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In today’s decision, we create a blueprint for Pacific
Gas and Electric Company (PG&E) and Southern California Gas‘Cohpany
(SoCal) to provide gas storage banking service, based on the '
integrated use of their pipelines and the cycling capability of
their underground storage fields. The service should help-thése
utilities’ noncore customers to benefit from seasonal fluctuations
in the price of gas consumed in California, while ensuring that the
utilities’ own storage operations on behalf of core customers
‘continue unimpeded. -

Ultimately,, the sexrvice will approach a full unkundling
of underground storage. Such unbundling should optimize the use of
PG&E’s and SoCal’s facilities, which will benefit both the core and
noncore customers of these utilities. However, fully unbundled
storage banking service requires resolution of several gas
transportation and procurement issues now pending at thei
Commission. Thus, we adopt a modest storage banking service for
use in the 1989-90 injection/withdrawal cycle. This pilot programn
is described in Section VII of today’s decision. We plan to
implement the unbundled storage services (reqular and as-available)
to supplant the pilot program, staring with the 1950~91
injection/withdrawal cycle. '

The redqular storage banking service, which we approve
today and expect to begin in April 1990, will generally work as
follows. In early February of each ‘year'-the gas utility will
announce an initial storage target for the upcoming annual storage
cydle- This target will reflect the volume of gas which the
utility believes that it needs to store, first, to meet the needs
of the core market-—including the core-elect--over the winter
season (this is the relfability function of storage) and, second,
to obtain the price advantages of steady, high-load~factor
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banking service. Injection costs included in the volumetric charge
will be based on average projected gas consumption to £ill storage
after the initial storage target is met. Banking customers will of
course pay for transportation of their gas over the utiiityfs
system: half of the transport charge will be payable at the time of
"deposit,” half at the time of “withdrawal.”

Wholesale customers may be able to use a parallel
methodology to determine the amount of storage which the primary
utility must provide for wholesale core loads. Wholesale customers
must participate in the bid process if they desire additional
storage capacity. Brokers and suppliers may partxc;pate in the
banking program as agents for specific end users, and may aggregate
supplies for deposit into (but not withdrawal from) the ~bank.”
Core~elect customers will not participate in the banking auction:
howeVer, they will be required to pay the resexvation fee, subject
to a cap ©f 125% of the prior year’s fee. This provision balances
two concerns: first, the fact that, as participants in the core
portfolio, core-elect customers receive the pricé and reliability
benefits of storage banking, and second, the concern that there
should be some predictability to the costs of core-elect service.

Revenues from banking service will be used to offset, on
a forecast basis, the fixed costs of storage allocated to noncore .
(including core-elect) customers. Treating these revenues on a
forecast basis will provide the utility with a strong incentive to
maximize the use of the service.

II.

Gas prices tend to fluctuate seasonally. Demand, and
thus price, is usually highest during the wintexr, when residential
hedting_augments commercial and industrial loads that (generally
speaking) have a higher load factor year-round. PG&E and SoCal use
their’undérground storage, in part, to buy relatively cheap gas '
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In today’s decision, we create a blueprint for Pacific
Gas and Electric Company (PG&E) and Southern California Gas cOmpany
(SoCal) to provide gas storage banking service, based on the
integrated use of their pipelines and the cycling capability of
theixr underground storage fields. The service should help these
utilities’ noncore customers to benefit from seasonal fluctuations
in the price of gas consumed in California, while ensuring that the
utilities’ own storage operations on behalf of core customers
‘continue unimpeded. :

Ultimately,. the service will approach a full unbundling
of underground storage. Such unbundling should optimize the use of
PG&E’s and SoCal’s facilities, which will benefit both the core and
noncore customers of these utilities. However, fully unbundled
storage banking service requires resolution of several gas
transportation and'prpcurement issues now pending at the
Commission. Thus, we adopt a modest storage banking service for
use in the 1989-90 injection/withdrawal cycle. This pilot program
is described in Section VII of today’s decision. We plan to
implement the unbundled storage services (regular and aseavailable)
to supplant the pilot program, staring with the 1990-91
injection/withdrawal cycle.

The regular storage banking service, which we approve
today and expect to begin in April 1990, will generally work as
follows. IXn early February -of each ‘year the gas utility will
announce an initial storage target for the upcoming annual storage
cycle. This target will reflect the volume of gas which the
utzl;ty bel;eves that it needs to store, first, to meet the needs
of the core market-~including the core-elect~--over. the winter
season (this is the rel;ab;lzty function of storage) and, second
~ to obtain the price advantages of steady, high-load-factor
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purchases for the core portfeolio (the price function of storage).
The remainder of the'utility's system capacity to provide banking
service will then be made available to noncore customers, in order
to allow these customers also to benefit from the price and
reliability functions of storage. The banking capability made
available to the noncore may be greater than simply the difference
between the cycling capacity of the utility’s storage fields and
its initial storage target, as we are adopting the concept of a
banking service which involves the integrated use of the utility’s
full system, not just of its storage fields. |

Noncore customers will submit bids to reserve banking
service, with each customer bidding a variety of prices to cover
whatever range of banking capacity that user is willing to accept..
Based upon’ the bids, the utility will set a banking reservation fee
at whatever level maxinxzes the reservation of available banking
capability. At this stage the utility also will have the
discretion to revise its storage target, in order to ensure that it
is able to operate its system in an optimal mannexr, including
(1) maintaining adequate storage field pressure to meet abnormal
peak day requirements and (2) increasing noncore customers’ access
to flowing supplies during the peak winter months (these are the
system integration functions of storage). The utility may also
choose to leave space for an "as-available” banking service. The
utility’s choices for both the initial and final storage targets
will be subject to reasonableness review. The single banking
resexrvation price established by the bidding will not exceed the
price which each banking customer has indicated that it is willmng
to pay for the capacity which it is awarded.

‘ The banking reservation fee will be collected as 2 fixed
charge, in ecual monthly installments. This recegnizes that the
banking service is a reservation of system capacity, not a rental
of storage space. _Banking customers will alsc pay a volumetric
chdrge-designedvtd-recove:;the variable costs of providing the
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banking service. Injection costs included in the volumetric charge
will be based on average projécted gas consumption to fill storage
after the initial storage target is met. Banking customers will of
course pay for transportation of their gas over the utility’s
system: half of the transport charge will be payable at the time of
#deposit,” half at the time of ~“withdrawal.” |

Wholesale customers may be able to use a parallel
methodology to determine the amount of storage which the primarxy
utility must provide for wholesale core loads. Wholesale customers
must participate in the bid process if they desire additional
storage capacity. 'Brokers and suppliers may particzpate in the
banking program as agents for specific end users, and may aggregate
supplies for deposit into (but not withdrawal from) the “bank.”
Core-elect customers will not participate in the banking auction;
however, they will be required to pay the reservation fee, subject
to a cap of 125% of the prior year’s fee. This provision balances
two concerns: first, the fact that, as participants in the core
portfolic, core-elect customers receive the price and reliability
benefits of storage banking, and second, the concern that there
should be some predictability to the costs of core-elect service.

Revenues from banking sexrvice will be used to offset, on
a forecast basis, the fixed costs of storage allocated to noncore .
(including core-elect) customers. Treating these revenues on a
forecast basis will provxde the utility with a strong incentive to
maximize the use of the service.

IX.

Gas prices tend to fluctuate seasconally. Demand, and
thus price, is usually highest during the winter, when residential
heating augments commercial and industrial loads that (generally -
speaking) bhave a higher load factor year-round. PG&E and SoCal use
their undexground storage, in part, to buy relatively cheap gas
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during the summer. This use of storage, which we shall refer to as
the price function, also enables the local distribution company
(LDC) , or any other gas purchaser with storage capability, to take
gas at a relatively high level year=-round; this is attractive to
pipelines, producers, and other sellers, and so improves the
purchaser’s bargaining position. (In today’s decision, we use LDC
to refer to either or both PG&E and ScCal.)

Other uses of storage are peculiar to the LDC, because
they relate to the LDC’s obligation to serve. To simplify a
complex subject, the LDC, as a public utility, must provide
reliable service to those customers (the core) who lack practical
short-range alternatives to gas consumption. The LDC must
therefore have (1) access to a yelume of gas adeguate to the needs
of core customers over the entire peak season, and (2) ability to .
deliver gas needed by core customers on peak days during the peak
season. (Deliverability standards are set on the basis of abnormal
peak day (APD) conditions on the LDC’s system. “Deliverability”
for these purposes is a function, in large part, of the pressure
existing in the LDC’s various storage facilities.) Without stored
gas, the LDC would have to satisfy its peak season and APD
requirements entirely through flowing gas, and thus would have to
maintain a large amount of pipeline capacity for which the' LDC had
little or no use for much of the year. We shall refer to these
uses of storage as the reliability function.

Finally, as suggested above, the LDC’s pipelines and
storage facilities have complementary roles that enable the LDC to
optimize the use of both. We refer to this complementary
relationship as the system integration function.

_ The unbundling of gas transportation and commodity
services to noncore customers has prompted investigation of other
potential uses of the LDC’s facilities by such customers. The crux
of the hearings on gas storage is that many of PG4E’s and SoCal’s
noncore customers--many of whom now get only gas transportation

-
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service from the LDC--would like the opportunity to benefit from
the price function of storage by “banking” (on the LDC’s system)
gas that they have procured for themselves. Both PGLE and SocCal
feel that they have sufficient system flexibility to offer such
banking service, provided that it does not interfere with the
reliability function or othexwise increase the cost of serving
their core customers. The debate on banking is essentially over
the kind and extent of safequards that are adequate to prevent such
adverse impacts but not so restrictive as to render the service
unmarketable to potential banking customers.

IXX. Positiops of the Parties

The gas storage hearings produced a voluminous recoxd.
Nineteen witnesses sponsored over 60 exhibits. Nineteen parties
participated actively in some aspect of the hearings-l The
transcript record runs over 2,000 pages, and the parties filed.
opening and reply briefs. |

1 PG&E, SoCal, and San Diego Gas & Electric Company (SDG&E) are
respondents in this investigation. Others participating through
briefs, testimony, or cross—examination inc¢lude: the Division of .
Ratepayer Advocates (DRA):; the Cities of Long Beach and Pale Altor
the California Department of General Services (DGS); Mock
Resources, Inc. (Mock): Southern California- Edison Company
(Edison); Southern California-Utility Power:Pool (SCUPP, consisting-
of the Cities of Pasadena, Glendale, and Burbank, and.the:Los: ... -
Angeles Department -of Water-and Power):; the Imperial-Irrigation.: '
District (IID, participating jointly with SCUPP): Shell Canada
Limited and Salmon Resources Ltd. (Shell/Salmon, participating
jointly, and joined by Mock on brief); Toward Utility Rate
Normalization (TURN): Poco Petroleums Ltd. (Poco) and California
Industrial Group (CIG), which sponsored joint testimony and briefed
separately; and Hadson Gas Systems. Shell Western E & P, Inc., and
Texaco Producing Inc. jointly submitted a ~Statement of Counsel”
commenting on the PG&E and SoCal storage service proposals..
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The record issues are not clear-cut. Storage banking of .
customer-cwned (or brokered) gas is a new service in California.
Time pressure and the complexity of devising a new service resulted
in much hearing time devoted to what would norxmally be pre-~hearing
discovery on such matters as how PG&E and SoCal operate theix
underground storage facilities. Much of the record is confused
because certain terms were not understood or were used to mean
different things by different parties. PG&E and SoCal produced
exemplary tariffs that helped illuminate their proposals but that
unfortunately were not available until) the latter part of the
‘hearings. The exemplary tariffs also raised new issues of their
own. The unsettled situation regarding transportation priority,
and how ériority for withdrawal from/injection into storage should
relate to transportation priority, led to convoluted discourses on
whether storage is a supply function or a transport function.

~ The result is that a concise summary of each party’s
position would be difficult and probably misleading. In lieu of
such a summary, we provide an issues matrix (Appendix B). The
matrix, prepared at the request of the assigned ALJ, is a Joint
effort of the principal participants.2 We will also take note of
some of the leading schools of thought as we resolve issues in the
tollow;ng dlscussxon.

2 PG&E’s counsel performed the complex and somet;mes 1rr1tating .
task of coordinating preparatlon of the matrix. - Lest the task also
be thankless, we take this opportunity to express our appreczatxon-
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Banking Should Be Consistent With the Price and
Reliability Punctions of Storage and Should Promote
Qptinal Use of the LDC’s Total System.

We intend that core customers continue to receive
reliable and reasonably priced service from the LDC. Service to
the core includes-(on a bundled basis) gas storage. Thus, we
calculate the availability of storage banking on the LDC’s system
only after ensurzng that the systen can meet core peak season
demand.3

In addition to the price and reliability functiens, the
1LDC’s traditional storage activities helped to ensure that the LDC
could combine its facilities (such as its pipelines and underground
stofage fields) in a fully integrated and efficient opexation.
Thus, the LDC could use its pipelines to fill storage during
periods of low demand, when the pipelines would otherwise stand
enpty; and during periods of high demand, the availability of
stored gas would minimize the risk of curtailment and free up space
in the pipelines for flowing gas to lower priority customers.

Fully used facilities spread fixed costs over maximum volumes, thus
reduc;ng the LDC’s risks and the customer’s rates.

We include optimal system use among the goals of the new
gas storage banking service. We recognize that the sum total of
individual noncore customers’ storage decisions, taken together
with storage to meet core peak season demand, may ©r may not equal
the optimum level of storage. Also, transportation problems (e.g.,
nonperformance by producers or interstate pipelines) m&y mean that
some gas designated for storage by end-users or brokers fails to

3. See Section IV.A.3 below regarding the determination of
storage targets for the core.
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arrive. Therefore, we must devise a mechanism that will (1) allow
noncore customers to store gas, and (2) give LDCs flexibility to
ensure that an appropriate volume of gas is stored.

2. The LDC Should Prepare an Initial Storage Target,
and a Revised Target That Takes Into Consideration

Requests fox BankKing Service

We begin with the premise, not disputed by anyone, that
the LDC should plan to store gas to supply core peak season needs.
This projection provides the LDC’s initial storage target. The
initial target includes volumes for retail noncore customers that
elect to buy gas from the core portfolio. (See Section IV.C.3
below.) The initial target does pot include the additional volume
that may be necessary to ensure field pressure adequate to meet the
APD deliverability standard. We recognize the importance of this
standard; however, the additional volume can just as easily be
provided through banked gas as through LDC-owned gas.4

With the initial storage target, the LDC will also
announce the volume available for gas banking on its system. A
storage~rich LDC, such as SoCal seems to be, might compute this
volune simply by subtracting its initial target (plus the small
amount of underground storage used for short-term load«balancing)
from its total storage field capacity. A transmission-rich LDC,

such as PGLE seems to be, might actually be able to “bank” somewhat

more gas than the above formula would suggest. This is because the

ot mem e EEREE RPN N om e = ]S

4 We stress that, as a consequence, withdrawal- of-banked-gas- is
subject to curtailment where necessary to ensure APD
deliverability. Potential customers for the LDC’s service would
probably want to know about the likely incidence of an APD event on
that LDC’s system. This information might affect both how much
they nmight choose to store and how high a banking reservation fee
to bid. Accordingly, the LDC will publish, along with the initial
storage target, the APD schedule from which the LDC would determine
that gas could or could not be withdrawn from storage without '
jeopardy to APD requlrements. ‘

-
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banking sexvice is essentially an accounting mechanism by which the

LDC obligates itself (for a fee) to deliver gas to the banking.
customer (or to an end-user designated by the banking customer):;
the service does not trace individual gas molecules.® .

The LDC will publish its initial target, banking volume
availability, and solicitation for banking service bids in early
February. Potential customers will have 20 days to submit bids.
The LDC will announce winners 10 days after receiving the bids.

The LDC may announce a revised storage target at this point, and.
will certainly amnnounce a revised target in the unlikely event that
bid volumes are inadequate to ensure that APD requirements are
satisfied. Our intent with this tentative schedule is to give
adequate time (1) to potential customers to make plans and prepare
reasonable bids, and (2) to the LDCs to think and rethink-théir
storage strateéy and schedule, all well before the beginning of the
injection season on about April 1 each. year.

The LDC will have considerable discretion on the use of
remaining storage capacity (if any) aftexr determination of the
initial storage target, the bid winners, and additional aﬁognt 16:
APD requirements. At this point, the systen integration function

5 Thus, gas delivered Lo the LDC at the banking customer’s
behest may or may not be injected, and gas delivered by the LDC to
the banking customer (or its designee) may or may not be withdrawn
from storage. As PG&E explains, ~[S]ervice to:all customers. would
be enhanced by allowing the utility to- more~optimally-use: its-

integrated system in offering a banking service- which - redellwe:a-:h
banked volumes without explicitly tying each :customer’s.banked: -z~

volumes to a physical quantity of space underground.” (Concurxent
opening brief, p. 12.) We agree with this explanation. However,
PG&E did not offer an alternative method to SoCal’s arithmetic for
deternining how much banking volume PG&E could provide. We are
requiring a report from PG&E during the pilot program on. its -
methodology for determining banking capability on its system. In
any event, we expect that PG&E would provide at least as much
banking as would be suggested by the subtractlon :ormula 1n the
text accompanyznq this note.
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comes prominently into play. The LDC’s obligation is to operate
its system in an optimal manner, and it is free to determine what
is optimal, subject to our reasonableness review of its costs and
operations. It may choose to continue toe f£ill its storage
facilities, beyond the volumes already mentioned, according to its
traditional planning criteria. It may provide an as-available
banking service: customers for such service would be interruptible
(e.g., to meet APD requirements) before other banking customers and
. might otherwise be subject to greater restrictions.® or it nay
cbhoose a combination of as-available banking and additional storage
on its own behalf. The point is, there is both room and necessity
for the exercise of skilled management by the LDC, even though its
choice of initial storage target is constraxned by today’s

~ decision.

All parties agree that the LDC must store gas to meet the
needs of the core market during the peak (cold) season. But how
cold is cold, and how much (if any) storage of its own gas should
the LDC perform for noncore (other than core-elect) customers?
PG&4E and ScoCal want to continue to set their respective storage
targets based on requirements of core and certain noncore customer
classes. Under SoCal’s formulation, the target volume for gas in
storage is based on the demand of either customer class priorities
("P”) 1 to 4 in an extreme cold year (defined as 2.46 standard.
deviations from the norm) or Pl-Ps demand in an average year,
whichever volume is gxeg:ex - P1-P2A define the core class, so

6 The LDCs should propose terms for as—available banking in-
their implementation plans. (See Sections IV.D and IX below.)

7 SoCal’s testimony refers to Pl-P7 demand in an average year.
However, the P6 and P7 classifications have been eliminated, so the
text refers here and elsewhere to PLl=-PS whenever all prioxity -
classifications are included.
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SoCal’s traditional storage target includes a large volume of gas
attributable to needs of noncore customer classes--classes for
which SoCal no longer has an obligation to provide commodity
service. , _ :

SoCal’s proposal to continue its traditional storage
planning, including a gas-in-storage component for the noncore, is
inappropriate under our new regulatory framework. The LDC’s .
initial storage target should be based on core (P1-P2A) peak season
needs. | . . ‘ |

SoCal’s “cold year” criterion likewise represents
business~-as-usual, rather than a response t¢ this Commission’s
decisions. In Decision (D.) 87-12-039, we used a ~cold year”
criterion of 2.0 standard deviations from the norm, for purposes of
certain cost allocations. We also stated ~our intention that the
definition...used for cost allocation purposes be glose to the
definition that the utilities use for system planning purposes.”
(Id., p- 52, emphasis added.) Two standard deviations is not
#close” to SoCal’s 2.46 (the difference works out to the coldest

year in 35 years versus the coldest year in 100, which SoCal
prefers) . ' '

SoCal argques that DRA, which supports the 1-in-35
criterion, should bhave analyzed the prudence of using the less
extreme cold year as the storage target. However, SoCal. itself
provided no analysis to support the 1l-in-100 criterion. SoCal
should have performed and offered into evidence various analyses of
different storage levels, and their impacts on the cost and
reliability of service, if it felt that the directive in
D.87-12-039 should not apply to its storage taxget.

‘SoCal arques on brief that if the Commission adopts a
less extreme cold year storage target, “resulting core curtailment
in a very cold winter will be the Commission’s responsibility.”
(Initial brief, p. 24.) We share SoCal’s concern that core "
curtailment be avoided, but the process in tcday*s decisionfzof
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setting storage targets will result in reliable service. Moreover,
the insinuations of SoCal’s argument are wrong. LDC-owned gas in
storage is an important protection, but it is certainly not the
only source of gas for the core market at any time of the year, nor
does cold year service reliability to the coxe depend entirely on
the amplitude of the LDC’s storage target.8 SoCal’s premise-—

that there could be problems if actual weather conditions are more
severe than the worst-case planning criterion—--is a truism and thus
gives no help in establlshing a reasonable level for that
eriterion.? :

"PG&E and SoCal apparently took the emphasis in the above
discussion on cold yeapreak season planning to indicate that only
the reliability function is considered in the initial storage
. target.® fThis is not the case.

8 The experience of this past winter contradicts SoCal’s
argument. The winter was unusually severe, SoCal had fallen far
short of its storage target, but core service was not endangered.

9 In other words, SoCal has not provided any meaningful way to
determine how safe is safe enocugh. SoCal’s logic could justify
planning for a Los Angeles winter based on Minneapolis weather-—ox
the top of Mount Everest. Prudent reliability planning requires
quantification of different levels of rzsk, the costs associated
with each level, the alternatives for mitigating risk, and the
costs associated with each alterxnative.

10 For example, PG&E comments that the proposed decision would
not permit LDCs to reserve storage to lower the cost of sexving.
core customers. SoCal comments that the LDC could not store any
gas at all, based on SoCal’s understanding of the initial storage
target (i.e., that it would allow storage for core customers only
to the extent that flowing supplies were not expected to be
adequate to meet core demand over the winter season taken as a
whole). SoCal reasons that core cold year demand on its system
does not exceed its capacity to deliver flowing supplies, so the
initial storage requires it to give noncore customers flrst clamm .
on all of its. storage capacity. ‘ L

(Footnote'contlnues on next page).
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Storing gas to supply core peak season needs involves
both price and reliability considerations. Storing gas in the off-
peak season helps to ensure that the gas is available when it is
most needed, and also that it is cheaper than if the LDC were to
balance gas receipts and send-outs on, say, a monthly rather than a
seasonal basis. The initial storage target must be set with both
considerations in mind.

We deduce from SoCal’s comments on the proposed decision
that SoCal does not perceive any basis on which to factor the price
consideration into the initial storage target. However, an
appropriate basis is obvious from SoCal’s comments. PG&E and SoCal
follow a procurement strategy to take advantage of seasonal gas
price fluctuations for the benefit of the core. How much storage
space does SoCal need in order to effect a reasonable core
procurement strategy? IDC procurement strategies are the subject
of Order Instituting Rulemaking 88-08-018, but we could probably
calculate a proxy based on the amount that SoCal has withdrawn from
storage for core service during recent winters.

According to SoCal’s comments, SoCal’s recent practice
has been to withdraw from storage over the winter on average about
60 billion cubic feet (bcf) of its own gas. That would be a rather
liberal target, since historical practice largely reflects SoCal
practice when its sexrvice obligation to noncore customers. |
dramatically differed from its obligation under our new regulatory
framework. However, even an initial storage target of 60 bcf would

(Footnote continued from previous page)

Our problem with PG&E’s and SoCal’s logic is that it addresses -
only the reliability function of storage while ignoring the price-
gnd’szstem integration functions emphasized throughout the proposed

ecision. - o : o SRR !
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make available about three times more storage banking than SoCal
had proposed in the hearings.11

We adopt bidding, with no set minimum or maximum charge,
to allocate banking volumes available on the LDC’s system after
- calculation of the initial storage target. Such a value-based
allocation method “reflects the competitive nature of the noncore
fuels market.” (PG&E concurrent opening brief, p. 33.)12

The PG&E auction proposal is well-suited to this purpose,
“and we adopt the following elements from that proposal. Banking
capability will be resexved for a customer by the payment of an
annual banking fixed charge in equal monthly installments. (We
refer to this charge as the banking resexrvation fee.) The annual
fee is appropriate because the regular banking service is for an
annual term and is integrated with the LDC’s storage planning,
which uses an annual cycle of injection and withdrawal. Some
parties propose a “rental” fee that varies according to the amount

11 The target would also cover SoCal’s ' APD requirement (50 bcf in
January, according to SoCal witness Wilson).

Edison’s xeply comments propose a different proxy to respond
to the price criterion. Under Edison’s propesal, the LDC could
choose an initial storage target based on the percentage of the
LDC’s fixed storage costs that retail core customers bear in rates
(essentially, the same way we are allocating banking to wholesale
customers). Edison’s proposal may provide a useful default until
we have a more functional basis through analysis of LDC procurement
strategies. Interestingly, Edison’s proposal and the winter
withdrawal history reported by SoCal both support an initial
storage target of about 60 bef.

12 The revenues from this value-based component will be used to .
reduce the revenue requirement allocated to noncore customers-for
the LDCs' tixed costs of storage.
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of gas booked to the banking customer’s account in a given month.
This is inappropriate because the adopted service is a banking
mechanism, not a rental of storage space, and a reservation of
capability on the LDC’s system, whether or not the banking customer
is able to make use of it.

We also approve PGALE’sS proposal to have the potent1a1
bank;ng customer submit its bid (expressed in mills/therm/year) in
the form of a list that would show a variety of price levels and
the banking volume that the customer would rxequest at each price
level. The list should start at two mills and proceed upward in
two=~mill increments. After the close of bidding, the LDC would
select the banking reservation fee that maximizes reservation of
available banking capability. This bidding method does not
maximize reservatxon fee revenue, but it results in a single
reservation fee (for all regular banking customers) that will be no
higher (and may be lower) than the price that the banking customer
is willing to pay for the banking volume that the customer is
awarded.l® _ _ ‘ |

The LDC will prepare bidding forms and instructions, and
give them to potential banking customers on request. The '
instructions will include the LDC’s initial storage target and
banking capability. Bidders will submit their completed bid forms
under seal. Where the LDC itself is a bidder (through its electric
department), the LDC will submit its bid under seal to our
Compliance and Advisory Division (CACD). The opening of the bids,
and the designation of the reservation fee, winning bidders, and
their velumes, should all be conducted with appropriate safequards

to ensure the integrity of the‘process; The LDCs. will propose a.. ... .

detailed bidding protocol as part of their 1mp1ementation o£
today's decision-

13  For examples of how this auction would work, see Exhibit 38
(Additional Testimony of PG&E witness Schneider)..

- 16 -
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2. Yariable Cost component :

The LDC should be able to recover the variable costs that
it incurs in providing banking service. There are several
categories of such costs. ,

The major cost is for energy used to inject gas into
underground storage fields.1® we approve SoCal’s propesal to
recover this cost through an in-kind charge against the banking
customer’s “deposits.” However, SoCal should recompute this
charge, using as the basis its average projected gas consumption to
inject banking gas after meeting the initial storage target.

Unlike SoCal, PGAE uses electrically driven compressors,
at least at its McDonald Island field. We don’t believe that this
factor would prevent PG&E from using an in-kind charge for
injection costs, based on the quantity of gas needed to generate
the electricity consumed in injection. However, we are willing to
allow PG&E to choose between a monetary and in-kind charge; PG&E
will indicate its choice in its implementation plan. In any case,
PGSE will use as the basis for its injection energy costs its -

14 Because these fields are under pressure, the LDC consunes
little energy in withdrawing gas. For example, PGLE estimates
withdrawal energy costs to be about 0.02 cents/therm, which works
out to one-fortieth of the injection enerqgy costs. The low level
of withdrawal energy costs, and the fact that banking gas naKes a
positive contribution to meeting APD requirements, lead us to
conclude that such costs should be disregarded .for purposes of the
cost-based conmponent of banking charges. However, see Section VII
below. ‘ ‘ ' o : e
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average projécted electricity consumption to f£ill its fields after
meeting the initial storagegtarget.ls ,

Both PG&E and SoCal calculate a charge for variable
operation and maintenance (O&M) expenses, using the variable costs
of the storage fields (excluding pumping energy) as a proxy for the
variable O&M of the banking service. The proxy seems reasonable.
However, as with injection costs, the LDCs’ calculations for
variable O&M assume the incremental service set forth in their
proposals, not the level of banking capability contemplated here.
The LDCs should reconsider their calculation method in light of
today’s decision and present in their implementation plans the .
revised calculations of variable O&M for purposes of the regqular
bank;ng service.

Consistent with past Commission practice, a £actor for
uncollectibles should apply to the cost-based charges collected
from all banking customers except for wholesale customers. The
LDCs should use the factor approved respectively in their most
recent general rate case decision.

PG&E (but not SoCal) proposes three other factors that
would inflate the cost-based component of banking charges. Two of
these factors (incremental losses from the storage fields and a
judgment-based 5% adder) depend on PG&E’s proposal for an
incremental b&nking service and its arqument that calculated
average costs should be increased to reflect the incremental nature
of storage banking. Our approach to banking servuce differs from

15 For the modest banking volumes proposed in our hearings on
this subject, both PGXE and SocCal indicated that any storage
associated with banking service would occur at a single field
(McDonald Island for PG&E, Aliso Canyon for SoCal). - We are not
certain whether that would continue to be the case using the
initial storage targets. The LDCs’ respective 1mplementatlon plans
should detail all’ assumpt;cns-made in recalculatlng their injection.
costs when regular banking service begins in Aprxl 1990.
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PG&E’s; its adder is arbitrary; and since PG&E itself says that its
storage facilities are already fully used, the banking service
would not result in additional losses. We reject both the adder
and the adjustment for incremental losses. :
The third factor that increases PG&E’s proposed cost-

based charges relative to SoCal’s is that PG&E would include a
factor to reflect the time lag between incurrence of shrinkage
costs (compressor fuel use, unaccounted-for gas, line losses) and
their recovery through transportation rates. The "lag” occurs
under PGLE’s proposal because PG&E would not apply a gas
transportation charge until the customer nominates banked volumes
for withdrawal from the system. SoCal, on the other hand, would
apply the charge when banking volumes are “deposited.” This
eliminates the lag but might require an adjustment if the
transportation rate in effect at the time of withdrawal has
changed.

| The ALT preferred SoCal’s proposal as the more practical
in this regard. However, the 50-50 proposal developed by Poco in
its comments on the ALJ’s Proposed Decision seems superior to both
the PG&E and SoCal approaches. (See Section VII below.) We adopt
Poco’s proposal for the pilot program and for the regqular and as-
available service as well if it proves satisfactory. A gas
customexr (or the brokex/supplier acting as that customer’s agent)
~would pay the transportation rate applicable under the customer’s
transportation schedule in effect when the charge is incurred. A
broker/supplier banking on its own account (which would happen only
through the as-available service, see Sections IV.C.2 and IV.D
below) would pay the highest noncore transportation rate in effect
_when the broker/suppliexr “deposits” banking volumes; when these
volumes are withdrawn, the broker/supplier ‘would pay the rate
applicable to the customer receiving the gas for consumpt;on.
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3. Bapking Service and Cost Allocation

We do not intend today’s decision to have any effect on
the cost allocation factors previously adopted in decisions
creating our new requlatory framework for natural gas. However, we
think that the offering of banking service may have some impact on -
the level of costs so allocated. If the service proves popular,
banking customers will pay a large part of the variable costs of
the LDCs’ storage operations. Moreover, under our adopted
approach, banking customers will pay variable costs currently
incurred in these operations, not just an incremental amount in
excess of current costs. The calculations performed in the Annual
Cost Allocation Proceedings (YACAPs”) should reflect this potential
change in the level of costs after accounting for banking :
customers’ payments. Failure to reflect the change would create a.
potential for double recovery of the LDCs’ variable costs.

Ideally, we would be able to forecast the amount of
variable costs that would be recovered from banking customers.
‘Such a forecast would be speculative at this time, because we have
no experience on which to base it. However, the pilot program (see
Section VII below) will give us such experience.

C. Eligidility for Gas Storxadge Banking Service

Generally, all California noncore customers arxe eligible
to bid for the banking service we have just described. There are a
few classes of customers, as well as brokers/suppliers, to whon .
special conditions apply.

While today’s decision was pending, we aéépﬁéqﬂaﬁ'ihtgrim
appréach for storage requests by the wholesale customers of PGLE .
(e.g., Palo Alto) and SoCal (e.g., long Beach and SDG&E). We
allowed these customers to load-balance, if they were on “default”

rates and to the extent of their core loads, on a 12=-month basis.
Essentxally, this allows for banking by these customers, since they
can purchase independently and del;ver to the serving LDc“more than
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current requirements in one season, then take the excess gas in
another season, so.long as the deliveries and takes balance at the
end of the 12-month injectxon/withdrawal cycle. (See D.88-03~085,
mimeo. pp. 19=-20.)

Today’s decision supersedes the interim approach.;‘6
Starting with the 1990 injection season, each wholesale customer
will be entitled to banking service up to the extent of its core
load. Its banking volume entitlement is caleulated from the
proportionate amount of LDC fixed costs of storage represented by
the wholesale customer’s core under our allocation factor (peak
season cold year sales). If the wholesale customer desires
additional storage service, it must bid in the same manner as other
noncore cCustomers.

2. Qff-system Customers, Brokexs/Suppliers
: The key limitation on éligibility for the banking service
is that banked gas must ultimately be consumed in California. This
is necessary for consistency with the LDCs’ Hinshaw exemptions.

An end-user within California but not in PG&E’s gas
service area can bid for and obtain banking service from either
PG&E or SoCal or both, so long as the end-user certifies that the
banked volumes will be consumed in California. The same is true
for an end=-user within California but not in SoCal’s service area.
This liberal access to banking service is consistent with our goal
to achieve optimal usage of facilities within California, as also

16 This supersedure is contingent on our fully implementing the
new gas banking service in time for the 1990 storage cycle. If for
whatever reason such implementation is delayed, wheclesale customers
may still load-balance pursuant to D.£8-03-085. Furthermore, we
~intend to censider wholesale customers’ proposals for an
alternative approach whereby such customers could set their core
storage targets using a method similar to that authorized for the
primary utilities. See Section VII below. .
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reflected in our oxders dealing with intra- and interut;l;ty gas
transportation. -

The same roasoning dictates that an organization of end-
users should be able to bid for and obtain banking service on
behalf of its members, so long as that activity is consistent with
its cbarter. This might apply, for example, to certain joint
powers agencies.

The eligibility of brokers and suppliers of gas for
banking service is more problematic. There are at least three
schools of thought. SoCal is the most liberal; it would extend
'eligibility to brokers/suppliers, conditioned only on their
certification of the site of consumptlon.l7 This approach would
improve the ability of brokers/suppliers to compete for noncere
sales in Califormia and would likely increase revenues from banking
reservation fees. Shell/Salmon and Mock support this approach’
they argue that brokers/suppliers could also aggregate the:
deliveries and takes of their various California clients so as to
mitigate the LDCs’ recent load-balancing problems. SCUPP/IID, CIG,
Poco, Edison, and long Beach, among others, would give preference
to noncore customers; brokers/suppliers would have access to any
remaining volumes after these customers’ demands for vanking
service were met. Finally, PG&E would deny eligibility to
brokers/suppliers except where they act as agents for end-users
identified to the utility.

