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This order addresses an important set of issues which we
believe should become the focus of this proceeding--the central
question of how to allocate pipeline capacity among the Ccalifornia.
natural gas utilities, other gas suppliers, and noncore custoners
who wish to transport their own gas supplies.

This OIR had its genesis in 1.87-03-036, our
investigation into the procurement and system reliability issues
which we deferred from our landmark natural gas policy order,
D.86-12-010. Following several rounds of comments on gas
procurement issues in I;87-03-036; we began a rulemaking proceeding
with R.88-08-018 (August 10, 1988). The August 10 oxder contained
a set of proposed rules which would resolve the procﬁremént issues
which had emerged in I.87-03-036. Since then, we have received two
rounds of comments on these proposals: opening comments on
October 19, 1988, and reply comments on November 9, 1988.
Appendix A lists the partzes‘who have filed comments in
R.88-08-018. | | |

Since August 10, wé"have'issued‘twororders with impacts |
on R.88-08-018. D.88-10-054 COctober 26, 1988) directed that we
would conszder as part of R.88-08-018 the question ¢f whether to
approve a mechanism whereby the weighted average cost of gas
(WACOG) of the core gas portfolio would change if forecasted and
actual core gas costs differed by more than a certain ~triggexr”
agount. Such a ”“Core Gas Cost Trxgger Mechanism” has been advanced
in a stipulation submitted by Pacific Gas and Electric COmpany »
(PG&E) , Southexm California Gas Company (SoCal), and Toward Ut;llty
Rate Normalization (TURN). In addition, on November 9 1988, we
issued D.88-11-0;4, approving a program of unbundled gas storage
banking for noncore customers. 'Asrthis‘order‘will discuss at
several points, the issues which we resolved in our storage
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decision have important parallels and connections with the
procurement issues in this case; the similarities are especially
important on the key question ¢f allocating storage and pipeline
capacity.

I.

In the rules which we proposed in R.88-08-018, we were
guided by the conviction that it would be unwise, with only a few
nonths of experience with our new natural gas regulatory structure;
to undertake major changes in our program. Therefore, R,88-08-0183
concentrated on solving identified problems with the new program, .
and on the carefully linited testing of new ideas. R.88-08-018
identified four principal goals: |

1) Continuing to work toward equ;table access
to the storage and transportation
for all gas customers, regardless of their
procurement choice. This effort. included
proposing a priority charge system which
would function to ration, on a coeordinated
and economic basis, both intrastate and
interstate pipeline capacity. We
enmphasized that reaching this open access
goal requires careful consideration and
compromise to avoid harm:ul meacts on core
customers. :

Allow;ng the ut;lxt;es, on a limited, txial
basis, some degree of greater flexibility
in procuring gas for noncore customers. We
stated that this flexibility must be
conditioned  s¢ as not to have an adverse
impact on core customers. The amount of
flexibility which we proposed to grant to
the utilities was also made. contingent on
the utilities’ progress in providing open
access to their transmission and storage
systems.

Finetuning: the exist;ng procurenent rules,
with an emphasis on helping the utilities
to deal with vhat appeared to be the new
difficulties acconpany1ng their
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responsibility to operate an lntegrated
transmission and distribution system in the
new ‘era of unbundled sexvices. These
problems included nonperformance by spot
suppliers, load balancing and accounting
problems with transport-only service, and
the greater planning uncertainties for the
utility when large users assume the primaxy
responszb;lxty for procurxng gas supplies.
The new services proposed in the rules as
”t;netunzngs” to our program included

30-day firm procurement service and standby
service.

Fornallzing the “hands off” approach to

core sequencing policy which the Commission

has followed in recent years. We also

expressed a willingness to judge the

utilities’ core procurement efforts on the

basis of their overall portfolio

managenent.

This order will address directly only those issues :

related to the first of these goals. A second decision, which will

follow in the near future, will deal with the remaining issues.

II. OVERVIEW

The comments which we have received in this docket
reflect recent events in the Callzornla gas market, and indicate to’
us, more than ever, the central importance of the question of how ‘
to allocate access to pxpellne capacity, at both the 1ntrastate~and&'
interstate levels. The event which brought the capacity. allocatxon{
issue to the fore was the 1mp1ementation on July 1, 1988, of new
rates on the El Paso Natural Gas (El Paso) pipeline. The new rates
include an ”unbundling” of the pipeline’s charges for mainline ‘
transportation, gathering, and process;ng, and represent a
significant overall xncrease-over prxor rates-‘ This. restructur;ng
of El Paso’s rates has resulted in econom;c anentzves-for
1nterruptible shippers on the El- Paso'system, anludxng PG&E and
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SoCal, to purchase ”“off-system” gas at the points where El Paso
interconnects with other pipelines, instead of gas from producers
who are directly connected to the El Paso system. In addition, gas
demand in California has been high, fueled by a strong economy and
the second year of a drought, which has dramatically increased the
demand for gas in electric utility powerplants. There has also
been increasing pressure to maximize the use of gas, and to
minimize the use of dirtier alternate fuels, in regions of the
state which suffer from poor air quality.1 The impact of these
developments has been to produce capacity bottlenecks at the
receipt points into the El Paso system where the mest‘economical
gas can be purchased. Shippers who now have lower priority on

El Paso’s queue for interruptible transportation have experienced
great difficulty in moving the most economical gas to customers in
California. As a result of these problems, we have been asked to
take action which essentially would‘result in the reallocation of
pipeline capacity to california.?

The problem of pipeline capaczty allocatlon also stands
out as the leading unresolved issue when we review from a broad
perspective our efforts to restructure the gas industry in
California. We have recognized, virtually from the beginning of
our restructuring efforts, that ultimately our program will require
some means to makevfirmftransportation available to all ‘

1 See, for example, D.88-08-052, an emergency order designed to f
minimize the curtailment of gas service during the peak smog season
in the Los Angeles area.

2 See the ”Joint Emergency Motxon of Mock Resources, Inc. and
the California Industrial Group Requesting that the Commission o
Direct Southern California Gas Company and Pacific Gas and Electric:
Company to Develop a Plan to Use their Interruptible Interstate |
Transportation Capacity on Behalf of Noncore Customers and the;r L
Suppliers,” filed October 14, 1988.
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shippers..3 Access to more reliable pipeline capacity is

necessary in order to provide end users with a wider range of
options for contracting for gas supplies on a long-term basis. A
broader ability to make long-term gas supply arrangements, with
associated firm transportation, will encourage long-term
investments in the development of new gas reserves, and will widen
the scope of the gas-to-gas competition which our program has
sought consistently to foster. Obviously, firm transportation to
California involves the interstate pipelines requlated by the
Federal Energy Regulatory Commission (FERC), as well as the ‘
distribution companies which are subject to our jurisdiction. The .
complex issues surrounding the need to coordinate capacity |
allocation on both the intrastate and 1nterstate pipelines, as well}
as delays in the restructur;ng of the pipeline-distributor
relationship, have long prevented us from moving forward to make
firm transportation more widely available.? _

We believe that the moment has arrived to take this
long-delayed step, and'toxbégin to establish an econonically ‘
efficient means to provide shippers other than the utilities with
Lirm transportation for gas.moving to:California. This opportunity;
may scon be available, for several reasons. First, there are B
ongoing settlement discussions in El Paso’s current general rate
case; the resolution of this case should provide the restructuring .
of El Paso’s relationship with its California utility customers
necessary to make firm transportation more widely available. We o
anticipate that PG4E and SoCal will convert a portzon of theixr flrm{,
sales entitlements on El Paso to firm transportat;on rights. In-:
addition, we are working to ensure that the El Paso settlement

3 See R.86-06-006, pp. 21-22, and D.86-12-010, pp. 33-41.

4 See D.86-12-010, pp. 40-41; I. 87-03-036, pp. 5-6; D. 37-10-043.
Pp. 25-26; and D.87-12-039, p. 108. :
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provides the utilities with the opportunity to obtain the right to
assign firm transportation rights to other parties. Similar
flexibility may be obtained in the upcoming Transwestern Pipeline
general rate case. Thus, the stage could be set for the
development of a method whereby the utilities will be able to «
assign their firm capacity rights to whoever wishes to obtain firm -
transportation te California. Second, we believe that the FERC is
likely to be receptive to allowing California to develop, at least '
on a trial basis, a capacity allocation program for the pipelines
which supply the state. As we will discuss further below, we
believe that a coordinated intra/interstate capacity allocation
program will require FERC concurrence, at least to the extent of
approving the settlements under which the Califoxnia utilities will
be able to assign their firm transportation rights on the _
interstate pipelines. The most expeditious and efficient neans of
obtaining this approval appears to be as a part of settlements of
current general rate cases or éas.inventory charge (GIC) cases.
Given this situation, we strongly believe that our first |
order of business should be to investigate and to establish the “
details of how an integrated intra/interstate capacity allocation
program will function. We intend to have a’'program ready to put
into place once FERC acts to provide the necessary concurrence in
the current pipeline cases or other appropriate forums. The
program will also deal expeditiously with the basic problem
underlying the troubles faced this summer by noncore customers such
as the members of the California Industrial Group (CIG), and by
marketers such as Mock Resources. Moreover, we believe that
progress on the capacity allocation question will help to resolve
nany of the disputes evident on this record concerning othex |
procurement issues. Fundamentally,: the utilities’ current superxor
access to both firm and interruptible plpel;ne capacity has
generated the need to place restrictions on the utilities”
procurement activities in the noncore market. We believe that a
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market-based capacity allocation program, providing efficient and
equitable access to firm transportation, will calm much of the
debate on how to structure the utilities’ noncore procurement
activities, a debate which encompasses the Tussing proposal, core
election, the marketing of excess core supplies, multiple supply
portfolios, 30-day firm procurement, and standby charges.
Therefore, this decision will focus on the general outlines of the
capacity allocation program which we intend to investigate in more
detail in the immediate future. In general, we prefer to defer.
making significant changes in the current structure of the ,
utilities’ procurement activities, until we tackle what we see as
the more fundamental problem of capacity allocation.

