
provide basi¢c service and peak reliability.
We note, injaddition to the above, that
current transmission-only customers may still
experience/direct benefits from the above
classes of costs. For exanmple, should their
independehtly~procured gas supply become
unavailable, they can return to the utmlzty
for gas ‘ ,

since /D.86-12-009 and D.86-10-010 were issued
to isit our allocation factors, -and in
both/D.87=03-044 and D.87=-05~046 we have
firmly refused to do so. For the reasons we
have set forth above, we reiterate today our
int tlention not to revisit this issue until, as
st ted in our December 1986 decisions, such

e as the present excess capacity is
reduced. o ‘ ,

e hzae-been aSkedron‘severaI,occasions

2. The. followzng neW'paragraph is 1nserted after the
last rull paragraph on page 103:

- ”We will,. however, require UEGvcustomers to
. notlfy then.r cogeneration custoners,
1mmed;ately after they have: determ;ned thelr
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SoCal also notes that with a larger core portfolie, if it purchased
additional supplies from El Paso and Transwestern, the per unit
cost of gas from these pipelines would fall, and SoCal’s exposure
to take-or-pay costs passed through by the pipeli would likely
decline. SoCal says that it is unclear whethex fake—-or-pay costs
accrued and billed after May 1, 1988, will be/spread equally among
all utility customers, or levied on just cpfe customers; thus,
increased take-or-pay costs could fall oyf just core customers.
Finally, SoCal believes that as a pracfical matter it xetains the
obligation to serve wholesale core d UEG Tier I load. Thus, even
if wholesale and UEG customers have¢ procurement flexibility for
this load, SoCal plans to incur additional costs in order to
"packstop” these loads. SoCal Submits that these extra costs can
be avoided by requiring core procurement for these loads.
SoCal sees no positive benefits from allowing wholesale
and UEG customers procuremeﬁt flexibility for these loads, which
SoCal points out are fundamentally “core” in nature -- i.e. there
. are no feasible alternat,{v"es to using gas. SoCal has provided the
vtility/public service unctionaofzprocuring gas for these loads
for many years, and sees no evidence that wholesale customers or
the electric utilities would do a better job at that task. In
addition, SoCal argues that such a shift in responsibilities would
not produce any more competition thanxcurrently exists in
California’s restructured gas 1ndustry.

We have /onsxdered SoCal’s request carefully, and have
found nothing more in it than a very late attempt to stem a tlde
that is already running at full flood. First, implicit in SoCal’s
request is an as@umption that its wholesaie and electric utility
customers quh?/not recognize their own new publzc service S
respons;bzlitmes. We disagree strongly-wmth SoCal's assertion that l
the change 1n)SoCal'szobligatlon to serxrve which accompanies our new o
program is merely a change “in theory”, with little practical
import. In fact, the wholesale customers and the electric
utilities will now have important new public sexvice
responsmbzlut;es in their purchases of gas for “core” needs. We
. think that/SOCal should recognize that SDGLE and Southern

.
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procurement packages, of the percentages of
¢ore, noncore, and self-procurement gas
which they have included in the package.
Each time the package changes, the UEG
customer should provide new notice. This
notice should include the average self-
procurement price. This mechapism will
assist noncore cogenerators if matching the
VECG cost of gas.” _

3. The following paragraphs e inserted after the
first full paragraph on page 104:

”On another subject, tlie California
Departnent of General/Sexrvices (the State)
has raised the probldm of the gas utilities”’
apparent intention Yo treat a cogeneration
facility with a stahdby boiler as two
customers for thefpurposes of assessing
separate customerf and demand charges. The
State argues that this treatment ignores the
use diversity bgtween the two facilities; .
that the operation of the two facilities is
inversely co lated, with only one use of
the gas system occuring at any one tinme
(with the excdeption of supplemental firing
in excess':f?cogeneration,production).”

“We agree with the State that the more
equitable Approach to this situation is to
treat coggneration facilities with standby
boilers as one customer for purposes of
assessing customer and demand charges,
providiqg\the,cogeneration‘customer has _
signed an affidavit to the effect that its
boiler system only operates when the -
cogeneration system is not operating.”