We choose a relatively restrictive approach to
brokéf/supplier access, at least for our first year of experience
with the banking service. - Brokers/suppliers may bid for and obtain

17 On brief, SoCal suggests that the Commlssmon could limit such ‘
eligibility if experience shows that brokers/suppliers have somehow
contrived: to|extract monopoly profits from thelr use of storage, as
PG&E fears.
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banking service as agents on behalf of specified California end-
users to whom the broker/supplier provides gas. In thelr capacity
as agents, the brokers or suppliers may nominate gas for injection
in the aggregate; however, nominations for withdrawals must specify
the end=user. Brokers/suppliers may also get as-available banking
service on their own or their clients’” account (should the LDC
choose to offer such a service), subject to their certifying that:
the banked gas will be consumed in Califormia.

The arguments for a more liberal approach are strong.
However, we think it is more important for banking service to be
available in large volumes to end-users than for every conceivable
player in this market to have eligibility. If experience shows
that the encouragement of gas-to-gas competition requires more
liberal broker/supplier eligibility, we can then take that step
confidently. It should also be easier to take that step after some
of the outstanding issues on transportation priority and interstate
pipeline capacity are resolved. In the meantime, we see some
benefit to having end-users plan their own banking deliveries and
withdrawals, especially where parties such as CIG seek to do just
that., Some may find this easier than expected; others may
experience balancing problems and incur additional costs as a
result. The number and severity of such problems will help us
judge the benetit-tOQbe derived from having brokers/suppliers:
perform as aggregators and not solely or primarily as banking
agents for individual end-users.

3. Core=elect Customers |

The parties differed sharply on the interrelationship of
core election and gas storage. Much of the debate centered on the
characterization of storage as supply or transmission. One school
arqgques that (1) gas in storage is a source of supply, (2) core
election is a choice to be served from the same portfolio as the
core (for whom étorage service is provided on a bundled basis), and
therefore (3) the LDC should include core-elect customer
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requirements (at no extra charge to such customers) in setting its
storage target. The other school argues that (1) underground.
storage is as much a part of the LDC’s transmission system as the
pipes and valves, (2) the Commission has unbundled commodity and
transportation service to noncore customers, and therefore (3) the
core-elect customer should not get storage banking service except
on the same basis as other noncore customers.

The debate over characterization is both unresolvable
(storage fields are like supply in some respects, like transmission
in other respects) and beside the point. Core-elect customers are
noncore customers who, by virtue of their election, express a
preference for price stability and supply security (in the form of
a longer-term portfolio) as to at least part of their requirements.
Core election does nothing except entitle such customers to a
commodity price equal to the core wacoG.*® A core-elect customer
does not become entitled to a bundled service, nor does it become
entitled to core priority (P1-P2A). The core-elect customer, like
the rest of the noncore, must pay extra if it wishes to benefit
directly from the price and reliability functions of storage. (Cf.
our discussion of transportation priority and core election in
Order Instituting Rulemaking 88-08-018, mimeo. pp. 44=45.)

, when we establish full storage unbundling (after we gain
experience through the pilot program described in Section VII
below), we will institute the following procedure for core-elect
customers. The LDCs’ initial targets will include a banking volume
intended for core-elect customers.,. based on LDC management | ‘
appraisal of core=elect consumption, load shepes;‘and‘Seasenelvgas‘

-

18 The level of core election probably would affect both the
LDC’s procurement and the way it operates its integrated system,
but /in terms of making good on its price commitment, the LDC could
offer to sell at core WACOG prices without having any storage on
its systenm whatsoever.




I.87-03-036, R.88-08-018 ALJ/SK/fs/it/fs #w*

pPrice differentials. This specification of banking volume for
core—elect customers will be subject to reasonableness review.
‘Core-elect customers 'as a_group will then be responsible for
revenues equal to the announced core-elect banking volume
multiplied by the price resulting from the auction of banking
capability.

- Core-elect customers will not participate in this auction
for their core-elect volumes.>® The auction price will simply be
used to price core-elect banking sexrvice after-the-fact. Since
core-elect customers, unlike the rest of the noncore participants
in the banking program, will not have had the opportunity to bid a
volume associated with the eventual banking price, we will cap the
core—elect reservation fee at 125% of the prewious year’s fee.

Identifying storage-source volumes for core-elect
customers is operationally infeasible (i.e., the molecules cannot
be tagged “stored” or ”"non-stored”). Therefore, we wil; convert
the revenues calculated from the target volume and banking price
into asper—therm; average reservation fee for all core-elect
volumes, to be collected in rates through a saparately—stated
volumetric charge.

D. As—available Banking Service |

' We indicate in Section IV.A.2 above that the LDCs may
cffer “as-availadle” banking service in addition to the regular
(annual, allocated by bidding) service. By ~as-available” we mean
priﬁarily‘an incremental service, curtailable ahead of the regular
sexrvice, offered on a nondiscriminatory basis for varying terms
(but always less than .a year), .and using any banking volumes. that

19 Since a customer may go core-elect for only part of its needs,
it could bid like other noncore customers as to the remaxnder. C
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night remain after provision for both the volumes allocated through
the regular service and the LDC’s revised storage target.

Fees for the as—available service, like the reqgular
sexvice, would have variable cost and value-based components.

Costs should be computed on an updated basis to reflect actual
conditions on the LDC’s system.zo Variable cost fees would be
charged on a volumetric basis, and the same types of costs would be
includable in both types of sexrvice. Value-based fees would be.
negotiable downwards from the monthly fee derived from the bidding
for the regular servzce.21

The LDCs will need to address various aspects of
as=available banking in their implementation plans, should they
desire to offer this service. For example, the LDG should probably
announce its offering of as—available volumes well in advance of
commencement of gas deliveries on behalf of the customers that
raspond to that offering. The plans should indicate how far in
advance, how frequently such offerings may or should be announced,
and other details of how as-ava;lable banking would work..

The treatment of revenues from the value-based component
of as-available banking fees will be the same as for regular
banking, i.e., such revenues will be used to reduce the revenue
‘requirement allocated to noncore customers.,

20 Thus, the LDC would compute its injection costs for the as-
available banking service using the most current information on
pressures within its underground storage fields.

21 The value of as-available banking logically should be lower
than that of the regular service because the terms of the former
are less favorable to the customer. Thus, the price for the
reqular service (prorated from an annual basis to however many
months are requested for the as-available service) establishes an

appropriate geiling for the value-based component of the as-
availabkle bank;ng service.
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E. Priority and Curtailment .

In today’s decision, we adopt an interim approach on
priority among banking customers. We expect that developments
regarding transportation priority charges and access to interstate
pipeline capacity may cause us to rethink this appreach. |

As‘we'have‘said-several times before, banking service
does not hinge én‘the LDC’s being able to physically inject or
withdraw banked volumes of gas; the service, in terms of real-time
operation, is an accounting transaction, and the movement of banked
gas involves all of the LDC’s system (pipelines and storage).

Since the whole system is involved, however, the LDC’s :
injection/withdrawal capability could conceivably constrain banking
service in certain situations. Injections into and withdrawals
from storage on behalf of core portfelio loads (both the LDC’s own
. core and that of its wholesale customers plus the LDC’s. core-elect
customers) take priority over any storage operation to provide
banking service.?? as among banking customers, those with banked
volumes under the regular service take priority over as-available
bahking customers. K

For customers within a given category of banking service,
we do not establish a new priority mechanism. Instead, if the ILDC
experiences a capacity constraint anywhere on its system (in the
storage fields or on its pipelines) such that the LDC cannot move
“banked gas, then the LDC will cuxtail all regular banking customers

22 PG&E says that its withdrawal capability may be constrained-
for two general reasons: (1) “if drawing down the reservoir would
eliminate the pressure necessary to sustain withdrawals under APD
conditions;~ and (2) ~if total withdrawal capability were needed by
' the core portfolio because insufficient supply were delivered by
PG&E interstate pipeline supply sources, or PG&E-owned gas in.
storage were more economic than incremental sources of flowing
supply.” (Concurrent opening brief, p. 47 note 3.) We agree that
any of these reasons would constitute a withdrawal constraint on
banking service. . . - ' K




I1.87-03-036, R.88=08=018 ALJT/SK/fs/jt/Ls wa¥

based on the existing noncore priorities (P2B-P5) of the respective
customers, to the extent necessary after fully curtailing its as-
available banking service. A curtailment affecting only as-
available banking service would likewise be carried out on the
basis of existing noncore priorities, except that brokers/suppliers
would be curtailed first. These rules apply whether the constraint
affects banking “deposits” or “withdrawals.”

Banking services require implementation of a nomznatzon
procedure for “deposits” and ~withdrawals.” (See Section V below.)
The LDC will use these nominations in planning how to move banked
volumes and in effecting curtailments.

All banking services (other than those for wholesale core
loads) are provided only thrbugh the “best efforts” of the
respective LDCs. . Accoxdingly, there will be no rebate of banking
reservation fees in the event of a curtailment.?> We expect that

potential banking customers will consider this in deciding how high
a banking reservation fee they are willing to pay.
F. Balancing Charges '

Access to storage banking will enhance gas-to-gas
competition in California but may also complicate the LDC’s task of
balancing its system. Proper system balancing is necessary for
controlling costs and ensuring reliability. Thus, the parties who
benefit from greater access to LDC facilities, including the LDC’s
plpellnes and storage fields, must also bear (1) the responszbalxty
of complying with reasonable conditions on thelr use of the

. « - cam o o . -

23 However, the variable cost component of banking fees is
volumetric, so the banking customer would not incur variable cost
fees to the extent that banking service to that customer were
curtailed. Also, we will consider, based on results in the pilot
program described in Section VII below, whether the LDC should
retain any incentive from the reservation fee paid by a banking.
customgr for any month in which bank;ng service to that customer is
curta; ed.
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facilities, and (2) any increased costs that result from failure to
conply with those conditions. This principle is consistent with
the procurement rules and policies set forth in Order Instituting
Rulemaking 88=-08-018.

The potential problems with banking service are
essentially the same as with transportation. For any given banking
or transportation customer, the LDC may find less gas showing up
than it anticipated, either because of customer overnomination or’
nonperformance by the supplier or interstate pipeline. The LDC may
also find more gas showing up than it anticipated, caused perhaps
by customer undernominations or upstream errors.

We cannot categorically state that the LDC’s operdtions
will (or will not) suffer because of the receipt of more or less .
than the.expected amount of gas for a given customer. No one buys
particular molecules. The movement of gas between a large number
of producers and a vast number of consumers is accomplished through
aggregation of their individual production and needs by a
relatively small number of interstate pipelines and LDCs. These
companies formerly had little need to know, on a real-time basis,
whose gas they were moving. Instead, these companies, in their
role as aggregators, perform short-term balancing as an inherent
part of transportation service. Such balancing is bundled in the
transportation rates and provided routinely through ”line pack”
(increasing the pressure in the LDC’s pipelines to hold more gas)
and/or operation of some of the LDC’s smaller storage fields.z4

Thus, a certain amount of short-term balancing is
embedded in the LDC’s way of doing business. Also, proper systenm
balancing does not require a'pertect match, on a weekly, monthly, -
or even seasonal bagis, bei:wgen ‘gas receipts gn_d deliveries on the

24 No party arques for the unbundllnq of short=-term balancing, at
least until changes in metering technology and practlce provmde
better real-txme information and control to the LDC.

-20 -
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LDC’s system. For example, the LDC operates its major storage
fields to create a'planned imbalance that lasts for most of the
annual injection/withdrawal cycle.

This does not mean that we can ignore imbalances or
assume that, e.g., the over- and undernominations of a large pool
of banking customers will cancel each other out. The customer that
reserves banking volumes but does not use them is depriving other .
potential banking customers and defeating the goal of full system
use. The customer that deposits more than its reserved volumes
(beyond the tolerance for short-term imbalances) may be getting
something for nothing. Most important, the storage cycle is a
nlgnngﬁ imbalance. If banking shortfalls or excess deliveries were
to snowball, they could result in system underuse, increased costs,
and complxcat;ons in scheduling the LDC’s own storage activities on
behalf of the core portfolio. Therefore, rules are needed to
govern ‘balancing service to banking customers for more than short-
term imbalances..

Where less gas shows up than the LDC has been led to
expect,'the 1DC has some protection simply because the banking
reservation fee is payable whether or not the full volume is used.
Also, we allow the banking customer to release some or all of its
unused reserved volume to the LDC, if the LDC consents. (See
Section V below.) Finally, the LDC may take back unused reserved
volume under a use-it-or-lose-it provision. This provision will
require the LDC to give written notice of a deficit (measured over
a one-month period) greater than 10% in:the banking customer’s.
"deposits” compared to its nominations.  -If the:deficit-is: not...
reduced to 10% or less within 30 days of the written: notice; then":
the LDC may either (1) take back unused volume exceeding the 10%
margin (in which case the LDC must prospectively reduce the banking
customer's reservation fee on a proportional .basis. for. months '
:ollowzng the take-back), or (2) £ill the unused volume up to the
10% margin, bmlling the bankxng customer for the LDC’s gas at.the
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rate for the proposed “standby service.” (See Order Instituting
Rulemaking 88-08-~018, mimeo. pp. 12~15, and Appendix B of that
order.) '

When more gas shows up than the LDC has been led to
expect, the LDC again has several options. The LDC may treat the
excess gas (i.e., the amount by which the customer’s ”“deposits”.
exceed its nominations by more than 10%, after notice and
opportunity to correct, as described in the preceding paragraph) as
~unscheduled” banking. The charges for unscheduled banking are
essentially the same as those for the as-available service (see
‘Section IV.D above), except that we agree with SoCal that an
unscheduled banking customer should pay a higher reservation fee
~ than 2 customer who contracts in advance with the LDC for banking

sexvice. Thus, we adopt, with modifications to reflect our bidding

system, SoCal’s proposal for an “imbalance” charge: the
unscheduled banking customer will pay a monthly reservation fee
that is 25% higher than the fee determined by bidding for the LDC’s
" scheduled banking servzce.25 Otherwise, the LDC may either

(1) purchase the excess gas at the lower of the banking customer’s

cost or the LDC’s lowest current cost of gas, or (2) proportionally

reduce the nominations during the month following the end of the
notice period to bring the customer’s balance within the 10%
margin.

Finally, wben the banking customer has gas in its account
at the end of its contract term, the customer may be able to get a
new contract (either by successfully bidding for the regular ,
service or obtazning‘as-avallable.servmce_mt.ofzered)y- Otherwzse,

25 - The customer will continue to incur charqes for unscheduled
bagklng until ‘the customer's account is brought within the 10%
tolerance.
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the LDC buys the gas'remaining in the account at the price of its
lowest incremental source.

V. Miscellapeous Provisions

_ We stress what we hope is already clear, that banking
service (whether regular or as-available) is limited to the term of
the contract between the banking customer and the LDC. A current
banking customer is not guaranteed the same or any banking volume
during a later term, nor does that customer obtain preferential
access to banking capability at the end of its existing contract.

Banking service (whether regular or as—available)‘is-hot
transferable, except that the customer may release some or all of
its unused reserved volume back to the LDC with the LDC’s consent.
If the LDC agrees to the release, then the customer’s obligation to
pay banking reservation fees is cancelled or proportzonally reduced
for all months in the contract term following the month in which
" the release is accepted.

The LDCs’ implementation plans (see Section IX below)
should include a proposed nomination procedure for banking
#deposits” and “withdrawals.” The nomination procedure will apply
to banking customers generally, except that wholesale customers
will not be required to nominate core gas from storage. Thexe will
be no minimum or maximum nomination. We agree with CIG that
withdrawal rate is adequately regqulated by the LDC’s operational
constraints (i.e., the service is only ”best efforts”) and its.
obligation to meet core needs first. This result-is consistent
with D.85-12-102, mimeo. p. 16, where we rejected SoCal’s proposal
to impose an arbitrary limit on transportation gas nominations. We
also agree with CIG that SoCal’s proposed minimum banking quantity
(500 million cubic feet over an injection season) is unreasonably
bigh; we adopt instead CIG’s proposed minimum, egquivalent to{about
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one month’s usage by a noncore. custoﬁer consuning at the minimum
rate to qualify for noncore status.

The service contemplates that the bank;ng customer’s
faccount” will be fully drawn down at the end of the contract term.
Section IV.F above deals with the treatment of imbalances during or
at the end of the contract term.

‘Under the banking program, the LDCs will collect
reservation fees as the value-based component of payments which
customers will make in connection with banking services. We must
decide how to treat these revenues for ratemaking purposes.

' Commencing with the regular and (if offered) as-available
banking services, the reservation fees should go to reducing the
revenue requirement allocated to noncore customers for the LDCs’
fixed costs of storage. LDC variable costs for the banking
services are already provided for (see Section IV.B.2 above); the
question then is whether some portion of the reservation fees
should benefit core customers. We believe not:; the situation is
closely analogous to the transportation priority charge, and we
have previously agreed in principle with the disposition to noncore
customers of revenues from this charge. (D.87-12-039, mimeo.
pP. 42.) The noncore is already allocated its share of the LDCs’
fixed storage costs. The return of banking reservation fees is
necessary to ensure that the LDCs do not double recover. these costs
from noncore customers. oo - mh

~ We agree with' tha—parties, such as CIG,mwho would do A
forecast of banking reservation fees, in order to reduce noncore
customers’ revenue requirements in the year when those fees are
collected, rather than in the following year. Using a forecast
basis is cons;stent with how we have treated the revenues from
other new ut;llty services, such as interutility transportatlon.
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(See generally D.87-05-069 and D.87-12-039.) However, this
requires experience with a banking service, or some other basis for
projecting the revenues resulting from banking customers’ bids.

The pilot program (see Section VII below) should provide a
reasonable basis for forecastlnq storage banking revenues when the
full program commences in 1990.26 Thus, using results from the
pilot program bidding, we will project reservation fee revenues for
SocCal in its ACAP to be filed in March 1989, and for PG&E in its
ACAP to be filed in September 1989.

Another advantage of treating these revenues on a
forecast basis is that the LDCs will bhave a strong incentive to
make the bank;ng service as attractive as possible, because utility
shareholders will retain reservation fees which exceed the
rorecast.27 Such an incentive is consistent with the incentive
for the utility to maximize the throughput on its transmission
system, which we have built into our transportation rate desigm.

In addition, we believe that the LDC’s sharehclders should have the
opportunity to benefit from an attractive, well-run banking program
since, on the whole, the program makes more work for the LDC than
it has now. consequently the LDC’s storage operations under a

26 Reservation fees from the pilot program itself should be
credited back to noncore customers in the first ACAP following
the end of the pilot program, which should be the 1990 ACAPs for
both SoCal and PG&E. _

27 This seems preferable to givzngn e LDC a fixed percentage of

all reservation fees collected, as the ALJ’s Proposed’ Decision.
The latter approach could reward the LDC even when its banking
program proved unattractive. However, because we do not treat
reservation fee revenues on a forecast basis in the pilot program,
we retain a version of the ALY’s proposal for the LDC incentive for
purposes of that program. (See Section VII below.) For the pilot
program, the LDCs should establish an account to accumulate all the
reservation fees which they collect. As mentioned above, these
pilot program. revenues, minus the LDC incentive, will be used to
offset noncore fixed costs of storage in the 19950 ACAPs.
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banking regime present more potential for error and for greater-
than-anticipated costs than-these operations when conducted solely
on the LDC’s own behalf. An opportunity for gain should accompany
this exposure to new and possibly increased risks.

There are two situations in which the LDC will have a

conflict of interest if it can profit by increasing reservation fee

revenues. The first involves the banking revenues collected from
core-elect customers. The LDC serves core-elect customers out of
the core gas portfolio, and thus the LDC itself will ke storing

core gas supplies on behalf of core-elect customers. The LDC could .

be tempted to store more gas than necessary for core-elect
customers, in order to profit from the additional banking
reservation fee revenues. A second potential conflict-of-interest
involves bids submitted by the LDC’s electric department. To avoid
these conflicts, all banking reservation fee revenues collected
from core-elect customers or from the electric departments of
combined utilities should receive balancing account treatment. In
other words, the forecasted reservation fees from these two classes
of banking customers should be reconciled with the actual fees
collected. The necessary reconciliation of these balancing
accounts should be made in each ACAP. This procedure is similar to
that adopted in D. 87-05-069 for 1nterutxlity revenues for the
movement of gas from PGLE’s Alberta & Southern affiliate through
PG&E’s systenm. -

The unbundled storage service set forth in Sections IV to
VI should be implemented beginning with the 1990 injection season.
For the 1989-90 injection/withdrawal cycle, a less ambitious
“pilot” program is appropriate. The pilot program is a “best.
efforts” storage service, is restricted to gas for consumption in
Calzzornla, and includes many other elements of unbundled service
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but with more limited availability. This will allow us to observe
storage banking in operation on a small scale and work out broblgms
before having to deal with the larger banking volumes that the
unbundled service is likely to inveolve. We also recognize that
this is a transitional period, with continuing developments both in-
transportation service and our procurement rules. (See Oxder
Instituting Rulemaking 88-08=018.) Further progress in these areas
will enhance the attractiveness and ease the implementation of the
unbundled service. .

For the pilot program, SocCal wzll _ofifer 16. 7 bcf of
banking. This is the amount that SoCal proposed to offer during
the hearings.

PG&E did not specify how nmuch banking it was prepared to
offer, nor did it specify how it would calculate banking :
availability, given the comparatively small cycling capability of
its storage facilities. We direct PGEE to offer five bef for the
pilot program. This results in both PG&E and SoCal making about
15% of their total cycl;ng capabllity available for storage
bank.mg.28

Eligibility to bank gas during the pilet program is the
same as for the regqular banking service, except that core=-elect
customers (to the extent that their requirements are met from the
core portfolio) will receive storage service on. a buhdled.basis, as

.

28 - We stress that in designat;ng these small amounts for the
pilet program, we are not endorsing SoCal’s method for determining
storage targets. Also, the storage volume to be offered by PG&E
for the pilot program is probably conservative, since PG&E itself
indicates that its ability to provide banking is greater than the
e¢ycling capability of its storage facilities would suggest.
However, the volumes we have approved should be adequate to the
purposes of the pxlot program, which serves primarily to develop
and test the operating _procedures and accounting mechanxsms neaded
for the unbundled service.
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do core customers,29 and whelesale customers will still be '

permitted to load-balance on a 1l2-month basis pursuant to
D.88-03-085. | |

Fees for the pllot program will consist of value-based
and variable cost components. A reservation fee for the full 12
months of the pilot program will be determined by the same auction
procedure that we have approved for the regular bank;ng sexvice.
(See Section IV.B.l above.)

The variable cost component will include injection
energy, variable O&M, and a factor for uncollectibles. This again
'follows the approach for the regqular banking service.3° The |
variable cost component will be determined on a forecast basis, and
using average costs. PG&E and SoCal should update the variable
cost information from their testimony (but using average costs) in
their implementation plans for the pilot program. The forecasts
should assume that the pilot program for each utility is fully
subscribed.

The pilot program will include an incentive payment to

the LDC. We set this incentive at 5% of the banking reservation

29 Consequently, no portion of the banking revenues collected

as a result of the pilot program will be used to reduce the revenue
requirement allocated to core—elect customers for the LDCs’ fixed
corts, of storage.

30 See Section IV.C.2 above. PG&E’s comments on the ALJ’s
Proposed Decision continue to urge that the variable cost component
include a factor for withdrawal energy. We continue to be
sceptical. If anything, the presence of banked gas would anrease
storage field pressure and thus Jower the amount of energy consumed
in cycling gas from the field on a per-unlt basis. (We note that
SoCal did not include withdrawal energy in its proposal for
recovery of variable costs.) However, if PG&LE wishes to pursue
this issue, it nay submit additional testimony in its current ACAP
to explain the incurrence of withdrawal energy costs. In any
event, the variable cost component will not include factors:
requested by PG&E based on-its ”incremental” theory or storage.
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fee revenues (after certain exclusions) from the pilot program.
We exclude any revenues from bids submitted by the LDC’s electric
department. Also, for any month when the LDC curtails banking
sexrvice to a banking customer, the LDC will not retain any
incentive from the reservation fee paid by the curtailed customer.
Instead, the whole reservation fee for that month will go to set
off the LDC revenue requirement allocated to noncore customers
(excluding core-elect customers). This should motivate LDCs to use
their best efforts to fulfill banking obligations. The LDCs will
set up an account to track reservation fee revenues. Depending on
experience with the pilot program, we will decide whether part of
the monthly reservation fee should be refunded to curtailed banking
customers in the regular and as-available service.

The LDCs differed on when they would apply the
transportation charge for banked gas. PGSE prefers to bill for
transportation when the customer nominates volumes for withdrawal:
SoCal would apply the charge when banking volumes are “deposited.”
We see problems with both of these approaches. For the pilot
program, the LDCs should implement the 50-50 proposal in comments
by Poco on the ALY’s Proposed Decision. Poco suggests that
transportation charges for banking volumes match the incurxence of
costs: <thus, half of the applicable transmission rate should be
collected when the gas is deposited and half when the gas is
nominated for withdrawal and delivered to the banking customer. We
agree with Poco that this arrangement will eliminate the
disincentive to use storage banking. service caused by charging all
time-lag costs to customers, and will motivate. the LDCs to deliver
banked volumes as promptly as possible.

31

31 This level of incentive is consistent with our ﬁreatment:bf'_
incremental revenues from enhanced oil recovery contracts. (See
D. 87-05-046 ) :
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Procedures governing priority and curtailment,
nominations to and from storage, balancing charges, and accounting
should generally follow the principles established for unbundled
banking serv:.ce.32 See Sections IV.E, 1IV.F, V, and IX.B.

The LDCs will each file a plan for implementing the pllot
program. Consideration of the plans will generally follow the
workshop process that we describe in Section IX.A. Appendix C
contains the schedule for implementation. :

We want to learn as much as possible about storage
banking from the pilot program. To that end, we require PG&E and
SoCal to file and serve four reports on the program. The first
report; due May 1, 1989, will summarize the results of bidding.

The second report, due September 1, 1989, will summarize pilot
pregram operations during the first four months of the injection
season. The third report, due December 15, 1589, will summarize
the balance of the injectioﬁ season and the first two months of the
withdrawal season. The final report, due May 1, 1990, will cover
the balance of the thhdrawal season and recap the results for the
completed pilot program.

We invite comment from the wholesale customers on their
experience in the pilot program and the l2-month balancing provided
before and during the program. The wholesale customers’ comments
are due no later than December 15, 1989, and may propose -
alternatives whereby such customers could set their core storage
targets using a similar approach teo the one we have authorized for
the primary utilities. .

Palo Alto’s comments on the ALY’s Proposed Decision note
a problem with the.tining of core-election. Specifically, many
core-elect customers made their election in June, so that their

32 ' One difference is that the pilot program will not include an '
es-avellable benk;ng service.
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12-month terms overlap two storage cycles. From the standpoint of
1DCs’ procurement and storage planning, customers ideally would
make a binding decision in January of each year whether to elect
into the core portfolio for the next l2-month injection/withdrawal
cycle (April 1 to the following March 31). The LDCs thus would be
able to confidently factor core election volumes into their initial
storage targets. We have not had an opportunity to examine either
the scope of this problem or potential solutions. Therefore, we.
direct PGLE and SoCal to address the problem in their first report
and to suggest possible refinements to the process of core-election
that could improve its integration into the storage'program and LDC
procurement efforts.

In general, each report should detail banking
transactions during the covered period, describe problems
encountered, and recommend changes to improve the service. To.
pernit ready comparisons, the reports should follow a common
outline and format (including level of detail) for presenting data.
CACD, PG&E, and SoCal should confer on this. The reports should
also respond to additional questions from CACD? such questions
should be sent to the LDCs at least 15 work;ng days before the due
date for the next report.

PG&E has yet to commit itself to a methodology for
computing banking capabzllty on its system, although PG&E has
stated that it has more capability than is suggested by a simple
comparison of its and SoCal’s relative ability to cycle gas in and
out of their respective underground storage facilities. Such a
methodology must be developed well before the determination of
storage targets in preparation for unbundled storage banking:
service. We direct PG&E to present its proposed methodology in its
Lirst report (May 1, 19389) during the pilot program. The Assigned .
Commissioner or ALY will schedule further action to review PG&E'
proposed methodology-‘
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VIIX. Dedication

During the storage hearings, PG&E reiterated that,
although it was not actively pressing objections to Commission
jurisdiction in regard to the various banking service proposals, it
also was not waiving general objections that it had hinted at much
earlier and that seem intended to put in dispute whether
underground storage fields are ~dedicated” facilities.
Specifically, in a June 1, 1987 filing in this proceeding, PG&E
said that it ~“does not concede that the Commission has the legal
right to order utilities to ’‘unbundle’ storage facilities” and that
it ”specifically reserves the right to raise any objection to the
Comnission’s authority to regulate this activity.” : '

Through counsel, PG&E offered the following clarification
of its current position: #In...the June 1 filing, PG&E was stating
its understanding of the law as it exists then and as it exists
now. So, to the extent that the question is, does PG&E intend to
continue to preserve and assert its legal rights, the answer is
yes. On a more practical basis, the company’s intention is to
continue to participate in this proceeding, to evaluate the results
of the Commission’s orders and decisions regarding the gas storage
unbundling proposals that the Commission eventually puts in place
and then consider what options...to pursue that are consistent with
the positions that it’s taking during these proceedings.” (Tr; 908
(March 3, 1988). ) :

w .

33 When PG&E’s counsel made this statement regarding PG&E’s
understanding of the law, PG4E had pending before the California
Supreme Court a petition for writ of review of our orders requ;rlng'
provision of interutility gas transportation on a tariffed basis.
PGAE argued in its petition that it had not “held out its
facilities by and on behal: of the public located outsxde its

(Footnote contxnues,on next page)
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This clarification elicited further cquestions which PG&E
again answered through statements of counsel. Concerning the scope
of the dedication (if any) of PG&E’s storage facilities, PG&E
responded: “The scope of dedication depends on the facilities
involved and whether any particular public utility sexrvice is being
provided. In general, the answer is ‘yes’ [i.e., the storage
facilities are dedicated) but only with respect to PG&E’s service
to its core customers.” (Tr. 1609.) Concerning whether this
dedication would extend to the use of these facilities and storage
fields in a program of unbundled storage regulated by the
Commission, PG&E responded: “Assuming this question is intended to
encompass the storage banking proposal PG&E is sponsoring in this
proceeding for noncore customers, no. In general, regulation does
not mean dedication. ... The Comnission’s jurisdiction attaches to
the extent of the terms and conditions PG4E proposes for the time
PGAXE offers them. PGLE does not propose to ‘dedicate’ any portion
of its system for all time for an unbundled storagé banking service
on any terms and conditions. The analysis of this question in any
othexr context depends on the terms and conditions of the other
service.” (Tr. 1609-10.) . '

PG&E has not provided any 1ega1 analysis beyond these
bare assertions. In particular, PG&E has not explained how
Commission jurisdiction to regulate the use of PG&E’s facilities
arises apart from dedication of those facilities, or how PG&E‘’s.
storage facilities (which, by PGAE’s own testimony, are part of an
intqgrated systenm that benefits and is paid for by all of PG&E’s

(Footnote continued from previous page)

sexrvice area.” Shortly afterwards, the California Supreme COurt_
denied PG&E’s petition. (Minute oxder, March 24, 1988, in S.F.
No. 500 3829.) . ' o SR
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customers) could be dedicated to only a portion of PG&E’s
customers. PG&E does not make specific its legal objections to any
other party’s storage proposals or explain why its own storage
proposal iz legal under its own theories. All we can tell from
“this record is that if we adopt PG&E’s storage proposal exactly and
in total, PG&E would agree that we have the authority to do so.

The Storage hearings (and especially PG&E’s own
testimony) make clear that the LDCs’ storage facilities are
dedicated to public utility service. These facilities influence
the LDCs’ procurement strategies; they play a role in load-
balancing; and they are an essential element in system reliability.
They are as much involved as the intrastate pipelines in the |
novenent of gas across the LDCs’ systems to the end-user. As PG&E
and SoCal have noted repeatedly, gas stored for the core increases
the noncore’s access to flowing supplies during peak seasons. Our
new regulatory framework for gas bas thrown all of these functions
of storage into high relief, but the storage facilities have been
performing these functions since long before the inception of gas
transportation service and the categorization of customers into -
~ core and noncore.

Even were the dedlcation of storage facilities less clear

than it is, PG&E’s reservations would not cause much concern, again
for reasons that PG4E’s own testimony well explains. #”Banking” is
not a rental of underground storage space, and we are not
obligating the LDCs to surrender control of their storage
facilities.3? . They will continue to operate those facilities in
concert with the rest of .their systems to deliver expected

34 In fact, the banking service will have little if any effect on
the physical operation of storage. None of the parties seeks :
cperational control of the LDCs’ storage fields, and as we have

previously noted, banking deliveries and withdrawals may take place

1ndependent of storage injection and withdrawal.
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throughput prudently and efficiently. Banking service is simply
the logical complement to the transportation program and the
responsibility of noncore customers to provide for their own gas
supplies. The only required gshtorage under today’s decision relates
to core requirements, and no one disputes either the necessity of
meeting those requirements or the dedication of the storage fields.
for that purpose.. ‘

. mJ mgn;nx:' on Qz I'.QQQJE'E m:‘ ﬁj on

A. ¥orkshops : ,

The unbundled gas banking service is new, complex, and
different from the proposal of any one party during the storage
hearings. These factors prompt a different implementation process
than the usual advice letter filings.

We direct PG&E and SoCal each to file and serve an
implementation plan. The plan should include xrules for both
regular (annual, allocated by bidding) and as~-available
(negotiated) banking service, a bidding protocol together with
bidding and bid solicitation forms, sample notices and forms
related to the nomination and balancing provisions, explanation of
all billing and accounting procedures (including procedures
associated with the Banking Reservation Fee Account), and any other
matters relevant to implementing this service.

Interested parties will then file written comments on the
implementation plans, after which .an implementation workshop will
start. The purpose of the worxkshop- is to permit the Pparties to
discuss the plans in a non-adversarial setting, clarify ambxgu;tzes
and uncertainties, catch inconsistencies and omissions, and
generally to work out as many of the problens as possible. CACD
should help by preparing and distributing on the first day of the
workshop a summary of problens, based on the submitted plans and
comments, and by acting as moderator at the workshop.
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The workshop may continue from day-to-day as needed, orx
may break into working groups and reconvene; or may otherwise
provide for its own agenda, schedule, and procedure. However, our
goal is that the workshop end after not more than two weeks with a
report of the conferees (1) listing the generally agreed-upon
provisions in the implementation plans, and (2) specifying those
issues (if ahy) that require resolution by the Commission.
Conferees may also file and sexrve separate statements at that time.
We intend to decide any remaining issues without further hearing.

| This implementation process will require the good faith
and hard work of all concerned, but we think the process will
educate everybody, alert us to things we may have overlooked in
today’s decision, and result in banking service that will minimize
unpleasant surprises and accommodate everyone’s needs, so far as
that is possible. The process will not work if parties try to use
it to relitigate issues. We stress that any objections to teday’s
decision must be raised through the appropriate pleading (an
appl;cation for rehearing or petltzon for modification).
_ We also intend the new banking service to begin Wlth the
1989 injection season. This requires strict adherence to the
schedule set out in Appendix C.
B. = Accounting and Accountability

The banking services approved in today’s decision should
not significantly complicate the physical operation of the LDCs’
systems. The LDCs will retain physical control and will have
esgsentially the same task that they have currently of optimizing
system operation in light of anticipated throughput. - What will.
change significantly is the bookkeeping associated with that - ...
throughput. ~
Current equipment on the systems of the.LDCs and
interstate pipelines provides little real-time detail on gas flows,
and certainly not enough information for the LDC to know, on a
real-time disaggregated basis, which transport or banking
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customer’s gas the LDC is receiving. Some of the parties (notably
Mock) criticize PG&E’s pragtices in accounting for deliveries of
transport gas into the PGLE system. According to Mock, PGLE uses
inappropriate rules to allocate deliveries to particular customer
accounts and is inflexible (compared to SoCal) in allowing “true-
ups” based on updates or corrections from the interstate pipeline.