IIX.

In R.88-08=-018 we expreséed support for the idea, which
SoCal had proposed in I.87-03-036, of a system to allocate on 2
coordinated basis both intrastate and 1nterstate pipeline’ capacmty.ﬁ
Under the SoCal plan, the allocatlon.would be market-based, using
customer bids to pay for priority of access to capacity. We statedf{
in the rulemaking order that core customers should have first
access to pipeline capacity; as a result, we also expressed the
view that core elect customers should‘pay‘tor'the high priority.
access to pipeline capacity which aCcompanies setvice~f:om‘thg core
portfolio. We proposed that the revenues from capacity priority |
bids should be used to offset the noncore market’s share of ‘
intrastate transmission and interstate pipeline demand chaxges. We“f
also supported the proposal of Salmon Resources and Mock Resources
(Salmon/Mock) to give long-term transportat;on customers—-those
with contracts whose original term is five years or more-~-the right
to match whatever priority charge is necessary in order for them to

maintain their place in the priority queue. We asked for commehté;#['
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. on a number of issues on which we did not express a view,
including:

1) The federal issues raised by the
coordinated auctioning of intrastate and
interstate pipeline capacity:

2) How core elect customers should pay for the
high priority access to pipeline capacity
which they receive as part of the utility’s
core portfolio:

Whether capacity should be allocated on a
pipeline-specific or on an overall system-
wide basis;

The impact of the operational differences
between the SoCal and PG&E systems; and

The appropriateness of recent changes in
the end-use priority applicable to the.
steaning coperations of enhanced oil
recovery (EOR) customers.

z AT LR ALLEY ARG _Lamang ol an Al 2L 10N _NeCNAN) TN ‘
The comments filed on R.88-08-018 continue to show broad |

support for the idea of a coordinated, market-based mechanism to
allocate both intrastate and interstate pipeline capacity.
Significantly, PG&E has now embraced the concept, and is working
actively to prepare a comprehensive propesal. Support alse comes:
from SoCal, from wholesale customers such as San Diego Gas &

Electric Company (SDG&E) and the'cities‘o:‘Long Beach and Palo

Alto, from a representative of large users (CIG), from the brokers
Salmon/Mock and Trigen Resouxces (Trigen), and from the Division of '
Ratepayer Advocates (DRA). Transwestern Pipeline states that it is :
willing to work with the Commission and other California parties in' -
order to develop the concept. Rather than elaborate on the ‘
supporting comments, our discussion in this section will focus on

the arguments of those who disagree with the direction of
R.88-08-018 on this issue, and on the debate on ~how far, how

fast?” to proceed. :
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Several parties did question the need for a single,
coordinated mechanism to allocate both intrastate and interstate
pipeline capacity. The Canadian Producer Group (CPG) argues that
no capacity constraints exist on the PG&E system, and therefore
that the implementation of such a mechanism for PG&E is unnecessary
at this time. The CPG believes that, in a situation where such a
mechanism is not needed, it will function only to collect premiums
from risk-averse customers, and that recycling these premiunms to
other noncore customers will only create confusing signals to both.
the utility and its customers. The answer to the capacity
bottlenecks on the El Paso system, the CPG believes, lies in the
reformation of El Paso’s new rate strugture. The consumer group
TURN recommends that a bidding system for capacity priority be
limited to the purpose for which it was conceived in earlier stages
of our restructuring program--determining which customers are
curtailed in the event of pipeline capacity constraints. The state .
Department of General Services (DGS)‘wants to retain the current
end-use priority system, in recognition of the requirements of
Public Utilities Code Section 2771, and because DGS believes that
the current system is still workable. DGS would allow bidding for
priority only within each of the current priority classes. In a
similar vein, Southern California Edison (Edison) cautioned us to
clarify the relat;onsh;p between a capacity allocation mechanlsm
and the end-use priority system.

Parties also commented on the admxnzstrat;ve feas;bzlzty
of auctioning pipeline capacity. The Industrial Users belleve that,,
the administrative complexity of capacity auctioning raises serious
questions about the feasibility of the idea. TURN suggests that,itif
would be prudent to experiment with bidding as a means to allecate
capacity during curtailments, before expandzng the concept to
include access to capacity at all times. Even SoCal, which first .
proposed such a meéhanism-almost‘a year ago, maintains that the
administrative requirements are “substantial,” and cites the many
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other administrative changes which it must implement in order to
accommodate the new requlatory framework. $So€al believes that it
will not be able to accept capacity priority bids until 9 or 10
months after a Commission order authorizing such a system. SoCal
also believes that a system which allocates capacity on a pipeline-
specific basis is ”7unworkable for the forseeable future.” SoCal’s
estimate of the time required to implement such a systenm drew a
strong reply from CIG. CIG recites the long history of Commission
support for a capacity priority charge based on bidding, and notes |
that SoCal itself proposed an integrated priority charge mechanism |
in February, 1988. CIG also mentions the active discussions over =
the past six months of an ”interim” mechanism to allocate |
grandfathered interruptible rights, stating that the details of
implementing such an arrangement would be very similar to a _
capacity allocation program for firm transpoftation‘ ' CIG believes
that these circumstances indicate that the California utilities |
have been “on notice” that an integrated‘capacity allocatibn
program will be adopted, and should be able to implement such a
program within 60 days of the receipt of the necessary FERC
approvals. If the utilities camnot meet such a schedule, CIG
believes that a substantial portion of the utilities’ pipelihe‘
demand charges should be assigned to the shareholders.

CIG, Salmon/Mock, and Agland Energy Services (Agland) ‘
believe that the Commission can, and should, take immediate action
to order the utilities to use their grandfathered interruptible
capacity rights “on behalf of” noncore customers.> Such an
~7interim” step would be possible without FERC approval, CIG and
Salmon/Mock arque, based upon what they believe are recent liberal

5 This is the proposal which CIG and Mock advanced in their
October 14 jeint emergency motion (see footnote 2, above), and
which they renew in their comments in this docket.
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FERC interxpretations of the “on behalf of” requirement of

Section 311 of the Natural Gas Policy Act (NGPA), and under the
condition that the utilities temporarily take title to the gas
while it is moving on the interstate system.6 Agland suggests
several ways in which such a program could make use of the
utilities’ existing administrative procedures. These parties
believe that such an 7interim” program would allow noncore
customers to improve their access to pipeline'capacity immediately,
until a permanent capacity alloccation program, based upon firm
transportation rights, can be established.

Administrative and legal objections have been raised to
the “interim” program of CIG, Salmon/Mock, and Agland. SocCal
believes that such a program is more complicated than it can handle
now, due to the current lack of information from the pipelines
which would be necessary for SoCal to manage the allocation of
capacity at numerous receipt po;nts. PG&E urges the COmm15510n to .
focus on a long-term solution, rather than waste time now seek;ng a

rquick fix.” CPG~d15putes the assertion that the ~interim” programn
would not be subject to FERC Jurlsdzctlon. In CPG’s view, use by
the California utilities of their grandfathered capacity rights ”on
behalf of” certain shippers would run afoul of the Section 311

rules and FERC standards for non-dzscr;mlnatory transportat;on.7

6 The primary FERC order ‘which CIG and Salmon/Mock ¢ite as

permitting their proposal is HggﬂmljauLﬁxﬁzgmgﬁgnxa, 44 F.E. R;c;
p. 61,082 (1988)-

7 CPG notes that the rules for Section 311 transportation:
(15 U.S.C. Section 3371) allow only certain types of
transportation, including transportation by an interstate papelzne
on behalf of a local distribution company or intrastate p;pellne.“
CPG contends that Section 311 makes no reference to transportat;on
7on behalf of” an end user, such as a noncore customer of a :
California utility. CPG does not believe that such users can be‘

(Footnote continues on next page)
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The CPG contends that the FERC is unlikely to accept an arrangement
which skirts the Section 311 rules through the artifice of a
temporary transfer of title to the Califormia utilities.