Sectich I at the top of page 110 is‘modiried'ds”rollowﬁ:fu*%ﬂ

’D.agilz-OOSwas clear in providing that the

noncore default ‘customers would be obligated
for demand charges for a one year period.
The remaining issue is whethexr customers
taking: no gas on the . implementation date ,
should also incuxr demand charges for a one-
year period based on historical usage. 2as a
matter of policy, we believe that it is faiyx
to excuse customers not taking gas on the
implementation date from demand charges
based on historical usage if: 1) those
customers fall under a rate schedule which

-5 -~
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California Edison, and the municipal utilities, are fully as
accountable for the efficient discharge of their public serxvice
responsibilities as is SoCal. SDG&E and SCE must justify to this
Commission the reasonableness of their gas purchases, including the
purchases of independent supplies to meet core loads. We doubt
strongly, for example, that SDG&E is ready at this time to rely on

spot gas, or even on its own procurement of longer-t supplies,
to meet more than a small portion of the requiremerts of its core

customers. This is especially true given the fact that our
hearings on the unbundling of storage are stilY underway; the
Commission has issued no decision yet on SDG¥E’s request for
independent access to a portion of SoCal’s AStorage capacity. In
addition, the FERC has yet to take the nﬁcessary steps which might
allow SDG&E access to firm interstate pipeline capacity. And the
recent gas curtailments in southern ifornia should provide ample
evidence of the perils of relYingvon short-term gas supplies. . We ‘

- are certainly concerned that SDG&E And SCE purchase firm, reliable
supplies to meet those needs for which there is no alternative to

the use of gas, and we will scrutﬁnize—the actions which they take
toward that goal. We will also/review carefully whether SoCal has -
purchased excess core supplies/to ”“backstop” loads that it is no
longer obligated to supply, and will not hesitate to refuse to
recognize such excess costs in rates. , .
Clearly, the SoCal core po:t:plié is a logical and

convenient source of dedic ted,,reliable‘gas'supplies.‘ Especially .
in the near term, SDG&E and SCE may very well purchase most if not ‘
all of their “core” requirements from the SoCal core portfolio.
Yet SoCal’s core portfolio may not be the only source of reliable
supplies for these load,, and we decliné SoCal’s request to make it[
the only source by regulatory fiat. We disagree with SoCal’s
assertion that its request will not.decrease competition: SoCal’s
proposal would‘preglu%ésupplieré-dther thanxSQCal,rrom competing,‘y
to provide firm gas s?pplies to'SDG&E,;Long:BeaCh; and the electric:
utilities. Rather than seeking a regulatory shelter from |

_competition, we would prefer to see SoCaI devotg-its energy to

assembling a core portfolio that can compete with other gas

- 15 =




. 1.86=06-005, R.86-06~006, et al. L/BKM/pds

.v

does not currently contain a demand charge
or 2) those customers have not used gas for
the year prior to the implementation date.
Customers who do not take gas on ox after
the implementation date of the new rate
design will not be subject to the higher
demand charges under that rate desfm, but
will only be subject to demand chzrges under
applicable rate schedules in effect prior to
the implementation date.” ¢;§

5. The second to last sentencesfin the first full paragraph’
on page 116 is modified to read:

”Therefore, consistent with logical
interpretation of the stipulation, we will
provide that the first’annual reallocation
£iling that we will allow will be PG&E’s

September 15, 198:}f£iling."
6. The following ne

Findings are addedlto precede-?indingf
1 on page 1l18: : : ‘

J

. i. “We concluded in our December 1986
decisionifthat a) all present customers,
regardless of the se ces they choose,
receive /substantial benefit from the
- structute and function of the local
distri¥ution company; and b) these
benefits extend to low priority
custofiers, even though they may exceed
thosd customers’ present needs or -may

constitute potential future benefits.”

A 'we!rurther“concludedfthat~because‘of‘
thé¢se benefits, all customers should
cohtinue to pay.the unavoidable costs
s¥ill being incurred as a-result of the
efolution of the local distribution .

ompany structure to its present state
6f excess capacity, at least until the
jexcess capacity has been reduced and the
industry re-~formed such that customers
may choose .and will be allocated the
costs of sexrvices to match their exact
needs.” . , L

. "We finally concluded that unaveoidable
“‘common costs’ . associated with this
transition and-not readily assignable. to .
any given customer class, e.g., pipeline
demand charges, should be spread

- 16 =
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suppliers for these core loads. Perhaps SoCal should begin by
reassessing its “must take” obligations which it says so limit its
flexibility in purchasing core supplies.