Given the poor quality (at least for the foreseeable
future) of information on deliveries of transport and banking
volunes into the LDCs’/ systems, “true-ups” seem to be a commercial
necessity. The LDCs should take a pragmatic approach, as SoCal
seems to be deing. However, we will not adeopt a set of accounting
rules in today’s decision. The subject is intricate, the record
(at least in this regard) is rather general, and we frankly believe
that the parties at the implementation workshops are hetter able
than we are to work out what is commercially reasonable under the
circumstances of the adopted banking services. The LDCs’
implementation plans should include detailed accounting procedures
for the new services. Shell/Salmon and other parties note: that
LDCs in other jurisdictions presently offer various forms of
bankingvservice, so we are launching into previously explored
territory. ‘

Ouxr Rules of Practice and Procedure allow comments on
proposed decisions. . Such comments “shall focus on factual, legal
or technical errors in the proposed decision -and in -¢citing such
errors shall make specific references to the record. --Comments - -
which merely reargue positions taken in briefs will be accoxded no
weight and are not to be filed.” (California Code of Regqulations,
Title 20, Rule 77.3.) The parties’ comments on the proposed
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decision on gas storage banking generally conformed to this
rule.35 .

We have substantially modified the proposed decision.
Many commenters, including some supporters of unbundling storage,
urged us to proceed cautiously at this time, citing current
problems in transporting customer-owned gas and the sheer mass of
recent changes affecting gas customers, suppliers, pipelines, and
distributors. Thus, we authorize a pilot program for 1989-90. The
program will give us experience with many aspects of storage
banking, which should smooth the transition to unbundled banking.
service starting in 1990C.

PG&E and SoCal felt that the initial storage target, as
described in the proposed decision, did not adequately recognize
the price function of storage. However, finding of fact 2 says
that banking service “should not be permitted to...increase the
cost of serving core customers.” The LDCs apparently interpreted
”core peak season needs” (see Section IV.A.2) to refer only to
reliability. The correct view, expressed in Edison’s reply
comments, is that the initial storage target allows the LDC to
store “enough core portfolio gas to provide core customers with the
price function benefit as well as winter supply security.” Section
IV.A.2 is revised to clarify how price and reliability functions
are considered in the initial storage target. |

SoCal is concerned that our storage target process does
not adequately insure peak day requirements. In particular, SoCal

35 Our Docket Office correctly rejected the comments of two
parties (DGS and Poco) that served their comments on time but
failed to present a signed original, as required by Rule 77.2. We
grant their respective motions for leave to file late comments.
However, we are disturbed at the disregard of this clear
requirement. For the future, we advise the parties and our ALJs
that inadvertent error is not adequate to excuse compliance with
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notes that customer=-owned gas can be used to sustain APD pressures
in the storage fields, but cannot be diverted to meet core needs
absent a Commission~declared supply emergency. However, SoCal has
not grasped the significance of the LDC’s ability undex our
approach to adopt a revised storage target. Assume that there is.
no demand for storage banking whatsoever: the LDC would simply
revise its initial target to fully encompass system integration and
reliability functions, including both supply and deliverability
under APD conditions. If there is some but (in the LDC’s judgment)
still inadequate demand for storage banking to ensure that all
storage functions are provided for, then the LDC again would revise
its initial target to supplement that gas and the customer-owned.
gas in storage. Even if the demand for storage banking is high,
the IDC can still raise its initial target if it believes,
consistent with the storage functions we have discussed, that such
revision is prudent. The whole purpose of our two-step storage
target process (and other safeguards in the bankingrprogram) is to
ensure that the LDC alwavs has the opportunlty to optimize use of
its storage racillties.36

We have determined that the LDC’s management obligations
regarding the core portfolio require the LDC to include core-elect
customers’ loads in calculating the initial storage target.
However, core-elect customers (following implementation of regular
banking service in April 1990) will have to pay a value-based
reservation fee, like other noncore customers that bid for and
obtaln storage bank;ng. a B

36  In Section IV.A.J above, we noted that a logical price
criterion applicable to SoCal’s initial storage target night
Justify setting that target as high as 60 bcf, an amount that
exceeds SoCal’s Januvary APD requirement. An initial target at that
level seems to moot SoCal’s concerns, even without considering the'
ILDC’s ability to revise its initial target.
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Some of the testimony, as well as the comments, reflect .
some confusion between the cycling capability of storage fields and
total gas in the fields, which includes large quantities of gas
that must remain in the fields at all times to ensure their
operability and physical integrity. To clarify, when we refer to
gas storage volumes in this decision, we mean gas that can be
¢cycled in and out of the fields.

We agree with the comments that have urged us to have
uniform balancing provisions for both transportation and banking
services. We also see a need to establish an initial set of
balancing provisions now, in order to implement the pilot program.
Therefore, we may revise the balancing provisions described in
Section IV.E in connection with our order adopting final rules
governing gas procurement and related matters. (See Order
Instituting Rulemaking 88-08-018.)

We continue to provide l2-month balancing for the core
load of wholesale customers on the basis of the proportionate
amount of the LDC’s fixed costs of storage allocated to the
wholesale customer’s core class. However, we are willing to
consider alternatives whereby wholesale customers could use an
approach to setting core' storage targets similar to what we have
created for the primary utilities. The wholesale customers may
present their proposals for such alternatives in the reports that
we have requested from them on the pilot program.

Other notable chanqes'to‘the ALJ’s Proposed Decision
include a new approach to the billing of transportation charges for

“banked gas, clarification of the treatment of wholesale customers,
and revision of the LDC incentive. We have also added Appendix E
to aid preparation and review of the LDCs’ implementation plans.
Findi £ Fact

' 1. Gas storage by LDCs on behalf of core loads serves both a
prxce :unct;on ‘and- a. relzabilxty zunct;on.
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2. Gas storage banking service enables retail noncore
customers and wholesale noncore loads to take advantage of the
price function of storage. Gas banked for such noncore loads

should not be permitted to intexfere with service reliability for
core loads or otherwise increase the cost of serving core portfolio
customers. ) ' :

3. Gas storage banking should promote optimal use of the
LDC’s total systen. : :

4. The LDC’s initial storage target is based on the peak
season needs (considering both price and reliability) of core
(P1-P2A) and core-elect customers in a 2.0 standard deviation cold
year. The target does not include additional volume to meet APD
field pressures. ‘

S. Withdrawal of gas by banking customers is subject to
curtailment where necessary to ensure APD deliverability.

6. The LDC should publish, along with the initial storage
target and volumes available for banking, the APD schedule from
which the LDC would determine that gas ¢ould or could not de
withdrawn from storage without jeopardy to APD requirements. This
information and the LDC’s solicitation of banking service bids will
normally be published in early February.

7. The bidding for regular banking service should allow
enough time for potential bankihg customers to make plans and -
prepare bids, and for LDCs to think and rethink their storage
strategy and schedule before the beginning of the annual injection
season. : : :
8. The LDC should: have ‘discretion in'using any. banking-
capability remaining-after award of banking:volumes-through . --
bidding. The LDC may continue to fill its storage facilities, and
will certainly do so if its initial storage target and regular
banking are inadequate to ensure APD deliverability. . The LDC may -
also provide as-available banking, which would be interruptible
before regulax banking sexvice.
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9. SoCal has not demonstrated through economi¢ or other
relevant analysis any prudent basis for adhering to its one year-
in-100 cold season planning criterion.

10. TFees for regular banking service should have a value-
based component and a variable cost component. The value-based
component (“banking resexrvation fee”) allocates dbanking capacity
and is set by bidding. The bidding results in an annual fixed
charge in equal monthly installments.

11. The regular banking service should have a 12-month term,
commencing on April 1 each year. This date corresponds to the
beginning of the LDC’s injection season.

12. The potent;al banking customer will submxt its sealed bid
(expressed in mllls/therm/year) in the form of a list that would
show a variety of price levels and the banking volume that the
customer would request at each level. The list would start at two
nills and proceed upward in two-mill increments. After the close
of bidding, the LDC will select the banking reservation fee that
naximizes reservation of ban}cing capability.

13. VWhere the ILDC itself is a bidder on behalf of its
electric department, the LDC will submit its bid under seal to the
CACD. f

14. - SoCal should be authorized to recover its variable
injection costs through an in~kind charge, using as the basis its
average projected gas consumption after meeting the initial storage
target. PG&E may choose between a monetary or in-kind charge but
should indicate its choice in its implementation plan. In either
case, the basis for the charge is PG&E’sS average projected- ~=:::

electricity consumption-after meeting the initial .storage target..._..

15.. Variable costs should include a factor for uncollectibles
and apply'to the cost-based charges collected from all banking
customers except wholesale customers.

16. The variable O&M costs of the underground storage fields
(excluding pumping enerqy) are a yeasonable. PXoxy for\the variable
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O&M of the banking service. However, the LDCs should reconsider
their calculation of variable O&M in light of the level of banking:
capability contemplated in today’s decision.

17. The transportation charge for banking volumes should be
billed to match the incurrence of costs, half when the gas is
7deposited” and half when withdrawn and delivered, using the
applicable rate at each time. A broker or supplier that banks on
its own account (under the as-available banking service) would pay
the highest_noncoré transportation rate in effect when it nominates
volumes for “deposit”; when these volumes are withdrawn, the broker
or supplier would pay the rate applicable to the customer rece;v;ng
the gas for consumption.

18. Banking customers will potentially bear a significant
part of the variable costs of the LDC’s storage operations.,

19. Generally, all California noncore customers are eligible
for banking service. Wholesale customers are entitled to banking
service based on the share of LDC fixed storage costs allocated to
their respectzve core loads. They may get additional sexrvice
(regqular or as-available) on the same basis as other noncore
customers.

20. The interim approach to storage by wholesale customers in
D.88-03-085 is eventually to be superseded by today’s dec;slon- _
This supersedure is cont;ngent on the full ;mplementatlon of
regular banking service in time for the injection/withdrawal cycle
starting on April 1, 1990. ‘

21. Gas storage banklng is 1ntended solely for gas to pe
consumed in California. e R A P e

22. DProkers and suppliers -are not ‘eligible-for the reqular
banking service but may act as agents for eligible customers.
Brokers and suppliers may get as-available banking service (waere
offered by the LDC) on their own or their clients’ account. |

- 23. cOre-elect customers are noncore customers who, by vmrtue '
of their electlon, express-a preference for: pr;ce stabal;ty and
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supply security (in the form of a longer-term portfolio) as to at
least part of their requirements. Core election does nothing
except entitle such customers to a commodity price equal to the
core WACOG. The core-elect customer, like the rest of the noncore,
must pay extra if it wishes to benefit directly from storage |
banking capability. '

24. Commencing with regular banking service, LDCs' initial
targets will include a banking volume intended for core-elect
customers, based on LDC management appraisal of core-elect
consunption, load shapes, and seasonal gas price differentials. ,
This specification of banking volume for core-elect customers will
be subject to reasonableness review. -

25. The auction prlce will be used to price core-elect
banking service after-the-fact. Since core-elect customers, unlike
the rest of ‘the noncore pdrticipants in the banking program, will
net have had the opportunity to bid a volume associated with the
eventual banking price, the core-elect monthly reservation fee is
capped at 125% of the previous year’s fee. The revenues calculated
from the target volume and banking price will be converted into a
per-therm, average reservation fee for all cére-elect volunes, to
be collected in rates through a separately-stated volumetric.
charge. |

26. Some customers choose core election for only part of
their needs. Such customers may bid like other noncore customers
as to the remaining part of their needs. '

27. As-available banking is an incremental service,
curtailable ahead of the reqular service, offered on a
nondiscriminatory basis for varying terms (but always less.than .a
year), and using any banking volumes that might remain after
provision for both the volumes allocated through the regular
service and the LDC’s revised storage target. :

28. Fees for the as-available service, like the regular
service, would have variable cost and value-based components..
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Costs should be computed on an updated basis to reflect actual
conditions on the LDC’s system. Variable cost fees would be
charged on a volumetric basis, and the same types of costs would be
includable in both types of service. Value-based fees would be.
negotiable downwards fror the monthly fee derived from the bidding
for the regular service.

29. The treatment of revenues from the value-based component:
of as-available banking fees will be the same as for reqular
banking. E ,

30. Injections into and withdrawals from storage on behalf of
core loads (both the LDC’s own core and that of its wholesale
customers plus the LDC’s core-electﬂcustomers) take priority over
any storage operation to provide banking service. As among banking
customers, those with banked volumes under the regular service take
priority over as-available banking customers. 8

31. If the LDC experiences a capacity constraint anywhere on
its system (in the 'storage fields or on its pipelines) such that
the LDC cannot move banked gas, then the LDC will curtail all
reqular banking customers based on the existing noncore priorities.
(P2B=-P5) of the respective customers, to the extent necessary after
fully curtailing its as—available banking service. A curtailment
affecting only as-available banking service would likewise be
carried out on the basis of existing noncore priorities, except
that brokers/suppliers would be curtailed first. These rules apply
whethexr the constraint affects banking-'deposits" or “withdrawals.”

32. Banking withdrawal capacity may be constrained for two
general reasons: (1) if drawing down: the reserveoir -would.eliminate
the pressure necessary to sustain-withdrawals undex APD.conditions:
and (2) if total withdrawal capacity were needed for the core
poxtfolio because insufficient supply were delivered by interstate
pipeline supply sources, or LDC-owned gas in storage were more
economic than incremental sources of flowing supply. ‘
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33. Banking services require implementation of a nomination
procedure for “deposits” and “withdrawals.¥ The LDC will use these
nominations in planning how to move banked volumes and in effecting
curtailments. |

.34. All banking services, other than for wholesale core
loads, are provided only through the “best efforts” of the _
respective LDCs. Accordingly, there will be no rxebate of banking
reservation fees in the event of a curtailment.

35. Access to storage banking will enhance gas-~to-gas
competition in California, but it may also complicate the LDC’s
task of balancing its system. Proper system balancing is necessary
for controlling costs and ensuring reliability. Thus, those who
benefit from greater access to LDC facilities, including the LDC’s
pipelines and storage fields, must also bear (1) the responsibility
of complying with reasonable conditions on their use of the

facilities, and (2) any increased costs that result from failure to

comply with those conditions.

36. Short-term load balancing is bundled in the
transportation rates and provided routinely through “line pack”
(increasing the pressure in the LDC’s pipelines to hold more.gas)
and/or operation of some of the LDC’s smaller storage fields.
However, rules are needed to govern balancing service to banking
custoners for more than short—~term imbalances. _

37. Where less gas shows up than the LDC has been led to
expect, the LDC has some protection.because the banking reservation
fee is payable whether or not the full volume is used. Also, the
banking customer may release some or ‘all -of :its unused- reserved .
volume to the LDC, if the LDC consents....Finally,..the LDC may take
back unused reserved volume under a use-it-or-lose-it provision.
This provision will require the LDC to give written notice of a
deficit greater than 10% in the banking customer’s 'deposits”‘
compared to its nominations. If the deficit is not reduced to 10%
or less within 30 days of the written notice, then the LDC-may '
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either (1) take back unused volume exceeding the 10% margin (in
which case the LDC must prospectively reduce the banking customer’s
reservation fee on a proportional basis for months following the ”
take-back), or (2) fill the unused volume up to the 10% margin,
billing the banking customer for the LDC’s gas at the rate for the
proposed “standby service.” _

38. When more gas shows up than the LDC has been led to
expect, this constitutes ~unscheduled” banking. In this situation,
the LDC may bill banking charges for the excess gas (i.e., the
amount by which the customer’s “deposits” exceed its nominations by
more than 10%, after notice and opportunity to correct, as
described in Finding 37), including the LDC’s variable costs and
125% of the monthly reservation fee for ”scheduled” banking.
Otherwise, the LDC may either (1) purchase the excess gas at the
lovwer of the banking customer’s cost or the LDC’s lowest current
cost of gas, or (2) proportionally reduce the nominations during
the month !oilowing the end of the notice period to bring the‘-
customer’s balance within the 10% margin.

39. When the banking customer has gas in its account at the
end of its contract ternm, the customer may be able to get a new
contract (either by_successrully bidding for the regular service or
obtaining as-available service if offered). Otherwise, the LDC
will buy the gas remaining in the account at the price of its
lowest incremental source. ) '

40. Banking service (whether regqular or as-available) is
limited to the term of the contract between the bdnking custoner
and the IDC. A current banking customer .is not guaranteed:the:r same
or any banking volume during- a later term, nor.does.that.customer .
obtain preferential access to banking capability at the end of its
existing contract. :

- 41. Banking service (whether regular or as-available) is not
transferable, except that the customer may release some or all of’
its unused reserved volume back to the LDC with the LDC’s consent.
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If the LDC agrees to the release, then the customer’s obligation to
pay banking reservation fees is cancelled or proportionally reduced
for all months in the contract term following the month in which
the release is accepted.

42. The LDCs’ implementation plans should include a proposed
nomination procedure for banking “deposits” and ”withdrawals.” The
nomination procedure~will apply to banking customers generally,
except that wholesale customers will not be required to nominate
core gas from storage in winter. There will be no minimum or
maximum nomination. SoCal’s proposed minimum banking guantity is
unreasonably high, considering that the banking sexvice is
essentially an accounting transaction. An appropriate minimum is
two million cubic feet over an injection season, eguivalent to
about one month’s consumption by a noncore customer consuming at
the minimum rate to qualify for noncore status.

43. The LDCs will each book to an appropriate account the
value-based component of fees collected in comnection with banking
services. The LDCs will keep a small portion of these fees,
collected during the pilot program, as an incentive. Based on the
same principle that we have previously applied to the dispesition
of transportation priority charge revenues, the remainder of these
fees should go to reducing the revenue requirement allocated to
noncore customers for the LDCs’ fixed costs of storage.

44. Without experience or other basis for projection, the
revenues resulting from banking customers’ bids cannot practically
be dealt with on a forecast basis. However, the pilot program will
provide such a basis. Revenues from reservation fees should be '
forecast before commencement of regular banking-serVice~in~ApriL~ -
1990. LDC shareholders should retain any such revenues in excess
of the forecast.

45. The LDC will experience new and possably increased risks
in operating the banking service. This exposure to risk should be
accompanaed by opportunity for ga;n.
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46. The LDC should not be placed in a conflict-of~-interest,
so any revenues from bids submitted by the LDC’s electric
department should be excluded in calculating the portion of banking
reservation fees from the pilot program to be retained by
shareholders. Revenues from wholesale customers to cover banking
service for their core loads are also excluded. We will set the
- LDC incentive during the pilot program at 5% of the reservation fee
revenues (minus the exclusions just mentioned).

47. The LDCs’ storage facilities influence the LDCs’
procurement strategies; they play a role in load-balancing; they
,are an essential element in the reliability equation and the system
integration function. They are as nmuch involved as the intrastate
pipelines in the movement of gas across the LDCs’ systems to the
end-user. As PG&E and SoCal have noted repeatedly, gas stored for -
the core increases the noncore’s access to flowing supplies during
peak seasons. The storage facilities have been performing these
functions since long before the inception of gas transportation
service and the categorization of customers into core and noncore.

48. Given the current poor quality of information (in real-
time, disaggregated terms) on deliveries of transport and banking
volumes into the LDCs’ systems, ~“true-ups” seem to be a commercial
necessity. The LDCs” implementation plans should include detailed
accounting procedures for the new services.
conclusions of Iaw

‘1.’ Today’s decision does not affect the cost allocation
factors previously adopted for the new regulatory framework for
natural gas.

2. The pilot storige program for 1989~90 is in addition to
our interim approach (in D.88-03-085) to storage by wholesale
customers. That approach continues in effect during the pilot
storage program until superseded by full implementation of regular.
: banking sexrvice in time for the ;njectlon/wathdrawal cycle startzngu
on April 1, 1990. :
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3. All gas banked under the pilot program oX xeqular or as-
available storage banking service must be consumed in California.

4. The LDCs’ underground storage fields are facilities
dedicated to public utility service.

S. This decision should be made effective immediately in
order to. complete implementation of the pilot program before the
beginning of the 1989 injection season.

. IT XS ORDERED that Pacific Gas and Electric Company and
Southern California Gas Company shall file plans to implement the
pilot program approved in this decision. The plans shall ke
consistent with the foregoing Findings of Fact and Conclusions of
Law, and shall be filed, served, commented upon, and reviewed for
final approval in conformity with the schedule in Appendix C.
' IT XS FORTHER ORDEREZD that the interim approach to
storage by wholesale customers, instituted in Decision 88=03-085, .
shall continue during the pilot program but shall be superseded '
upon full implementation of the reqular banking service in time for
the beginning of the 1990 injection season (approximately April 1,
1990) . '
This oxder is effective today.
Dated November 9, 1988, at San Francisco, Califormia.

STANLEY W. HULETT
President
DONALD VIAL
FREDERICK R. DUDA
G. MITCHELL WILX
JOHN B. OHANIAN.
Commissioners
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Respondents: Patrick G. Golden, Richard Meiss, and Judi K. Mosley,
Attorneys at Law, for Pacific Gas and Electric Company; Luce,
Forward, Hamilton & Scripps, by Steven S, Wall, Attorney at lLaw,
for San Diego Gas & Electric Company; R. B. Keeler and G, J.
Sullivan, Attorneys at Law, Roy M. Rawlings and Maureen Lennon,
for Southern California Gas Conpany.

Interested Parties: ¢, Havden Ames, Attorney at Law, for
Chickering & Gregory; Armour, St. John, Wilcox, Goodin &
Schlotz, by James D, Squeri, Attorney at Law, for Xelco Division
of Merck & Company; Baker & Botts, by Steve Hunsicker, Attorney
at Law, for Temneco Oil Company and Conoco, Inc.; Brady &
Berliner, by Rogex 3. Berlinexr and John W. Jimjision, Attorneys
at Law, for Amoco Canada and Amoco Energy Trading Corporation
(jointly), Poco Petroleums, Ltd., Dome Petroleum Ltd., and
Canadian Producer Group; Matthew V., Brady, for Department of
General Services:; Brobeck, Phleger & Haxrison, by
Davis, Attorney at lLaw, and Squire, Sanders & Dempsey, by
Keith R- _McCrea, Attorney at lLaw, for California Manufacturers
Association and California Industrial Group; Ihemas Garmel,
Attormey at lLaw, for Conoco, Inc.; Dehorah M. Change, for
Meridian 0il, Inc.; Charxles E. Doexing, for the City of Long .
Beach: Richard A. Drom, foxr Exxon Corporation; Martin E. Drumn,
for City of Pasadena:; Richard XK. Durant, Frank J. Cooley, and
Michael Geonzales, Attorneys at Law, for Southern California
Edison Company:; DRavid Dyck, for AOGC; Karen Edson, for KXKE &
Associates: EXig¢ FEisenman, Clark Smith, and Cheryl Foley, for
Enron Corporation and Transwestern Pzpel:.ne Company: Mighael R.
Fercuson, Attorney at law, and Gary D. Simon, for El Paso
Natural Gas Company:; Fredexi¢c C. Fletchey, for the City of
Burbank; Michel TFlorio, Mark Barmore, Attornmeys at Law, and
Sylvia M. S;.egal, for Toward Ut:.l:.ty Rate Normalization; Graham
& James, by Boris H. Lakusta, Martip A. Mattes, Michael P.
Hurst, David J. Marchant, and Norman A. Pedersen, Attorneys at
Law, for KXexn River Gas Transmission Company, Amerada Hess
Corporation, and Southern California Utility Power Pool and
Imperial Irrigation District:; Rand L. Havens, for Mission
Resources; Fred Dorey, Attorney at lLaw, for XKern River
Cogeneration Company; Themas R. Hunt, II, for california
Independent Producers Association; Lindsay, Hart, Neil &
Weigler, by Michael Peter Alcaptayx, Attorney at Law, for
Cogenerators of Southern California; Henxy F. Lippift, 2nd,
Attorney at law, for California Gas Producers Association;
Jacksen, Tufts, Cole & Black, by M for Fob:xl o:.l
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APPENDIX A
Page 2

Corporation: Luce, Forward, Hamilton & Scripps, by John W.
Leslie, Attormey at Law, for Shell Canada Limited, Salmon
Resources Limited, and Mock Resources, Inc.; Marron, Reid & .
Sheehy, by Melanie S. Best: Patrick McDonnell, for Agland Enexgy
Serv:.ce, Inc.; Leamen V. Murphy, for Imperial Irr:.g:.at:.on
District: Judy Obst, for San Diego Gas & Electric Company;
Rokexrt L. Pettinate, for Los Angeles Department of Water and
Power:; BQM_L..P.Q&!SI' Attorney at law, for Hadson Gas
Systems: Patrick J. Power, Attorney at Law, and Tonv Bennetki,
for City of Palo Alto; Patrick J. Power and Righard Alesso,
Attorneys at lLaw, for City of Long Beach:; Paul M. Premo, for
Chevron: Phvllis Rainev, Attorney at Law, for Tenneco 01l
Company:; Norma J. Rosper, Attorney at Law, for Arco 0il and Gas
Conmpany: Lawrence W. Silva, for City of Glendale; Drazon
Brubaker & Associates, by Donald W. Schoenheck, for Watson
Cogenerxation Company; Skaff & Anderson, by Andrew J. SXaff and
XKenneth Randolph, Attormeys at Law, for Mojave Pipeline
Operating Company and Natural Gas Clearinghouse; Downey, Brand,
Seymour & Rohwer, by Phillip Stohx, Debbie Tellier, and
Christopher Ellison, Attorneys at Law, for Industrial Users
Group; Brian Sway, for California Gas Cooperative and Capitol
Qil Corxrporation; Mmm, for Morse, Richard,
Weisenmiller & Associates; Harry K, Winters, for University of
California; Morrison & Foerster, by Jerry R, ‘Bloom, Attorney at
Law, for California Cogeneration Council; Skeven Cohn, Attorney
at Law, for California Energy chmiss:.on. Ropert K., Weatherwax,
for Sierra Energy & Risk Assessment, Inc. (SERA); and
Barkovich & Yap, by Barbara R. Barkovich;

Attorney at Law; and Elliot J. Roseman, for thenselves.

Division of Ratepayer Advocates: Robert Cagen, Attorney at La.w,-’
Brian D. Schumachexr, and Geoffxev W, Meloche.
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Schedqule for Irplementation of Pilot Proaram

December 2, 1988 PG&E, SoCal file implementation
' plans

Decenmber 21, 1988 Other parties file comments on
the plans

January 11, 1989 Workshops start

January 25, 1989 Report to the Commission by
workshop participants

February 15, 1989 , Commission decision resolving any
' issues remaining after workshops

Mareh 1, 1989 PG&E, SoCal publish initial .
storage targets, solicit bids

March 10, 1989 ‘ Due date for bids

March 15, 1989 Bid winners and-volumes announcedrv

This schedule is tentatlve and may be revised by Rul;ng of the
Ass;gned COmmlssionar or ALJ.

(END OF APPENDIX C)




1.87=03=036, R.88-08=018 ALJ/SK/LS/JT/Ls %*

APPENDIX D
_ Page 1
rabl £ A 1 ab) {ati
This table contains an expansion of each acronym'and
abbreviation used in today’s decision. Following the expansion is
a reference to the section . in the body of the decision where the
acronym or abbreviation first appears.

ACAP | Annual Cost Allocation Proceeding (IV.B.3)
ALY . Administrative Law Judge (III)

APD Abnérmal Peak Day (II)

BCF Billion Cubic Feet (IV.A.3)

Comnission Advisory and Compliance
Division (IV.B.1l)

California Industrial Group (III)
Decision (IV.A.3)

California Department of General Services
(IXI;

Division of Ratepayer Advocates (III)
Southern Califormia Edison Company (IIX)
Imperial Irrigation District (IIIX)

Local Distridbution Company (here
designating PG&E or SoCal) (II)

Mock Resources, Inc. (III)

Operation and Maintenance (a category of
LDC expense) (IV.B.2)

Priority (IV.A,3)

Pacific Gas and Electric Company'(1)~
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Poco

scupp

SDG&E
Shell/Salmon.

Socal
Tr.
TURN
W}COG

APPENDIX D
Page 2

(continued)

Poco Petroleums Ltd. (IXI)

Cities of Pasadena, Glendale, and Burbank,
and the Los Angeles Department of Water
and Power (III)

San Diego Gas & Eléctric cOmpdny (IXI)

Shell Canada Limited and Salmon Resources,
Ttd. (IXIX)

Southern California Gas Company (I)
Reportexr’s Transcript (VIXIXI)

Toward Utility Rate NormalizationvfIII)
Weighted~Aweragé‘CQ§t of Gas‘(Iv.c-3j

(END OF APPENDIX D)
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Elémntsozcassmragesamd.ng
cervices 2 ) in Todav’s Decisi

The FG&E and SoCal implementation plans must provide for the following
elements, which are here abstracted from the body of the decision. This
samary is for quick reference; please examine the relevant discussion in the
decision itself to understand the rationale and interrelationship of the
various elements. In condensing the language of the decision, a diligent
effort has been made to represent the decisicn as accurately as possikle;
however, the language of the decision itself is contxrolling.

The list of elements covers regular and as-available banking service. Mary of
these elements also apply to the pilot program. An astexisk (*) appeaxs
before the mamber of each element applicable to the pilet program. Two of the
main differences between the pilet program and unbundled stoxage banking'
sexvices ave that the Initial Storage Target will not be implemented in the
pﬂdtprogfm,whiletnemcmcentiveismcelytoberevisedwnmwé |
implement urkundled storage banking. |
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Tnitial S T

IDCs shall plan to store gas to supply cold year peak season needs of
core portfolio customers (core and core-elect) , censidering both price
ard reliability.

IDCs shall announce the volume available for gas banking.

Withdrawal of banked gas is subject to curtailment where necessary to
ensure APD deliverability.

10Cs shall publish, with the initial storage target, the APD schedule
from which the IOC would determine that qas could or could not be
withdrawn fxom storage without jecpaxdy to APD requirements..

The initial storage target does pot include the additional volume
necessary to- ensure field pressure meeting the AFD delivexability
standard, although the LDC will revise its storage target whenever the
levelofstoraqesenncerequested together with the initial target,
deoes not meet the APD standard.

‘mesto:agebmﬂmugsystmisssentnllyanamtugmechammwhereby
the IDC cblicates itself, for a fee, to deliver gas to the banking
customer or designated end-user.

SocCal shall calaxlate the banking volume available by subtxacting its
initial target, plus the small amount of undergrourd storage used for
short-term load balancing, frem its total storage field capacity. The
initial target is the volume of gas storage necessary to supply core peak
season needs.

PGEE will present its proposed methodology for calculating the i
volume available in its first report -(May 1,-1989) during the pilet
progran.

In early February, LDCs shall publish-the initial storage target,. banking
volupe availability, and solicitation for banking service bids. If bid
volumes are madequatetoensuxetbatAPDrequanemsare satisfied, the
IDC shall ammounce a revised storage target. Otherwise, itmyannamce
2 revised storage target.

The IDC’s reliability criterion for the initial storage target shall be
based on core (P1l-P2A) arﬁcore-electpeakseasonmedsmaz OStanda:d
deviat:.onooldyear : \ N
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*10. Fees for gas storage banking consist of a value~based conponent and a
variable cost component. The value-based cowponent is the banking
reservation fee. The variable cost component consists of the injection

- energy cost, the variable O&M cost, and a factor for \mcollectablos.‘

- Banking volumes available on the IDC’s system shall be allocated by bid
with no set maximm charge.

Barﬂc.ngca :J.:.stallbezmervedforamstomerbymepaynmtofan
bankmg fixed charge (banking reservation fee) in equal monthly

13a. Reqular banking service shall be for an annmual term begimning on April 1
eacb.year.

sz'mepnctprcgrmshallberoralz-nmmhtembeglmmgonmrﬂ 1,
1989.

*14. The storage banking system is not a rental of storage space.

*15. The banking reservation fee buys a reservation of capability on the 1DC’s
system whéther or not the banking custamer is able to make use of it.

*16. The banking reservaticn fee bidding system results in 2 single fee that
w:llmtbeh;gherthanthepncethewsbmer:smlmgtopayforthe
awarded banking volume.

#17. The potential banking customer shall submit its banking reservation fee
bid (expressed in mlls/them/year) in the form of a list of price levels
arﬂtheban)cmgvolmnetheoasmer d request at each level. The
lzstsballstartattmmllsandmveuwazﬂmtwo—mﬂlmmmts

*lBa.Arter the close of bidding, the IDC shall select the single banking’
rescrvation fee that maximizes reservation of available banking capacmty.

18b. Core-elect custamers shall pay the resexvation fee that Tesults from the: - + = ==
bidding, except that the fee shall not exceed 125% of the reservation fee
determined from the preceding year’s auction.

*19. IDCBshaJmepaxebxdding:omsaminstructzonsandqwemmto
potential banking custcmers upon regquest. The instructions shall include
the 1IDC's AFD schedule andbamc.ngcapabmty.

*20. The opem.ng of the bids, and the desicmaticn of the :servat:.on fee,
winning biddexs, and their volumes, shall be conducted with appropmte
sa:eguaxdstomsm:ethe integrity of the process.

w2l. IDCssbﬂ.lproposeadeta:ledb:demgprctocolaspartofthe:r
mplemem:at:.on filing.
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*zz.meoostoftheme:gyusedtomjectgasmthewﬂe:gzumd rage
fields shall be recovered by Socal through an in-kind charge against each
ba:ﬂc:mgcustcmer’s #deposits.”

w23. SoCalshallrecanputethe in-kind charge using its average projected gas
consumption to inject banking gas after meeting core storage needs.

*24. FGSE may recover its injecticn emexgy costs either in-kind or through a
monetary charge. It shall indicate its choice in its implementation
plan. The basis for the injection energy costs shall be its average

projected electricity consumption to inject banking gas after meeting
core storage needs.

*25. IDCs shall calculate a charge for variable OM expenses using the
variable costs of the storage fields (ebcclwng injection energy) as a
proxy for the variable O&M of the banking service.

#26. The factor for uncollectibles shall apply to all banking customers,
except wholesale customers. The LOC shall use the factor approved in its
most recent general rate case decision.