Many parties, including SoCal, PG&E, CIG, CPG, and DRA,
state that FERC concurrence in the settlements of pipeline cases
will be necessary in order to implement a capacity allocation or
#prokering” mechanism based on the utilities’ firm transportation
rights. Several commenters note that this Commission itself, in
its comments to the FERC on the capacity brokering Notice of
Proposed Rulemak;ng (NOFR) , has recognized that consistency between
Commission and FERC rules is necessary before capacity brokermng
can be implemented in Californmia.

Discussion: We believe that a market-based capacity ‘
allocation program is desirable, feasible, and can be implemented
in the near future. The major benefits of such a mechanism are hof
as a “quick £ix” to the problems which were experxenced this summer
on the El Paso systenm, which we view as due largely to the

implementation of a new rate design on that system. Instead, such -
a3 mechanism would supply an important missing piece from our new
requlatory structure: access to more reliable pipeline capacity

(Footnote continued from previous page)

the “on behalf of” entities, as the CIG/Salmon/Mock proposal .
requires. CPG also comments that the issue in the Hadson case, on
which CIG and Salmon/Mock rely, was how remote from a transaction
the ”on behalf of” utility could be while still permitting the
transaction to go forward. .The case does not address the issue of
whether an “on behalf of” local distribution company (such as a
California utility) could itself implement transportation for a
shipper other than one selected in accordance with FERC standards
for non-discrimination. CPG believes that the Hadson caseAdoesrnot
sanction a California utility improving a shipper’s rights to
capacity on El Paso, for example, beyond what that shipper already
posesses under the current FERC allocation scheme.
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for a wider range of gas producers, shippers, and end users.
Improved access to firm transportation would encourage the long-
term supply arrangements which are necessary to support investnents
in finding and developing new gas supplies. The attractiveness of
the California market to gas suppliers will be increased as the ‘
scope of possible supply arrangements expands. The greater variety.
of transactions will stimulate gas-to-~gas competition, *o the
benefit of the ultimate consumer.

Our long-term perspective on the benefits of market-based
capacity allocation has important implications for how we will
proceed to develop such a mechanism. First, we doubt the wisdom of
attempting to put an ~interim” program into place immediately, as
CIG and Salmon/Mock urge. The preponderance of the legal analysis f«
presented in the comments shows that ultimately our program may |
require at least the FERC’S concurrence in the pipeline general
rate cases and GIC proceedings. In addition, CPG’s analysis of the
NGPA Section 311 rules and the Hadson case convinces us that the
legality of the proposed "znterlm' program is debatable. In,
addition, we recognize that the. 1mplementat1on of any new capaczty
allocation scheme will be complex. Although we do agree with the
CIG that SoCal’s administrative requirements seem excessive, we
cannot ignore the administrative burden on the utilities. As a
result, we prefer to proceed t6~implement one permanent mechanism,
rather than to force the utilities to change their administrative
and operating procedures twice--once for an'”interimﬁ'program, and
again for the “final” one. Generally, we think it best to pursue
the program for which there is the most widespread support within
California. That program is a market-based allocation mechanism,
with the utilities obtaining the ability to assign on an economic |
basis the firm transportatlon rights whlch they will have under the -
FERC’s Ordexr 500. ;

We do realize that lower priority interruptlble sh;ppers
such as CIG and Salmon/Mock have faced, and may again face,
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significant problems with access to capacity. Therefore, we will
proceed quickly to develop the details of our capacity allocation
progranm, so that the mechanism can be implemented expeditiously
once the necessary federal approvals are received.® we will set
an implementation goal of 90 days after the receipt of these
approvals. We agree with CIG that the period which SoCal claims to
require to implement this program is excessively long, considering.
that SoCal itself proposed a similar system almost a year ago.
This decision will discuss the general framework for our program,
will outline the issues which remain to be resolved, and will order
the utilities to file detailed proposals consistent with this
framework, within 60 days from today. We will hold hearings on
these plans promptly after they have been filed. We will alse
order the utilities to pursue the necessary FERC concurrence in the
appropriate pipeline general rate cases, GIC proceedings, or‘other*‘
FERC forums; in the record of this case, both PG&E and SoCal have
made commitments to pursue these approvals.
B. Ihe Framework of the Proqram \ .
The record in this case is obviocusly not detailed enough
for us to specify completely the market-based capacity allocation
mechanism which we wish to see adopted; However, R.88-08-018 did
generate considerable commehtary on many of the important elemehtsf‘
of such 2 program. ' We do have enough‘in:ormdtion to adopt a ‘
general framework for the program, and to specify the unresolved
issues which we want the utilities to cover in the proposals which '
we are ordering them to file. '

8 We are also aware that CIG, Mock, other concexrmed shippers,
and the utilities are continuing to discuss other measures to
facilitate third-party transportation, measures which would be ‘
easier to. implement than a capacity allocation scheme. We continue:
to support and to encourage these discussions. ‘

'
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1. General Principles. Although some parties criticized
as ”vague” PG&E’s principles for an integrated capacity allocation
mechanism, we believe that, with very little modification, they are
appropriate for the general framework of our program. PG&E’S
principles reflect the goals of our new regulatory structure,
recognize the need for the capacity allocation mechanism to be
acceptable to the FERC, and are consistent with our perspective,
stated above, on the benefits of a capacity allocation program. As
we read them, casting them into terms applicable to SoCal as well
as to PG&E, these principles are:

1l) 7The program should help to meet core
procurement goals through encouraging gas-
to~gas competition.

2) Core-elect customers should pay for the
secure access to pipeline capacity which
core portfolio service provxdes.

The program should be consistent with the
capacity rights which the utilities have on
the interstate pipelines which serve them,
including the firm transportation rights
which they may acquire in current pipeline
cases, under the FERC’s Ordex 500
- regqulations.

The firmness of the capacity allocated to a
noncore customer under this progranm should
be independent of whether that customer
purchases gas from the utll;ty or from
another suppller. :

Noncore customers should have the
flexibility to coordinate the integrated
acecess to pipeline capacxty with the
storage banking services available as a
result of D.88=11=-034.

The costs of access to firmer: pipeline
capacity should be borne by those nonceore
customers who benefit. ,

The value of capacxty“allocated to noncore
customers should be determined by a market=
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based mechanism, not by a cost allocation
process.

The program should encourage the maximum
efficient use of transportation capacity
over the long term.

9) The integrated capacity allocation
mechanism must be acceptable to both the
Commission and the FERC.

The capacity allocation proposals which we will order PG&E and ‘
SoCal to submit must be consistent with these principles. We hope

in the remainder of this order to begin to dispel any of the
#vagueness” which lingers about these principles. As quidance to
the parties and to stimulate discussion, we will offer in the
sections which follow our preliminary thoughts on some of the
issues which the utilities’ proposals must address. B

2. Specificity of the Allocation. R.88-08-018 raised =
the issue of whether the capacity allocation mechanism will
function to allocate pipeline capacity on a pipeline-specific .
basis. SoCal and TURN fear that such specmf;c;ty nay be dlrrzcult
to administer; SoCal’s orlqlnal proposal only contemplated
allocating capacity to transport-only customers as a group.
However, PG&E proposes to focus its program not only on an
allocation of capacity to specific pipelines, but to the various
producing areas which each pipeline serves. DG&E believes that
each producing area has ”different capacity constraints and
supply/demand/cost relationships, resulting in different prmorlty“'
values to PG&E’s core portfoliO~customers and to transport
customers.” SDG&E and Trigen concur with the need for a pipelxne—
specific allocation. CIG also agrees, and makes the important =
observation that bidding for capac;ty only makes sense it a
customer has already 1ined up a suppl;er at a price certamn, and
therefore has in fact locked itself into a papelxne-spec1£1c route.
In addition, CIG notes that the FERC’s capacity brokerlng NOPR
appears to require a p;pelxne-specztzc allocatxon.
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We agree with these parties that a workable program
probably will have to allocate capacity at least on a pipeline-
specific basis, and perhaps to each producing area served by a
particular pipeline, due to the significant differences between
producing areas. We acknowledge that the greater the specificity
of the allocation, the larger the problem of administering the
system. An important element in our review of the utilities’
propesals will be to determine the appropriate balance between
specificity and administrative feasibility.