SoCal argues that the smaller the cor?/pégfrolio, the
higher the average price charged by its pipeli suppliers and the
greater the take-or-pay liabilities which the¢/pipelines will seek
to pass through to the California utilitiest This is not a new
problem; it is a concern which we have f3ced since wellhead
deregulation and the increasing availabllity of transportation
allowed the utilities and their custogers dramatically increased

flexibility in procuring gas supplies. In the past, the utilities,

including SoCal, have raticnalized/lower takes of pipeline sales
gas because the resulting take-orspay liabilities were more than
offset by the savings in gas costs. Now SoCal apparently feels .
that this is not true for rirm/supplies, asserting that ~“there is
no evidence that [the wholesalle and UEG] customers can obtain
supplies as firm and stable ih price as SoCalGas’ core portfolio
gas at a price much, if any,/ lower than SoCalGas’ core portfolio
WACOG.” However, if SocCal’ core~por££b1io, including pipeline
sales gas, is indeed the mpst economical firm supply available,
then SoCal should be confident that the wholesale and UEG customers '
will elect into SoCal’s cére portrolio.5

For the above treasons, we will deny SoCal’s proposed
modification to D. 86—1#L009 and D. 87-12-039.

5 SoCal states that core customers alone may have to bear take-
or-pay liabilities accrued and billed after the May 1, 1988,
implementation date. {We find no support for that statement in
either D. 86-12-009 ox D. 87-12-039. Our current policy, which we
expect to continue after the implementation date, is to treat as
transition costs all [take-or-pay liabilities resulting from gas
purchase contracts or arrangements which took effect before the
division of the supply pertfolio in D. 87-12-009 and 010. We have
no reason to believe/ that California’s pipeline suppliers will not
continue to accrue Yiabilities under such contracts after May 1,
1988, nor can we forsee any reason to modify after that date our
current policy for the allocation of transition cecsts. Transition
ggsts ;re.allocated to all customer classes on an equal cents per

exm basis. ' '
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equitably to both procurement and
transmission-only customers.”

7. New Oxdering Paragraph 8 is added to read:

#Initially, and each time UEG ¢dstomers
change their procurement packades, they shall
imnediately notify their cogefieration
customers of the percentages’ of corxe,
noncore, and self-procurem¢ht gas which they
have included in the packige. This notice
should include the average self-procurement
price.” ‘ ‘

New Ordering,Paragrapth'is‘added to read:

“The gas utilities ghall treat cogeneration
facilities with standby boilers as one
customer,tor-purpgbes of assessing customer
and demand charges, providing the
cogeneration customer has signed an affidavit
to the effect that its boilex system only
operxates when the cogeneration system is not
operating.” o o

' £ - Lo ' . g o
IT IS FURTHER, ORDERED that the applications for xehearing B

of D.87—12-039~a5'mod§&ied herein’'are denied.
This order is eff ive today.
Dated HARO% é%gh — at’' San Francisco, California.

STANLEY W. HULETT . = ...
. President oo
PONALD VIAL. . .- .© ¢
FREDERICK R. DUDA. =
G. MITCHELL WK
JOHN B, OBANIAN LT
: Commisdoners -~
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PG&E’S Petition for Modification of D. 87-12-039. PG&E’s
petition raises four issues, only one of which we will’resolve at
this time.

PGLE alsoe asks us to clarify our coge
design. PG&E cites language on page 102 of D./87-12-039 which it
says implies that the cogenexation class is/to be ~“folded into” the
commercial and industrial classes for rate design purpeses. PG&E -
says that this is inconsistent with the/decision’s later adoption
of SoCal’s proposal to merge cogeneration and UEG customers into
one UEG/Cogen class. PG&E is also umclear on the structure of the
#otherwise applicable” transportatlon rate which will be the basis
for one of the two bills calcuidtéd*each'month for cogeneration
customers. PG&E appears to ask us to create a “noncore
cogeneration transportatzon rdte', set this rate equal to the ,
average UEG rate, and use this rate as the ~othexwise applicable”
rate. This rate would have/a structure similar to other industrial
and UEG rates. Finally, gc&E'says that under this interpretation
the cogeneration shortfall will d;minish, but not. disappear: PG&E
recommends that we estabiish a tracking account to accumulate the
shortfall between.cost/éeallocations. o