*27a.The transportation xate applicable to banking volumes shall be that under
the banking custamer’s transportation schedule. Half of the rate shall
ke collected when the gas is deposited and half when the gas is nominatéd
forwithdmwalanddel:.vemdtotnebmﬂo:gmstw.

27b. A broke.r or suppller that banks on its own account under the as~-available
service shall pay half the highest noncore transportation rate in
effect when it “deposits” barking volumes: when these volumes are
withdrawn, the transportation rate is half of that applicable to the
customer receiving the qas for consumption.

Eligibility for Gas St Barking Service

. Calculations pexformed-in the ACAPs -shall-reflect the! porticn ofthew = .t .o .
variable costs of the LIC’s storage operations that banking customers.:—rz -= -~ =

will bear.
#29. All cal.i.‘f.omia noncore customers are eligible to bid for banking service.
30.. This decision supersedes the interim approach to. lcad balancing.by -

wholesale customers specified in D. 88-03-085 unless implementation or
th:.s dec:s;on is too late for the 1990 storage cycle.
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31. Each wholesale custaper. is entitled to banking sexvice to the extent of
its core load. This entitlement is calculated from the proporticnate
amountt of LDC fixed costs of storage represented by the wholesale
custamer’s core load under our allocation factor (peak seasen cold year
sales). If the wholesale customer desires additional storage service, it
mast bid in the same mammer as other noncore CustAMers.

All banked gas shall be consumed in California.

mifomiaaﬂ-userﬁmbidtorardobtaingasstomgemmthm&x
‘and SoCal whether or .mot they are in either company’s service area as
lorgas;heend—usercertiﬁesthatthebanked"volmesuinbeusedin
Califormia. = .

An organization of end-users may bid for and cbtain banking service on
behalf of its members as long as that activity is consistent with the
organizaticn’s charter.

Brokers/suppliers are not eligible (except as agents for noncore -
Qustamers) for the regular banking service but they could be eligible for
as-available banking service if the IDC chooses to offer it.

Bmkexs/mlie:s may bid for and cbtain banking service as agents on

behalf of specified Califormia end-users to whem the broker/supplier
provides gas. The brokexr/supplier must certify that the banked volumes
will be consumed in California. '

The IDC initial stoxage tarxget for its core-elect customers shall ke
based on general reliability and price considerations applicable to core
portfolico procuxement. The banking reservation fee for these customers
shall be that derived fxrom the current year’s bidding, subject to a cap
of 125% of the previous year’s monthly reservation fee.

Any bid by the IDC’s own utility electric genexation department shall be
by sealed bid submitted to CACD before the bidding deadline. No bids, by
the IDC or others, shall be opemed until after the bidding deadline.

e o ————— o e g ¥

e R LT R R
3 . = i e T T T

Customers who go core-elect for only part of their needs may bid Like « o aimin . f75
other noncore custcmers for the rest of their needs.

2 {lakle Pk .

As-available banking service is an incremertal sexrvice offexed on a non-
discriminatory basis for varying temms of Jess than a year. It uses
banking volumes. available after provision for both the IDC’s revised
storage target and regular banking service. :
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Fees for as-available service shall have variable cost and value-based
campenents. The variable cost camponents shall be camputed on an updated
basis to reflect actual conditions cn the IDC’s system. Variable cost
fees shall be charged on a volumetric basis, and the same types ¢f costs.
would be includable in both reqular and as-available banking sexvice.
Value-based fees shall be negotiable dowrmwards from the monthly fee-
derived from bidding fox the regular service.

1DCs shall propose texrms for as—-available banking in their implemen—
tation plans whether they expect to offer it or not.

_ 1 Qurtailnent

Storage imjection and withdrawal on behalf of core customers takes
priority over banking service. FPartial curtailment of banking sexrvice
dtmng the pilot program shall be based on ao.st.:.n; noncore priorities.

Whenever banking service (deposits or withdrawals) is curtailed, as-
available sexrvice shall be curtailed first. After all as-available
service is axtailed, reqular service shall be curtailed. Partial
azmlmafregularseruceshallbebasedonmsungnoncore
pricrities. Partial aurtailment of as-available service shall be based
on existing nencore priorities except that brokers and suppliers shall be
an‘taaledﬂ.rst.

The LDC implementation plans shall include a nomination procedure for
deposits and withdrawals by banking custcmers. There shall be no mindmn
or maximm nomination. .

The IDC’S withdrawal capability for banking service may be constrained if
(1) drawing down the reservoir campromises ADP deliverability, (2)
withdrawal capability is needed by core portfolio customers because of:
insufficient deliveries by interstate pmpelm, or- (3) .IDC=cwmed. qas - mn :
storage is more eccoomic: tor cone port::folmo customers than. incremental ..
sources of flowing SIPPLY-. .

Gas Balancing

All banking sexvices are provided only through the best efforts of the

InCs. 'mexeshallbemrebatesofbarmngraervauonfeesmtheevem
of a curtailment of banking sexvice. However, for the pilct program, the
IDC shall not retain any incentive fram a banking customer’s reservation
fee for any month in which banking sexrvice to that custamer is curtailed.
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#48. The banking reservation fee is payable whether or not the full volume is

*49. The banking custamer may release scme or all of its umised reserved
volume to the LDC if the IDC consents.

*50. The IDC may take back urmused reserved volume wder a use-it-or-lose-it
provision. The provision shall require the IDC to give the banking
customer written not;oe of a deficit (measured over a one-month penod)
greater than 10% in the customer’s deposits campared to its neminations.
If the deficit is not reduced to 10% or less within 30 days of the
written notice, the LDC may either (1) take back the umised volume in
excess of the 10% margin, or (2) £ill the umised volume up to the 10%
maxg:.n billing the customer for the IDC’s gas at the proposed standby
sexrvice rate. (See R.88-08-018, pp. 12-15, ard Appendix B). If the IDC
takes back the unused volume, it shall prospectively reduce the banking
customer’s resexvation fee on a proportional basis for the months
following the take-back.

*SlamenthebaNQngmstmersdeposmsemeeditsmuonsby'm:ethm
10%, after written notice and a 30-day grace perioed, the LOC may reduce
0 theamstommmthanlo%. The IDC may either (1) puxchase the

emsgasattbelmozmebanhngmtm'scostormem@s
lowest caxxent cost of gas, or (2) proporticnately reduce the naminations
during the month following the end of the 30-day notice pericd to bring
the custamer’s balance within 10%.

*S1b.As an alternative €0 reducing a custemer’s excess deposits, the IOC may
treat such deposits as unscheduled banking. The charges would be.
calaulated in the same way as under as-~available service, expect that the

resexvation fee would be 25% higher than that determined by bldd.mg foxr
the IDC’s scheculed bankirng.

*sz.vzbmthebarﬂcmczstcmerhasgasmmsammtattheendorthe )
contract term, the IDC shall huy the remaining ¢as at the price.of its .. .. _
lowest incremental souxce, mlasthewstmerhasamconmctdueto Cia
a successful bid tor:egularbaﬁcngsa:vxce orobtammgas-avaalable , '
se::v:.ce, if offered. '
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The .f.ollow:mg items, together with wor)q:apers assumptid supporting
documernttation, shall be f:i.led as part of each IDC’s plan for implema'rt.mg the

:.‘Lot:pcrognm.

1.

B:.dd.mgfomsandinstxuct:.ms.

. Detailed bidding protocol.
‘ mjecti.cn charge calaulation.

Choice between. in-kind and monetary injection charge = FG&E only.
Var:wble O&M chaxge calc\ﬂ.at:.on.-

Nomination procedum for deposits and withdrawals.
Banking contract forms.
Detailed'acccurmi.ng_pmced\w for banking sexvice.

Interutility coordination procedixes, as needed, e.g., to implement
baxﬂcmgbyawstmermtheottm:&'smceam

additions to or modifications of the p::e.'l.imma:ry statement:,
rule:» and’ tar:.tf.s.
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*48.'mebanldngmmtimfeeispayablewhemerormtthefullvolmis

*49. The banking custamer may release same Or all of its unused reserved:
volume to the IDC if the IDC consents.

*50. The LIC may take back uused reserved volume under a use—it-or-lose~it
provision. The provisicn shall require the IDC to give the banking
custemex written notice of a deficit (measured over 2 cne-month period)
greater than 10% in the custower’s deposits compared to its nominaticons.
If the deficit is not recuced to 10% or less within 30 days of the
written notice, the 1oC may either (1) take back the wmsed volume in
excess of the 10% margin, or (2) £ill the umsed volume up to the 10%
mar.gm bﬂlugthewstmertorﬂzel&'sgasattheproposedstmdby
service rate. (See R.88-08~018, pp. 12=-15, and Appendix B). If the IDC
takes back the urnsed volume, it shall prospect.wely reduce the banking
customexr’s reservation fee an a proportional basis for the months
following the take-back.

*Sla.When the banking customer’s deposits eaoceed its naminations by more than
10%, after written notice and a 30-day grace period, the LIC may reduce
the excess to no-more than 10%. The IDC may either (1) purchase the
. ‘excess qus at the lower of the banking custamer’s cost or the IIC’s
lowest cxrrent cost of qas, or (2) proportionately reduce the ncminations
Arring the month following the end of the 30-day notice peried to bxing
the custamer’s balance within 10%.

*51b.As an alternative to reducing a customer’s excess deposits, the LDC may
treat suchdepos.xtsasxmschedxﬂ.edbmﬂmq The charges would be
calculated in the same way as under as-available sexvice, expect that the
reservation fee would be 25% higher than that determined by blcld.mg for
the IDC’s scheduled banking..

*52. When the banking custcmer has gas in its accont at the end of the
contract tem, the IDC shall buy:the remaining qas at.the price.of its-_... .. .
lowest incremental source, \mlessthemswne:hasamcontractduetoh;ﬂ_‘_. .
a successful bid for reqular banking sexvice orobtamngas—milable
se:v:.ce,;foﬂwad
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*53.

*54.

*%.

*59.

The IDCs shall txrack banking reservation fee revenues in an appropriate:
account. .

Banking reservation fee revemes shall be used to offset costs allocated
to nencore custcmers. During the pilot program, this offset does not
apply to core-elect customers. Therefore, the offset will include core-
elect customers.

IDCs shall report the reservation fee account balances in their
respective ACAPs. Such balances from the pilet program shall be reduced
by the amount of the IDC incentive.

The IDC incentive during the pilot program shall be 5% of the banking
reservation fee revemues, exclusive of revemies from bids sukmitted by
the IDC’s electric department and revenues from resexvation fees paid by
a curtailed customer for any month in which banking service to that
customer is caxtailed. Wholesale customers’ share of the IDC’sS storage
fixed cost is not considered “banking reservation fee reveme.” :

Miscellapecus.

Banking sexvice shall be limited to the texm of the contract between the
10C and the customer, when each banking customex’s account shall be drawn
down to- zZero or remaining gas disposed of per g 53.

Baﬁdms&wiceismttrmstm:able,exceptwhmmleasedtothemmm
the ILIC’s ccmem:._' ‘ : -
The mmmmbaﬁcng quantity shall be 2 million cubic feet over an - -

A R R el
v m ke

PN

#60. The IDC’s implementation plan shall include detailed:accounting == . e e

procedures for banking sexvices.

e S A w e s aw
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The following items, together , assumptl supporting:
doamentation, shall be filed as pa.rt: of each IDC’s plan i'or implementing the
pilot program.

Bldd:.ng forms and :Lnsm.xct:.ons.
Deta:.led bidding pcr:ot:ocol.

:mjection charge ‘calailation.
: c:boice.- between in-kind and monetary injection charge — FGAE only.
| Variable OR charge calculation. |
Nemination procedure for deposits and withdrawals.
Banking co:itract forms.
Detailed accounting procedures for banking sexrvice.

mt:mit::i.lity coordination procedures, as needed, e.g., toinplmxtv
bmﬂd:gbyawstmintheotberlm'ssewicem

Proposed additions to or modificaticns of the prelimmary st:atemmt,
rules andtarur.s.
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Decision

BEFORE THE PUBLIC UTILITIES COMMISSION. OF THE.ijﬁﬁE'OF CALIFORNIA

Ordexr Instituting Investigation into ) , ‘
procurement and system reliability ) I./87~03-036
issues deferred from D.86-12-010. ) (Filed March 25, 1987)
)

(See Appendix A for appe rancés.)
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Decision 88 11 034 NOV 9 1988 |
BEFORE THE PUBLIC UTIL;TIES\COMMISSION OF THE STAmé“b
Order Instituting Investigation 1nto

procurement and system reliability
issues deferred from D.86-12-010.

Order Instituting Rulemaking into
natural gas procurement and system
-reliability issues.

)
)
)
)
)
)
)
)
)

(See Appendix A for appeara
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Introduction

In today’s decision, we direct Pacific/Gas and Electric
Company (PG&E) and Southern California Gas Con ﬁny (SoCal) to
provide gas storage banking service. The s%;Vice should help these
utilities’ noncore customers to benefit from seasonal fluctuations
in the price of gas consumed in Calirornia{ while ensuring that the
" utilities’ own storage operations on ﬁr of core customers
continue unimpeded. ::?A

The new service approaches & full unbundling of

underground storage, lacking only a geparate priority charge for
injections and withdrawals. Such undling should optimize the
use of PG&E’s and SoCal’s tacilit}es, which will benefit both the

core and noncore customers of these utilities.
IX.

Gas pricez tend to /fluctuate seasonally. Demand, and
thus price, is usually highest during the winter, when residential
heating augments commercial/and industrial loads that (generally
speaking) have a higher load factor year-round. PG&E and SoCal use
their underground storage,/ in part, to buy relatively cheap gas
during the summer. This mse of storage, which we shall refer to as
the price function, also/ enables the local distribution company
(1DC), or any other gas/purchaser with storage capability, to take
gas at a relztively high level year-round:; this is attractive to
pipelines, producers, and other sellers, and 8o improves the
purchaser’s bargaining position. (In today’s decision, we use LDC
to refer to either‘or both PG&E and SoCal.)




[P

1.87-03~036, R.88-08=018 ALJ/SK/fs/It/fs #*

VAL QYL LG s } Doy S IORAGE DBANKL) iRV LCE

I. Intreoduction

In today’s decision, we create a blleprint for Pacific
Gas and Electric Company (PG&E) and Souther)y California Gas Company
(SoCal) to provide gas storage banking septVice, based on the |
integrated use of their pipelines and thé cycling capability of
their underground storage fields. The/service should help these
utilities’ noncore customers to benefdt from seasonal fluctuations
in the price of gas consumed in Caljfornia, while ensuring that the
utilities’ own storage operations ¢n behalf of core customers
continue unimpeded.

' Ultimately, the servige will approach a full unbundling
of underground storage. Such Anbundling should optimize the use of
PG&E’s and SoCal’s facilitiesg/, which will benefit both the core and
noncore customers of these ytilities. However, fully unbundled

. storage banking service reguires resolution of several gas
transportation and pro tment issues now pending at the
Commission. Thus, we agbpt a modest storage banking service for
use in the 1989-?0 inj=ction/withdrawal.cycle. This.pilpt program V/
is described in Sectign VII of today’s decision. We plan to
implement the unbundled storage services (regular and as-available)
to supplant the pildt program, staring with the 1990-91
injection/withdrawAl cycle.

IX. The Gas Stoxage Function

Gas prices tend to fluctuate seascnally. Demand, and
thus price, is usually highest during the winter, when residential -
ts commercial and industrial loads that (generally
ve a higher load factor year-round. PG&E and SoCal use
ound storage, in part, to buy relatively cheap gas-
summex. This use of storage, which we shall‘rerer tofas'_
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Other uses of storage are peculiar to the Lgcr because
they relate to the LDC’s obligation to serve. To simplify a
complex subject, the LDC, as a public utility, mug;/brovide
reliable service ‘o those customers (the core) who lack practical
short-range alternatives to gas consumption. zﬁ; LDC must
therefore have (1) access to a yolune of gas déequate to the needs
of core customers over the entire peak seas9n, and (2) ability to
deliver gas neaded by core customers on pexk days during the peak
season. (Deliverability standards are set on the basis of abnormal
peak day (APD) conditions on the LDC’s aéztem. “Deliverability~
for these purposcs is a function, in large part, of the pressure
existing in the LDC’s various storage/facilities.) without stored
gas, the LDC would have to satisfy its peak season and APD
requirements entirely through flowing gas, and thus would have to
nmaintain a large amount of pipeline capacity for which the LDC had
little or no use for much of the year. We shall refer to these
uses of storage as the reliability function.

Finally, as suggested/above, the LDC’s pipelines and
storage facilitiss have complementary roles that enable the LDC to
optimize the use of both. We/ée:er to this complementary
relationship as the system iﬁtegration function.

The unbundling of lgas transportation and commodity
services to noncore custoners has proppted investigation of other
potential uses of the 1LDC’s facilities by such customers. The crux
of the hearings on gas sto%age is that many of PG&E’s and SoCal’s
noncere customers—-many o§ whom now get only gas transportation
sexrvice from the LDC-~would like the opportunity to benefit from
the price function of storage by “banking” (on the LDC’s systen)
gas that they have pr ed for themselves. Both PG&E and SoCal
feel that they have sufficient system flexibility to offer such
banking service, provided that it does not interfere with the
reliability function oxf otherwise increase the cost of serving
their core customers. [The debate on banking is esaantially‘over'
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the price function, also enables the local distribution company
(LDC), or any other gas purchaser with storage capability, to tak
gas at a relatively high level year-round:; this is attractive ¢
pipelines, produ¢ers, and other sellers, and so improves the
purchaser’s bargaining position. (In today’s decisibn, we wse LDC
to refer to either or both PG&E and SoCal.)

Other uses of storage are peculiar to the LDC/ because
they relate to the LDC’s obligation to serve. To simplify a
complex subject, the LDC, as a public utility, must/provide
reliable service to those customers (the core) wheo' lack practical
short-range alternmatives to gas consumption. Thé LDC must
therefore have (1) access to a volume of gas adequate to the needs
of core customers over the entire peak seasef, and (2) ability to
deliver gas needed by core customers on gyéi.days during the peak
season. (Deliverability standards are on the basis of abnormal
peak day (APD) conditions on the LDC’s/system. #“Deliverability”
for these purposes is a function, in/large part, of the pressure
existing in the LDC’s various storyge facilities.) Without storxed
gas, the LDC would have to satisff its peak season and APD
requirements entirely through fYowing gas, and thus would have to
nmaintain a large amount of pipeline capacity for which the LDC had
little or no use for much of/the year. We shall refer to these
uses of storage as the relfability function. V

Finally, as suggested above, the LDC’s pipelines and
storage facilities have/zzmplementary~roles that-enable-the- LDC to
optimize the use of. . We refer to this complementary
relationship as the System integration function.

The unburidling of gas transportation and commodity
services to noncgre customers has prompted investigation of other
potential uses 0f the LDC’s facilities by such customers. The crux
of the hearings on gas storage is that many of PG&E’s and SoCal’s
noncore custdmers——many of whom now get only gas transportation

- the LDC-~would like the opportunity to benefit from
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the kind and extent of safeguards that are adequate to-prevspt’such
* ‘adverse impacts but not so restrictive as to render the service
unmarketable to potential banking customers.

Irr. Ppositions of the Parties

The gas storage hearings preduced a vo uminous record.
Nineteen witnesses sponsored over 60 exhibits./ Nineteen parties
participated actively in some aspect of the arings;l The
transcript record runs over 2,000 pages, and the parties filed
opening and reply briefs. '

The record issues are not clear~cut. Storage banking of
customer-owned (or brokered) gas is a new service in Califormia.
Time pressure and the complexity of devising a new service resulted
in much hearing time devoted to what yould normally be pre-hearing
discovery on such matters as how PG&E and SoCal operate their
underground storage facilities. Much of the record is confused
because certain terms were not unde¢rstood or were used to mean

1 PG&E, SoCal, and San Diego Gas & Electric Company (SDG&E) arxe
respondents in this investigation. Others participating through
briefs, testimony, or cross-examination include: the Division of
Ratepayer Advocates (DRA):; Cities of Long Beach and Palo Alto:
the California Department of /General Services (DGS):; Mock
Resources, Inc. (Mock): Southern California Edison Company
(Edison); Southern California Utility Power Pool (SCUPP, consisting
of the Cities of Pasadena, ¢lendale, and Burbank, and the lLos
Angeles Department of Water/ and Power): the Imperial Irrigation
District (IID, participating jointly with SCUPP); Shell Canada
Limited and Salmon Resources Ltd. (Shell/Salmon, participating
jointly, and joined by M on brief); Toward Utility Rate
Normalization (TURN):; Poco Petroleums Ltd. (Poco) and California
Industrial Group (CIG), which sponsored joint testimony and briefed
separately; and Hadson Systens. Shell Western E & P, Inc., and
Texaco Producing Inc. jojintly submitted a “Statement of Counsel”
commenting on the PGLE and SoCal storage service proposals.
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the price function of storage by “banking” (on the LDC’s sysyfem)
gas that they have procured for themselves. Both PG&E and/SoCal
feel that they have sufficient system flexibility to offer such
banking service, provided that it does not interfere with the
reliability function or otherwise increase the cost sexrving
their core customers. The debate on banking is essentially over
the kind and extent of safeguards that are adequaye-to\prevent such
adverse impacts but not so restrictive as to re

unmarketable to potential banking customers.

The gas storage hearings pr ced a voluninous record.
Nineteen witnesses sponsored over 60 ibits. Nineteen parties
participated activgly in some aspect/ of the hearings.1 The '
transéript record runs over 2,000 yages, and the parties filed:
opening- and réply.briefs-  ‘

1 PG&E, SoCal, and San Diego Gas & Electric Company (SDG&E) are
respondents in this invéstigation. Others participating through -
briefs, testimony, or Lross-examination include: the Division of
Ratepayer Advocates (DRA); the Cities of -Long-Beach and-Palo Altor
the Califormnia Dep ent of General Sexvices (DGS); Mock
Resources, Inc. (Mo€k): Southern Californmia Edison Company -
(Edison) ; Southern/California Utility Power Pool (SCUPP, consisting
of the Cities of Pasadena, Glendale, and Burbank, and the Los
Angeles Department of Water and Power); the Imperial Irrigation
District (XID, icipating jointly with SCUPP): Shell Canada
Limited and Sa¥mon Resources Ltd. (Shell/Salmon, participating
jointly, and Joined by Mock on brief)r Toward Utility Rate
Normalizatioy (TURN); Poco Petroleums Ltd. (Poco) and California
Industrial Group (CIG), which sponsored joint testimony and briefed
separatelyy/ and Hadson Gas Systems. Shell Westerxrn E & P, Inc., and
Texaco Producing Inc. jointly submitted a #Statement of Counsel”
commenting on the PG&E and SoCal storage service proposals. ‘
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different things by different parties. PGLE and SoCal produced
exemplary tariffs that helped illuminate their proposals but that
unfortunately were not available until the latter part of the
hearings. The exemplary tariffs also raised new issues of their
own. The unsettled situation reqgarding transportepion pxiority,
and how priority for withdrawal from/injection into storage should
relate to transportation priority, led to—convoizted-discourses on
whethexr storage is a supply function or a tra éport function.

The result is that a concise summary of each party’s
position would be difficult and probably ni&leading. In lieu of
such a sumary, we provide an issues matréx (Appendix B). The
matrix, prepared at the request of the aAssigned ALY, is a joint
effort of the principal participantsgf/nwe will also take note of

some of the leading schools of thouglit as we resolve issues in the
following discussion. ‘

Reliability Functions of Storage and Should Promote

We intend that core customers continue to receive
reliable service from the/LDC. Service to the core includes (on a
bundled basis) gas storage. Thus, we calculate the avallability of

2 PG&E’s counsel performed the complex and sometimes irritating.
task of coordinating preparation of the matrix. Lest the task also.
be thankless, we/take this opportunity to express our appreciation.

.’ . )

-~
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The record issues are not clear-cut. Storage banki
customer-owned (or brokered) gas is a new service in Califoxhnia.
Time pressure and the complexity of devising a new service resulted
in much hearing time devoted to what would normally be yre-hearing
discovery on such matters as how PGLE and SoCal opera¥e their
underground storage facilities. Much of the record/is confused
because certain terms were not understood or were/used to mean
different things by different parties. PG&E and SoCal produced
exemplary tariffs that helped illuminate theiy proposals but that
unfortunately were not available until the
hearings. The exemplary tariffs also raiséd new issues of their
own. The unsettled situation regarding Lransportation priority,
and how priority for withdrawal from/iyjection into storage should
relate to transportation priority, l¢fl to convoluted discourses on
whether storage is a supply functi or a transport function.

The resuvlt is that a coycise summary of each party’s
position would be difficult and frobably misleading. In lieu of
such a summary, we provide an fssues matrix (Appendix B). The
matrix, prepared at the requebSt of the assigned ALY, is a joint
effort of the principal p icipants.z We will also take note of
some of the leading schoold of thought as we resolve issues in the
following discussion. '

- counsel performed the complex and sometimes irritating.
task of cobrdinating preparation of the matrix. Lest the task also -
‘ Ass, we take this opportunity to express our appreciation.

-5 -
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storage banking on the LDC’s system only after ensuring that the
systen can meet core peak season denand.3 ’

In addition to the price and reliability functions, the
LDC’s traditional storage activities helped to ensuré that the ILDC
could combine its facilities (such as its pipeline'e and underground
storage fields) in a fully integrated and eﬂ.’ic/:i/ent operation.
Thus, the LDC could use its pipelines to fill storage during
periocds of low demand, when the pipelines wc}uldu otherwise stand
empty:; and during periods of high demand, the availability of
stored gas would minimize the risk of cu:;t’eilment and free up space
in the pipelines for flowing gas to lower priority customers.

Fully used facilities spread fixed costs over maximum volumes, thus
reducing the LDC’s risks and the customer'e rates.

We include optimal system use among the goals of the new
gas storage banking service. We recognize that the sum total of
individual noncore customers’ storege decisions, taken together
with storage to meet core peak seu{son demand, may or may not ecual
. the optimum level of storage. A.'l.so, transportation problems (e.g.,
nonperfornance by producers or interstate pipelines) may mean that
some gas designated for storage/ by end-users or brokers fails to
arrive. Therefore, we must devise a mechanism that will (1) allow
noncore customers to store gas, and (2) give LDCs flexibility to
ensure that an app_ropriate v?iume of gas is stored.

2. The IDC Should Prepare an Initial Storage Target,

and a Raviged ;‘;ﬂet That Takes Into COnsideration
¢

We begin with th(e’ premise, not disputed by anyone, that
the LDC should plan to stc?re gas to supply core peak season needs.h
This projection provides the LDC’s initial storage target. The
initial target does not include any volume for noncore customers

/

3 See Section IV.A.3/below regarding the determinetion o:.'
storage. targete for the core.
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Reliabiiity Functions of Storage and Shopld Promote
optimal Use of the LDC’s Total System

We intend that core customers continyé to receive
reliable and reasonably priced service from the LDC. Service to
the core includes (on a bundled basis) gas gtorage. Thus, we
calculate the availability of storage banking on the LDC’s systenm
only after ensuring that the system can fleet core peak season

In addition to the price anl reliability functiens, the
LDC’s traditional storage activitieg helped to ensure that the LDC
could combine its facilities (suclf as its pipelines and underground
storage fields) in a fully integfated and efficient operation.
Thus, the LDC could use its piptlines to fill storage during
periods of low demand, when t)e pipelines would otherwise stand
empty; and during periods of/ high demand, the availability of
stored gas would minimize ¢¥he risk of curtailment and free up space
in the pipelines for flowing gas to lower priority customers.

Fully used facilities spfead fixed costs over maximum volumes, thus
reducing the LDC’s ris and the customer’s rates.

We include Optimal system use among the goals of the new
gas storage ‘banking /sexrvice. -We recognize-that -the-sum total of - -
 individual noncore/customers’” storage decisions, taken together
with storage to meet core peak season demand, may or may not equal
the optimum leveld of storage. Aalso, transportation problems (e.g.,
nonperformance /by producers or interstate pipelines) may mean that
some gas desi hated for storage by end-users or brokers rails to '

3 See ct;on IV.A.3 below regarding the determination’ of
storage gets for the core.
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that elect to buy gas from the core portfolio. The initial /ta'ifgat
also does pot include the additional volume that may be necessaxy
to ensure storage field pressure adequate to meet the APD
deliverability standard. We recognize the i:nporta.nc}o/or this
standard; however, the additional volume can just /ms easily be
provided through banked gas as through LDC-owned as.*

with the initial storage target, the will also
announce the volume avajlable for gas banking/on its system. A
storage-rich LDC, such as SoCal seems to be,/ might compute this
volume simply by subtracting its initial tdrget (plus the small
amount of underground storage used for sllxort:-tem' load-balancing)
from its total storage field capacity. transnission-rich LDC,
such as PG&LE seems to be, might actually be able to “bank” somewhat
more gas than the above formula would/suggest. This is because the
‘banking service is essentially an accounting mechanism by which the

4 We stress that, as & consequence, withdrawal of banked gas is
subject to curtailment where necessary to ensure APD
deliverability. Potential customers for the LDC’s service would
probably want to know about the likely incidence of an APD event on
that LDC’s system. information might affect both how much
they night choosze to store and how high a banking reservation fee
to bid. Accordingly, the LDC will publish, along with the initial
storage target, the schedule from which the LDC would determine
that gas could or coi d- not be withdrawn from storage without

rements. ‘

Jjeopardy to APD requ
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arrive. Therefore, we must devise a mechanism that will (1) allow
noncore customers to store gas, and (2) give LDCs flexibility to
ensure that an appropriate volume of gas is stored.
2. The LDC Should Prepare an Initial Storage et,

and a Revised Target Tbat Takes Into Consideration

Requests foxr Banking Sexvice

We begin with the premise, not disputgd by anyone, that
the LDC should plan to store gas to supply co¥e peak season needs.
This projection provides the LDC’s initial gtorage target. The
initial target includes volumes for retaiY noncore customers that
elect to buy gas from the corxe portfolig. (See Section IV.C.3
below.) The initial target does pot jiclude the additional volume
that may be necessary to ensure field pressure adecuate to meet the
APD deliverability standard. We rdcognize the importance of this
standard; however, the additiona) volume can just as easily be
provided through banked gas as ough LDC-owned-gas.4

With the initial storage target, the LDC will also
announce the volume availablé for gas banking on its system. A

storage~rich LDC, such as 1l seems to be, might cémpute this
wvolume simply by subtracting its initial target (plus the small
amount of underground stgrage used for short-term loadibalancing)
from its total storage £ield capacity. A transmission-rich LDC,
such as PG4E seems to be, might actually be able to ”bank” somewhat
no:e'gas.than the ve formula would suggest. This is because the

4 We stress t, as a consecquence, withdrawal of banked gas is
subject to ilment where necessary to ensure APD
deliverability. Potential customers for the LDC’s service would
probably want/ to know about the likely incidence of an APD event on
that LDC’s system. This information might affect both how much
they m;ght oose to store and how high a banking resexvation fee
to bid. Accordlngly, the LDC will publish, along with the initial
storage target, the APD schedule from which the LDC would determine
that gas could or could not be withdrawn from storage without
jeopardy to APD requ;rements.
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banking service is essentially an accounting mechaniszm by which téé//
LDC obligates itself (for a fee) to deliver gas to the banking
customer (or to an end-user designated by the banking customer):
the service does not trace individual gas molecules.>

The LDC will publish its initial target, banki
availability, and solicitation for banking service bids/in early
February. Potential customers will have 20 days to
The LDC will announce winners 10 days after receivjng the bids.
The LDC may announce a revised storage target at this point, and
will certainly announce a revised target in the¢/unlikely event that
bid volumes are inadequate to ensure that AP/ requirements are
satisfied. Our intent with this tentative Schedule is to give
adequate time (1) to potential customers Xo make plans and prepare
reasonable bids, and (2) to the LDCs to/think and rethink their
storage strategy and schedule, all we)ll before the beginning of the
injection season on about April 1 e year.

The IDC will bave considdrable discretion on the use of
remaining storage capacity (if ) after determination of the

initial storage target, the bid/winners, and additional amount for
APD requirements. At this pojht, the system integration function

5 Thus, gas delivered/4o the LDC at the banking customer’s

behest may or may not bé injected, and gas delivered py.the IDC to ... ..

the banking customer (@xr its designee) may or may not be withdrawn
from storage. As PG&Y explains, ¥[S)ervice to all customers would
be enhanced by allowinig the utility to more optimally use its
integrated system iry offering a banking service which redelivers
banked volumes withéut explicitly tying each customer’s banked
volumes to a physigal quantity of space underground.” (Concurrent
opening brief, p./l2.) We agree with this explanation. However,
PG&E did not offer an alternative method to SoCal’s arithmetic for
determining how fuch banking veolume PG&E could provide. We are
requiring a rep¢grt from PG&E during the pilot program on its
methodology foy determining banking capability on its system. 1In
" any event, we ct that PG&E would provide at least as much
banking as woyld be suggested by the subtraction formula in the

text accom ing this note.
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LDC obligates itself (for a fee) to deliver gas to the bfpklng
customer (or to an end-user designated by the banking customer):;
the service does not trace individual gas molequles.5

. The LDC will publish its initial target, Panking-volume
availability, and solicitation for banking service/bids in early
January. Potential customers will have 30 daysifo-submit bids.
The LDC will announce winners two weeks after receiving the bids.
The LDC may announce a revised storage target/at this point, and
‘'will certainly announce a revised target in Fhe unlikely event that
bid volumes are inadequate to ensure that APD requirements are
satisfied. Our intent with this tentative/schedule is to give
adequate time (1) to potential customers/to-make plans and prepare
reasconable bids, and (2) to the LDCs to think and rethink their
storage strategy and schedule, all well’ before the beginning of the
injection season on about April 1 eacyfyear.

The LDC will have considerable discretion on the use of
remaining storage capacity (if any) /after determination of the
initial storage target, the bid wi?ners, and adaitional amount for
APD requirements. The LDC’s oblication is to operate its system in

an optimal manner, and it is 1:03/to deternmine what is optimal,
subject to our reasonableness review of its costs and operations.

{

/

!

5 Thus, gas delivered to tﬁL LDC at the banking customer’s
behest may or may not be injected, and gas delivered by the LDC to
the banking customer (or its designee) may or may not be withdrawn
from storage. As PGLE axplaﬂns, #[S)ervice to all customers would
be enhanced by allowing the utility to more optimally use its
integrated system in offering a banking service which redelivers
banked volumes without explicitly tying each customer’s banked
volumes to a physical quantity of space underground.” (Concurrent
opening brief, p. 12.) We agree with this explanation. However,
PG&E did not offer an alternative method to SoCal’s arithmetic for
determining how much banking volume PG&E could provide. In any
event, we expect that PG&E would provide at least as much banking
as would be s:giested by the subtraction formula in the text
acconpanying 8 note. -
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It may choose to continue to f£ill its storage facilities, beyond:
the volumes already mentioned, according to its traditignal
planning criteria. It may provide for an as-available/banking
sexvice: customers for such service would be inter:uptible (e.g.,
to meet APD requirements) before other banking customers and might
otherwise be subject to greater restrictions.® oF it may choose

a combination of as-available banking and additional storage on its
own behalf. The point is, there is both room/&nd necessity for the
exercise of skilled management by the LDC,‘fVen though its choice

of initial storage target is constrained by today’s decision.
3. ouantifving the Initial Storage’ ;nzggj;

All parties agree that the LDd'nust store gas to meet the
needs of the core market during the pepk (cold) season. But how
cold is cold, and how much (if any) 7;orage of its own gas should
the LDC perform for noncore customers? PG&E and SoCal want to
continue to set their respective storage targets based on
requirements of core and certain noncore customer classes. Under
SoCal’s formulation, the taxrget /lune for gas in storage is based
on the demand of either customexr ¢class priorities (#P¥) 1 to 4 in
an extreme cold year (defined 75 2.46 standard deviations from the
norn) or Pi1~-P5 demand in an average year, whichever volume is
gxgg:gz.7 P1-P2A define the core class, so0 SoCal’s traditional
storage target includes a laf%e volume of gas attributable to needs
of noncore customer classesJLclasses for which SoCal no'longer has
~an obligation to provide commodity service.