3. Treatment of the Core Portfolio. There was no
disagreement with the idea that core customers should have the top
priority to pipeline capacity.9 As we will discuss at length
later in this oxder, we continue to believe, given the current
circumstances in the industry, that the utilities should continue
to offer a core elect option to noncore customers. Core elect

customers will have to pay for the prezerentlal aceess to pzpelzne o

capacity which they will receive as participants in the core’
portfolio. EHaving settled that, the next question is how much
flexibility to allow the utility in its use of pipeline capacity to
sexve the core portfolio. The basic problem is illustrated by the
extreme viewpoihts._ At one end; as Salmon/Mock advocate, we could
require the utilities to relingquish all pipeline capacity that is
in excess of core (priority 1 and 2A) requirements. As several
parties noted, such a requirement could cause the relinguished _
rights to be lost permanently to whoever was next on the FERC queuef”
for firm transportation. The relinquishment\o: excess capacity
could result in a lack of pipeline'capacity'tb-serve “peak day”

9 As stated in R.88-08-018, this should include access to
capacity needed to move volumes to be injected into storage to
provide core protection. These volumes would be lased upon the
#final” storage target adopted by the utility pursuant to our new .
gas storage program (see D.88-11-034, pp.- 2-:1.5). ‘
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core demands caused by unexpectedly cold weather. The core could
also suffer from the utility’s lack of flexibility to shift core
purchases as gas prices change. The opposite viewpoint is SoCal’s
assertion that it has no ”excess” capacity rights, because it nay
in the future need full pipelines, presumably as well as maximun
storage withdrawals, to meet “peak day” core needs. This assertion
suggests that SoCal is unwilling to implement a capacity allocation
scheme based upon firm transportation rights, because SoCal’s core'
customers may need to use all of those rights on a few very cold
days.lo Such a position undermines our goal of making reliable
transportation more widely available, and ignores ways of reaching'
that goal while protecting what we agree is the utility’s eritical’
responsibility to supply ”“peak day” core needs. : ;
The answer lies between these two viewpoints. We clearly

do not want the utilities to relinquish their firm capacity rxghts,‘.~

due to the risk that the rights might be lost permanently. We
prefer them to assign those rights to other parties for a defined -
period and under specmfied terms and conditions. Our real problem
is to determine what terms and conditions are necessary to attach
to capacity allocation so that core consumers will be adequately ]
protected, yet noncore customers will have access to more reliablef
transportation through purchasing assigned capacity. Clearly;‘thi§ '
will be an important issue in the next stage of this proceeding,
one that we expect the utilities to highlight in their proposals;“
At this stage, we have some preliminafy thoughts on how
to strike this balance. We believe that the utilities should
attach a condition to all assigned capacity which allows them to
recall that capacity to meet ”“peak day” core needs. We would

10 SoCal admits that it does not need its full interstate

plpelxne capacity to serve core needs 7the vast. major;ty of the
time.”
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expect the utilities to inform the customers to whom they assign
capacity how often they expect to exercise that recall right, based
upon historical experience. We also suspect that the utility
should retain a limited amount of flexibility to shift their core
portfolio purchases among pipelines and producing areas, or to
increase their total core portfolio purchases if demands exceed
forecasts.** For example, under our core procurement guidelines,
most of the gas purchased for the core portfolio will be long-term'
supplies. Many of the long-term supplies which the utilities now !
purchase have prices which are fixed for a year. We anticipate
that the utilities should be able readily to determine, looking
ahead for a year, what pipeline capacity they will require to
deliver such supplies. Our procurement gquidelines have also
suggested that the utilities should purchase some short-term or
spot gas for the core portfolio. These are the purchases f&r which
the utilities may need the most flexibility in their access to ‘
pipeline capacity.

4. The Capacity Requirements of Wholesale Customers.
We continue to bel;eve, as stated in R.88-08-018, that the core
loads of wholesale customers must share, thh the core—load of the
primary ut;l:ty, top priority to pipeline capac;ty. We concur with
Paleo Alto’s comment that this means that wholesale core loads‘wilﬂ 
have parity of access to capac;ty with the core load of the prlmary
utility. |

aAlthough the idea of parity of access to capacity for .
wholesale core loads is settled, there may remain some dispute on .
how to implement this concept. Our recent storage decision
provided one model for determining how much pipeline capacity

11 This is apparently what TURN has in mind when it urges us to
provide the core portfolio with the top priority to enough capac;ty '
7to ensure efficient system operations.”
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should be allocated to wholesale core loads (see D.88-11-034,

P- 20). We allowed a wholesale customer to have access to storage
capacity equal to the proportion of the primaxy utility’s fixed
costs of storage which are allocated to that wholesale customer’s
core load, based upon our allocation factor for storage costs (peak
season cold year sales). SDG&E has suggested another method, using
the relative cost allocations for service for core and noncore
customers.t? From its total allocation for both the core and the
noncore, the wholesale utility would then make its own decision on
the amount of capacity needed for core service. The capacity ,
remaining after this choice would then be allocated according to a
bidding procedure. SDG&E is willing to place itself at risk for
the capacity costs allocated t¢ the amount of core transmission ‘
which it chooses, in order to remove any doubts that it might claim

a greater amount of core capacity than:necessary, We are attracted' -

to SDG&E’s proposal, because it appears consistent with our-desirerf
that wholesale customers have the primary responsibility to serve |
their core customers, as well as the tools and the flexibility
necessary to carry out that duty. The capacity allocation :
proposals whlch the prlmary utilities will file should address the f'
treatment of wholesale core loads, including comments on SDG&E’S
plan. -

SDG&E perceptively raises another implication of
wholesale core parity: what if a utility and its wholesale
customers desire access to pipeline capacity to,puréhase'core
supplies in a certain producing area, in a quantity that is greater:
than the amount of pipeline capacity available to that area? Our !
initial reaction is that a pro-rata allocation, based upon total
core loads of each utllity, would be fair.

12 For pipeline capac;ty, these allocations are based upon cold
year sales.
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5. Treatment of Revenues from a Capacity Allocation
Mechanism. The comments which we have received raise no strong
objections to the proposal in R.88-08-018 that revenues from a
capacity allecation mechanism should be used to offset both
intrastate transmission costs and interstate pipeline demand
charges assigned to the noncore class. However, we suspect that a
number of different approaches may develop on this issue, and we do
not want at this time to restrain the debate. CIG does suggest an
upfront ¢redit to noncore customers based upon utility forecasts of
these revenues, with a balancing account to ensure that the utility.
is kept whole if the forecast is inaccurate. We believe that the
CIG suggestion deserves. further scrutiny, as we agree with CIG that{‘
the up-front credit would have the important benetit of limiting
price-signal distortions which might result from a lag between when'
a custoner bids for capacity, and when that customer sees the
results of the bidding in his rate.

6. Cogeneration Parity and the End-use Priority System.
In this order we are proposing a significant expansion of the
"priority charge” concept which we bave discussed in several
decisions since D.86-12-010. The'market—based mechbanism which we
want to develop will not only'declde'the curtazlment oxder if
capacity constraints develop, but will ‘also serve to_al ocate
access to firm transportation capacity. -There-are.several
statutory requirements which the utilities must consider in
designing their mechanisms. One is the 'cogeneration parity"
requirement of Public Utilities Code Section 454.7, which mandates
that the Commission provzde cogenerat;on w1th the highest possible
priority. The second is the end-use priority system established




R.88-08-018, 1.87-03-036 COM/DV/rtb/fs *

pursuant to Public Utilities Code Sections 2771-2774.%% We have
previously concluded that an economically-based priority system for
noncore customers is consistent with this statute, and have decided
that end-use priorities should be used among customers paying the
same (or zero) priority c:ha.:':g'e.l4 At this time, we believe that
these conclusions can continue to apply to a capacity allocation
mechanism. For example, under a pipeline-specific allocation, for
customers who pay the same for capacity on a particular pipeline,
we propose to use the end-use system to determine priority among
these users. This may also satisfy the requirements of Section
454.7, as well, because cogenerators would be assured of a higher
priority than other noncore customers who pay a similar price for
capacity.

7. Capacity Priority for End-users Vlth Long—term
Transportatlon Contracts. R.88-08-018 favored a Salmon/Mock
proposal to give customers with long-term transportation agreements.
signed after December 3, 1986, the right to match whatever przor;ty
charge is necessary to allow them to maintain their place in the
priority queue.15 Several partles continue to‘d;sagree with this
idea. SDG&E argues that EOR customers with special low rates '
should not be allowed to bid for priority along with “other. noncore
customers who carry their full weight in rates.” Unless EOR

13 For example, Edison raised in its comments the need to clarxry
the relationship between a capacity allocatxon.mechanlsm, such as | .
Socal proposed, and the end-use priority system required in these’
Public Utilities Code sections.

14 See 9.35-12-010»,'pp. 119-123.

15 We defined a ”long-term transporter” as a transportation
customer with a contract that has an original texrm of five or more
years. Customers with long—term.transportatlon contracts szgned on-
or before December 3, 1986, would have their capacity priority
defined according to the policy we set out in D.87-12-039.
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customers are willing to pay ”“full fare”, they should have the
lowest priority to capacity. SoCal, with the CIG’s concurrence, is
at the other end of the spectrum on this issue: SoCal renews its
argument, which we rejected in R.88-08-018, that long-term
transporters should have the highest priority among all noncore
customers, due to the commitment which they have made to stay on
the utility’s system. PG&E takes a middle ground: it does not
disagree with the Salmon/Mock matching idea, but suggests that this
should not be the only option. PG&E believes that the-dependable:
revenue stream of a long-term transportation commitment has a valué
which may not be reflected accurately by requiring such a customexr .
to match blds made by customers who may have a much shorter time
horizon.