No party fully supported PG&E’s requested clarification.
SoCal, for example, believes that PG&E’s request is based upon a
misunderstanding of what constitutes the cogenerators’ #otberwise
applicable” rate. SoCal states that the ~otherwise applicable”
rate is ”"the indusﬂ&ial or commercial transmissxon rate which would
apply teo the cogenerators' heating or process needs if he had no
cogeneration equzpment. There is no- separate noncore cogeneratlon;
rate, as that rate has been merged into the rate of the conbined ‘
UEG/Cogen class./ There is in addition no need- to clarify the
structure of the rotherwise applxcable’ rate, as it is just the |
structure of t%e default taritt which would apply to the customer'"f’”
heating orx process usage in the absence of cogeneratzon. SoCal’
notes that lt has proposed a purely-volumetr;c cogeneratlon rate,
to. allow the rate to maintain. absolute parity with fluctuatxons in
the average UEG rate. Flnally, SoCal feels that the decision.

) . accurately notes that there will be no "cogeneration shortfall” so

: “.‘.‘17,_
f

|
|
|
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long as the rate for the UEG/Cogen class is less than those for
othexr industrial and commercial classes. The DRA concurs with
SoCal.

We have reviewed this issue carefully, and bhave concluded
that SoCal has accurately characterized the cogeneration rate
structure which D. 87-12-039 established. gp&E fundamentally
misunderstands what constitutes the ~otherwise applicable” rate.

In a nutshell, here is how cogeneration ransportation rates will
be designed and billed: for cost allocation and default rate
calculation purposes, cogeneration tiroughput will be merged with
VEG volumes into a single UEG/Cogery customer class. Then each
month, the utility will calculate/two bills for transmission
service for each cogeneration customer: one applying the actual
average transportation rate pabé by UEG customers, lagged by 60
days: and one applying the industrial or commercial transportation‘7‘
rate which that customer would pay for heating or process needs if
it had no cogeneration equipment (the ~otherwise applicable” rate)..
The customer will pay the MBwer of the two bills. There is no
#cogeneration shortfall” unless the "otherwise applicable” rate is
less than the UEG rate. . 87-12-039 needs no furthexr
clarification on this issue. PG&E must retile its tariff sheets to
reflect accurately the dageneration‘rate structure established in-
that order. o

We do concur wzth PG&E that if a cogeneration shortfall
does materialize, the utility should establish an account to track
the shortfall so that /it ecan be reallocated in the next cost
allocation proceeding)

Hadson’s Petition for Modification of D. 87-12-039.Hadson'
Gas Systems (Hadson)(ziled a Petition for Modification of D. 87-12-f
039 on February 22, 1988. In its Petition, Hadson seeks to expand:
the function of the prxorxty charge previously adopted by the
Commission to ratlon capacxty on the utilities’ systems. Briefly,
Hadson seeks to use(the prlor;ty charge to allocate interstate
pipeline capacity by using the charge to allocate capacity
shortages on‘eitheqﬁthe intrastate or interstate pipeline systens.

| _
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We note at the outset that the precise poperation of the
priority charge mechanism has been deferred to the ongoing
procurement hearings in X. 87-03-057. For it reason alone, we
would decline to undertake such a dramatic £xpansion of the
priority charge mechanism without the oppdrtunity to obtain the
views of other parties. However, carefdl consideration of the
Hadson proposal reveals even more difficult barriers to its
adoption. .
First, the Federal Energy Requlatory Commission (FERC) is
clearly entrusted with the jurisdiction to requlate the
transportation of natural gas gver interstate pipelines under the
provisions of Section 1b of tife Natural Gas Act (15 U.S.C. §717b).
The FERC has imposed its own/system for regulating the priority of
gas shipments over interstafe pipelines in the form of a “first
cone, tzrst served” pOlICY‘ adopted in the FERC's Order No. 436,

pgggn;:gl 50 Fed. Reg. 42408 (October 18, 1985), FERC Regulat;ons
and Preambles 930,665 at/ 31,516.)