6 The LDCs should propose terms for as-available banking in
their implementation pPlans. (See Sections IV.D and IX below.)

7 SoCal’s tesatimony/refers to P1l=P7 dermand in an average year. '
However, the P6 and P7/classifications have been eliminated, so the
text refers here and elsewhere to P1-P5 whenever all priority
classifications are included.
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comes prominently into play. The LDC’s obligation is ﬁL-operate V//
its system in an optimal manner, and it is free to determine what

is optimal, subject to our reasonableness review of Ats costs and ’
operations. It may choose to continue to f£ill its/storage

facilities, beyond the volumes already mentioned/ according to its
traditional planning criteria. It may provide, an as-available V/,
banking service: customers for such service/ﬁgzld be interruptible
(e.g., to meet APD requirements) before other banking customers and
might otherwise be subject to greater res ictions.% or it may

choose a combination of as-available b ing and additional storage

on its own behalf. The point is, the5 is both room and necessity

for the exercise of skilled managemept by the LDC, even though its
choice of initial storage target is/constrained by today’s

decision.

All parties agree that the LDc must store gas to meet the
needs of the core market duriyg the peak (cold) season. But how
cold is cold, and how much (Af any) storage of its own gas should \//,

the LDC perform for noncor¢ (other than core-—elect) customers?
PG&E and SoCal want to copitinue to set their respective storage
targets based on requirements of core and certain noncore customer
classes. Under SoCal’y formulation, the target volume for gas in
storage is based on tie demand of either customer class priorities
("P*) 1 to- 4 in an e eme cold yvear (defined as 2.46 standard
deviations- fron- the/mnorm) or. PL~PS5 demand in an average.year,. .- ...
whichever volume -gxgg;gx~7- P1l-P2A define the core.class, so

should propose terms for as-available banking in
thezr implendntation plans. (See Sections IV.D and IX below.)

.ﬂtestlmony refers to P1-P7 demand in an average year.
However, t)e P6. and P7 classifications have been eliminated, so the
text refey here and elsewhere to P1-PS5 whenever all priorlty
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SoCal’s proposal to continue its traditional storage////
planning, including a gas-in-storage component for the nggcé&e, is
inappropriate under our new regulatory framework. mhejpDC's
initial storage target should be based on core (P1-P2X) peak season
needs.

SoCal’s ”cold year” criterion likewise xepresents
business-as-usual, rather than a response to«t@ s Commission’s
decisions. 1In Decision (D.) 87=-12-039, we used a ”“cold year”
criterion of 2.0 standard deviations :rom‘thé,norm, for purposes of
certain cost allocations. We also stated 'éur intention that the
definition...used for cost allocation puﬁposes be gloge to the
definition that the utilities use for system planning purposes.”
(Id., p. 52, emphasis added.) Two stardard deviations is not
rclose” to SoCal’s 2.46 (the difference works out to the coldest
year in 35 years versus the coldest year in 100, which SoCal
prefers).

SoCal argues that DRA, Vhich supports the 1-in-35
criterion, should have analyzed the prudence of using the less
extreme cold year as the storage/ target. However, ScCal itself
provided no analysis to support/the 1-in-100 criterxicn. SoCal
should have performed and offered into evidence varicus analyses of
different storage levels, and/their impacts on the cost and
reliability of service, if it felt that the directive in
D.87-12-039 should not apply to its storage target.

SoCal arguas on brief that if the Commission adopts a
less extreme cold year storage target, “resulting core curtailment
in a very cold winter wily/be the Commission’s responsibility.~
(Initial brief, p. 24.) ra share SoCal’s concern that core
curtailment be avoided, but the process in today’s decision for
setting storage targets will result in reliable service. Moreover,
the insinuations of S ‘s argument are wrong. LDC-owned gas in

- storage is an important jprotection, but it is certainly not the
only source of gas for the core market at any time‘éf the year, nor
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SoCal’s traditional storage target includes a large volumg’ of gas
attributable to needs of noncore customer classes--clasges for
which SoCal no longer has an cbligation to provide coxmodity
service.

SoCal’s proposal to continue its traditional storage
planning, including a gas-in-storage component for the noncore, is
inappropriate under our new regulatory framewgrk. The LDC’s
ini;igl storage target should be based on c¢cgre (Pl-PZA) peak season
needs. ‘ ‘

SoCal’s ”cold year” criterion Aikewise represents
business—as~usual, rather than a respodse to this Commission’s
decisions. 1In Decision (D.) 87-12-07%, we used a “cold year”
criterion of 2.0 standaxd deviationd from the norm, for purposes of
certain cost allocations. We alsdg stated ”our intention that the
definition...used for cost all
definition that the utilities yse for system planning purposes.”
(Id., p. 52, emphasis added.) Two standard deviations is not
#close” to SoCal’s 2.46 (th¢ difference works out to the coldest
year in 35 years versus coldest year in 100, which SoCal
prefers) . ' .
‘ SoCal argues that DRA, which supports the l-in-35
criterion, should have/analyzed the prudence of using the less
extreme cold year as fhe storage target. However, SoCal itself
provided no analysig to support the 1~in-100 c¢riterion. SoCal
should have perforged and offered into evidence variocus analyses of
different storage/levels, -and their impacts on the cost and .
reliability of séxvice, if it felt that the directive in
D.87-12-039 sholld not apply to its storage target.

argques on brief that if the Commission adopts a
less extreme /cold year storage target, “resulting core curtailment
in a very cqld winter will be the Commission’s responsibility.”
(Initial brfief, p. 24.) We share SoCal’s concern that core

be avoided, but the process in today’s decision for
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does cold year sexrvice reliability to the corxe depend entirely on
the amplitude of the LDC’s storage target.a SoCal’s premiuer-

that there could be problems if actual weather conditioﬁg/are more
severe than the worst-case planning criterion--is a truisn and thus
gives no help in estadblishing a reasonable level for fhat
criterion.?

B.

We adopt bidding, with no set minimum or maximum charge,
to allocate banking volumes available on the ’g gystem after
calculation of the initial storage targeﬁ;//étzﬁ a value-based
allocation method “reflects the competitive nature of the noncore
fuels market.” (PG&E concurrent opening/brief, p. 83.)10

The PG&E auction proposal is well-suited to this purpose,
and we adopt the following elements :rom that proposal. Banking
capability will be reserved for a customer by the payment of an
annual banking fixed charge in equa!’monthly installments. (We

- refer to this charge as the banking reservation fee.) The annual

fee is appropriate because the regular banking service is for an
annual term and is integrated. wiﬂh the LDC’s storage planning,
which uses an annual cycle of injection and withdrawal. Some

8 The experience of this past winter contradicts SocCal’s
arqument. The winter was unusually severe, SoCal had fallen far
short of its storage target, but core service was not endangered.

f

9 In other words, SoCal /has not provided any meaningful way to
determine how safe is safe enough. SoCal’s logic could justify
planning for a Los Angeles winter based on Minneapolis weather--or
the top of Mount Everest./ Prudent reliability planning requires
quantification of aifferent levels of risk, the costs associated
with each level, the alternatives for mitigating risk, and the
costs associated with each alternative.

10 The bulk of the revenues from this value-based component will

be used to reduce the revenue requirement allocated to noncore
customers for the LDCs’ |fixed costs of storage.

L -11-
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setting storage targets will result in reliable sexvice. Moreover,
the insinuations of SoCal’s.argument are wrong. -owned gas in
storage is an important protection, but it is ¢értainly not the
only source of gas for the core market at any/time of the year, nor
does cold year service reliability to the cgre depend entirely on
the amplitude of the LDC’s storage target SoCal’s premise--

that there could be problems if actual wéather conditions are more
severe than the worst-case planning criterion=--is a truism and thus
gives no help in establishing a reasghiable level for that
criterion.?

- PG&E and SoCal apparentlf took the emphasis in the above
‘discussion on cold year peak seagon planning to indicate that only
the reliability function is congidered in the initial storage
target.lo This is not the ca

8 The experience of tXis past winter contradicts SeoCal’s
argument. The winter was unusually severe, SoCal had fallen far
short of its storage target but core service was not endangered.

9 1In other woxds, SoCal has not provided any meaningful way to
determine how safe isfsafe enough. SoCal’s logic could justify
planning for a Los Angeles winter based on Minneapolis weathex--or
the top of Mount Eveérest. Prudent rel;abzl;ty planning requires
quantigication of different levels of risk, the costs associated
with each level, the altermatives for m;tzgat;ng rlsk, and the
costs assoc;atedywith"each~alternat1ve.----

10 For example’, PG&E-comments that the proposed decision.would.
not permit LDngto reserve storage to lower the cost of serving
core customersi SoCal comments that the LDC could not store any
gas at all, based on SoCal’s understanding of the initial storage
target (i.e., that it would allow storage for core customers only
to the extent that flowing supplies were not expected to be
adecquate to/meet core demand over the winter season taken as a
whole). Sofal reasons that core cold year demand on its system
does not exceed its capacity to deliver flowing supplies, so the
initial storage requires it to give noncore customers first claim
on all of/its storage capacity. _

/

(Footno continues on next page)
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parties propose a “rental” fee that varies according to the amount
of gas booked to the banking customer’s account in a given month.' '
This is inappropriate because the adopted service is a banking
mechanism, not a rental of storage space, and a reservation of
capability on the LDC’s system, whether or not the ng customer
is able to make use of it. ,

We also approve PG&E‘’s proposal to have the potential
banking customer submit its bid (expressed in/ﬁ&lls/therm/year) in
the form of a list that would show a variety ,of price levels and
the banking volume that the customer would request at each price
level. The list should start at two mills/and proceed upward in
two-mill increments. After the close of bidding, the LDC would
select the banking reservation fee that’ﬁaximizes reservation of
available banking capability. This biqding method dces not
raximize reservation fee revenue, but/it results in a single
reservation fee (for all reqular banking customers) that will be no
higher (and may be lower) than the price that the banking customer
is willing to pay for the banking volume that the customer is
awarded.ll

The LDC will prepare bi ding forms and instructions, and
give them to potential banking customers on request. The
instructions will include the LDC’B initial storage target and
banking capability. Bidders 11 submit their completed bid forms
under seal. Where the LDC itgelf is a bidder (either through its
electric departiment or on behalr of core—elect customers), the LDC
will submit its bid under saal to our Compliance and Advisory
Division. The opening of the bids, and the desigmation of the
reservation fee, winning dders, and their volumes, should all be
conducted with appropriate safeguards to ensure the integrity of

11 For examples of how this auction would work, see Exhibit 38
(Additional Testimony jof PGELE witness Schneidar). ‘
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Storing gas to supply core peak season needs involves
both price and reliability considerations. Storing gas in the off-
peak season helps to ensure that the gas is available when At is
most needed, and also that it is cheaper than if the LDC fere to
balance gas receipts and send-outs on, say, a meonthly yather than a
seasonal basis. The initial storage target must be gét with both
considerations in mind. .

We deduce from SoCal’s comments on the ?roposed decision
that SoCal does not perceive any basis on which/to factor the price
consideration into the initial storage target/ However, an
appropriate basis is obviocus from SoCal’s ¢dmments. PG&E and Solal
follow a procurement strategy to take advantage of seasonal gas
price fluctuations for the benefit of the core. How much storage
space does SoCal need in order to effect a reasonable core
procurement strategy? LDC procuremeyt strategies are the subject
of Oorder Instituting Rulemaking 88-08-018, but we could probably
calculaté a proxy based on the unt that SoCal has w _;;hgxgxn from
storage for core service during/recent winters.

According to SoCal’s/comments, SoCal’s recent pract;ce
has been to withdraw from storage over the winter on average- about
60 billion cubic feet (bef)/of its own gas. That would be a rather
liberal target, since historical practice larxgely reflects SocCal
practice when its service/ obligation to noncore customers
dramatically ‘differed : om its obligation undexr our new regulatory .

framewoxrk. However; en an initial storage- target of60 bef -would -

(Footnote contingied from previous page)

our problem with PG&E’s and SoCal’s logic is that it addresses
only the reliapility function of storage while ignoring the price
and system in grat on :unctlons emphaszzed thxoughout the proposed-
dec;s;on-
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the process. The LDCs will propose a detailed bidding protocol as
part of their implementation of today’s decision.
2. Yariable Cost Component

The LDC should be able to recover the varfable costs that
it incurs in providing banking service. There are¢ several
categories of such costs.

The major cost is for energy used to Anject gas into
underground storage tields.lz We approve SoCal’s proposal to
recover this cost through an in-~kind charge d@ainst the banking
customer’s “deposits.” However, SoCal should recompute this
charge, using as the basis its average projected gas consumption to
£ill its fields after meeting the initi / storage target.

Unlike SoCal, PG&E uses electrically driven compressors,
at least at its McDonald Island field. /We don’t believe that this
factor would prevent PG&E from using an in-kind charge for
injection costs, based on the quantity of gas needed to generate
the electricity consumed in injection. However, we are willing to
allow PG&E to choose between a monatary and in-kind charge:; PG&E
will indicate its choice in its impiementation plan. In any case,

PG&E will use as the basis for its/injoction energy costs its

{

/

12 Because these fields ard under pressure, the LDC consumes
little energy in withdrawing/gas. For example, PG&E estimates
withdrawal energy costs to be about 0.02 cents/therm, which works
out to one-fortieth of the injection energy costs. The low level
of withdrawal energy costs, d the fact that banking gas makes a
positive contribution to~meeting APD requirements, lead us to
conclude that auch costs should be disregarded for purposes of the
cost=based component of banking charges. o
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make available about three times more storage banking than SoCal
had proposed in the hearings.>*

We adopt bidding, with no set nminindm or maximum charge,
to allocate banking volumes available on th¢ LDC’s system after
calculation of the initial storage target, Such a value-based
allocation method “reflects the competitdive nature of the noncore
fuels market.” (PG&E concurrent openiyg brief, p. 83. )

The PG&E auction proposal ié well-suited to this purpose,
and we adopt the following elements/from that proposal. Banking
capability will be reserved for a fustomer by the payment of an
annual banking fixed charge in egual monthly installments. (We
refer to this charge as the ban¥ing reservation fee.) The annual
fee is appropriate because the/regular banking service is for an
annual term and is integrated with the LDC’s storage planning,
which uses an annual cycle ¢f injection and withdrawal. Some

‘ parties propose a “rental”/fee that varies according to the amount

11 The target would/also cover SoCal’s APD requirement (50 bef in
January, according té SoCal witness Wilson).

Edison’s reply/ comments.-propose a different proxy to. respond .
to the price criterion. Under Edison’s proposal, the LDC could
choose an initial /storage target based on the percentage of the
LDC’s fixed storage costs that retail core customers bear in rates
(essentially, thé same way we are allocating banking to wholesale
customers). Ediysen’s proposal may provide a useful default until
we have a more functional basis through analysis of LDC procurement
strategies. Ijpterestingly, Edison’s proposal and the winter
withdrawal higtory reported by SoCal both support an initial
storage target of about 60 bet.

enues from this value~based component will be used to
reduce the fevenue requirement allocated to noncore custeomers: for
: ixed costs of storage.
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average projected electricity consumption to fill its fields arter
meeting the initial storage target.13 6///

Both PG&E and SoCal calculate a charge for iable
operation and maintenance (O&M) expenses, using the/variable costs
of the storage fields (excluding pumping energy)/dg a proxy for the
variable O&M of the banking service. The proxy seems reasonable.
However, as with injection costs, the LDCs’ culations for
variable O&M assume the incremental service set forth in their
proposals, not the level of banking capabi%ﬁQy contenmplated here.
The LDCs should reconsider their calculation method in light of
today’s decision and present in their impaementation plans the
revised calculations of variable O&M. !//

Consistent with past Commissfon practice, a factor for
uncollectibles should apply to the cod%—based charges collected
from all banking customers except rof’wholesale customers. The
LDCs should use the factor approved /respectively in their most
recent general rate case decision.

PG&E (but not SocCal) pr?posas three other factors that
would inflate the cost-based component of banking charges. Two of
these factors (incremental lossep from the storage fields and a
judgment-based 5% adder) depend/on PG&E‘’s proposal for an
incremental banking servicevan’ its argqument that calculated
average costs should be increased to reflect the incremental nature
of storage banking. Our appro&ch to banking service differs from-
PG&E’s; its adder is axbitrary and since PG&E itself says that its

e ——— /
13 For the modest banking/volumes proposed in our hearings on

this subject, both PGLE and SoCal indicated- that any storage
associated with banking service would occur at a single field
(McDonald Island for PG&E, [Aliso Canyon/fcr SoCal). We are not
certain whether that would;continue to be the case using the
initial storage targets. The LDCs’ ,respective implementation plans
should detail all assumptions made/in recnlculating their injection:
costs pursuant to today'sfdacisien. .

/
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of gas booked to the banking customer’s account in a given month.
This is inappropriate because the adopted service is a banking
mechanism, not a rental of storage space, and a reservation o
capakility on the LDC’s system, whether or not the banking
is able to make use of it.

We also approve PG&E’s proposal to have the
banking customer submit.its bid (expressed in mills/pherm/year) in
the form of a list that would show a variety of prjCe levels and
the banking volume that the customer would requegft at each price
level. The list should start at two mills and proceed upward in
two-nill increments. Aftexr the close of bidding, the LDC would
select the banking reservation fee that maxjhmizes reservation of
available banking capability. This biddind method does not
maximize reservation fee revenue, but it/results in a single
reservation fee (for all regular banki customers) that will be no
higher (and may be lower) than the price that the banking customer
is willing to pay for the banking vofume that the customer is
awa:cded.13

The LDC will prepare bidding forms and instructions, and
give them to potential banking cistomers on request. The
instructions will include the s initial storage target and
banking capability. Bidders.wﬁll subnmit their completed bid forms
under seal. Wherxe the LDC iﬁéelf is a biddexr (through its electric
department), the LDC will somit its bid under seal to our
Compliance and Advisory Di &sion (CACD) . The opening of the bids,
and the designation of the reservation fee, winning kidders, and.
their volumes, should all be conducted with appropriate safegquards
to ensure the integrity/of the process. The LDCs will propose a-
detailed bidding protofol as part of their implementation of
today’s decision. -

13 For examples of how this auction would work, see Exhibit 38
(Additional Tesiimony of PG&E witness Schneiderx). o
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storage facilities are already fully used, the banking service
would not result in additional losses. ' We reject both the/gdder
and the adjustment for incremental losses. ‘

The third factor that increases PGLE’s proposed cost-
based charges relative to SoCal’s is that PG&E would /Anclude a
factor to reflect the time lag between incurrence of shrinkage
costs (compressor fuel use, unaccounted for gas, e losses) and
their recovery through transportation rates. TE?/'lag' occurs
under PG&E’s proposal because PG&E would not aeply a gas
transportation charge until the customer nominates banked volumes
for withdrawal from the aystem. SoCal, on thé.other hand, would
apply the charge when banking volumes are 'déposited.' This
eliminates the lag but might require an adjﬁstment if the
transportation rate in effect at the time/of withdrawal has:
changed.

We prefer SoCal’s proposal as/the more practical in this
regard. Under SoCal’s proposal, a gas/customer would pay the
transportation rate applicable under the customer’s transportation
schedule, while a broker/supplier wou’ld pay the highest noncore
transportation rate in effect at the time that the broker/supplier
#deposits” banking volumes. Broke:ﬁ/suppliers are not eligible
(except as agents for noncore cusgpners) for the regular banking
service, but they could be banking customers if the LDC chooses to
offer as-available banking servic@. (See Sections IV.C.2 and IV.D
below.)

' 3. BPBanking Service and Cost Allocation

We do not intend todq&’s decision to have any effect on
the cost allocation factors préviously adopted in decisions
creating our new regqulatory framework for natural gas. However, we
think that the offering of baéking service may have some impact on
the level of costs so allocated. If the service proves popular,
banking customers will pay a/lazge part of the variable costs of -
the LDCs’ storage operations. Moreover, under our adopted '
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2. Yariable Cost Compopent
The LDC should be able to recover the variable costs/that
it incurs in providing banking service. There are several
categories of such costs.

The major cost is for energy used to inject ga

recover this cost through an in-kind charge against

customer’s “deposits.” However, SoCal should recompute this

charge, using as the basis its average projected

inject banking gas after meeting the initial stgrage target.
Unlike SoCal, PG&E uses electrically/driven compressors,

at least at its McDonald Island field. We deom’t believe that this

factor would prevent PG&E from using an in-

injection costs, based on the gquantity of gas needed to generate

the electricity consumed in injection. Mowever, we are willing to

allow PG&E to choose between a nonetary and in-kind charge: PG&E

will indicate its choice in its implepentation plan. In any case,

PG&E will use as the basis for its jifjection energy costs its

14 Because these fields are under pressure, the LDC consumes
little energy in withdrawing gas. For example, PG&E estimates
withdrawal energy costs to be about 0.02 cents/therm, which works
out to one—~fortieth of the injection energy costs. The low level
of withdrawal energy’costs, and the fact that banking gas makes a
positive contridution to meeting APD recuirements, lead us to
conclude that suchfcosts should be disregarded for purposes of the
coit-based component of banking charges. However, see Section VII
below. | A ' |

/
/
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approach, banking customers will pay variable costs cursgntly
incurred in these operations, not just an incremental amount in
excess of current costs. The calculations performed the Annual
Cost Allocation Proceedings (“YACAPs”) should reflect/ this potential
change in the level of the LDC revenue requirement!’ Failure to
reflect the change would create a potential for double recovery of
the LDCs’ variable costs.

Ideally, we would be able to-zorecast/the amount of
variable costs that would be recovered fron banking customers.
Such a forecast would be very speculative at,this time, because we
have no experience on which to base it. The/LDCs in their
implementation plans should propose an approach to this #first

year” problem. }/

c.xwummm

: Generally, all California noncore customers are eligible
to bid for the banking service we have ?ust described. There are a
few classes of customers, as well as brokers/suppliers, to whom
special conditions apply.

1. ¥holesale CQustomers
While today’s decision was/pending, we adopted an interinm

approach for storage requests by the wholesale customers of PGLE
(e.g., Palo Alto) and SoCal (e.g., jong Beach and SDG&E). We
allowed these customers to load-balance, if they were on “default”
rates and to the extent of their cbre loads, on a l2-month basis.
Essentially, this allows for bank#ng by these customers, since they
can purchase independently and deliver to the serving LDC more than
current requirements in one seaso#, then take the excess gas in
another season, s0 long as the da}iveries and takes balance at the
end of the l2-month injection/withdrawal cycle. (See D.88-03-085,
mimeo. pp. 19-20.)
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average projected electricity consumption to f£ill its fields after
meeting the initialfstorage'target.15

Both PG&E and SoCal calculate a charge for variable
operation and maintenance (O&M) expenses, using the variable costs
of the storage fields (excluding pumping energy) as a pro for the
variable O&M of the banking service. The proxy seems reagonable.
However, as with injection costs, the LDCs’ calculations for
variable O&M assume the incremental service set £o in their
propesals, not the level of banking capability contemplated here.
The LDCs should reconsider their calculation method in light of
today’s decision and present in their 1mpleme§;atxon plans the
revised calculations of variable Q&M for purposes of the regular ’
banking service.

Consistent with past Commission/practice, a factor for
uncollectibles should apply to the costrybased charges collected
from all banking customers except for sholesale customers. The
LDCs should'use the. faétor approved fespectively in their most
xecent general rate case decision.

PG&E (but not SoCal) ppiposes three other :actors that-
would inflate the cost-based component of banking charges. Two of
these factors (incremental leyéZs from the storage fields and a
judgment-based 5% adder) depgnd on PG&E’S proposal for an
incremental banking‘servié and its argument that calculated
ave:;ge'éosts‘should be ijicreased to reflect the incremental nature
of stofagé banking. Our/approach to banking service differs from

15 For the modesy banking volumes proposed in our hearings on
this subject, botly PGAE and SoCal indicated that any storage
associated with b ing service would occur at a single field
. (McDonald Island/for PGEE, Aliso Canyon for SoCal). We are neot

Certain whether t would continue to be the case using the
initial storage/targets. The LDCs’ respective melementatxon\plans
should detail ¥1ll assumptions made in recalculating their znjectlon
costs when re ar bank;ng service begins in April 1990. _
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. Today’s decision supersedes the interim 4:11:»1::7:03«::!;.:l'4
Starting with the 1989 injection season, each wholesale customexr
will be entitled to banking service up to the extent/at its core
load. Its banking volume entitlement is calculated from the
proportionate amount of LDC fixed costs of stora&& represented by
the wholesale customer’s core under our allocafaon factor (peak
season cold year sales). If the wholasale customer desires
additional storage service, it must bid in Ahe same manner as other
noncore customers. ‘

The key limitation on olib:7jlity for the banking service
is that banked gas must ultimately onsuned in California. This
is necessary for consistency with LDCs’ Hinshaw exemptions.

An end-user within California but not in PG&E’s gas
service area can bid for and obtain banking service from either
PG&E or SoCal or both, so long adlthe end-user certifies that the
banked volumes will be consumed/in California. The same is true
for an end-user within California but not in SoCal’s service area.

. This liberal access to banking service is consistent with our goal
to achieve optimal usage of facilities within Califormia, as also
reflected in our orders deal&ng with intra=- and interutility gas
transportation.

The same rcasonyng dictates that an organization of end-
users should be able to bAd for and obtain banking service on
behalf of its members, s¢ long as that activity is consistent with
its charter. This migh apply, for example, to certain joint
powers agencies.

e is contingent on our fully implementing the

ice in time for the 1989 storage cycle. If for
inplementation is delayed, wholesale customers

ce pursuant to D.88-03-085.

whatever reason su
may still load-bal
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PG&E’s;: its adder is arbitrary; and since PG4E itsely/says that its
storage facilities are alrehdy fully used, the bankdng service
would not result in additional losses. We reje oth the adder
and the adjustment for incremental losses.

The third factor that increases PG&R’'s proposed cost-
based charges relative to SoCal’s is that PGAE would include a
factor to reflect the time lag between incdrrence of shrinkage
costs (compressor fuel use, unaccounted=-for gas, line losses) and V//
their recovery through transportation pates. The ”lag” occurs
under PG&E’s proposal because PG&E wgdld not apply a gas
transportation charge until the cusyomer nominates banked volumes
for withdrawal from the system. Cal, on the other hand, would
apply the charge when banking voXumes are ”deposited.” This
eliminates the lag but might refuire an adjustment if the
transportation rate in effect/at the time of withdrawal has
changed.

The ALT preferref SoCal’s proposal as the more practical
in this regard. However,/the 50-50 proposal developed by Poco in
its comments on-the ALYYs Proposed Decision seems superior to both
the PG&E and SoCal appfoaches. (See Section VIX below.) We adopt
Poco’s proposal for the pilot program and for the regular and as-
available service af well if it proves satisfactory. A gas
customer (or the bfoker/supplier acting as that customer’s agent)
would pay the trahsportation rate applicable under the customer’s
transportation gchedule in effect when the charge is incurred. A
brokex/suppliey banking on its own account (which would happen only
through the ag—available service, see Sections IV.C.2 and IV.D
below) would/pay the highest noncore transportation rate in effect
when the brbker/supplier ~deposits” banking volumes; when these
volumes ax withdrawn, the broker/supplier would pay the rate
applicablé to the customer receiving the gas for consumption.
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The eligibility of brokers and suppliers of gasl;dr
banking service is more problematic. There are at least ee
schools of thought. SoCal is the most liberal; it woulé/:::end
eligibility to brokers/suppliers, conditioned only oﬁ’their
certification of the site of consumption.ls This 'gproach would
improve the ability of brokers/suppliers to compete for noncore
sales in California and would likely increase ‘evenues from banking
reservation fees. Shell/Salmon and Mock support this approach;
they argue that brokers/suppliers could also aggregate the
deliveries and takes of their various c;}j§ornia.clients S0 as to
mitigate the LDCs’ recent load-balancing’ problems. SCUPP/IID, CIG,
Poco, Edison, and Long Beach, among otﬂ@rs, would give preference
t0 noncore custonmers; brokera/suppliefh would have access to any
remaining volumes after these customers’ demands for banking
service were met. Finally, PG&E wuéld deny eligibility to
brokers/suppliers except where they act as agents for end-users
identified to the utility.

We choose a relatively restrictive approach to
broker/supplier access, at leest for our first year of experience
with the banking service. Brokers/suppliers may bid for and obtain
banking service as agents on/behalz of specified California end-
users to whom the broker/suéplier provides gas. Brokers/suppliers
may also get as-available banking service on their own or their
clients’ account (should the LDC choose to offer such a saervice),
subject to their certifying that the banked gas will be consumed in
California.

The arguments for a more liberal approach are strong.
However, we think it ié more important for banking service to be

15 On brief, So suggests that the Commission could limit such
eligibility if experience shows that brokers/suppliers have somehow
contrived to extract monopoly profits from their use of storage, as
PG&E fears. ‘
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3. Banking Sexvice and Cost Allocation

We do not intend today’s decision to have/any effect on
the cost allocation factors previously adopted injdecisions
creating our new regqulatery framework for naturad gas. However, we
think that the offering of banking service may/have some impact on
the level of costs so allocated. If the serydce proves popular,
banking customers will pay a large part of the variable costs of
the LDCs’ storage operations. Moreover, der our adopted
approach, banking customers will pay varﬁzzle costs currently
incurred in these operations, not just an incremental amount in
excess of current costs. The calculatg;ns performed in the Annual
Cost Allocation Proceedings (”ACAPs”) should reflect this potential
change in the level of costs after accounting for banking
customers’ payments. Failure to réflect the change would create a
potential for double recovery of fthe LDCs’ variable costs.

Ideally, we would be able to forecast the amount of
variable costs that would be §ecovered from banking customers.
Such a forecast would be speculative at this time, because we have
no experience on which to base it. However, the pilot program (see
Section VII below) will giﬁé us such experience.
c. . e 4 . .

. Generally, allfCalifornia noncore customers are eligible
to bid for the banking service we have just described. There are a
few classes of custom s, as well as brokers/suppliers, to whom
special conditipns'agbly.‘

1. gng]gggal: lﬁmﬂgmgm : - .
While today’s decision was pending, we adopted an interim

approach for stordge requests by the wholesale customers of PG&E
(e.g., Palo Alto) and SoCal (e.g., Long Beach and SDG&E). We
allowed these ﬁpstomers to load-balance, if they were on “default”
rates and t°'§?e extent of their core loads, on a l2-month basis.
Essentially, is allows for banking by these customers, since they
can purchase/independently and deliver to the serving LDC more than
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available in large volumes to end-users than for every conceigzgle
player in this market to have eligibility. It axperieggg/;hows
that the encouragement of gas-to-gas competition requires more
liberal broker/supplier eligibility, we can then take that step
confidently. It should also be easier to take t step after some
of the outstanding issues on transportation pridéity and interstate
pipeline capacity are resolved. In the meantime, we see some
benefit to having end-users plan their own banking deliveries and
withdrawals, especially where parties such/;s CIG seek to do just
that. Some may find this easier than expécted: others may
experience balancing problems and incu;/hdditional costs as a
result. The number and severity of sych problems will help us
judge the benefit to be derived from/having brokers/suppliers
perform as aggregators and not solely or primarily as banking
agents for individual end-users.
3. Core-elect Customers

The parties differed s ly on the interrelationship of
core election and gas storage. / Much of the debate centered on the
characterization of storage as/ supply or transmigsion. One school
arques that (1) gas in storage is a source of supply, (2) core
election is a choice to be served from the same poxtfolio as the
core (for whom storage s ce is provided on a bundled basis), and
therefore (3) the LDC shouia include core-elect customer
requirements (at no extra/éharge to such customers) in setting its
storage target. The other school arques that (1) undexrground
storage is as much a paré of the LDC’s transmission system as the
pipes and valves, (2) t?& Commission has unbundled commodity and
transportation service to noncore customers, and therefore (3) the
core~elect customer nhguld not get storage banking service except
on the same basis as other noncore customers.

The debate over characterization is both unresolvable
(storage fields are léke supply in some respects, like tranamission
in other respects) a7u beside the point. Core-elect customers are

/
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current requirements in one season, then take the excess gas iy
another season, so long as the deliveries and takes balance &£t the
end of the 12-month injection/withdrawal cycle. (See D.8g 03~085,
mimeo. pp. 19-20.)

, Today’s decision supersedes the interim app cach.*
Starting with the 1990 injection season, each wholesale customer
will be entitled to banking service up to the eyfent of its core
load. Its banking volume entitlement is calcpflated from the
proportionate amount of LDC fixed costs of storage represented by
the wholesale customexr’s core under our ajlocation factor (peak
season cold year sales). If the wholesple customer desires
additional storage service, it must bjd in the same manner as other
noncore customers.

The key limitation on ¢ligibility for the banking service
is that banked gas must ultimatély be consumed in California. This
is necessary for consistency with the LDCs’ Hinshaw exemptions.

An end-user within/Califormia but not in PG&E’s gas
service area can bid for obtain banking service from either
PCLE oxr SoCal or both, so/long as the end-user certifies that the
panked volumes will be cpnsumed in California. The sameis true
for an end-user within Lalifornia but not in SoCal’s sexrvice area.
This liberal access t¢ banking service is consistent with our goal
to achieve optimal ugage of facilities within California, as also
reflected in our orders dealing with intra- -and interutility gas -
transportation. ‘ _

‘ The reasoning dictates that an organization of end-
users should be Able to bid for and obtain banking service on

rsedure is contingent on our fully implementing the
new gas b ing service in time for the 1990 storage cycle. If for
whatever reason such implementation is delayed, wholesale customers
may still Zload-balance pursuant to D.88-03~085. ,
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noncoxe customers who, by virtue of their election, express a
preference for price stability and supply security (in tho/tom of
a longer-term portfolic) as to at least part of their roquirements.
Core election does nothing except entitle such customera to a
commedity price equal t¢o the core wacoG.*¢ A core-o:(act customer
does not become entitled to a bundled service, noxr/does it become
entitled to core priority (P1~P2A). The core-elect customer, like
the rest of the noncore, must pay extra if it wishes to benefit
directly from the price and reliability functions of storage. (Cf.
our discussion of transportation priority and' core election in
Oxder Instituting Rulemaking 88-08-018, miméo. pp. 44-45.)