We continue not to see a need to give long-term
transporters the automatic highest priority access to capacity
anong noncore customers, as SoCal and CIG propose. We note that
the Cogenerators of Southern California (CSC), which filed comments
on behalf of several EOR cogeneration projects with long-term

transportation contracts, states that its members are willing to .
pay for access to capacity, so long as they have the opportunity to
match the bids paid by utility electric generation (VEG) customers.’
We also reject SDG&E’s position, which is plainly inconsistent w;th :
our long-held commitment that EOR transportatlon customers should
be able to ”buy up” in priority. PG&E is welcome in its capaclty
allocation proposal to present another option for dealing with .
long-term transporters, so long as that plan falls between the
extremes which we have rejected. '

8. A Secondary Market for capacaty. We urge the
utilities to consider in their proposals the provision of a
secondary market for assigned capacity. We believe that a
secondary market could increase sxgn;:&cantly the e:t;cxency of an oo
allocation system.. It would provide a: second opportunity for
parties who bmd too low in the original auction for the capac1ty
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which they need. Conversely, parties who purchase oo much
capacity, or whose capacity needs change between primary auctions,
would have the opportunity to lay off excess capacity in the
secondary market. We also suggest that capacity sub-assigned in
the secondary market must retain all recall rights which were
attached to the original assignment agreement.

C. Loxe Flection

A major issue posed in R.88-08-018 is how core elect
custoners should pay for their superior access to capacity. Before
we discuss the specific comments on this issue, we need to address
the threshold question of whethexr to retain the core elect option.
Salmon/Mock and DRA both propose that core election should be
eliminated.

Salmon/Mock agree that core elect customers should pay
for the access to capacity which they receive as participants in
the core portfolio. However, Salmon/Mock believe that charging
core elect customers for such access is an ”extremely difficult and
complex task.” Salmon/Mock believe that all three of the payment
proposals suggested in R.88-08-018 would result in corxe elect
customers receiving the same treatment as core customers with
respect to capacity, without paying the full costs of core service.
As a result, Salmon/Mock argue that core election should be |
eliminated, and that all noncore customers should have a one-time
opportunity to become core customers, and to pay a bundled core
rate. | ‘

DRA also believes that providing a core elect option is .
overly complex. In addition to the issue of paying for pipeline
capacity access, DRA cites'the related problem of the core elect
paying for the access which they receive to storage capacity. DRA‘
also notes the stzll-unresolved question of how to bill core elect’
customers when the actual core WACOG differs from the forecasted
price, and possible problems with the electric departments of
combined utilities who elect into the core. DRA cites PG&E’s
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experience since May 1: DRA believes that the large amount of core
election on the PGLE system has forced PG&E to purchase more
expensive spot gas for the core portfolieo, driving up the actual
core WACOG. DRA characterizes PG&E’s core elect customers as
#price chasers” who are more interested in low prices than the
supply security of the core portfolio. DRA thinks that the noncore
customers’ limited desire for supply security can be met through a
noncore portfolio which may include long-term supplies; the price
of this portfolio would vary every 30 days. More fundamentally,
DRA does not believe that core election provides the utilities with
enough monopsony power to lower significantly the core portfolio
price, especially ngen what DRA sees as the evolution of the
national gas market into ”a pure commodxty—market” where long-term
prices will track the spot market. Finally, DRA warns the
Commission that prices of Canadian gas have not always been so low:.
five years ago, under a different regqulatory regime, Canadian gasdl
was California’s most expensive supply source.

CIG, Socal, ¢sC, Edlson, TURN, PG&E, and CPG~a11 support _
retaining the core elect option. CIG submits that core election j -
should be retained for the present, because it is the only‘source f.r
of supply security foxr noncore customers who are unable or " B
unwilling to cope with the present lack of reliable transportation.
CIG disputes DRA’s statement that all noncore customers are price.
chasers, éiting the‘fact,that, unlike the experience on the PG&E ‘
system, few of SoCal’s noncore customers elected into the core in o
August, when spot prices rose above SoCal’s core WACOG. In a
similar vein, PG&E notes that its core elect customers had to
choose that option when the core WACOG was higher than spot prices,
Although there has been little core election on the Socal system,Vj’
SoCal, CSC, and Edison all argue that it would be poor public
policy to change such a significant “rule of the game” so soon
after the new regulatory structu£e~wasvimplemented.
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TURN and PG&E present extensive arguments that core
election is presently producing important benefits to both core and
noncore customers. PG&E asserts that its negotiating experience
with its Canadian suppliers indicates that core election provides
the important bargaining chip of a broad-based, high load factor
market that includes customers with competitive options to gas
service. PG&E recites the Commission decisions which established
core election, to show that the mechanism is functioning just as it
was intended to do. PG&E cites the significantly lower gas prices:
which northern California has enjoyed in recent years, compared
with southexrn California, as evidence of the importance of this
leverage. TURN discusses at length PG&E’s existing contractual
relationship with its Canadian suppliers, in an effort to determine
the likely impact of the abolition of core election on PG&E’S core
customers and on prices in California as a whole. TURN notes that
without the leverage of the core elect market, the Canadxans.wouldﬁ
be free to price their sales to the core market *ust below the =
competing supplies of long—term gas from the Southwest. Recently;W
these alternative core supplies have: been at least $0.50 per MMBtG
more expensive than the $1.81 per MMBtu Canadian price. TURN.alsoy
believes that Tier 2 Canadian gas sold to the noncore portfolio .
would have tracked rising spot prices, which have been well aboveif
$1.81 per MMBtu for most of the past year. Thus, TURN concludes
that core election has undoubtedly benefitted both PG&E’s core and’
noncore customers, and tnat‘it'wbuld be a- serious tactical error
for the Commission to discard the core elect option just a few
months before PG&E begins the next.annual-priée redetermination.
TURN thinks that the next price redetermihatipn will provide an:
empirical test of whether core election will continue to produce
significantly lower gas costs for PG&E’s market. TURN also |
confronts the longer-term questlon of whether California consumersi
would be better off if the Commission took’ actzcn, such as endlng
core election, to make capacity available on the'Pac1f1c Gas
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Transmission (PGT) pipeline. Such a step would be designed to
stimulate competition among Canadian suppliers, in the hope that
significant supplies could be obtained for much less than $1.81 per
MMBtu. TURN argues that regardless of whether such cheap supplies
are available, the impact of such a move would not fall evenly on
all customexs. Some noncore customers might benefit from cheaper
Canadian spot gas, but the Alberta and Southexrn (A&S) producers
could ask very high prices for the core supplies which PG&E must
purchase to meet its 50% take-or-pay obligation to A&S. TURN fears
that this could lead to a repeat of the take-or-pay problems which' -
have plagued the El Paso system. TURN concludes:

While a fully competitive gas market on both
sides of the border may be in everyone’s long=
term best interests, TURN must caution that the
path selected to pursue that goal is equally as
inportant as the objective itself.. The
shortest route may not be the most productive
one if it leads over a cliff.

TURN recommends that in the tuture the Commission should explore

how to attain a fully competitive market for Canadian gas from
which all customer classes can benefit. :
CPG presented the most vigorous defense of core elect;on.'
CPG disputes DRA’s suggestion that an assessment of core election
should be based upon the degree of monopsony power which core
election provides to the utilities. CPG argues that the clear ‘
benefits which core election has provided to PG&E’s ratepayers are
the result of the large volume sales and high load factors which
core election has made possible; in other words, corxe election
allows the Canadian producers to provide PG&E with volume—related

discounts. These discounts are not a function of market power,. butE “ gy

are instead economies of scale and operation. CPG confirms PG&E’¢
assertion of the importance of core election in last year’s prlce
redetermination: ‘ '

CPG members’ agreement to sell gas to Alberta &
Southern, for resale to PGT and then to PG&E’s
core portfolio, at a commodxty price of $1.81
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per MMBtu for a full one-year term, was fully
and consciously based on the premise that such
a price would prove attractive enough to
attract a very large volume of core-elect as
well as core load, and thereby achieve a high
load factor for wellhead sales. WwWithout such

an assurance of high volumes and load factors,

the price of gas to the corxe portfolio would

not have been, and cannot be, so attractive.
CPG notes that DRA argues that the large quantity of core election
on the PG&E system has forxced PG&E to buy increasingly expensive
spot gas to meet the core elect load. CPG remarks that this effect
is not due to core election, but to our policy of requiring that
some spot gas be taken for the core market; CPG also asserts that
the beneficial volume and load factor effects of core election are
much greater than the increase due to the spot gas takes. .
Regarding DRA’s reminder that Canadian gas was once very expensive,
CPG states that Canadian producers, regulators, and government all '
recognize that Canadian gas prices must be market-responsive in
order to have access to U.S. markets. Finally, CPG joins PG&E in jl
protesting that abolishing core election is not the way to deal
with the complexltles in our regulatory program which the core
elect option may create. CPG. cltes PG&E’s new willingness,
expressed in its comments in this docket, to develop a core elect
charge based on the access to storage and to pipeline capacity
which these customers receive. This is the‘way-to~deal with the
core elect issue on its merlts, CPG belleves, rathexr than by'maklng"
a dmsruptzve, fundamental change in the neW'regulatory'qtructure.
CPG contends that abolmshxng core electxon would “reinforce
skepticism about regulatory credlbmllty and cons;stency in
California.”