While Hadson blithely assumes that the California
priority charge could Ne used to determine which customer is
curtailed first in a shortage of interstate capacity (the customer
paying the lowest California priority charge), such a system
provides no assurance [that the next shipper in the FERC’s first
come, first served queue w111 be next inkline under the Califormia -
priority charge system. We foresee sub»tantial dltrlculty in
coordinating the twe br;ormty systems- 'XIf, for instance, shippers
exercised their feder 1 priority rights to deliver gas to the
interstate pipeline, yet were refused delivery in California
because of the operation of the California priorlty charge, both
the interstate pipeline and the utility would face a future
obligation to delzve% gas without any assurance as.to when such
delivery would be po*sxble depending upon the demand fox
transportation and the prxorlty charqas paid by competzng
customers. ' '

Hadson asserts that the key to—maklng its proposal work

. is the adoption of reasonable ‘balancing provis jons. Yet under the .

- 19 -
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example described above, a customer could quickly build up
substantial balances of undelivered gas. We are not prepared to
judge that either the interstate pipelines or EBQ utilities are
capable of managing such a balancing arrangement in the face of
conflicting ox incompatible state and federal pipeline priority
systems. Nor are we inclined to precipitate a legal challenge to
federal regulation of interstate pipefine capacity allocation
through the use of our priority charge mechanism. Accordingly we
will decline to adopt Hadson’s suggestion.
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. IT IS ORDERED that Decision (D.) 87=-12-039 is modified as
follows:

1. The discussion entitled “Allocation Factors” beginning on
page 8 is modified to read:

”D.86=-12=-009 adopted allocation factors to
divide nongas costs among the core, noncore,
and wholesale markets. we.explicité;/chose
relatively ‘flat’ factors which tend to
spread these costs more evenly over all
markets. These factors recognize” that the
current system was built to sexrve all
customer classes, and that all/ users should
contribute to paying for the/current excess
capacity in the system.

As a general proposition,/we concluded that
all present customers, rxegardless of the
services they choose, receive substantial
benefit from the fact that a local
distribution company has developed to the
extent it has today. / The utilities’
structural and contractual relationships
developed the way they did because the
utilities procured ggas for all customers.
Moreover, today’s low priority customers are
still deriving benefits from the system, even
though these benefits may exceed their :
present needs. It logically follows that all
customers should/continue to pay the
unaveidable costs still being incurred as a
result of the evolution of the utility
structure, at least during the transition to
reduction of excess capacity and
configquration of the industry 'such that all
customers can choose just what level of
gservice they desire and be allocated costs
accordingly.

"We concluded! that “unavoidable ‘common
costs’ associated with the transition to a
more competitive market and not directly
assignable to any particular customer class”
should be spread equitably to both
procurement and transmission-only customers.
D.86-12-010 jat 96. One of the classes of
fixed costs/to be treated in this way was
fixed pipeline demand costs, which were
incurred t¢ bring gas into the system to
provide basic service and peak reliability.
We note, in addition to the above, that
current transmission-only customers may still
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2.

experience direct benefits from the above
classes of costs. For example, should their
independently-procured gas supply becone ,/”/'
unavailable, they can return to the utility

for gas.

"We have been asked on several occasions
since D.86-12-009 and D.86-10-010,Were issued
to revisit our allocation factors, and in
both D.87-03-044 and D.87=-05-046 we have
firmly refused to do so. For/the reasons we
have set forth akove, we reiterate today our
intention not to revisit this issue until, as
stated in our December 1986 deo;smons, such -
time as the present excesk capacity is
reduced.” ‘

The tollowmng new: pa:agraph is 1nserted afte

last full paragraph on page 10

3-

We will, however, require UEG customexrs to
notify their cogeneration customers,.
immediately after/they have determined their
procurement packages, of the percentages of
core, noncore, and self-procurement gas
which they have [included in the package.
Each time the package changes, the UEG.
customer should/provide new notice. This
notice should Jnclude the average self-
procurement prilce. This mechanism will -
assist noncore!coqenerators in matching the
UEG cost of gas.