We will allow core-elect customd{-s to choose whather or
not to allow the ILDC to bid for banking ,cgrvice on their behalf.
The LDC would then submit a sealed bid pased on the quantity of
banking service that the LDC deems prudent for these customers.
The banking reservation fee and relat‘d charges would be billed to
these customers in the same way as to other banking customers.
Core-elect customers that do not alzlow the LDC to bid for them
would be subject to supply curtailmant in the same way as other
noncore customers that choose not/ to take storage banking service.

17

16 The level of core election probably would affect both the
LDC’s procurement and the way/ it operates its integrated systen,
but in terms of making good ¢n its price commitment, the LDC could
offer to sell at core WACOG prices without having any storage on
its systen whatsoever.

17 The banking reservation fees derived from LDC bids on
behalf of core-elect custohers would not be included in the total
fees from which the incentive payment to the LDC would be computed.
(To allow their inclusion/ would place the LDC in a conflict-of-
interest.) Also, any bid by the LDC, whether on behalf of core-
elect customers or by LDC’s own utility electric generation
department, would be mexled and submitted to the Commission
Advisory and Compliance/Division (CACD) before the bidding deadline
and zhe opening of sub J.tt.als by others bidding for storage banking
sarvice.
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behalf of its members, so long as that activity isgjconsistent with
its charter. This might apply, for example, to certain joint
powers agencies. .

The eligibility of brokers and supplders of gas for
banking service is more problematic. There , e at least three
schools of thought. SoCal is the most liberal; it would extend
eligibility to brokers/suppliers, conditioned only on their
certification of the site of consumptiond*’ This approach would
improve the ability of brokers/suppliers to compete for noncore
sales in California and would likely dncrease revenues from banking.
reservation fees. Shell/Salmon anﬁfMock support this approach;
they argue that brokers/suppliers could also aggregate the
deliveries and takes of theix vazi%usCalifornia clients so as to.
nitigate the LDCs’ recent load-balancing problems. SCUPP/IID, CIG,
Poco, Edison, and Long Beach,‘ﬁQong others, would give preference
to noncore customers: brokers/suppliers would have access to any
remaining volumes after these customers’ demands for banking
service were met. Finally,/ PG&E would deny eligibility to
Dbrokers/suppliers except where they act as agents for end-users
identified to the utility. '

We choose as7éiatively restrictive approach to .
’

brokexr/supplier access/, at least for our first year of experience
with the banking servéce. Brokers/suppliers may bid for and obtain
banking service as qéents on behalf of specified California end~
users to whom the broker/supplier provides gas. In their capacity
' as agents, the brokers or suppliers may .nominate gas for injecﬁion_
in.the-aggregatg; however, nominations for withdrawals must specify
‘the end-user. okers/suppliers may also get as-available banking

~ 17 On brief, SoCal suggests that the Commission could linit such

eligidbility if experience shows that brokers/suppliers have somehow
contrived to extract monopoly profits from their use of storage, as
PGEE fears.

'jf
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The balance in the Banking Reservation Fee Account would avu{ed- to
offset storage fixed costs allocated to core-elect customers
regardless of whether they choose to have the LDC bid/for banking
service on their behalf.

Some customers go corxe elect for only part of their
needs. Such customers can bid like other noncore customers as to
the remaining part of their needs. ‘

D. As-available Ranking Service

We indicate in Section IV.A.2 nbove that the LDCs may
offer ~“as-available” banking service in ddition to the reqular
(annual, allocated by bidding) service/ By “as-available” we mean
primarily an incremental service, curtailable ahead of the regular
service, offered on a nondiscriminatory basis for varying terns
(but always less than a year), and/using any banking volumes that
might remain after provision for ,both the volumes allocated throuéh
the reqular service and the I.Dc;s revised storage target.

Fees for the as—available service, like the regular
service, would have variable cost and value-based components.

Costs should be computed on an updated basis to reflect actual
conditions on the LDC’s systém 18  gariable cost fees would be
charged on a volumetric basé.s, and the same types of costs would be
includable in both types o: service. Value-based fees would be
negotiable downwards :rom/ the monthly fee derived from the bidding
for the regular service.ig

18 Thus, the LDC would compute its injection costs for the as-
available banking service using the most current information on
pressures within its/underground storage fields.

19 The value of as-available banking logically should be lower
than that of the regular service because the terms of the former
are less favorable/to the customer. Thus, the price for the
regular sexvice (grorated from an annual basis to however nany
months are regquested for the as-available service) establishes an
appropriate ceilifg for the value-based component of the as-
available bank:.ng! sexrvice.

_f
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service on their own or their clients’ account (should the LDC
choose to offer such a service), subject to their certifying that
the banked gas will be consumed in California.

The arguments for a more liberal approach are strong.
However, we think it is more important for banking service to be
available in large volumes to end-users than for every conceivable
player in this market to have eligibility. If experience shows
that the encouragement of gas-to~gas competition requires more
liberal broker/supplier eligibility, we can then take that step
confidently. It should also be easier to take that step after some
of the outstanding issues on transportation priority and interstate
pipeline capacity are resolved. In the meantime, we see some
benefit to having end=-users plan their own banking deliveries and
withdrawals, especially where parties such as CIG seek to do just -
that. Some may find this easier than expected; othexs may
experience balancing problems and incur additicnal costs as a
result. The number and severity of such problems will help us
judge the benefit to be derxrived from having brokers/suppliers
perform as aggregators and not solely or primarily as banking
agents for individual end-users.

3. Core—elect Customers

The parties differed sharply on the interrelationship of
core election and gas storage. Much of the debate centered on the
characterization of storage as supply or transmission. One school
arques that (1) gas in storage is a source.of supply.,- (2). core . ..
election is a cheoice to be served from the same portfolio as the
core (for whom storage service is provided on a bundled basis), and
therefore (3) the LDC should include core=-elect customer
requirements (at nonextra'charge to such customers) in setting its
storage target. The other school argues that (1) underground
storage is as much a part of the LDC’s transmission system as the
pipes and valves, (2) the Commission has unbundled commodity and
tranqurtatiop service to noncore customers, and therefore (3) the
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The LDCs will need to address various aspects of
as-available banking in their implementation plans, Should/they
desire to offer this service. For example, the LDC shou-l{! probably
announce its offering of as—available volumes well advance of
commencement of gas deliveries on behalf of the customers that
respond to that offering. The plans should indicate how far in
advance, how frequently such offerings may or should be announced,
and other details of how as-available bam:ing/would work.

The treatment of revenues from th/e’ value-based component
of as-available banking fees will be the same as for regular
banking, i.e., a portion of such revenues/ may be retained by the
LDC for the benefit of its shaxeholderg/ (see Section VII below),
while the balance will be flowed back ,to noncore customers.

E. Priority and cuxtailment /

In today’s decision, we adopt an interim approach on
priority among banking customers. /We expect that developments
regarding transportation priority/charges and access to interstate
pipeline capacity may cause us to rethink this approach.

As we have sajid sevaral times before, banking service
does not hinge on the LDC’s bei{ng able to physically inject or
withdraw banked volumes of gas’ ; the service, in terms of real-time
operation, is an accounting té:ansaction, and the movement of banked
gas involves all of the LDC’/s systen (pipelines and storage).

Since the whole system is involved, however, the LDC’s
injection/withdrawal capabflity could conceivably constrain banking
service in certain situations. Injections into and withdrawals
from storage on behalf o:l:f the core take priority over any storage
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core-elect customer should not get storage banking serxvice
on the same basis as other noncore customers.

The debate over characterization is both unresdblvable
(storage fields are like supply in some respects, like¢/transmission
in other respects) and beside the point. Core-electy/customers are
noncore customers who, by virtue of their electiox), express a
preference for price stability and supply securify (in the form of
a longer-term portfolic) as to at least part of their recquirements.
Core election does nothing except entitle su customers to a
commodity price equal to the core wacoG.*® /a core—elect customer
does not become entitled to a bundled service, nor does it become
entitled to core priority (Pl-P2A). The/core-elect customer, like
the rest of the noncore, must pay extry if it wishes to benefit
directly from the price and reliability functions of storage. (Cf.
our discussion of transportation priority and core election in
Order Instituting Rulemaking 88-084018, mimeo. pp. 44~45.)

When we establish full Atorage unbundling (after we gain
experience through the pilot pr¢gram described in Section VIX
below), we will institute the following procedure for core—elect
customers. The LDCs’ initial/targets will include a banking volume
intended for core-elect custOmers, based on LDC management
appraisal of core-elect copsumption, load shapes, and seasonal gas
price differentials. Thig specification of banking velume fox
core-elect customers wilY be subject to reasonableness review.
Core-elect customers as/a. will-then be responsible for.
revenues equal to the ounced core-elect banking volume

18 The level of core election probably would affect both the
LDC’s procurem and the way it operates its integrated systen,
but in terms of/making good on its price commxtment, the LDC could
offer to sell At core WACOG prices without having any storage on
its system wh
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operation to provide banking aervice.zo As among noncore, coraﬁ//

elect, and other banking customers, those with banked«volunes/ander
the regular service take priority over as-available banking
customers.

As ameong customers within a given category of banking
service, we do not establish a new priority mechanism. Instead, if
the LDC experiences a capacity constraint anywhere/on its system
(in the storage fields or on its pipelines) such ,that the LDC
cannot move banked gas, then the LDC will curt3 all regqular
banking customers based on the existing noncoxe priorities (P2B-P5)
of the respective customers, to the extent ndcessary after fully
curtailing its as-available banking service’, A curtailment
affecting only as—-available banking service would likewise be
carried out on the basis of existing noncore priorities, except
that brokers/suppliers would be curtaild& first. These rules apply
whether the constraint affects banking/“deposits” or “withdrawals.”
B Banking services require implementation of a nomination
procedure for “deposits” qnd"withdrdbals.' The LDC will use these

20 PG&E says that its withdrawal capability may be constrained
for two general reasons: (1) “Af drawing down the reservoir would
eliminate the pressure necessary to sustain withdrawals under APD
conditions;” and (2) “if total/ withdrawal capability were needed by
the core portfolio because insufficient supply were delivered by
PG&E intexstate pipeline supply sources, or PG&E-owned gas in
storage were more economic than incremental sources of flowing
supply.” (Concurrent opening brief, p. 47 note 3.) We agree that
any of these reasons would qbnstitute a withdrawal constraint on
banking service, with one crucial qualification: in (2), core

#portfolio” should read co:z customers. Under those circumstances,

. Py wyonld ngtead p Mota , BEOY Yl
(See Order Instituting Rulemaking 88-08=-018 for
proposed rules to govern gtandby service.) This ensures that core
customers continue to receive the full benefits of storage under
constrained conditions, without inflation of the core WACOG to meet
core-elect demand in thoge circumstances. :
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multiplied by the price resulting from the auction of banking
capability.

Core-elect customers will not participate in s auction
for their core-elect volumes.'? The auction price will/simply be
used to price core-elect banking service after-the-fact. Since
core-elect customers, unlike the rest of the noncorefparticipants
in the banking program, will not have had the oppoxtunity to bid a
volume associated with the eventual banking price/, we will cap the
core~elect reservation fee at 125% of the prev'{as year’s fee.

Identifying storage=source volumes for core-elect
customers is operationally infeasible (i.e.,/the molecules cannot
be tagged ”stored” or “non-stored”). Thergfore, we will convert
the revenues calculated from the target
into a per—therm, average reservation fde for all core-elect
volumes, to be collected in rates throtgh a separately-stated
volumetric charge.

D. As-available Banking Service

We indicate in Section IV.A.2 above that the LDCs may
offer ~as-available” banking serwéce in addition to the regular
(annual, allocated by‘bidding)‘,ervice. By ~as-available” we mean
pPrimarily an incremental service, curtailable ahead of the regular
sexvice, offered on a nondiscriminatory basis for varying terms
(but aiways less than a year), and using any banking volumes that
night remain after provision for both the volumes allocated through
the regular service and the LDC’s revised storage target.

Fees for the as=available service, like the reqular
sexvice, would have varjable cost and value-based components.
Costs should be computdd on an updated basis to reflect actual

19 Since a custo er.may*go-core-elect for only part ofritS-néeds,“
it could bid like Jother noncore custeomers as to the-rema;ndex. ‘
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nominations in planning how to move banked volumes and in effecting
curtailments. ‘ R
All banking services are provided only through the. “best
efforts” of the respective LDCs. Accordingly, there will be no
rebate of banking reservation fees in the event of a
curtailment.?l we expect that potential banking customers will
consider this in deciding how high a banking reservé%ion fee they
are willing to pay. ‘
F. RBalancing Charges

Access to storage banking will enhante gas-to-gas
competition in California, but it may also complicate the LDC’s
task of balancing its system. Proper system balancing is necessary
for controlling costs and ensuring reliabdlity. Thus, the parties
who benefit from greater access to 1LDC fécilities, including the
LbC’s pipelines and storage fields, mud% also bear (1) the
responsibility of complying with reaspnable conditions on their use
of the facilities, and (2) any increased costs that result fronm
fajilure to comply with those condigiﬁns. This principle is
consistent with the procurement rgaes and policies set forth in
Order Instituting Rulemaking 88-08-018.

' The potential problems/with banking service are
essentially the same as with transportation. For any given banking
or transportation customer, thd LDC may find less gas showing up
than it anticipated, either /cause of customer overnonmination or
nonperformance by the supplier or interstate pipeline. The LDC may
also find more gas showing up than it anticipated, caused perhaps
by customer undernominationg or upstream errors. : :

21 However, the variable cost component ¢f banking fees is
volumetric, so the banking customer would not incur variable cost
fees ?o-the extent that g service to that customer were .
curtailed. . ‘
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conditions on the LDC’s system.zo Variakle cost fees would be

charged on a volumetric basis, and the same types of costs would be
includable in both types of service. Value-based fees would/ge
negotiable downwards from the monthly fee derived from the/gidding
for the regular service. %t

The LDCs will need to address various aspects of
as-available banking in their implementation plans, sShould they
desire to offer this service. For example, the LDC should probably
announce its offering of as-available volumes w in advance of
commencement of gas deliveries on behalf of the’ customers that
respond to that offering. The plans should iAdicate how far in
advance, how frequently such offerings may Sg.should be announced,
and other details of how as-available bank{;g would work.

The treatment of revenues from/the value-based component
of as-available banking fees will be the same as for regulaxr
banking, i.e., such revenues will be used to reduce the revenue
requirement allocated to noncore customers.

E. Priority and Curtailment

In today’s decision, wefadopt an interim approach on
priority among banking customersf. We expect that dévelopments
regarding transpbrtation priorﬂ%y charges and access to interstate
pipeline capacity may cause %frtovrethink this approach.

As we have said several times before, banking service
does not hinge on the LDC’sfbeing able to physically inject or

-\

20 Thus, the ILDC would compute its injection costs for the as-
available banking sexvice using the most cuxrent information on
pressures within its uhderground storage fields.

21 The value of as7available banking logically should be lower
than that of the reghlar sexrvice because the terms of the former
are less favorable ¥o the customer. Thus, the price for the
reqgular service (prbrated from an annual basis to however many
months are requeste¢d for the as~available service) establishes an
appropriate L1ing for the value-~based component of the as-
available banking/service. .
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We cannot categorically state that the LDC’s operations
will (or will not) suffer because of the receipt of 'more or less
than the expected amount of gas for a given customer. No one buys
particular molecules. The movement of gas between a large‘guﬁier
of producers and a vast number of consumers is accomplished through
aggregation of their individual production and needs by a
relatively small number of interstate pipelines and - These
companies formerly bhad little need to know, on a real-time basis,
whose gas they were moving. Instead, these companies, in their
role as aggregators, perform short-term balanoihg-as an inherent
part of transportation service. Such balanci%g is bundled in the
trangportation rates and provided routinel /through.'lina pack”
(increasing the pressure in the LDC’s pipelines to hold more gas)
and/or operation of some of the LDC’s spaller storage tields.22

Thus, a certain amount of short-term balancing is
embedded in the LDC’s way of doing Bpsinoss. Also, proper system
balancing does not require a perfect match, on a weekly, monthly,
or even seasonal basis, between gas receipts and deliveries on the
IDC’s system. For example, the LDC operates its major storage
fields to create a planned ithXSngg that lasts for most of the
annual injection/withdrawal cyd&e.

This does not mean ﬁsat we can ignore imbalances or
assume that, e.g., the over- /and undernominations of a large pool
of banking customers will cel each other out. The customer that
reserves banking volumes but does not use them is depriving otbher
potential banking customers and defeating the goal of full system
utilization. The customexr’ that deposits more than its reserved
volunes (beyond the tolerance for short-term imbalances) may be
getting something for no - Most important, the storage cycle

|

22 No party argues foé the unbundling of short-term balancing, at
least until changes in metering technology and practice provide
better real-time information and control to the . ‘

- 25 -
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withdraw banked volumes of gas; the service, in terms of rdal-time
operation, is an accounting transaction, and the movement of banked
gas involves all of the LDC’s system (pipelines and storage).

Since the whole system is involved, however, the LDC/
injection/withdrawal capability could conceivably constrain banking
sexvice in certain situations. Injections into apd withdrawals
from storage on behalf of ¢core portfolio loads }both the 1LDC’s own
core and that of its wholesale customers plus the LDC’s core-elect
customers) take priority over any storage og?ration to provide
banking service.?? as among banking customers, those with banked
volumes under the regular service take priority over as-available
banking customers. '

For customers within a given fategory of banking sexvice,
we do not establish a new priority mechanism. Instead, if the LDC
experiences a capacity constraint a rwhere on its system (in the
storage fields or on its pipelines)y such that the LDC cannot move
banked gas, then the LDC will cu;#ail all reqular banking customers
based on the existing noncore priorities (P2B-P5) of the respective
customers, to the extent necesgaxry after fully curtailing its as-
available banking service. A/curtailment. affecting only as-
available banking service wonld likewise be carried out on the

basis of existing noncore;?riorities, except that brokers/suppliers

would be curtailed first. /These rules apply whether the constraint
affects banking “deposits” or ”withdrawals.”

22 PG4E says that its withdrawal capability may be constrained
for two general reasons: (1) ”if drawing down the reservoir would
eliminate the pregsure necessary to sustain withdrawals under APD
conditions;” and (2) ”if total withdrawal capability were needed by
the core portfoliof because insufficient supply were delivered by
PG&E interstate pipeline supply sources, or PG&E-owned gas in
storage were mor¢ economic¢ than incremental sources of flowing
supply.” (Concurrent opening brief, p. 47 note 3.) We agree that
any of these reasons would constitute a withdrawal constraint on
banking service. S

v
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is a planned imbalance. If banking shortfalls or excess deliveries
were to snowball, they could result in system underuse, increased
costs, and complications in scheduling the LDC’s own storage
activities on behalf of the core. Therefore, rules are needed to
govern balancing sexvice to banking customers for nor'é than short-
term imbalances.

Where less gas shows up than the LDC has been led to
expect, the LDC has some protection simply beca/use the banking
reservation fee is payable whether or not the full volume is used.
Also, we allow the banking customer to relcése some or all of its
unused reserved volume to the LDC, if the/ LDC consents. (See
Section V below.) Finally, the LDC may ¢ e back unused reserved
volume under a use-it-or-lose-it provi/sion. This provision will
require the LDC to give written notic;e of a deficit greater than
10% in the banking customer’s “deposits” compared to its
nominations. If the deficit is noi/ reduced to 10% or less within
30 days of the written notice, th?:tlx the LDC may either (1) take
back unused volume exceeding the /10% margin (in which case the LDC
must prospectively reduce the banking customer’s reserxvation fee on
a proportional basis for months/following the take~back), or (2)
£ill the unused volume up to the 10% margin, billing the banking
customer for the LDC’s gas at /the rate for the proposed “standby
service.” (See Order Instituting Rulemaking 88-08-018, mimeo.

Pp- 12-15, and Appendix B of/that order.)

When more gas shol up than the LDC has been led to
expect, the LDC again has s’evez'al options. If the LDC offers
as-avallable banking, the c{fusto‘mar and the LDC may agree to bill
banking charges for the excess gas (i.e., the amount by which the
customex’s “deposits# excﬁled its nominations by more than 10%,
after notice and opportunity to correct, as described in the
preceding paragraph) undef:" as-available service. Otherwise, the
IDC may either (1) purchase the excess gas at the lower of the .
banking customer’s cost or the LDC’s lowest current cost of gas, or
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Banking services require implementation of a/nomination
procedure for “deposits” and ~withdrawals.” (See Sefdtion V below.)
The LDC will use these nominations in planning how/to move banked
volumes and in effecting curtailments.

All bahking sexrvices (other than tho for wholesale core
loads) are provided only through the ”“best efforts” of the
respective LDCs. Accordingly, there will b¢ no rebate of banking
reservation fees in the event of a curtaiMient.2> We expect that
potential banking customers will considef this in deciding how high
a banking reservation fee they are wilYing to pay.

F. Palancing Chaxges .

‘ Access tofstorage banking/will enhance gas-to=gas
competition in California but may/alsce complicate the LDC’s task of
balancing its system. Proper system balancing is necessary for
controlling costs and ensuring sreliability. Thus, the parties who
benefit from greater access to LDC facilities, including the LDC’s
pipelines and storage fieldsy must also beay (1) the responsibility
of complying with reasonable conditions on their use of the
facilities, and' (2) any igereased costs that result from failure to
comply with those conditfons. This principle is consistent with
the procurement'rgles d policies set forth in Order Instituting.
Rulemaking 88-08-018. ' '

_ The potentifal problems with banking service are
essentially the same as with transportation. For any given banking
or trahspcrtation dﬁstomer, the LDC may find less gas-showing—up-—-— -

23 However, the variable cost component of banking fees is
volumetric, s¢ the banking customer would not incur variable cost

fees to the ent that banking service to that customer were
curtailed. so, we will consider, based on results in the pilot v//
program desdribed in Section VII below, whether the LDC should ‘
retain any Ancentive from the reservation fee paid by a banking -
customex £or any month in which banking service to that customer is
curtailed./ : : . : :
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(2) proportionally reduce the nominations during the month
following the end of the notice period to bring the customer’s.”
balance within the 10% margin. ~

Finally, when the banking customer has gas in its account
at the end of its contract term, the customer nay be ab‘le to get a
new contract (either by successfully bidding for the/ragular
service or obtaining as-available service if ozzezeﬁ) . Otherwise,
the LDC buys the gas remaining in the account at/the price of its
lowest incremental source.

We stress what we hope is alrezy clear, that banking
service (whether reqular or as-available) is limited to the ternm of
the contract between the banking customer and the LDC. A current
banking customer is not guaranteed thé same or any banking volume
during a later term, nor does that c{mtomer obtain preferential
access to banking capability at the’ end of its existing contract.

Banking service (whether{ reqular or as-available) is not
transferable, except that the cus‘:omer may release some or all of
its unused reserved volume back o the LDC with the LDC’s consent.
If the LDC agrees to the reloat;e, then the customer’s obligation to
pay banking resexrvation fees 1: cancelled or proportionally reduced
for all months in the contract tern following the month in which
the release is accepted.

The LDCs’ implemen’t.ation rPlans (see Section IX below)
should include a proposed ngmination procedure (similar to that
used currently to nominate ‘storage gas) for banking “deposits” and
#withdrawals.” There will no minimum or maximum nomination. We
agree with CIG that wit.hdr wal rate is adequately requlated by the
LDC’s operational conatraiznts (i.e., the service is only “best
efforts”) and its obligation to meet core needs first. This result
is consistent with D.85~12~-102, mimeo. p. 16, where we rejected
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than it anticipated, either because of customer overno
nonperformance by the suppliexr or interstate pipeline./ The LDC may
"also find more gas showing up than it anticipated, caused perhaps
by customer undernominations or upstream errors.

We cannot categorically state that the DC’s operations
will- (oxr will not) suffer because of the receip of more or less
than the expected: amount of gas for a given cdgtomer. No one buys
particular molecules. The movement of gas Petween a large number
of producers and a vast number of consume is accomplished through
aggregation of their individual productid% and needs by a _
relatively small number of interstate pApelines and LDCs. These
companies formerly had little need tofknow, on a real-time basis,
whose gas they were moving. Instead/, these companies, in their
role as aggregators, perform balancing as an inherent
part of transportation service.eéghch balancing is bundled in the
transportation rates and provided routinely through ”line pack”
(increasing the pressure in the LDC’s pipelines to hold more gas)
and/or operation of some of the LDC’s smallexr storage £ields.2*

Thus, a certain amount of short-~term balancing is
embedded in the LDC’s way ot doing business. Also, proper system
balancing does not require a perfect match, on a weekly, monthly,
or even seasonal basis, between gas receipts and deliveries on the
LDC’s system. For example, the LDC operates its major storage
- fields to create a planned imbalance that lasts for most of the
annual -injection/withdrawal--cycle. -~ - :

This does not mean that we can ignore imbalances or
assume that, e.qg., e over- and undernominations of a large pool’
of banking customeys will cancel each other out. The customer that
reserves banking“olumes-but does not use them is depriving other -

24 No partyfarques for the unbundling of short-term balanczng, at
least until ges in meterlng technology and practxce provide
better real-time information and control to the LDC.’

- 27 -
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SoCal’s proposal to impose an arbitrary limit on transportation gas
noninations. We also agree with CIG that SoCal’s proposed minimum
banking quantity (500 million cubic feet over an injection season)
is unreasonably high; we adopt instead CIG’s proposed minimum,
equivalent to about one month’s usage by a noncore customer
consuning at the minimum rate to cqualify for noncore status.

The service contemplates that the banking customer’s
~account” will be fully drawn down at the end of the contract term.
Section IV.F above deals with the treatment of imbalancdé'during or
at the end of the contract term.

The LDCs will each establish a Bankieg Reservation Fee
Account. They will book to this account the value-based component
of fees collected in connection with the regdiar and (if offered)
as-avajilable banking services. The LDCs wii& keep a small portion
of these fees as an incentive. (See Sect%pn VII below.)

The entire remainder of these ﬁees should go to reducing
the revenue requirement allocated to noncore customers for the
LDCs’ fixed costs of storage. LDC costé for the banking services
and a reasonable incentive are already/provided for; the question
then is whether some portion of the account balances should benefit
core customers. We believe not:; thd/situation is closely analogous
to the transportation priority char@e, and we have previously
agreed in principle with the dispoéition to noncore customers of
revenues from this charge. (D.87[12-039, mimeo. p. 42.) The
noncore is already allocated itsf/share of the LDCs’ fixed storage
costs. The return of banking reservation fees is necessary to
ensure that the IDCs do not double recover these costs from these
customers.

Some parties arque ) t these revenues should be dealt
with on a forecast basis, so that noncore payments are reduced




I.87-03-036, R.88=-08=018 ALJ/SK/fs/3t/fs ww

potential banking customers and defeating the goal of full system
use. The customer that deposits meore than its reserved volumes
(beyond the tolerance for short-term imbalances) may be getting
something for nothing. Most important, the storage cycle'is a
planned imbalance. If banking shortfalls or excess deliveries/were
to snowball, they could result in system underuse, increased/osts,
and‘complications in scheduling the LDC’s own storage actividties on
“behalf of the core portfolio. Therefore, rules are needed to
govern balancing service to banking customers for more phan short-
term imbalances.

Where less gas shows up than the LDC has en led to
expect, the LDC has some protection simply becaus¢/the banking
reservation fee is payable whether or not the fudl volume is used.
Also, we allow the banking customer to.releazﬁ/gome or all of its
unused reserved volume to the LDC, if the LDC consents. (See
Section V below.) Finally, the LDC may ¢t back unused reserved
volume under a use-it-or-lose-it provision. This provision will
require the LDC to give written notice ¢f a deficit (measured over .
a cne-month period) greater than 10% the banking customer’s
*deposits” compared to its nominatiops. If the deficit is not
reduced to 10% or less within 30 dafs of the written notice, then
the LDC may either (1) take back yMnused volume exceeding the 10%
margin (in which case the LDC muft prospectively reduce the banking
customer’s reservation fee on ¥ proporticnal basis for months
following the take-back), or A2) £ill the unused volume up _to. the
10% margin, billing the b ng customex for the LDC’s gas at the
rate for the proposed “stajdby service.” (See Order Instituting
Rulemaking 88-08-018, miméo. pp. 12~15, and Appendix B of that
oxder.) ' ‘

When more gag shows up than the LDC has been led to
expect, the LDC again/has several options. The LDC may treat the
excess gas (i.e., tbf amount by which the customer’s ~deposits”
exceed its nominatifns by more than 10%, after notice and’




I.87-03-036 ALJ/SK/fs

immediately. This is not practicable, without expeg}ence or other
basis for projecting the revenues resulting from~3pnkingvcustomers'
bids. Instead, LDCs will report the Banking Reservation Fee
Account balances in their respective ACAP. These balances, after
deduction of the LDC incentive, will set ofg/éhe LDC revenue '
requirement for the next year, as we indicated above.

A portion of the’revenues,received as banking resexvation
fees should benefit the LDC’s shareholders. The banking program
has certain benefits for the LDC [(e.g., the LDC may be able to rely
on banking customer-owned gas to/meet APD requirements), but on the
whole, the program makes more work for the LDC than it has now.
Consequently the LDC’s storage/operations under a banking regime
present more potential for eféor and for greater-than-anticipated
costs than these operations mshen conducted solely on the LDC’s own
behalf. An opportunity for gain should accompany this exposure to
new and possibly'increase' risks.

The incentive ghould not be so high as to biaa the LDC’s
storage decisions. PG&E’s proposal, to split the banking
reservation fees 50-50 between ratepayers and shareholders, seems
excessive on its face dhd night motivate the LDC in ways
inconsistent with leasé-cost reliable operation of the LDC’s
integrated system. e incentive is also not intended to mitigate
risks that the LDC would face whether or not there were a storage
banking service. Tﬂhs, we reject SoCal’s proposal te return
banking reservatior fees to ratepayers only after offsetting any
shortfall in SoCal‘s recovery of its noncore margin. Finally, the
LDC should not be placed in a conflict-of-interest, so any revenues
from bids submitted (1) by the LDC on behalf of its core=-elect
customers, or (2)/by the LDC’s electric department, should first be
excluded in calculating the portion of banking reservation fees to
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opportunity to correct, as described in the preceding paradraph) as
Munscheduled” banking. The'charges-for unscheduled bankdng are
essentially the same as those for the as-available seryice (see
Section IV.D above), except that we agree with SoCal/that an
unscheduled banking customer should pay 2 higher re¢Servation fee
than a customer whoe contracts in advance with the/lDC for banking
service. Thus, we adopt, with modifications tofreflect our bidding
system, SoCal’s propeosal for an 7imbalance” chlarge: the
unscheduled banking customer will pay a monthly resexrvation fee
that is 25% higher than the fee determined/gy bidding for the LDC’s
scheduled banking sexvice.2? Otherwise, e LDC may either
(1) purchase the excess gas at the Jlower of the banking customer’s
¢ost or the LDC’s lowest current cost/of gas, or (2) proportionally
reduce the nominations during the Q?hth following the end of the
notice period to bring the customer’s balance within the 10%
margin.

Finally, when the b ing customer has gas in its account
at the end of its contract te I, the customer may be able to get a
new contract (either by successfully bidding for the regular
service or obtaining as-ava¥lable service if offered). Otherwvise,
the LDC buys the gas remaining in the account at the price of its
lowest incremental source?nl

We stress Jhat.we hope is already.clear, that banking
service (whether redqular or as-available) is limited to the term of
the contract betweén the banking customer and the LDC. ' A curxent’

25 The customer will continue to incur charges for unscheduled
:agking untiY the customer’s account is brought within the 10%-
olerance. ' :
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be retained by shareholders. Revenues from wholesale customers to
cover banking service for their core loads are also~cxcludeél

We will set the IDC incentive initially at 10%/31 the
banking reservation fee revenues (minus the exclusionsg” just
mentioned).23 For this purpose, “banking reservation fees” will
include revenues from the value-based component of fees collected
for both regular and as-available banking service. We may adjust
the 10% figure up or down, depending on our experience with the
progran:and the level of such revenues.

VIXII. pDedication

During the storage hearings, /PG&E reiterated that,
although it was not actively pressing/objections to Commission
jurisdiction in regard to the varioug banking service proposals, it
also was not waiving general objections that it had hinted at much
earlier and that seem intended to put in dispute whether
underground storage fields are »dedicated” facilities.
Specifically, in a June 1, 1987 filing in this proceeding, PGSE
said that it “does not concede that the Commission has the legal
right to order utilities toA'unbundla' storage facilities” and that
it #specifically reserves the right to raise any objection to the
commission’s authority to regulate this activity.~”

Through counsel, PG&E offered the following clarification
of its current position: 'Ini..the June 1 £iling, PG&E was stating
its understanding of the law/as it exists then and as it exists
now. So, to the extent tha the question is, does PGAE intend to
continue to preserve and assert its legal rights, the answer is
yes. On a more practical basis, the company’s intention is to
continue to participate in/thia proceeding, to evaluate the results

f

23 To clarify, the tormnla is: 210% x (total fees - exclusions) =
1DC incentive. ‘ 4 ‘
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banking customer is not guaranteed the same or any banking volume
during a later term, nor does that customer obtain pypeferential
access to banking capability at the end of its exigting contract.

Banking sexrvice (whether regular or as~é;ailable) is not
transferable, except that the customer may reledse some or all of
its unused resexved volume back to the LDC wi the LDC’s consent.
If the LDC agrxees to the release, then the Lustomer’s obligation to
pay banking reservation fees is cancelled/or proportionally reduced
for all months in the contract term following the month in which
the release is accepted.

The LDCs’ implementation plans (see Section IX below)
should include a proposed nominatign procedure for banking
rdeposits” and ~withdrawals.” Thé nomination procedure will apply
to hanking customers generally,/except that wholesale customers
will not be required to nominate core gas from storage. There will
be no minimum or maximum nom¥nation. We agree with CIG that
withdrawal rate is adequatei& requlated by the LDC’s operational
constraints (i.e., the seyiice is only “best efforts”) and its

obligation to meet cor:/peeds first. This result is consistent

with D.85-12-102, mimeo p. 16, where we rejected SoCal’s proposal
tb-impqse an arbitrary limit on transportation gas nominations. We
also agree with CIG fhat SoCal’s propesed minimum banking quantity
(500 million cubic feet over an injection season) is unreasonably
high:; we adopt ingtead CIG’s proposed minimum, equivalent to about
one month*s”usag “by-a-noncore- customer-consuming--at--the minimum.-
rate to qualify/for noncore status. '

The gervice contemplates that the banking customer’s
7account” will be fully drawn down at the end of the contract term.
Section IV.F/above deals with the treatment of mmbalances durlng or
at the end $f the contract term.
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of the Commission’s orders and decisions regarding the gas std§;ge
unbundling proposals that the Commission eventually puts in place
and then consider what options...to pursue that are contistent.with
the positions that it’s taking during these proceedings. (Tr. 908
[Maxch 3, 1988].)%4 |

This clarification elicited further questions which PG&E
again anawered through statements of counsel. Concerning the scope
of the dedication (if any) of PG&E’s storage facilities, PG&E
responded: #~The scope of dedication depend%/gn the facilities
involved and whether any particular public/ntility service is being
provided. In general, the answer is ’‘yes’ [i.e., the storage
facilities are dedicated] but only with respect to PG&E’s service
to its core customers.” (Tr. 1609.) eﬁhcerning whether this
dedication would extend to the use of these facilities and storage
fields in a program of unbundled stogage regulated by the
cOmmission, PGLE responded: 'Assuming this question is intended to
encompass the storage banking proposal PG&E is sponsoring in this
proceeding for noncore customers,}no. In general, regulation does
not mean dedication. ... The COmmdssion's jurisdiction attaches to
the extent of the terms and conditions PG&E propeses for the time
PG&E offers them. PGLE does not propose to ‘dedicate’ any portion
of its system for all time for/an unbundled storage banking service
on any terms and conditions. }The analysis of this question in any
other context depends on the,terms and conditions of the other
service.” (Tr. 1609-10.) ,,r‘

24 When PG&E’s counsel made this statement regarding PG&E’s
understanding of the law,/ PGAE had pending before the California
Supreme Court a petition for writ of review of our orders requiring
provision of interutilit tK gas transportation on a tariffed basis.