stcussion; We will retain the core elect option.
Fundamentally, we recognize the need for a degree of regulatory
stability and consistency in our new-program., We agree wmth cse
that we need more experience, under a variety of cxrcumatances,
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with the new regulatory framework before making major medifications
to it. We have recognized that core elect customers are not paying
for the high priority access to storage and pipeline capacity which
they receive. We believe that the responsible way to deal with
this issue is to develop .an appropriate charge for this access.
This confronts the problem on its merits, in an evolutionary way,
without taking the revolutionary step of abandoning a procurenent
option which appears, based upon our limited experience to date, to
have benefited a broad range of gas consumers.ls Eliminating the -
core elect option at this time would cast doubt on the stability of
the structure which we have established. This would be preczsely
the wrong signal to send at a time when we are focusing on
improving the attractiveness of the California market for long-
term, secure supply arrangements. ‘

A central goal of our new regulatory structure has been
to capture the benefits of the more open and competitive gas market
for all gas consumers in cal;fornla. We conceived the core elect
option as an important element in reaching that goal, and our
limited experience to date indicates that it has worked. PG&E’s
customers enjoy the lowest gas prlces in the state. TURN’S
analysis of current gas supply arrangements demonstrates that,
absent core election, the price of Canadian gas to both the core ;f'
and the noncore markets would be much higher. The parties on both
sides of the last Canadian gas price redetetmznatxon make this
assertion as well. We agree with TURN that, given the current
structure of gas supply relationships, we should not throw away _ﬂ
what is now a significant bargaining chip. R.88-08-018 noted the
problems which sales gas from the domestic pipelines has had in

16 This is also the way we dealt with the same issue, concern;ng
the access of core elect customers to storage capacity, in
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recent years in competing with Canadian supplies. Recently, SocCal
has obtained one-year contracts for significant supplies from the
Southwest at prices well below pipeline supplies, yet still above
Canadian prices. Until the domestic suppliers are able to compete
effectively with the Canadians, we may need to retain the
bargaining leverage of core election in order to retain the
benefits of economical Canadian supplies.

We also find that the evidence to date is inconclusive on
whether, as DRA suggests, noncore customers are simply price-
seekers. CIG, which represents a number of noncore customers,
notes that core election currently provides the many noncore
customers who do not want to transport their own gas with the only
option for a secure gas supply. The theme of this oxder has been )
the need to increase access to firm transportation, in order to
allow noncore customers to purchase and transport secure supplies.
However, thexre is clearly much to be accomplished before we can-
realize this goal, and we agree with CIG that we need to retain the
core elect option at least until a capacity allocation program is
functioning..

Ultimately, our long-term perspective on core election iS‘
dependent on how the market develops once our capacity allocat;on
mechanism is in place. What happens once access to firm
transportation ls_lnereased will determine the future need-for
options such as core election. 'The market may develop new - .
mechanisns for aggregating gas suppl;es which, like core electlon,
provide to all gas consumers the benefits of competition among gas
supplies and among alternate fuels. We agree with TURN that our -f"
reasons for retaining the core elect optlon at this time are basedl
on a tactical perspective; th;s perspectxve, however, doesynot .
detract from our current interest in using this‘option to maintain
mutually beneficial long-term arrangements with willing producers.y

Returning to the design of a capaczty allocation K
mechanism, R.88-08—018 suggested three possmble ways in whlch core‘
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. elect customers might pay for their superior access to pipeline
capacity:

1) A cost-based surxcharge on the core elect
procurement rate would be set ecqual to the
difference, on a per therm basis, between
what the core and the noncore contribute to
the utility’s fixed costs for intrastate
transmission and for pipeline demand
charges. As a second-best alternative to
no such surcharge, CPG supports this
method, because it is the only one which is
cost-based. CPG would exclude from the
surcharge intrastate transmission costs
(which are not constrained) and all
pipeline demand charges except those on PGT
(which is the pipeline which carries the
bulk of core supplies).

The surcharge would be set at whatever
level is necessary, based on the results of
the capacity allocation auction, to allow
the utility to sequence the supplies which
it requires for the core portfolio. This
concept receives preliminary support from
SoCal, SDG&E, and CIG, and resembles the
approach we used for the core elect in our
gas storage decision, D.88=-11-034.

Core elect customers themselves would bid
for capacity, on the same basis as other
noncore customers. If a core elect
customer does not bid enough to obtain
access to the core portfolio, that customer
would be charged the standby rate for
service from the core portfolio.
Salmon/Mock favor this altermative, if core
election is retained.

PG&E believes that what customers pay for capacity under a capaczty
allocation mechanism will vary among pipelines and producxng areas,v

as operational circumstances and. spot market pr;ces vary. PG&E ‘C

comments that these price relationshaps may have little to do Wlth S
the costs of core portfolxo service, which is based upon long-term oL
supplies that may be pu:chased_!:om,d;tferen;'sources. PGLE doesﬁ.u

not support any of the above alternatives, but promises tbat its
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capacity allocation proposal will include a charge designed “to
cover properly allocated costs and reflect the benefits of such
service without making core-election prohibitively expensive.”

We agree with the general principles which PGLE proposes
for such a charge, but at this point there is clearly no consensus
among the parties on how to set this charge. This issue should be
covered in the utilities’ proposals, and undoubtedly will be
debated further in the hearings which will follow.

R. 88-08-018 asked for comments on the debate which has
arisen over the end-use priority of EOR customers. PG&E remarks
that D.86-12-010 reduced the end-use priority system te P1-P5, and
required that the curtailment order for supply shorxrtages should
follow the existing end-use priorities. PG&E believes that it
accurately implemented the intent of this order in its new tariffs,
by placing EOR steaming customers in Priority 4, along with other
boiler fuel users with a peak day demand of 750 Mcfd or more. PG&EK
argues that a change to the existing end-use systenm would have been
required to place EOR users in Priority 5, which is defined to be
for power plant service. PG&E believes that its actions have been -
fully consistent with the structure of the end-use priority system,
as established by Public Utilities Code Sections 2771 and 2772 and
relevant Commission dec;slons. In Resolution G-2819 (August 10,

1988), we approved a similar change for SocCal, pending furthexr
review of the issue in this proceeding. SoCal’s position in this
case is that whatever. prlorlty is ass;gned to EOR customers, that
prxor;ty should be uniform statewide.

UEG customers, joined by DGS, DRA, and CIG, arxgue
strongly that EOR steamflood use should be placed in a priority
below electric utility powerplants. SCUPP and Edison note that
they have filed petitions for rehearing of Resolution 6-2&19} in
vhich they argue that we moved EOR customers to Priority 4, ahead
of most UEG usage, without reaching a determination about which
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customers provide the greater public benefits and serve the greater
public need, as required in Sections 2771 and 2772. The UEG
customers believe that placing EOR steamflood customers, who now
account for about 100 MMCLfd of load on the SoCal system, ahead of
UEG users will result in higher costs for electric ratepayers.
These increased costs will result from more frequent and longer-
lasting curtailments of UEG gas service, which will require
increased fuel oil inventory costs and the use of more expensive
energy resources to replace larger amounts of natural gas. Air
quality will be degraded due to the increased use of fuel oil in
electric powerplants. SCUPP notes further that, once EOR
steamflood customers sign long-term transportation contracts, they '
will be able to ”“buy up” in priority. SCUPP believes that these
users thus do not need the additional benefit of Priority 4 status:
for their current operations. No EOR steamflood customers filed
comments on this issue.

Edison has correctly characterized our past decisionsion;
this issue. In R.86-06-006 we proposed: |

...We believe eventually there should be only
five [end-use)] categories. Having upwards of
the eight basic categories which have evolved
today makes, in our view, for a needlessly
complex end-use system. We will place EOR
customers in the PS5 priority designation for
short- and long-term sales. (p. 26)

We adopted this change, as proposed, in-D586?12-010:

As originally proposed in the OIR, we will
reduce the number of end-use priorities to
Lfive. (P. 121.) ,

In its tariffsuimplementing«D.86-12-010, SoCal coxxectly placed EOR
customers in Priority 5. PG&E placed EOR customers in Priority 4,}* ¥
based upon a narrow reading of just D.86-12-010. PG&E appears td"ﬁl o
have neglecﬁed to check R.86~06-006 to determine hOW'werintended‘t§A
treat EOR customers when we reduced the numbexr of end-use ‘
priorities to five. '
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In view of this histeory, we will direct the utilities to
place EOR steamflood operations in Priority 5, along with electric
powerplant use. We agree with the UEG customers that their
arquments about the burdens on electric customers from increased
curtailments have merit. We also note that this represents an
improvement in the priority status of EOR steamflood customers,
compared with their oxriginal Priority 7 assignment.

e e

1. A combination of factors, including high demand and a new
rate structure, produced capacity constraints last summer on the EY
Paso Natural Gas pipeline. ‘

2. Providing access to firmer interstate pipeline capacity
is an important element still missing from our new natural gas
requlatory structure. _

3. Access to more reliable transportation will encourage
longer-term gas supply arrangements and will broaden the scope of
gas-to-gas competition.