The following paragraphs are inserted after the

first full paragraph on page 104

#On another subject the Callrornla
Department of General Services (the- State).
has raised the problem of the gas utilities”’
apparent intentlon to treat a cogeneration
facility with a'standby boiler as two
customers f£or the purposes of assessing
separate customer and demand charges. The
State argues that)this treatment ignores the
use diversity between the two facilities: .
that the operation\of the two facilities is
inversely correlated, with only one use of
the gas system occuring at any one time
(with the exception of supplemental rzrxng

in excess of cogeneration production).
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rWe agree with the State that the nmore
equitable approach to this situation is to
treat cogeneration facilities with standby
boilers as one customer for purposes of
assessing customer and demand charges/
providing the cogeneration customex/has
signed an affidavit to the effect that its
boller system only operates whep/the
cogeneration system is not operating.”

Section I at the top of page 110 is modified as follows:

7D.86-12~009 was clear in providing that the
noncore default customers would be obligated
for demand charges fox/a one year period.
The remaining issue is whether customers
taking no gas on the¢’ implementation date
should also incur demand charges for a one-
year period based ,6n historical usage. As a
matter of policy,/we believe that it is fair
to excuse custonérs not taking gas on the
implementation date from demand charges
based on historical usage if: 1) those
customers fall/under a rate schedule which
does not currenhtly contain a demand charge
or 2) those cyustomers have not used gas for
the year prior to the implementation date.
Customers wh¢ do not. take gas on or after
the implementation date of the new rate
design will ot be subject to the higher
demand charges under that rate design, but
will only be subject to demand charges under
applicablejtate schedules in effect prior to
the implemgntation date.” ‘

5. The second]to last sentence in the firxst full paragraph
on page 116 is modifﬁed‘to‘read:

'There!orej consistent with logical
interpretation of the stipulation, we will
provide that the first annual reallocation
filing that we will allow will be PG&E’s
September X5, 1988, filing.”. :

6. The tolloJing new Pindings are added to precede Finding
1 on page 118: | -

i. Ne c‘ncludediin our December 1986
decisions that a) all present customers,
regardless of the services they choose,

. rece:i;\Ie substantial benefit from the
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structure and function of the local
distribution company; anQ/b) these
benefits extend to low priority
customers, even though they may exceed
those customers’ present needs or mny
constitute potentlal/zuture benefits.”

We further concluwded that because of
these benefits, all customers should
continue to pay/the unavoidable costs
still being ingurred as a result of the
evolution of the local distribution
company structure to its present state
of excess capacity, at least until the
excess capacity has been reduced and the
industry re~formed such that customers
may choose/and will be allocated the
costs of gervices to match their exact
needs.”

*We finally concluded that unavoidable
’conmon costs’ associated with this
transition and not readily assignable to
any given customer class, e.g., pipeline
demand tharges, should be spread
aquitabuy to both procurement and
transnission-only customers.

New orderx?g Paragraph 8 is added to read:

'Init;ally,'and each.time UEG customers
change their procurement-packages, they shall
immediatelyinotify their cogeneration
customers of the percentages of core, -
noncore, and self-procurement gas which they

have included in the ‘package. This notice -
should include the average self-procurement
price.”

New Oxdering Paragraph'9 is added to read:

”The gas ut;%%gxes shall treat cogeneratzon

facilities w standby boilers as one

customer for purposes of assess;ng ‘customer
and demand charges, providing the
cogeneration customer has signed an affidavit
to the effect [that its beiler system only
operates when the cogeneration system is not
operating.” "

IT IS FURTHER ORDERED that the appl;cat;ons for rehearzng
. of D.87-12-039 as modified herein are denied.
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IT IS FURTHER ORDERED that SoCal Gas’ second peéion for
modification of D. 87-12-039, PG&E’s petition for mod.’uﬁcation on
the issue of cogeneration rates, and Hadson’s petit.ién for
modification are denied. PG&E shall file a revisél default tariff
for sexvice to cogenerators which reflect the Jorxrect
interpretation of D. 87-12-039.

This order . is effective today.

Dated. m ‘O‘é 1988 at sajf Francisco, California.

STANLEY W. HULETT
: " President
DONALD VIAL
FREDERICK R. DUDA
G. MITCHELL WILK
JOHN B. OHANIAN

Commissioners