PG&E arqued in its petition that it had not *held out its
facilities by and on jalf of the public located outside its
gservice area.” Shortly/afterwards, the California Supreme Court
denied PGLE’s petition./ (Minute order, March 24, 1988, in S.F.
No. 500 3829.)
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Under the banking program, the LDCs will gollect
reservation fees as the value-based component of b ents which
customers will make in connection with banking services. We must
decide how to treat these revenues for ratemaking purposes.

Commencing with the regular and (if pffered) as-available

banking sexrvices, the resexrvation fees should go to reducing the
revenue requirement allocated to neoncore cygtomers for the LDCs’
fixed costs of storage. LDC variable cosfs for the banking |
services are already provided for (see Sgction IV.B.2 above): the
question then is whether some portion ¢f the reservation fees
should benefit core customers. We believe not; the situation is
closely-analogous to the transportabﬁon priority charge, and we
have previously agreed in principle with the disposition to noncore
customers of revenues from this xge. (D.87=12-039, mimeo. p.
42.) The noncore is already alﬁ cated its share of the LDCs’ fixed
storage costs.. The return of banking reservation fees is necessary
to ensure that the LDCs do not’ double recover these costs fronm
noncore customers.

We agree with the/parties, such as CIG, who would do a
forecast of banking reservation fees, in order to reduce noncore
customers’ revenue requi:Z:ents in the year when those fees are
collected, rather than ?ﬁ the following vear. Using a forecast
basis is consistent with how we have treated the revenues from — ——--
other new utility seryices, such as.interutility.transportation.
(See generally D.87-¢5-069 and D.87-12-039.) However, this
requires experience/with a banking service, or some other basis for . .
projecting the revénues resulting from danking customers’ bids.
The pilot program/(see Section VII below) should provide a-
reasonable basis/for forecasting storage banking revenues when the
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PG&E has not provided any legal analysis beyond thég;
bare assertions. In particular, PG&E has not expla;neq/héa
Commission jurisdiction to requlate the use of PG&E',/tacilities
arises apart from dedication of those facilities, or how PG&E’s
storage facilities (which, by PG&E’s own testimonii are part of an
integrated system that benefits and is paid tey/iy all of PG&E’s
customers) could be dedicated to only a portion of PG&E’s
customers. PG&E does not make specific its/iegal objections to any
other party’s storage proposals or explaiﬁ(why its own storage
proposal is legal under its own theorieg. All we can tell from
this record is that if we adopt PG&E's/;torage proposal exactly and
in total, PG&E would agree that we hdﬁe the authority to do so.

The storage hearings (and/;specially-PG&E's own
testimony) make clear that the Lbcé’ storage facilities are
dedicated to public utility service. These facilities influence
the LDCs’ procurement strategies; they play a role in load-
balancing; and they are an as?ential element in system reliability.
They are as much invelved as /the intrastate pipelines in the
novement of gas across the Fézz' systems to the end-user. As PG&E
and SoCal have noted repeatedly, gas stored for the core increases
the noncore’s access to flowing supplies during peak seasons. Oux
' new regulatory framework/for gas has thrown all of these functions
of storage into high reXief, but the storage facilities have been
perforring these :unctﬂgns since long before the inception of gas
transportation service/and the categorization of customers into
core and noncore.

Even were the dedication of storage facilities less clear
than it is, PG&E's'feservations would not cause much concern, again
for reasons that Pg&E's own testimony well explains. #Banking” is
not a rental of underground storage space, and we are not
obligating the LDCs to surrender control of their stofage‘
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full program commences in 1990.26 Thus, using results from

pilot program bidding, we will'project reservation fee revendes for
SoCal in its ACAP to be filed in March 1989, and for PG&E in its
ACAP to be filed in September 1989.

Another advantage of treating these revenues/on a
forecast basis is that the LDCs will have a strong iptentive to
_ make the banking service as attractive as possible /because utility
shareholders will retain resexrvation fees which exXceed the
forecast.%’ Such an incentive is consistent wi¥h the incentive
for the utility to maximize the throughput onAts transmission
- system, which we have built into our transp ation rate design.
In addition, we believe that the LDC’s shayeholders should have the
opportun;ty to benefit from an attractive, well-run banking program
since, on the whole, the program makes more work for the LDC than
it has now. Consequently the LDC’s storage operations under a
banking regime present more potentia) for erroxr and for greater-
than-anticipated costs than these operations when conducted solely
on the LDC’s own behalf. An opportunity for gain should accompany
this exposure to new and possiblf increased risks.

26 Reservation fees from the pilot program jtself should be
credited back to-noncore jcustomers-in the Lirst-ACAP-following
the end of the pilot program, which should be the 1990 ACAPs for
both SoCal and PG&E.

27 This seems preferable to giving the LDC a fixed percentage of
all reservation fees follected, as in the ALJ’s Proposed Decision.
The latter approach could reward the LDC even when its banking
program proved unattractlve. However, because we do not treat
reservation fee roxgnues on a forecast basis in the pilot program,
we retain a versi of the ALJY’s proposal for the LDC incentive for
purposes of that Program. (See Section VII below.) For the pilot
program, the LDCF should establish an account to accumulate all the
reservation feesfwhich they collect. As mentioned above, these
pilot program r¢venues, minus the LDC incentive, will be used to
offset noncore fixed costs of storage in the 1990 ACAPs. '
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tacilities.zs' They will continue to operate those taciliéies in

concert with the rest of their systems to deliver oxpoétedA
throughput prudently and efficiently. Banking -efydéo is simply
the logical complement to the transportation program and the
responsibility of noncore customers to-provigz/fbr their own gas
supplies. The only requiréd gtorage under t, ay’s decision relates
to core requirements, and no one disputes either the .necessity of
meeting those reguirements or the de.dicnt:!.o’n of the storage fields

for that purpose.

IX.

A. Norkshops
' The gas banking service Is new, complex, and dizre:ent‘
from the proposal of any one party during the storage hearings.
These factors prompt a different/implementation process than the
usual advice letter filings.

We direct PG&E and SoCal each to file and serve an
implementation plan within 30 /days of the effective date of today’s
decision. The plan should include rules for both regular (annual,
~ allocated by bidding) and a Lavailable (negotiated) banking
service, a bidding protocol/together with bidding and bid
solicitation forms, sample/notices and forms related to the
nomination and balancing provisions, explanation of all billing and
accounting procedures (including procedures associated with the
. Banking Reservation Fee XZccount), and any other matters rxelevant to
implementing this service.

25 In fact, the banking service will have little if any effect on
the ph{sical operation of storage. None of the parties seeks
operational control of the LDCs’ storage fields, and as we have

g;eviously‘noted, g deliveries and withdrawals may take place
‘independent of storage injection and withdrawal.

- 33 -
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There are two situations in which the LDC will ha
conflict of interest if it can profit by increasing reseyplfation fee
revenues. The first involves the banking revenues collécted from
core-elect customers. The LDC serves core-elect custgmers out of
the core gas portfeolio, and thus the LDC itself will/ be storing
core gas supplies on behalf of core-elect customerg. The LDC could
be tempted to store more gas than necessary for gbre-elect
customers, in order to profit from the additionAl banking
reservation fee revenues. A second potential onflict-of-interest
inveolves bids submitted by the LDC’s electri¢ department. To aveoid
these conflicts, all banking reservation feé revenues collected
from core—elect customers or from the elegtric departments of
combined utilities should receive balancing account treatment. In
other words, the forecasted reservatior/ fees from these two classes
of banking customers should be reconcfled with the actual fees
collected. The necessary reconciliafion of these balancing
accounts should be made in each AC2 This procedure is similar to
that adopted in D.87-05-069 for ifterutility revenues for the

The unbundled stgrage service set forth in Sections IV to.
. VI should-be implemented.peginning with the 1990 _injection.season.
For the 1989=-50 injection/withdrawal cycle, a less .ambitious
”pilot” program is appripriate. The pilot program is a “best
efforts” storage servife, is restricted to gas for consumption in
California, and inclyfes many other elements of unbundled service
but with more limit¢d availability. This will allow us to observe
storage banking in/operation on a small scale and work out problems
before having to deal with the larger banking volumes that the
unbundled servicé is likely to invelve. We also recognize that
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Interested parties will have three weeks to r/eview and
file written comments on the implementation plans. One week later,
an ipplementation workshop will start. The purpose gt the workshop
is to permit the parties to discuss the plans in a non-adversarial
setting, clarify ambiquities and uncertainties, /catch
inconsistencies and omissions, and generally /to work out as many of
the problems as possible. CACD should help by preparing and
distributing on the first day of the works’hop a summary of
problems, based on the submitted plans and comments, and by acting
as moderator at the workshop.

The workshop may continue :r;;om day~-to-day as needed, or
may break into working groups and reconvene, or may otherwise
provide for its own agenda, sc:hedule{ and procedure. However, our
goal is that the workshop end a.!ter/ not more than two weeks with a
report of the conferees (1) 1istin€_; the generally agreed-upon
provisions in the implementation/plans, and (2) specifying those
issues (if any) that require resolution by the Commission.
Conferees may also file and serve separate statements at that time.
We intend to decide any ramainﬁng issues without further hearing.

This mplementatior/ process will require the good faith
and hard work of all concernéd, but we think the process will
educate everybody, alert to things we may have overlooked in
today’s decision, and result in banking service that will minimize
unpleasant surprises and 9/ccommodate everyone’s neceds, so far as
that is possible. The process will not work if parties try to use
it to relitigate issues./ We stress that any objections to today’s
decision must be raisedjthrough the appropriate pleading (an
application for rehearilng- or petition for modification).

We also intend the new banking service to begin with the
1989 injection season. This requires strict adherence to the
schedule set out in Appendix C. '
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this is a transitional period, with continuing developfients both in
transportation service and our procurement rules.

Instituting Rulemaking 88-08-018.) Further progregs in these areas
will enhance the attractiveness and ease the implementation of the
unbundled sexvice.

For the pilot program, SoCal will offer 16.7 bef of
banking. This is the amount that SocCal proppsed to offer during
the hearings. |

PG&E did not specify how much ing it was prepared to
offer, nor did it specify how it would ¢alculate banking
availability, given the comparatively gmall cycling capability of
its storage facilities. We direct E to offer five be¢f for the
pilot program. This results in bot) PG&LE and SoCal making about
15% of their total cycling capability available for storage
bank:z.ng.28

Eligibility to bank g#s during the pilot program is the
same as for the regular banking service, except that core-elect
customers (to the extent that/ their requirements are met from the
core portfolio) will receiv storage service on a bundled basis, as
do~core,customers,29 and wiolesale customers will still be

28 We stress. that in designating these small amounts for the
pilot program, we ar¢g not endorsing SoCal’s method for determznzng
storage targets. o, the storage volume to be offered by PG&E

is probably-conservative,-since PG&E itself
indicates that its/ability to provide banking is greater than the
cycling capability/ of its storage facilities would suggest.
However, the volugies we have approved should be adequate to the
purposes of the pilot program, which serves primarily to develop
ating procedures and accounting mechanisms needed
for the unbundléd service.

ly, no portion of the banking revenues collected
as a result of the pilot program will be used to reduce the revenue
requirement 2llocated to core-elect customers for the LoCs’ Lixed
costs of sto age.
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B. Accounting apd Accountability

The banking sexvices approved in today’s decision //should
not significantly complicate the physical operation of the LDCs’
systems. The LDCs will retain physical control and wilflhave
essentially the same task that they have currently of/apttmizing
systen operation in light of anticipated throughpu « What will
change significantly is the bookkeeping asaociated with that
throughput.

Current equipment on the systems of e LDCs and
interstate pipelines provides little real-time detail on gas flows,
and certainly not enough information for thé LDC to ¥now, on a
real-time disaggregated basis, which tra port or banking
customer’s gas the IDC is receiving. Some of the parties (notably
Mock) criticize PG&E’s practices in accéunting for deliveries of
transport gas into the PGLE system. xécording to Mock, PG&E uses
inappropriate rules to allocate del%ﬁ%ries to particular customer
accounts and is inflexible (compargd to SoCal) in allowing *true-
ups” based on updates or correctiens fron the interstate pipeline.

Given the poor quality fat least for the foreseeable
future) of information on deliveries of transport and banking
volunmes into the LDCs’ systenms,/“true-ups” seem to be a commercial
necessity. The LDCs should take a pragmatic approach, as SoCal
seens to be doing. However, We will not adopt a set of accounting
rules in today’s decision. The subject is intricate, the record
(at least in this regard) is/rather general, and we frankly believe
that the parties at the impdementation workshops are bhetter able
than we are to work out what is commercially reasonable under the
circumstances of the adopﬂéd banking services. The LDCs’
lmplementation plans shouad include detailed accounting procedures
for the new services. ShaII/Salmon and other parties note that
LDCs in other jurisdictﬂ@ns presently offer various forms of
banking service, so we are launching into proviously'oxplorad
territory.
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permitted to load—balance on a l2-menth basis purspant to
D.88-03-085.

Fees for the pilot program will consift of value-based
and. variable cost components. A reservation fee for the full 12
months of the pilot program will be determined by the same auction
procedure that we have approved for the regular banking sexrvice.
(See Section IV.B.1l above.) //Su

© The variable cost component will include injection
energy, variable O&M, and a factor forfuncollectibles. This again
follows the approach for the regqular banking serv;ce.Bo The ‘
variable cost component will be detq%izned on a forecast basis, and
using average costs. PG&E and Socd& should update the variable
cost information from their testimony (but using average costs) in
their implementation plans for tZ: pilot program. The forecasts
should assume that the pilot prbgram for each utility is fully
subscribed.

The pilot program ¥ill include an incentive payment to
the LDC. We set this incentive at 5% of the banking reservation
fee revenues (after certain exclusions) from the pilot program-31
We exclude any revenues ftom bids submitted by the LDC’s electric

30 See Section IV.(G.2 above. PG&E’s comments on the ALJ’s

- Proposed Decision cofitinue- to.uxrge.that.the variable cost . component
include a factor for withdrawal energy. We continue to be
sceptical. If anything, the presence of banked.gas.would increase
storage field presSure and thus lower the amount of energy consunmed
in cycling gas frém the field on a per-unit basis. (We note that
SoCal did not inglude withdrawal energy in its proposal for
recovery of varjable costs.) However, if PG&E wishes to pursue
this issue, it mmay submit additional testimony in its current ACAP
to explain the/incurrence of withdrawal energy costs. In any
event, the vayxiable cost compoment will not include factors
requested by /PG&E based on its ”~incremental” theory of storage.

31 This légvel of incentive is consistent with our treatment of
incremental revenues from enhanced ©il recovery contracts. (See
D.87-05-046.) ,
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Findings of Fact and Conclusione of Law

l. Gas storage by LDCs on behalf of their core customers
serves both a price function and a reliability function.

2. Gas storage banking service enables noncore customers in
California to take advantage of the price function of gﬁérage. Gas
banked by the noncore should not be permitted to interfere with the
reliability function or otherwise increase the cost d& sexrving core
custoners.

3. Gas storage banking should promote optimal use of the
LDC’s total systenm.

4. The LDC’s initial storage target is based on the peak
season needs of core (P1l-P2A) customers in a 2.0 standard deviation
cold year. The target does not include any vélume for core-elect
customers or additional volume to meet APD field pressures.

5. Withdrawal of gas by banking cusfgmers is subject to
curtailment where necessary to ensure APR/Geliverability.

6. The LDC should publish, along‘yith the initial) storage
target and volumes available for banking, the APD schedule from
which the LDC would determine that gas/could or could not be
withdrawn from storage without jecpardy to APD requirements. This
information and the LDC’s solicitati?ﬁ of banking service bids will
normally be published in early January.

7. The bidding for regqular yfnking service should allow
enough time for potential banking customers to make plans and
prepare bids, and for LDCs t0<thi7k and rethink their storage
strategy and schedule before the beginning of the annual injection
season. jz/ .

8. The LDC should have dlscretion in using any banking
capability remaining after aw of banking volumes through
bidding. The LDC may continu;7:o £ill its storage facilities,

and will certainly do so if its initial storage targét and regular
banking are inadequate to engure APD deliverability. The LDC may
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department. Also, for any month when the LDC curtails banking
service to a banking customer, the LDC will not retain any
incentive from the reservation fee paid by the curtailed custofier.
Instead, the whole reservation fee for that month will go

off the LDC revenue requirement allocated to noncore cusybmers
(excluding core-elect customers). This should motiva LDCs to use
their best efforts to fulfill banking obligations. Zhe LDCs will
set up an account to track reservation fee revenues. Depending on
experience with the pilot program, we will decigé whether part of
the monthly reservation fee should be refundeg/ to curtailed banking

The LDCs differed on when they
transportation charge for banked gas. BPG&E prefers to bill for
transportation when the customer nominates volumes for withdrawal;
SoCal would apply the charge when bapking volumes are ”deposited.”
We see problems with both of these Approaches. For the pilot
program, the LDCs should implemeny the 50-50 proposal in comments
by Poco on the ALJ’s Proposed ision. Poco suggests that
transportation charges for b ng volumes match the incurrence of
costs: thus, half of the applicable transmission rate should be
collected when the gas is debposited and half® when the gas is
nominated for withdrawal i : ! - We
agree with Poco that this/arrangement will eliminate the
disincentive to use storAge banking service caused by charging all
time~lag costs to custohmers, and will motivate the LDCs to deliver --
- banked volumes as prowgbtly as possible.

Procedures /governing priority and. curtallment,
nominations to and from storage, balancing charges, and accounting
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also provide as-available banking, which would be interruptible

before regular banking sexvice. ://////
9. SOC21 has not demonstrated through economic or othe

relevant analysis any prudent basis for adhering to its one//éar—
in=100 cold season planning criterion.

10. Fees for regular banking service should hav a value-
based componert and a variable cost component. The value~based
component (“banking resexrvation fee”) allocates banking capacity
and is set by bidding. The bidding results in a (annual Lixed
charge in equal monthly installments.

1l. The regular banking service should/have a l2-month term,
commencing on April 1 each year. This date corresponds to the
beginning of tae LDC’s injection season.

' 12. The potential banking customer will submit its sealed bid
(expressed in nills/thexrm/year) in the f£orm of a list that would
show a variety of price levels and the ng volume that the
customer would request at each level. /The list would start at two
mills andlproceed'upward in two-mill Ancrements. After the close
of bidding, the IDC will select the g reservation fee that
maxinizes reservation of banking c?pability.

13. Where the LDC itself is a bidder (either through its
- electric department or on behalf of core-elect customers), the LDC
will submit its bid under seal Ep—the CACD.

14. SoCal should be authorized to recover its variable
injection costs through an in-gﬁnd charge, using as the basis its
average projected gas consumption after meeting the initial storage
target. PG&E may choose between a nmonetary or in-kind charge but
should indicate its choice in(its implementation plan. In eithex
case, the basis for the chagge is PGLE’s average projected
electricity consumption to-till its fields after meeting the
initial storage target.

e
e
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should generally follow the principles established £of unbundled
banking service.3? See Sections IV.E, IV.F, V, and IX.B.

Tha LDCs will each file a plan for implémenting the pilot
program. Consideration of the plans will geneyally follow the
workshop process that we describe in Section/IX.A. Appendix €
contains the schedule for implementation.

We want to learn as much as pogbible about storage
banking from the pilot program. To that end, we regquire PG&E and
SoCal to file and serve four reports 'ﬁ the program. The first
report, due Mzy 1, 1989, will summarize the results of bidding.

The second report, due September 1, 1989, will summarize pilot
program operations during the firyst four months of the injection
season. The third report, due December 15, 1989, will summarize
the balance of the injection geason and the first two months of the
© withdrawal season. The rindf report, due May 1, 1990, will cover
the balance of the withdrad%l season and recap the results for the
completed pilot program.

We invite comment from the wholesale customers on their
experience in the pilot’ progran and the l2-month balancing provided
before and during thef program. The wholesale customers’ comments
are due no later thah December 15, 1989, and may propose '
alternatives.whereh§ such customers could set their core storage
targets using a sjimilar approach to the one we have authorized for
the primary utilfties.

_ Palo,klto's comments on the ALT’s Proposed Decision note
a problenm wit?‘the timing of core-election. Specifically, many
core-elect customers made their election in June, so that their 12-
monthfterms‘overlap two storage cycles. From the standpoint of
LDCs’ procurement and storage planning, customers ideally would

32 oneé difference i§ that the pilot program will not include an.
as-avaifllable banking sexvice. '

H
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15. Variable costs should includé a factor for_ uancollectibles
and apply to the cost-based charges collected from-/all banking
customers except wholesale' customers.

16. The variable O&M costs of the underground storage fields
(excluding pumping energy) are a reasonable/ﬁ%oxy'for the variable
O&M of the banking sexrvice. However, the EDCs should reconsider
their calculation of variable O&M in light of the level of banking
capability contemplated in today’s decidion.

17. The transportation charge for banking volumes should
apply when these volumes are nominatdé for “deposit.” This
requires the LDC to adjust the ch e if the transportation rate
applicable to the banking customer/ (under the customer’s
transportation schedule) has changed at the time of withdrawal. A
broker or supplier that banks on/its own account (under the asg-~
available banking service) wou%d pay the highest noncore
transportation rate in effect at the time that it nominates volumes
for ~deposit.”

18. Today’s decision.qus not arfect the cost allocation
factors previcusly adopted for the new regulatory framework for
natural gas. However, hankﬁng castomers will potentially bear a
significant part of the variable costs of the LDC’s storage
operations.

19. Generally, all California noncore customers are eligible
for banking service. Whol sale customers are entitled to banking
service to the extent of their respective core loads and may get
additional service (regular\or as-available) on the same basis as
other noncore customers. _— —

20. The interim approach to storage by wholesale custonmers in
D.88~03~085 is superseded by today's decision. This supersedure is
contingent on the full 1mplamentation of regular banking service in
tine for the injection/withdrawnl cycle starting on April 1, 1989.

21. All gas banked under the new sexvice zust be consumed: in
CAlitornia. //,

/
/
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make a binding decision in January of each year whether to elgct
into the core portfolio for the next l12-month injection/withdrawal
cycle (April 1 to the following March 31). The LDCs thuyg would be
able to confidently factor core election volumes into Yheir initial
storage targets. We have not had an oppeortunity to Aiamine either
the scope of this problem or potential solutions. /Therefore, we
direct PG&E and SoCal to address the problem in fheir first report
and to suggest possible refinements to the progfess of core~election
that could improve its integration into the gtorage program and LDC
procurement efforts. ,

In general, each report should/detail banking
transactions during the covered period/describe problems
encountered, and recommend changes tofimprove the service. To
permit ready comparisons, the repo should follow a common
outline and format (including leved of detail) for presenting data.
CACD, PG&E, and Socal should confer on this. The reports should
also respond to additional quesgfions from CACD: such questions
should be sent to the LDCs at Aeast 15 working days before the due
date for the next report.

PG&E has yet to cfmmit itself to a methodology for
computing banking capability on its system, although PG&E has
stated that it has more ghpability than is suggested by a simple
comparison of its and $ 1’s relative ability to cycle gas in and
out of their respective underground storage facilities. Such a
methodology must be d¢veloped well before-the-determination-of - -
storage targets in pyeparation for unbundled storage banking
service. We direct/PG&E to present its proposed methodology in its
rirst report (May ¥, 1989) during the pilot program. The Assigned
Commissioner or AJJ will schedule further action to review PG&E’s
proposed methodoYogy. ' '
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22. Brokers and suppliers are not eligible for the reqular
banking service but may act as agents for eligible customers.
Brokers and suppliers may get as-available banking service (where
offered by the LDC) on their own or their clients’ account.

23. Core-elect customers are noncore customers who, by virtue
of their election, express a preference for price stabil:Lty and
supply security (in the form of a longer-term port:!.’olio») as to at
least part of their requirements. Core election does/nothing
except entitle such customers to a commodity price equal to the
core WACOG. The core-elect customer, like the res,t’ of the noncore,
must pay extra if it wishes to benefit directly from storage
banking capability.

24. Core=-elect customers should be required to choose whether
or not to allow the LDC to bid for banking se::vice on their behalf.
The LDC would then submit (to the CACD) a sea’led bid based on the
price and volume of banking service that the/ LDC deems prudent for
those customers on whose behalf the LDC is "’idding. The banking
reservation fee and other banking charges ,,would be billed to those
customers in the same way as to other banking custoners.

25. Core-elect customers that do not allow the LDC to bid for
them would be subject to supply curtaill(nent in the same way as
other noncore customers that do not take storage banking service.
The balance in the Banking Reservation/Fee Account would be used to
offset storage fixed costs allocated 1’:0 core~elect customers
regardless of whether they choose to have the LDC bid for banking
service on their behalf.

26. Some customers choose core election for only part of
their needs. Such customers may bid like othexr noncore customers
as to the remaining part of their needs.

27. As-available banking is an incremental service,
curtailable ahead of the regular +rvice, ofifered on a
nondiscriminatory basis for varying terms (but always less than a
year), and using any banking volumes that might remain after
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Specifically, in a June 1, 1987 filing in/this proceeding, PG&E
said that it ”“does not concede that the/Commission has the legal
right to oxder utilities to ‘unbundle! storage facilities” and that
it #specifically reserves the rigZ;/ég-raise any objection to the
Commission’s authority to regulate/ this activity.”

Through counsel, PG&E défered the following clarification
of its current position: ~In../the June 1 filing, PG&E was stating
its understanding of the law #s it exists then and as it exists
now. So¢, to the extent that/the cquestion is, does PG&E intend to
continue to preserve and agsert its legal rights, the answer is
yes. On a more practical/basis, the company’s inten;ion is to
continue to participate An this proceeding, to evaluate the results
of the Commission’s orders and decisions regarding the gas storage
unbundling proposals t the CommLSSLOn eventually puts in place
and then consider whAt options...to pursue that are consistent with
the posmtxons that t’s tak;ng during these proceedxngs. ‘(Tr. 908
[March 3, 1988] Y7o : |

33 When PGAE’s counsel made this statement regarding PG&E’s
understandl g of the law, PG&E had pending before the Caleornza

Supreme Co a petition for writ of review of our orders requiring
provxsion of interutility gas transportation on a tariffed basis.
PG&E. arqued in its petition that it had not ”held out its L
facxlltl s by ‘and on behalf of the public 1ocated outside its

(Footnote continues on next page)

- 39 -
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provision for both the volumes allocated through the regular
service and the LDC’s revised storage target.

28. Fees for the as-available service, like the regular
service, would have variable cost and value-based components.
Costs should be computed on an updated basis to reflect actual
conditions on the LDC’s system. Variable cost fees would be
charged on a volumetric basis, and the same types of costs would be
includable in both types of service. Value-based fees would be
negotiable downwards from the monthly fee derived from the bidding
for the regular service.

‘ 29. The treatment of revenues from the value-based component
of as-avallable banking fees will be the same as for regular
- VA
30. Injections into and withdrawals from storage on behalf of
the core take priority over any storage operatidh to provide
banking service. As among noncore, core-elect/'and other banking
customers, those with banked volumes under the regular service take
priority over as-avallable banking customera!

31. If the LDC experiences a capacity/éonstraint anywhere
on its system (in the storage fields or on/&ts pipelines) such that
the LDC cannot move banked gas, then the LDC will curtail all
regular banking customers based on the existing noncore priorities
(P2B~-PS) of the respective customers, to/the extent necessary after
fully curtailing its as-available bankinq service. A curtailment
affecting only as-available banking service would likewise be
carried out on the basis of existing noncore priorities, except
that brokers/suppliers would be curtafiedltirst- These rules apply
whether the constraint affects bankiné ~deposits” or “withdrawals.~”

32. Banking withdrawal capacity may be constrained for two
general reasons: (1) if drawing do n the reservoir would eliminate
the pressure necessary to sustain thdrawals under APD conditions;
and (2) if total withdrawal capacity were neaded by core custonmers
because insufticient supply were delivered by interstate pipeline
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This clarification elicited further questions which PG
again answered through statements of counsel. <Concerning the stope
of the dedication (if any) of PG&E’s storage facilities, PGHE ‘
responded: “The scope of dedication depends on the facilities
involved and whether any particular public utility serv!ée is being-
provided. In general, the answer is ‘yes’ (i.e., th¢ storage
facilities are dedicated] but only with respect to/PG&E’s service
to its core customers.” (Tr. 1609.) Concerning/whether this
dedication would extend to the use of these fadilities and storage
fields in a program of unbundled storage regdlated by the
Commission, PG&E responded: “Assuming thif question is intended to
encompass the storage banking proposal PGSE is sponsoring in this
proceeding for noncore customers, no. n general, regulation does
not mean dedication. ... The Commissjon’s jurisdiction attaches to
the extent of the terms and conditidns PG&E proposes for the time
PG&E offers them. PG&E does not yropose to ‘dedicate’ any portion
of its system for all time for unbundled storage banking service
on any terms and conditions. Jhe analysis of this question in any
other context depends on the fterms and conditions of the other
service.” (Tr. 1609-10.)

PG&E has not protided any legal analysis beyond thece
bare assertions. In icular, PG4E has not explained how
Commission jurisdiction/to regulate the use of PG&E’s facilities
arises apart from dedifation of those facilities, or how PG&E’s
storage facilities (yhich, by PG&E’s own testimony, are part of an
integrated system tjat benefits and is paid for by all of PG&E’s

inued from previous page)

~ Shortly afterwards, the California Supreme Court -
-petition. (Minute order, March 24, 1988, in S.F.
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supply sources, or LDC-~owned gas in storage were more economic than
incremental sources of flowing supply. Under (1) or (2), the LDC
would not be able to serve core-elect customers with core portfolio
gas but would instead provide “standby serxvice” to such cugpomers.
This ensures that core customers continue to receive the full
benefits of storage under constrained conditions, without inflation
of the core WACOG to meet core-elect demand in those/éircumstances.

33. Banking services require implementation o: a nomination
procedure for “deposits” and ~“withdrawals.” Thq/LDc will use
these nominations in planning how to move banked volumes and in
effecting curtailments.

34. All banking services are prcvide§/én1y through the “best
efforts” of the respective LDCs. Accordingly, there will be no
rebate of banking reservation fees in the/event of a curtailment.

35. Access to storage banking wilﬂ’enhance gas-to-qgas
competition in California, but it may diso complicate the LDC’s
task of balancing its system. Proper/system balancing is necessary
for controlling costs and ensuring reliability. Thus, those who
benefit from greater access to LDC !Qcilities, including the 1LDC’s
pPipelines and storage fields, musti&lso bear (1) the responsibility
of complying with reasonable conditions on their use of the
facilities, and (2) any increased/costs that result from failure to-
comply with those conditions. ,f

36. Short-term load balancing is bundled in the
transportation rates and provid@d routinely through “line pack”
(increasing the pressure in the LDC’s pipelines to hold more gas)
and/or operation of some of tﬁ% 1DC’s smaller storage fields.
However, rules are needed towgovern balancing service to banking
customers for more than Bhort—term ixbalances.

37. Where less gas shows up than the LDC has been led to
expect, the LDC has some protection because the banking reservation
fee is payable whetber or not the full volume is used. Also, the
banking customer may relaa?e some or all of its unused reserved

o

§
H
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customers) could be dedicated to only a portion of PG&E’s
customers. PG&E does not make specific its legal objections to any
other party’s storage proposals or explain why its own storag
proposal is legal under its own theories. All we can tel Y

this recoxd is that if we adopt PG&E’s storage propeosal/éxactly and
in total, PG&E would agree that we have the authority/to do so.

The storage hearings (and especially PG&E"s own
testimony) make clear that the LDCs’ storage facilities arxe
dedicated to public utility service. These facilities influence
the LDCs’ procurement strategies; they play A role in load-
.balancing:; and they are an essential elemeyit in system reliability.
They are as much involved as the intrastpte pipelines in the
movement of gas across the LDCs’ systeps to the end-user. AS PG&E
and SoCal have noted repeatedly, gas,stored for the core increases
the noncore’s access to flowing squlies during peak seasons. Our
new regulatory framework for gas has thrown all of these functions
of storage into high relief, but/sthe storage facilities have been
performing these functions sinceg long before the inception of gas

transportation service and thefcategorization of customers into
core and noncore. ‘ '

Even were the dedication of storage facilities less clear
than it is, PG&E’s reservagtions would not cause much concern, again
for reasons that PG&E’s testimony well explains. “Banking” is
not a rental of undergr d storage space, and we are not
obligating the LDCs to urrender. control of their storage .
facilities.>* They will continue to operate those facilities in
concert with the resy¥ of their systems to deliver expected

34 In fact, thé¢ banking service will have little if any effect on
' the physical opgration of storage. None of the parties seeks
operational control of the LDCs’ storage fields, and as we have
previously notdd, banking deliveries and withdrawals may take place
independent off storage injection and withdrawal. :
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volume to the LDC, if the LDC consents. Finally, the LDC may take .-

back unused reserved volume under a use-it-or-lose-it provision.
This provision will require the LDC to give written notice of a
deficit greater than 10% in the banking customer’s 'deposits'
compared to its nominations. If the deficit is not reduced to 10%
or less within 30 days of the written notice, then the ﬂbc may
eitbher (1) take back unused volume exceeding the 10% margin (in
which case the LDC must prospectively reduce the b ng customer’s
reservaticn fee on a proportional basis for mont%' following the
take-back), or (2) £ill the unused volume up to the 10% margin,
billing the banking customer for the LDC’s gas /at the rate for the
proposed “standby service.#

38. When more gas shows up than the LDC has been led to
aexpect, and the LDC offers as-~available b ng, the customer and
the LDC may agree to bill banking chargas;ror the excess gas (i.e.,
the amount by which the customer’s “deposits” exceed its
nominations by more than 10%, after nothe and opportunity to
correct, &s described in Finding 37) uy&er the as-avajilable
service. Otherwise, the LDC may eith?r (1) purchase the excess gas
at the lower of the banking customer’s cost or the LDC’s lowest
current cost of gas, or (2) proportionally reduce the nominations
during the month following the end of the notice period to bring
the customer’s balance within the fb% nargin.