4. Providing firm transportation to California will require
the coordinated allocation of capacity on both the systems of the
California utilities and on the interstate pipelines which serve
the state. , '

5. There may soon be opportunities, in the form of
settlenments of pending pipeline cases, to obtain the FERC .
concurrence necessary to implement a capacitY‘allocation mechanisnm.

6. A program which allocates firm capacity may help to calm
many of the current debates over the structure of the utilities”
procurement activities.

7. Such a program is admxn;stratxvely feasible.

8. The administrative burdens of implementing a capacity
allocation program will be less if we do not make the utilities
change their procedures twice -~ once for an ”1nter1m" program and
again for a “final” program.
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9. The principles which PG&E proposes, as stated in the bedy
of this opinion, are appropriate for the capacity allocation
program which we would like to see implemented.

16. As the specificity of the capacity allocation increases,
so will its administrative complexity. ‘
1l. The following are major issues which must be decided in
the design of a capacity allocation mechanism:
a) How specific should the allocation be?
b) How much flexibility should the utility

have in its use of pipeline capacity to
serve the core portfolio?

€) What terms and conditions are necessary to
- attach to assigned capacity?

d) How should parity of access for wholesaie
core loads be implemented?

e) How should we treat, for ratemaking
purposes, revenues from a capacity
allocation mechanism? :

£) How will such a program satisfy the
statutory requirements of Public Utilities
Code Sections 454.7 and 2771-27722

g) How should the program treat customers with
long~term transportation contracts sigmed
after December 3, 198672

h) Is a secondary market for capacity
appropriate?

i) How much should core elect customers pay
for the high priority access to pipeline
capacity which they receive?

12. The core elect option‘has-provided benefits to all gas
consumexs and should be retained, pending the development and
implementation of oux capacity allocation mechanism and further
experience with how the gas market develops.
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13. Curtailing EOR steamflood loads ahead of UEG usage could
raise costs to electric ratepayers.
conclusions of Law

1. The FERC is likely to be receptive to allowing California
to develop a capacity allocation program.

2. A capacity allocation mechanism which coordinates both
intrastate and interstate capacity will require at least FERC
concurrence in the settlements of ongoing pipeline cases.

3. The California utilities should be oxdered to work to
obtain such approvals in these cases.

4. The ”interim” buy/sell proposal of CIG and Salmon/Mock
may conflict with NGPA Section 311 rules and with FERC standards
for non-discriminatory transportation. '

S. If the utilities relinquish their firm pipeline capacity '
rights, they may lose them permanently. ‘

6. A capacity allocation program must meet the requirements
of Public Utilities Code Sections 454.7 and 2771-2772.

7. EOR steamflood customers should be assxgned to

Priority 5.

8. This decision should be made effective immediately in
order to have a capacity allocation program ready to implement once
the necessary FERC concurrence is secured in the pipeline cases. -

IT IS ORDERED that Pacific Gas and Electric Company
(PGSE) and Southern California éas,cOmpany‘(Socal) shall file and
serve on all parties to this proceeding, within 60 days from the |
effective date of this decision, detailed proposals, in the form of
written testimony, for a market-based pipeline capacity allocatlonv
program. This program shall 1ntegrate the allocation of both ‘
intrastate and 1nterstate~p1pe11ne capacity. . These proposalsmshailj
follow the general principles set’ forth in this order, and shall
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address the issues which this order has identified. PG&E and SoCal
shall work to obtain fronm the Federal Energy Regulatory Commission,
in current and future interstate pipeiine general rate cases, gas
inventory charge cases, or other appropriate forums, the necessary
concurrence to permit the implementation of their proposals. PG&E
and SoCal shall keep the Commission’s Legal Division fully informed
of the status of these efforts. '
‘ IT IS FUORTHER ORDERED that PG&E and SoCal shall assign

EOR steamflood customers to End Use Priority 5, and shall by
appropriate advice letter filings change their tariff rules
accordingly.

This order is effective today.

Dated December 19, 1988, at San Francisco, California.

STANLEY W. HULETT
President
DONALD VIAL
FREDERICK R. DUDA
G. MITCHELL WILK
JOHN B. OHANIAN
Commissioners
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APPENDIX A

PARTIES FILING COMMENTS

Agland Energy Services, Inc.
California Energy Commission
California Gas Producers Association
California Industrial Group

Canadian Producer Group

City of Long Beach

City of Palo Alte

Cogenerators of Southern California
Department of General Services
Division of Ratepayer Advocates

El Paso Natural Gas Company

Imperial Irrigation District
Industrial Users

Mock Resources, Inc.

Natural Gas Clearinghouse Inc.
Pacific Gas and Electric Company
Salmon Resources Ltd.

San Diege Gas & Electric Company
Southern California Edison Company
Southern California Gas Company
Southern California Utility Power Pool
State of New Mexico

Toward Utility‘nate Normalization
Transwestexrn Pipeline Conpany
Trigen Resourc¢es Corporation

United States Borax & Chemical Corporation
Westcoast Energy Inc.

(END OF APPENDIX A)
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R. 88-08~018
(Filed Augugg 10, 1988)

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

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

. 87-03-036

)
)
)
)
Oxder Instituting Investigation into )
)
)
)
)

(See Appendix B for appearances.)
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INTERIM_OPINION

This order addresses an important set issues which
we believe should become the focus of this procfdeding -- the
central question of how to allocate pipeline dapacity among the
California natural gas utilities, other gas/suppliers, and noncore
customers who wish to transport their own fas supplies.

This OIR had its genesis in I./87-03-036, our
investigation into the procurement and System reliability issues
which we deferxed from our landmark nitural gas policy order, D.
86-12-010. Following several rounds/of comments on gas procurement .
issues in I. 87-03-036, we began a/f |
88-08-018 (August 10, 1988). The/August 10 oxdexr contained a set
of proposed rules which would r olve the procurement issues wh;ch
had emexged in I. 87-03=036. ince then, we have received two
rounds of comments on these p oposals: opening comments on October
19, 1983, and xeply commentsfon November 9.,. 1988. Appendix A lists
the parties who have filed jfomments in R. 88-08-018.

Since August 10/ we have, issued two o:ders w1th.1mpacts

on R. 88=08-018. 0-054 (October 26, 1988) dirxected that we
would consider as paxt f R. 88-08~018 the question of whether to
approve a mechanism whéreby the weighted average cost of gas.
(WACOG) of the core gpas poxtfolio would change if forecasted and'
actual core gas cos diftered*byVmore than a certain "trigger”
amount. Such a "Cote Gas Cost Trigger Mechanism" has been advanced
in a stipulation mitted by Pacific Gas and Electric (PG&E),
Southern California Gas (SoCal), and Toward Utility Rate
Normalization ( ). In addition, on November 9, 1988, we issued
D. 88-11-034, approving a program of unbundled gas storage<bank;ng
for noncore tomers. As this order will discuss at several
points, the ifsues which we resolved in our. storage decision have
important pagtallels and connecticns with the procurement issues in
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this case:; the similarities arxe especially important on the Xey
question of allocating storage and pipeline capacity.

I. BACKGROUND: R. 88-08-018

In the rules which we proposed in R. 88~08-018, we were
guided by the conviction that it would be unwisé, with only a few
months of experience with our new natural gasfrequlatory
structure, to undertake major changes in oux’ program. Therefore,
R. 88-08-018 concentrated on solving identified problems with the
new program, and on the carefully limited testing of new ideas. R.
88-08-018 identified four principal godis:

1) Continuing to woxly toward equitable access to the
storage and transpoxtatiory systems for all gas customers,
regaxdless of theixr px ement choice. This effort.
included proposing a prifrity charge system which would
function to ration, on A coordinated and economic basis,
both intrastate and erstate pipeline capacity. We
emphasized that reaching this open access goal requires
careful consideration and compromise to aveid harmful
impacts on core cusyomers. '

2) Allowing/the utilities, on a limited, txial :
basis, some degxee of g:eaterlflexibilizgkin procuring gas
for noncore cus rs. We stated that s flexibility
must be .conditibned so as not to have an adverse impact on:

The amount of flexibility which we
proposed to grant to the utilities was also made
contingent o the utilities’ progress in providing open
access to'%?bir transmission and storage systems.

3) PFinetuning the existing procurement rules, with
an emphasis on helping the utilities to deal with what .
appeared/to be the -new difficulties accompanying their
raesponsibility to operate an integrated transmission and.
distribhtion system in the new era of unbundled services.
These problems included nonperformance by.spot suppliers, -
load palancing and accounting problems with transport-only.
serxvice, and the greater planning uncertainties for the
utility when large users assume the primary responsibility
foxr/ procuring gas supplies. The new services proposed in '
the rules as “finetunings" to our program included 30-day. .
£ procurement sexrvice and standby service. T
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4) Formalizing the "hands off" approach to core
sequencing policy which the Commission has followed in
recent years. We also expressed a willingness to judg
the utilities’ core procurement efforts on the basis
their overall portfolio management.