39. %When the banking custom?é has gas in its account at the
end of itmfcontract term, the customer may be able to get a new
contract (either by successfully /bidding for the regular service or
obtaining as-available service %t offered). Otherwise, the LDC
will buy the gas remairing in the account at the price of its
.lowest incremental source. ‘ /

40. Banking service (whcfher regqular or as-available) is
limited to the term of the contract between the banking customer
and the ILDC. A current banking customer is not guaxanteed the sane
or any banking volume during a later term, nor does that customer
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throughput prudently and efficiently. Banking service is/simply
the logical complement to the transportation program an the
responsibility of noncore customers to provide for their own gas
supplies. The only required storage undexr today’s décision relates
to core requirements, and no one disputes either t)Ye necessity of
meetinguthose requirements or the dedication of $he storage fields
for that purpose.

IX. Implementation of Today’y Decision

A. W <

The unbundled gas banking seyfrice is new, complex, and.
different from the proposal of any oné party during the storage:
hearings. These factors prompt a dffferent implementation process
than the usual advice letter filinds.

We direct PG&E and SoCAl each to file and serve an ;//
implementation plan. The plan 4ghould include rules for both

. regular (annual, allocated by/bidding) and as=-available.
(negotiated) banking service/ a bidding protocol together with
bidding and bid solicitatioh forms, sample notices and forms
related to the nomination/and balancing provisions, explanation of
all billing and accountifg procedures (including procedures
associated with the Banking Resexrvation Fee Account), and any other
matters relevant to ipplementing this service.

Interested/parties will then file written-comments-on-the |-
implementation plané, after which an implementation workshop will
start. The purposeé of the workshop is to permit the parties to
discuss the plang in a non-adversarial setting, clarify ambiguities
and uhcertainti=s, catch inconsistencies and omissions, and
gener&lly to wgrk out as many of the problems as possible. CACD
should help by:preparing and distributing on the first .day of the

‘worksﬁép,a symna of problems, based on the submitted plans and
comme@ts} apd by acting as moderator at the workshop. “

- 42 -
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obtain preferential access to banking capability at the end of its
existing contract.

- Banking service (whethex regular or as-available) is//et
transterable, except that the customer may release some OX a1l of
its unused reserved volume back to the LDC with the LDC;: consent.
If the LDC agrees to the release, then the customer’s cbligation to
pay banking reservation fees is cancelled or proportiézally'reduced
for all months in the contract term following the ménth in which
the release is accepted.

42. The LDCs’ implementation plans shoul include a proposed
nomination procedure (similar to that used cuxrently to nominate
storage gas) for banking “deposits” and 'withdruwals. There will
be no minimun or maximum nomination. SoCa s proposed minimum
banking quantity is unreasonably high, coesidering that the banking
service is essentially an accounting transaction. An appropriate
ninimm is two million cubic feet over sh injection season,
equivalent to about one month’s consump@ion by a noncore customer
consuming at the minimum rate to qualﬁ&y for noncore status.

, 43. The ILDCs will each establish a Banking Reservation Fee
Account. They will book to this nccount the value-based component
of fees collected in connection wiqh the regqular and (if offered)
as=-available banking sexrvices. T@e ILDCs will keep a small portion
of these fees as an incentive. Based on the same principle that we
have previously applied to the df;position of transportation
priority charge revenues, the remainder of these fees should go to
reducing the revenue zequirenent allocated to noncore custorers for
the LDCs’ fixed costs of storage.,

44. Without experience or other basis for projection, the
revenues resulting from banking customars’ bids cannot practically
be dealt with on a forecast basis. Instead, LDCs should repoxt the
Banking Reservation Fee Account balances in their respective ACAPS.
These balances, after deduction of the LDC incentive, will reduce
the LDC revenue rcquirement for the next year.
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_ The workshop may continue from day-to-day as néeded, or
' ‘may break into working groups and reconvene, or may otNerwise

provide for its own agenda, schedule, and procedure. /However, our
goal is that the workshop end after not more than two weeks with a
report of the conferees (1) listing the generally /agreed-upon '
provisions in the implementation plans, and (2) sgpecifying those
issues (if any) that require resclution by the/Commission.
Conferees may also file and serve separate stAtements at that time.
We intend to decide any remaining issues wifhout further hearing.

This inplementation process wil)lf require the good faith
and hard work of all concerned, but we 'nk the process will
educate everybody, alert us to things wve may have overlooked in
today’s decision, and result in banku‘% service that will mininmize
unpleasant surprises and accommodasp everyone’s needs, so far as
that is possible. The process wi)l not work if parties try to use
it to relitigate issues. We st ‘;5 that any objections to today’s
decision must be raised througlf the appropriate pleading (an
application for rehearing or petition for medification).

We 21so intend th¢’ new banking service to begin with the
1989 injection season. s recuires strict adherence to the:
schedule set out in Appeydix C.

The banking/services approved in today’s decision should
not significantly complicate the physical operation of the'LDCs'
systems. The LDCsAvill retain physical control and will. have .
essentially the e task that they have currently of optimizing
system operatior in light of anticipated throughput. What will
change significantly is the bookkeeping associated with that .
thrdughput.

ent equipment on the systems of the LDCs and
zntarstat /pipelines provides little real-time detail on gas tlows,
. and ce znly not enocugh information for the LDC to know, on a '
raal-txme dlsaggreqated basis, whzch transport or: banklng

o/
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45. The LDC will experience new and possibly increased risks
in operating the banking service. This exposure to risk should be
accompanied by opportunity for gain. !

46. The incentive should not be so high as to bias the LDc’gf
storage decisions. The incentive is also not intended to‘m%;ié;te
risks that the LDC would face whether or not there were a storage
banking service. Finally, the LDC should not be placed 25 a
conflict-of-interest, so any revenues from bids submitted (1) by
the LDC on behalf of its core-elect customers, or (2)/by the LDC’s
electric department, should first be excluded in cgréulating the
portion of banking reservation fees to be retainad/by shareholders.
Revenues from wholesale customers to cover banking service for
their core loads are also excluded. We will set the LDC incentive
initially at 10% of the banking reservation f@e revenues (minus the
exclusions just mentioned). For this purposéc *banking resexrvation
fees” will include revenues from the value-ﬁased component of fees
collected for both regular and as-availablé banking service.

47. The LDCs’ storage facilities are dedicated to public
utility service. These facilities influence the LDCs’ procurement
strategies; they play a role in load-baf;ncing: they are an
essential element in the reliability e#ﬁation and the systen
integration function. They are as much involved as the intrastate
pipelines in the movement of gas acr ’s the LDCs’ systems to the.
end-user. As PG&E and SoCal have noted repeatedly, gas gstored for
the core increases the noncore’s access to flowing supplies during
peak seasons. The storage tacilitiés have been performing these
functions since long before the inéeption of gas transportation
service and the categorization of /customers into core and noncore.

48. Given the current poor quality of information (in real-
time, disaggregated terms) on de#&veriés of transport and banking
volumes into the LDCs’ systems, “true-ups” seem to be a commercial
necessity. The LDCs’ ihplemen tion plans should include detailed

/
accounting procedures for the new services.
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customer’s gas the LDC is receiving. Some of the parties (notably
Mock) criticize PG&E’s praéfices in accounting fox iveries of
transport gas into the PG&E system. Accorxrding to Mock, PGLE uses
inappropriate rules to allocate deliveries to»pe;%icular.customer
accounts and is inflexible (compared to Soclal) in allowing ”true-
upS"based on updates or corrections from tgl_interstate pipeline.
Given the poor quality (at least for the foreseeable
future) of information on deliveries of transport and banking
volunes into the LDCs’ systems, ~true-ups” seem to be a commercial
necessity. The LDCs should take a pragmatic appreoach, as SoCal
seems to be doing. However, we will/not adopt a set of accounting
rules in today’s decision. The s%fﬁect is intricate, the record
(at least in this regard) is rather general, and we frankly believe
that the parties at the implemenéation workshops are better able
than we are to work out what is commerxcially reasonable under the
circumstances of the adopted banking services. The LDCs’
implementation plans shouldﬁénclude detailed accounting procedures

for the new services. Shell/Salmon and other parties note that
LDCs in other jurisdictions presently offer various forms of
banking service, so we are launching into previously explored
territory. '

our Rules of Practice and Procedure allow comments on
proposed decisiep;. such comments “shall focus.on. factual, legal
or technical errors in the proposed decision and in citing such
errors shall make specific references to the record. Comments
which merely reargue positions taken in briefs will be accorded no
weight and are not to be filed.” (California Code of Regulations,
Title‘zo, e 77.3.) With one exception, the parties’ comments on
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49. This decision should be made effective immediately in
order to complete implementation before the beginning of the 1989 .
injection season. '

ORDER ON_GAS STORAGE BANKING SERVICE

IT IS ORDERED that Pacific Gas and Ele cric Company
(PG&E) and Southern California Gas Company (SoC310 shall file plans
to implement the gas storage banking services /erpproved in this
decision. The plans shall provide for both reqular and as-
available banking, although PG&E and SoCal ¢ e required to offer
only the regular service. The plans nhalll be consistent with the
foregoing Findings of Fact and Conclusions of Law, and shall be
filed, served, commented upen, and reviewed for final approval in
conformity with the schedule in Appendﬁ.x c.
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»
the proposed decision on gas storage banking conformed to
rule.?” ’

V We have substantially modified the proposed dedision.
Many commenters, including some supporters of unbundling storage,
urged us to proceed cautiously at this time, citing .
problems in transporting customer-owned gas and sheer mass of
recent changes affecting gas customers, suppliers, pipelines, and
distributors. Thus, we authorize a pilot program for 1989~-90. The
program will give us experience with many aspects of storage
panking, which should smooth the transition’ to unbundled banking
service starting in 1990. , '

PGS4E and SoCal felt that the dnitial storage target, as
described in the propesed decision, d not adequately recognize
the price function of storage. Howgver, finding of fact 2 says
that banking sexrvice “should not permitted to...increase the
cost of serving core customers.”y The LDCs apparently interpreted
»core peak season needs” (see Section IV.A.2) to refer only to
reliability. The correct view, expressed in Edison’s reply
comments, is that the initiaYl storage target allows the LDC to
store "enough core portfolio gas to provide core customers with the
price function benefit asswell as winter supply secﬁrity.”_.Section

35 The exception is TURN‘s comments, which are largely given over
to characterizations of the proposed decision as.”an invitation to
disaster...absolute folly...schizophrenic.” This is not an
analysis of ~factwal, legal or technical errors” such as our rule
calls for. |

Our Docket/Office correctly rejected the comments of two .
parties (DGS and Poco) that served their comments on time but
failed to present a signed original, as required by Rule 77.2. We
grant their reéspective motions for leave to file late comments.
However, we are disturbed at the disregard of this clear
requirement,/ For the future, we advise the parties and our ALJs
;git ;nadv ent error is not adequate to excuse. compliance with

e 77.2. A




X.87=03-036 ALIY/SK/fs

,‘ IT IS FURTECR ORDEZRED that the interim approath to
storage by wholesale customers, instituted in Decision 88-03-085,
is superseded by this decision. This supcrscdure/{é contingent on
the full implementation of the regular bankinglgervice in time for
the beginning of the 1989 injection season (approximately April 21,

1989) .

This order is effective immediately.
Dated ,y &t Sda Francisco, Califorxrnia.
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IV.A.2 is revised to clarify how price and rellabzlxty functions
are considered in the initial storage target.

SoCal is concerned that our storage target process does
not adequately insure peak day requirements. In particular, Q’Eal
notes that cus tomer-owned gas can be used to sustain APD pressures

absent a Commission-declared supply emergency. Howev
not grasped the significance of the LDC’s ability
approach to adopt a revised storage target. Assume that there is
no depand for storage banking whatscever: the LDc would simply
revise its initial target to fully encompass $¥stem integration and
reliability functions, including both supplyf and deliverability
under APD conditions. If there is some but (in the LDC’s judgment)
still inadequate demand for storage bankding to ensure that all
storage functions are provided for, thén the LDC again would revise
its initial target to supplement th ﬁ’gas and the customer-owned
gas in storage. Even if the demand’ for storage banking is high,
the LDC can still raise its inig?gi target if it believes,
consistent with the storage functions we have discussed, that such
revision is prudent. The wha} purpose of our two-step storage
target process (and other equards in the banking program) is to
ensure that the LDC as the opportunity to optimize use of
lts storage facilities.>$

We have deterdined that the LDC’s management obligations
regarding the core pogxtfolio require the-LDC- to-include core-elect -
customers’ loads in dﬁlculating the initial storage. target. ‘

36 In Sectiod IV.A.3 above, we noted that a logical price
criterion applicable to SoCal’s initial storage target might
Justify setting that target as high as 60 bcf, an amount that
exceeds SoCaY’s Januaxy APD requirement. An initial target at that
level seems fto moot SoCal’s concerns, even without consmderlng the

LDC’s abilify to revise its 1n1t1a1 target.
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Howevex, core-elect customers (following implementation of gregqular
banking service in April 1990) will have to‘pdy a value~based
reservation fee, like other noncore customers that bid for and
obtain storage banking.

Some of the testimony, as well as the comments, reflect
some confusion between the cycling capability of storage fields and
total gas in the fields, which includes large quantities of gas
that must remain in the fields at all times tofensure their
operability and physical integrity. To clarify, when we refer to
gas storage volumes in this decision, we mgﬁn gas that can be

cycled in and out of the fields. {
" We agree with the comments bhave urged us to have

uniform balancing provisions for bothgstransportation and banking
services. We also see a need to-essﬁblish an initial set of
balancing provisions now, in ordersto implement the pilot program.
Therefore, we may revise the balancing provisions described in
Section IV.E in comnection withjour order adopting final rules
governing gas procuremeat andjrelated matters. (See Order
Instituting Rulemaking 88-08-018.)

We continue to provide i12-month balancing for the core
load of wholesale customers on the basis of the proportionate
amount of the LDC’s fixegfcosts of storage allocated to the
wholesale customer’s cofE ¢class. However, we are willing to
consider alternatives &iereby wholesale customers could use an
approach to setting core storage targets similar to what we have
created for the priméry utilities. The wholesale customers may
present their prop¢sals for such alternatives in the reports that
we have requestedffrom them on the pilot program. '

Other ﬁutable changes to the ALJY‘s Proposed Decision
include a'new-approach to the billing of transportation charges for
banked gas, clarification of the treatment of wholesale customers,
and revision- ©f the LDC incentive. We have also added Appendix E
tofaid‘prepq&ation and review of the LDCs’ implementation plans.




1 4 ~»

I.87-03-036, R.838~08-018 ALJ/SK/LS/jt/Ls **

Findi : !

1. Gas storage by LDCs on behalf of core loads serves both a
price function and a reliability function.

2. Gas storage banking service enables retail noncore
customers and wholesale noncore leoads to take advantage of the
price function of storage. Gas banked for such nopcore loads
‘should not be permitted to interfere with servicefieliability for
core loads or otherwise increase the cost of serving core pcrtfolio\///
customers.

3. Gas storage banking. should promote’ optimal use of the
LDC’s total system.

4. The LDC’s initial storage target is based on the peak
season needs (considering both price a &’rellablllty) of core
(Pl—PzA) and core-elect customers in ¥ 2.0 standard deviation cold
year. The target does not include additional volume to meet APD
field pressures.

5. Withdrawal of gas by bank;nq customers is subject to
curtailment where necessary to ensure APD dellverabxlxty.

6. The LDC should publ;sh, along with the initial storage
target and volumes available /for banking, the APD schedule from
which the LDC would determipe that gas could or could not be
withdrawn from storage wE;EEut jeopardy to APD requirements. This
information and the LDC’Y solicitation of banking service bids will

normally be published "'early February.

7. The bmddxng}tor regular banking service :should allow.
enough time for potentlal banking customers to make plans and.
prepare bids, and fcr LDCs to think and rethink their storage
strategy and schedtile before the beginning of the annual injection

season.
&. The LDC should have discretion in using any banking
capability remnin;ng after award of banking volumes through
bzdd:ng. rn LDC may continue to f£ill its storage facilities, and
wull cartal y do so if its initial storage target and regular
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banking are inadequate to ensure APD deliverability. The
also provide as-available banking, which would be interrup€ible
before regular banking service.
9. SoCal has not demonstrated through economic ¢r other
relevant analysis any prudent basis for adhering to j#ts one year-
in-100 cold season planning criterion.

10. fFeéé for regular banking service should/ have a value-
based comﬁonent and a variable cost component. /The value=based
component{('banking reservation fee”) allocatds banking capacity
~and is~sét by bidding. The bidding results/in an annual fixed
charge 11 equal monthly installments.

1. The regular banking service shguld have a 12-month texm,
commenclng on April 1 each year. Thisdate corresponds to the
beg;nnzng.ot the LDC’s injection season.

12.. The potential banking cuspomer will submit its sealed bid
(expressed in mills/therm/year) in/the form of a list that would
show a vmrxﬂty of price levels apd the banking volume that the
customer would request at each devel. The list would start at two
mills amd-proceed upward in tyo-mill increments. After the close
of bidding, T=he LDC will seléct the banking reservation fee that
maximizes reservation of banking capakility.

13. Where the LDC itSelf is a bidder on benalf of its l
electric department, the/LDC will submit its bid undex seal to the
CACD. | -

14. Socal should be authorized to recover.its variable .
injecticn costs th;ngh an in-kind charge, using as the basis its

average proiected gAs consumption aftex meeting the initial storage
target. PG4E may choose between a monetary or in-kind charge but
should indicate fts choice in its implementation plan. In either
case,’ the basis/for the charge is PG&E’S average progected
electrzcxty cofisunption after meeting the initial storage target.
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15. Variable costs should include a factor for uncollectibles
and apply to the cost-based charges collected from all banking
customers except wholesale customers.

16. The variable 0&M costs of the underground storage fiedds:
(éxcluding punping energy) are a reascnable proxy for the varpdable
O&M of the banking service. However, the LDCs should reco
their calculation of variable O&M in light of the level 4
capability contemplated in today’s decision. umd//’

17. The transportation charge for bankinq vol IS should bé
billed to match the incurrence of costs, half when e gas is
#deposited” and half when withdrawn and delivered/ using the
applicable rate at each time. A broker or suppliier that banks on
its own account (under the as-available bankipg service) would pay
the highest noncore transportation rate in effect when it nominates
volumes for *deposit”; when these volume;,dge withdrawn, the broker
or supplier would pay the rate applicable to the customer receiving
the gas for consumption.

18. Banking customers will po%;htially beaxr a significant
part of the variable costs of the LDC’s storage operations.

19. Generally, all Calirornfg‘noncore customers are eligible
for banking service. Wholesale customers are entitled to banking
service based on the share of fixed storage costs allocated to
their respective core loads./ They may get additional service
(regqular or as-available) on the same basis as other noncore
customers. ‘

20. The interim agproach to storage by wholesale customers in
D.88=-03=085 is eventually to be superseded by today’s decision.
This supersedure is ‘%xingent on the full implementation of
regular banking servEZe in time for the injection/withdrawal cycle
starting on April X, 1990. ‘

21. Gas storage banking is intended solely for gas to be.
consumed. in california.
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22. Brokers and suppliers are not eligible for the regular
banking service but may act as agents for eligible customers.
Brokers and suppliers may get as-available banking service (Where
offexed by the LDC) on their own or their clients’ account.

23. Core-elect customers are noncore customers who, virtue
of their election, express a preference for price stabilyty and
supply security (in the form of a longer-term port::ij;ﬁ as to at
least part of their requirements. Core election does nothing
except entitle such customers to a commodity pricefequal to the
core WACOG. The core—elect customer, like the re#st of the noncore,
must pay extra if it wishes t¢o benefit directly from storage
banking capability.

~ 24. Commencing with regqular banking gexvice, LDCs’ initial
targets will include a banking volume infended for core-elect
custoners, based on LDC management appraisal of core~elect
cohsumption, load shapes, and seaso gas price differentials.
This specification of banking volqge for core-elect customers will
be subject €O reasonableness review.

25. The auction price :i;}ige used to price core=-elect
banking service after-the-fact{ Since core-elect customers, unlike
the rest of the noncore participants in the banking program, will
not have had the opportunity to bid a volume associated with the
eventual banking price, the core~elect monthly reservation fee is
capped at 125% of the previous year’s fee. The revenues calculated

from the target volume/and banking price will be- converted into a - |

per-therm, average retervation fee for all core-elect volumes, to
be collected in rat¢s through a separately-stated volumetric
charge. -

26. Some tomers choose core election for only part of
their needs. Suth customers may bid like other noncore customers
as to the remaifiing part of their needs.

27. As- a#lable~banking is an incremental sexvice,
curtailable ahead of the regular service, offered on a
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nondiscriminatory basis for varying terms (but always less than a
year), and using any banking volumes that might remain atte
provision for both the volumes allocated through the reguyhr
service and the LDC’s revised storage target.

28. Fees for the as-available service, like the sfeqular
service, would have variable cost and value-based components.

Costs should be computed on an updated basis to :5ﬁiect actual
conditions on the LDC’s system. Variable cost fees would be
charged on a volumetric basis, and the same types of costs would be
includable in both types of service. Value-based fees would be
negotlable downwards from the monthly fee dexrived from the b;ddlng
for the regular service.

29. The treatment of revenues trom‘the value-based component
of as-available banking fees will be the same as for regular
banking.

30. Injections into and withdrawals from storage on behalf of
core loads (both the LDC’s own co:e and that of its wholesale
customers plus the LDC’s core-elect customers) take priority over
any storage operation to~prov1de banking service. As among
banking customers, those with banked volumes undexr the regular
service take priority over aéfavallable banking customers.

31. If the IDC experiences a capacity constraint anywhere on
its system (in the storageﬁfields or on its pipelines) such that
the LDC cannot move banké& gas, then the LDC will curtail all
regular banking customers based on the-existing noncore priorities - -
(P2B-P5) of the respectlve customers, to the -extent necessary after
fully curtailing itsfas-available banking service. A curtailment
affecting only as-available banking service would likewise be
carried out on the basis of existing noncore priorities, except
that brokers/su%plxers.would be curtailed first. These rules apply
whethier the coqstra;nt affects banking “deposits” or ”withdrawals.”

32. Banking withdrawal c¢apacity may be constrained for two
general reasons: (1) if drawing down the reservoir would'elimipate"
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the pressure necessary to sustain withdrawals under APD conditions;

and (2) if total withdrawal- capacity were needed for the core

portfolioc because insufficient supply were delivered by intersfgﬁe
pipeline supply sources, or LDC-owned gas in storage

economic than incremental scurces of flowing supply. 4 \//,

33. Banking services require implementation of a yomination
procedure for ~“deposits” and ”“withdrawals.” The LDC Will use these
noninations in planning how to move banked volumes Xnd in effecting_
curtailments. -

'34. All banking sérvices, other than for wWholesale core
loads, are provided only through the “best efforts” of the
respective LDCs. Accordingly, there will b¢ no rebate of banking
reservation fees in the event of a curtailhent.

35. Access to storage banking will/enhance gas-to~gas'
competition in Califormia, but it may Also complicate the LDC’s
task of balancing its system. Propey system balancing is necessary
for controlling costs and ensuring Leliability. Thus, those who
benefit from greater access to LD¢ facilities, including the LDC’s
pipelines and storage fields, muyst also bear (1) the responsibility
of complying with reasonable c¢nditions on their use of the
facilities, and (2) any increaAsed costs that result from failure to
comply with those conditionyg.

36. Short-term load palancing is bundled in the
transportation rates and fprovided routinely through “line pack”
(increasing the pressurg in the LDC’s pipelines. to_hold more gas)
and/or operation of sgfie of the LDC’s smaller storage fields.

. However, rules are ne¢eded to govern balancing service to banking
customers for more ¥han short-term imbalances.

37. Where lefs gas shows up than the LDC has been led to
expect, the LDC has some protection because the banking reservation
fee is payable ether or not the full volume is used. Alse, the
banking customér may release some or all of its unused reserved
volume to the¢/ LDC, if the LDC consents. Finally, the LDC may take
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back unused reserved volume under a use-it-or=-lose-it provision.
This provision will requirxe the LDC to give written notice of a
deficit greater than 10% in the banking customer’s ~“deposits”
compared to its nominations. If the deficit is not reduced to /0%
or less within 30 days of the written notice, then the LDC m

billing the banking customexr for the LDC’s gas at tie rate for the
proposed “standby service.”

38. When more gas shows up than the LDC has been led to
expect, this constitutes ~unscheduled” bankingli .In this situation, l
the LDC may bill banking charges for the excéss gas (i.e., the _
amount by which the customer’s 'deposits"lg ceed its nominations by
more than 10%, after notice and opportunjty to correct, as
described in Finding 37), including the/ILDC’s variable costs and ‘
125% of the monthly reservation fee £or “scheduled” banking.
Otherwise, the LDC may either (1) pyrchase the excess gas at the
lower of the banking customer’s cq8t or the LDC’s lowest current
cost of gas, or (2) proportionalYy reduce the nominations during
the month following the end of fAhe notice peried to bring the
customer’s balance within the/10% margin. '

39. When the bankinglt stomer has gas in its account at the
end of its contract term; Ahe-customer may be-able-to get a new
contract (either by successfully bidding for the regular service or
obtaining as-available gsexvice if offered). Otherwise, the LDC
will buy the gas remajhing in the account at the price of its
lowest. incremental sgurce. , .

40. Banking s rvice' (whether regulaf or as—-available) is
limited to the term of the contract between the banking customer
and the LDC. A é{:rrent banking customer is not guaranteed vth.'e‘ same
or any banking. yolume during a later term, nor does that customer
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obtain pxe:erenﬁial access to banking capability at the end of its
existing contract. .

41. Banking service (whether regqular or as-available)
transferable, eXcept that the customer may release some or All of
its unused resexrved volume back to the LDC with the LDC’s/consent.
If the LDC agrees to the release, then the customer’s opligation to
pay banking reservation fees is cancelled or proportighally reduced
for all nonths in the contract term following the modth in which
the release is accepted.

42. The LDCs’ implementation plans should jmclude a proposed
nonination procedure for banking ~deposits” and/”withdrawals.” The
nomination procedure will apply to banking cugtomers generally,
except that wholesale customers will not be fequired o nominate
core gas from storage in winter. Thexe will be no minimum or
maximum nomination. SoCal’s proposed mipimum banking quantity is
unreasonably high, considering that the/banking service is
essentially an accounting transaction/ An appropriate minimum is
two million cubic feet over an injection season, equivalent to
about one month’s consumption by a Mmoncore customer consuming at
the minimum rate to qualify for nencore status.

43. The LDCs will each book to an appropriate account the
value-based component of fees gollected in connection with‘banking
services. The LDCs will keep/a small portion of these fees,
collected during the pilot program, as an incentive. Based on the

same principle that we havé previously applied to,the¢disposition“-{;,

of transportation priorit{ charge revenues, the remainder of these
fees should go to reducing the revenue requirement alleocated to
noncore customers for the LDCs’ fixed costs of storage.

44. Without explrience or other basis for projection, the
revenues resulting from banking customers’ bids cannot practically
be dealt with on a/forecast basis. However, the pilot program will
provide such a is. Revenues from reservation fees should be
forecast before cpmmencement of regqular banking sexrvice in April
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1990. LDC shareholders should retain any such revenues in excess
of the forecast. -

45.  The LDC will experience new and possibly increased risks
in operating the banking service. This exposure to risk should pe.
accompanied by opportunity for gain.

46. The LDC should not be placed in a conflict-of-intepest,
S0 any revenues from bids submitted by the LDC’s electric
department should be excluded in calculating the portion Of banking
reservation fees from the pilot program to be retained by
shareholders. Revenues from wholesale customers to
‘sexrvice for their core loads are also excluded. We/will set the
LDC incentive during the pilot program at 5% of tie reservation fee
revenues (minus the exclusions just mentioned).

" 47. The LDCs’ storage facilities influene the LDCs’
procurement strategies:; they play a role in oad-balancinq: they
are an essential element in the reliability equation and the systenm
integration function. They are as much j¥nvolved as the intrastate
pipelines in the movement of gas acrosy/ the LDCs’ systems to the

end-user. As PG&E and SoCal have n:;pd repeatedly, gas stored for

the core increases the noncore’s access to flowing supplies during
peak seasons. The storage facilities have been performing these
functions since long before the inception of gas transportation
service and the categorizatioi/of customers into core and noncore.
48. Given the current poor quality of information (in real-
time, disaggregated .terms) oh.deliveries of transport and banking
volumes into the LDCs’ sya ens, ~“true-~ups”’ seem to be a comme:cial
necessity. The LDCs’ impiementation plans should include detailed

accounting procedures £ot the new services.
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conclusions of Yaw \

1. Today’s decision does not affect the cost allocation
- factors previously adopted for the new requlatory framewo
natural gas.

2. %he pilot storage program :or 1989~90 is in Zddition to
our interim approach (in D.88-03-085) to storage by uwholesale
customers. That appreach continues in effect during the pilot
storage program until superseded by full implementation of regular
banking sexvice in time for the injection/withdriAwal cycle starting
on April 1, 1990.

3. All gas banked under the pilot pr am or regular or as-
available storage banking service must be cdnsumed in Califormnia.

4. The LDCs’ underground storage tyéids are facilities
dedicated to public utility service.

5. This decision should be madej/effective immediately in
order to complete implementation of tfe pilot program before the
beginning of the 1989 injection seagon.

IT XIS ORDERED that Pacific Gas and Electric Company and
Southern California Gas Company shall file plans to implement the
pilot program approved in is decision. The plans shall be
consistent with the roregozzz Findings of Fact and Conclusions of
Law, and shall be4tiled, served;*commentedmupon;~and~reviewed~for--
final approval in conf ity with the-schédule in Appendix C.
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.

IT IS FURTHER ORDERED that the interim approach to
storage by wholesale customers, instituted in Decision 88-03-08%,
shall continue during the pilot program but shall be superseded
upon full implementation of the regular banking service in Lime fox
the beginning of the 1990 injection season (approxmatel Apnl 1,
1990).

This oxder is effective today.
Dated NOV 9 ]988 , at San Francigco, California.

DONALD VIAL

FREDERICK R DUDA

C. MITCHELL WILK

JOEN B. OHANIAN .
- Commissioners.
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APPENDIX A

List of Avpearances

Respondents: Patrick G. Golden, Richard Meiss, and Judd K. Mosley,
Attorneys at Law, for PacifiC Gas anad Electric Com ny; Luce,
Forward, Hamilton & Scripps, by Steven S, Wall, torney at Law,
for San Diego Gas & Electric Company:; R. B. Keeler and

., Attorneys at Law, Roy M. Rawlings and Maureen Lennon,
foxr Southern California Gas Company.

Interested Parties: ¢, Havden Ames, Attorney xt Law, for
Chickering & Gregory:; Armour, St. John, Wilcox, Goodin & .
Schlotz, by James D, Squeri, Attorney at Law, for Kelco Division
of Merck & Company; Baker & Botts, by Steve Hunsicker, Attorney
at law, for Tenneco Oil Company and Cono¢o, Inc.; Brady &
Berliner, by Reger A. Berlinexr and John/W. Jimision, Attorneys
at Law, for Amoco Canada and Amoco Energy Trading Corporation
(jointly), Poco Petroleums, Ltd., Dome’ Petroleum Ltd., and
Canadian Producer Group: Makthew V, Brady, for Department of
General Services; Brobeck, Phleger & yBarrison, by Gorden E.
Davis, Attorney at Law, and Squire, Sanders & Dempsey, by
Keith R, McCrea, Attorney at Law, for California Manufacturers
Association and California Industrial Group; Thomas Carmel,
Attorney at Law, for Conoco, Inc.;/ ! eborah M., Change, for
Meridian 0il, Inc.; Charles E. Doering, for the City of Long
Beach: Richard A. Drom, for Exxon; Coxporation:; Martin E. Drumn,
for City of Pasadena; Richard K. /Durant, Frank J. Cooley, and
Michael Gonzales, Attorneys at Law, for Southern California
Edison Company; David Dvck, for /AOGC; Karen Fdson, for KKE &
Assoclates; Eric Eisenman, Clark Smith, and Cheryl Foley, for
Enron Corporation and Transwestern Pipeline Company; Michael D.
Ferquson, Attorney at Law, and:Gary D. Simon, for El Paso
Natural Gas Company; Frederic C. Fletcher, for the City of
Burbank; Michel Florieo, Mark Barmore, Attorneys at Law, and
Sylvia M. sSiegal, for Toward Utility Rate Normalization; Graham
& James, by Boris H. Lakusta,; Martin A. Mattes,
Hurst, David J. Marchant, and? , Attorneys at
Law, for Kern River Gas Transmission Company, Amerada Hess
Corporation, and Southern California Utility Powexr Pool and
Inperial Irrigation District; Rand L. Havens, for Mission
Resources; Fred Dorey, Attornmey at Law, for Kerxrn River
Cogenexration Company: Thomas R. Hunt., XI, for California
Independent Producers Association; Lindsay, Hart, Neil &
Weigler, by Michael Peter Alcantar, Attorney at lLaw, for
Cogenerators of Southern Californiar
Attorney at lLaw, for California Gas Producers Association.
Jackson, Tu:ts, Cole & Black by M. for Mobil Oil

l
{
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Corporation; Luce, Forward, Hamilton & Scri PSS, by John-W,
Ieslie, Attorney at Law, for Shell Canada Limited, Salmo
Resources Linmited, and Mock Resources, Inc.; Marron, Reid &
Sheehy, by Melanie S, Best; Patrick McDonpell, for Agland Energy
Service, Inc.; Leamen V. Murphy, for Imperial Irrigiation
District; Judy Obst, for San Diego Gas & Electric Company;

» for Los Angeles Department/of Water and
Power; Patxick J. Power, Attorney at law, for Hadson Gas
Systens; Patrick J. Powex, Attorney at Law, and Tony Bennetti,
for City of Palo Alto; Patrick J. Power and Ri .
Attorneys at Law, for City of Long Beach; Paul M. Prene, for
Chevron; Phyllis Rainey, Attorney at Law, /for Tenneco Ol
Company; Normma J, Rosner, Attorney at Law,/ for Arco Oil and Gas
Company; 4 » for City of Glendale; Drazon
Brubaker & Associates, by ,» for Watson
Cogeneration Company: Skaff & Andersong'
Kenneth Randolph, Attorneys at Law, fo

by and
Mojave Pipeline

Operating Company and Natural Gas Clearinghouse; Downey, Brand,
Seymour & Rohwer, by Rhillip stohr. bie Tellier, and
Christopher Ellison, Attorneys at Law, for Industrial Users
Group:; Brian Sway, for California Gas Cooperative and Capitol
Oil Corporation; d » for Morse, Richard,
. Weisenmiller & Associates; Harxrv K.’/ Winters, for University of

California; Morrison & Foerster, by Jerxry R. Bloom, Attormey at
Law, for California Cogeneration Council; Steven Cohn, Attorney
at Law, for California Energy Commission; ’
for Sierra Energy & Risk Assessment, Inc. (SERA); and

Barkovich & Yap, by Barbara R. Baxkovich:; Dian M. Grueneich,

Attorney at Law; and Elliot J. Roseman, for themselves.

: [
Division of Ratepayer Advogates: Rokert Cagen, Attorney at Law,
Brian D, Schumacher, an .