This order will address directly only those issdes
related to the first of these goals. A second decision/ which will
follow in the near future, will deal with the remainirdg issues.

II. OVERVIEW

The comments which we have received #n this docket
reflect recent events in the California gas ket, and indicate to
us, more than ever, the central importance" the question of how
to allocate access to pipeline capacity, both the intrastate and
interstate levels. The aevent which broegzt the capacity allocation
issue to the fore was the implementatio, on July 1, 1988, of new
rates on the El Paso Natural Gas (El phso) pipeline. The new rates -
include an "unbundling” of the pipelfne’s charges for mainline
transportation, gathering, and progessing, and represent a .
significant overall increase overjprior rates. This restructuring~f.
of El Paso’s rates has resulted In economic incentives for |
interruptible shippers on the Paso system, including PGSE and
SoCal, to purchase "oft-system; gas at the points where El Paso |
interconnects with otherxr pipcfinea, instead of gas from producers “;
who are directly connected to the El Paso system. In addition, gasf
demand in California has been high, fueled by a strong~economy and
the second year of a drowght, which has dramatically increased the
demand fox gas in electric utility powerplants. There has also
been increasing pressufe to maximize the use of gas, and to
minimize the use of dirtier altermate fuels, in regions of the
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state which suffer from poor air quality.1 The impact of these
developments has been to produce capacity bottlenecks at the
receipt points into the El Paso system where the most economicl
gas can be purchased. Shippers who now have lowex prioritztsa El
Paso’s queue for intexrruptible transportation have experﬁéﬁced
great difficulty in moving gas to customers in Califox

result of these problems, we have been asked to takefaction which

essentially would result in the reallocation of pipeline capacity
to California. 2

The problem of pipeline capacity allocation also stands
out as the leading unresolved issue when when/we review from a
broad perspective our efforts torfestructuréythe gas industry in
California. We have recognized, virtually/ from the beginning of
our restructuring efforts, that ultimat3g§ our program will require
some means to- make firm transportation available to all
shippers.B' Access to more reliable pipeline capacity is
necessary in oxdex to provide end users with a wider range of
options for contracting for gas sﬁpplies on a lbng-term‘basis. A
broader ability to make long~te fgas.aupply_arrangements; with
associated fitm‘transportation,-will encourage long-texrm | |
investments in the developmen%}bf new gas rese;ves, and will widen
the scope of the gas-to-gas competition which our program has
sought consistently to foster. Obviously, fi:ﬁjtransportation to,‘f
California involves the interstate‘pipelines\regulaﬁed'by the |
Faedexal Energy Regulatorzjéommissiony(FERC), as“weli as the T
distribution companies which are subject to our jurisdiction. Tack = i

1 See, for example, D. 88-08-052, an emergency oxder designed
to minimize the curtailment of gas service during the peak smog
season in the Los/Angeles area. =

2 See the "Joint Emexrgency Motion of Mock Resources, Inc. and:
the California Xndustrial Group Requesting that the Commission - S
Direct Southerm California Gas Company and Pacific Gas and Electric' = .
Company to Develop a Plan to Use their Interruptible Interstate ; S
Transportation Capapcity on Behalf of Noncore Customers and their . !
Sugpliers," iled October 14, 1988. o ' o )

See R. 86-06-006, pp. 21-22, and D. 86-12-010, pp. 33-41.

-5-
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of progress at the FERC on capacity allocation on the intersjate
pipelines, as well as delays in the restructuring of the pipeline-
distributor relationship, have long prevented us from moving
forward to make firm transportation more widely availab .4

We believe that the moment has arrived to tdke this long-
delayed step, and to beqgin to establish an economically efficient
means to provide shippers other than the utilities/with firm
transportation for gas moving to California. This opportunity may :
soon be available, for several reasons. TFirst/ there are ongoing -
settlement discussions in El Paso’s cuxrent génerxal rate case; the
resolution of this case should provide the festructuring of EL
Paso’s relationship with its California uXility customers necessary
to make firm transportation more widely/available. PG&E and SoCal
undoubtedly will convert a portion of Lheir firm sales entitlements.
on El Paso to firm transportation rights. In addition, we are.
woxking to ensure that the ElL Paso Aettlement provides the
utilities with the oppo:tunity'to-obtain the xight to assign.fﬂmn ,
transportation rights to other fes. Similar flexibility may be.
obtained in the upcoming Trahg stern Pipeline—general rate - (
case. Thus, the stage could Ye set for the development of a method:
whereby the utilities will able to»assign,thelr firm capacity
rights to whoever wishes t¢ obtain firm transportation to
California. Second, we bglieve that the FERC is likely to be
receptive to allowing Cafifornia to develop, at least on a trial |
basis, a capacity all tion program for the pipelines which supplY}”
the state. As we wil) discuss further béiow, we believe that a
coordinated intra/inyerstate capacity allocation program will
require FERC concurfence, at least to’ the extent of approving the
settlements under fhich the California utilities will be able to
assign their £ transportation rights on the interstate L
pipelines. The/most expeditious and efficient means of obtaining-‘w

043, pp. 25-26; and D. 87-12-039. p. 108.

-6 =
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this approval appears to be as a part of settlements of curre
general rate cases or gas inventory charge (GIC) cases.

Given this situation, we strongly believe that Sur fixst
orxder of business should be to investigate and to est
details of how an integrated intra/interstate capaciXty allocation
program will function. We believe that this merips top priority in
order to have a program ready to put into placefnce FERC acts in
the current pipeline cases. It will also deaY expeditiously with
the basic problem underlying the troubles fxced this summer by
noncore customers such as the members of Yhe California Industrial
Group (CIG), and by marketers such as Mgck Resources. Moreover, we-
believe that making progress on the capbacity allocation question
will help to resolve many of the disfutes evident on this record
concerning othexr procurement issuefd. Fundamentally, it is the
utilities” current’superior‘acce s to both firm and interruptiblé'
pipeline capacity which has gentrated the need to place
restrictions on the utilities, procurement activities in the
noncore market. We believe/fhat a market-based Capacity'allocation o
program, providing efficiesit and equitable access to firm
transportation, will caln’much of the debate on how to structure
the utilities’ noncore)ﬁéocurement activities, a debate which
encompasses the Tuss -proposdl, core election, the marketiﬁg of
excess core supplies/ multiple supply portfolios, 30-day firm:
procurement, and stAndby charges. Therefore, this decision will
focus on the generZ: outlines of the capacity allocation program
which we intendjﬁé investigate in more detail in the immediate .
future. In generxal, we prefer to defer making significant changes
in the current’ structure of the utilities’ procurement activities,f

until we taekle what we see as the more-fundamental problem of
capacity allocation.

I11X. THE MARKET-BASED ALLOCATION OF PIPELINE CAPACITY




R. 88-08-018 COM/DV/xth

In R. 88-08-018 we expressed support for the idea, :ﬁiph
SoCal had proposed in I. 87-03-036, of a system to allocate on/a
cooxdinated basis both intrastate and intexrstate pipeline caégcity.
Undex the SoCal plan, the allocation would be market-based; using
customer bids to pay for priority of access to capacity.,/ We stated
in the rulemaking oxrder that core customers should have first
access to pipeline capacity; as a result, we also:zﬁé:ssed the
view that core elect customers should pay for the Migh priority ‘
access to pipeline capacity which acecompanies ser#&ce from the core
portfolio. We proposed that the revenues from capacity priority
bids should be used to offset the noncore mariet s share of
intrastate transmission and interstate pipeline demand charges. We
also supported the proposal of Salmon Resodrces and Mock Resources
(Salmon/Mock) to give long-term transporfation customers —- those
with contracts whose original term is five years or more -- the
right to match whatever priority charge is necessary in oxder for
them to maintain their place in the priority queuve. We asked for

comments on a number of issues on ch we did not express a view,
ing¢luding:

1) the federal issues/ raised by the ¢cooxdinated

auctioning of intrastate and interstate pipeline
capacity; o ‘

2) how core elect/customers should pay for the high

priority access to pipeline capacity which they receive
as part of the wtility’s core portfolioc; '

3) whether capAcity should be allocated on a pipeline-
specific or on an overall system-wide basis;

4) the impact of the operational differences between the
SoCal and PG&E .systems; and ' ' .

5) the appropriateness of recent changes in the end-use
priority applicable to the steaming operations of

enha:;?d»oilzecovery (EOR) customers.
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The comments filed on R. 88-08-018 continue to sh
support for the idea of a coordinated, market-based mechayism to
allocate both intrastate and intexrstate pipeline capacity.
Significantly, PG&E has now embraced the c¢oncept, is working
actively to prepare a comprehensive proposal. Support also comes
from SoCal, from wholesale customers such as Diego Gas and
Electric (SDG&E) and the cities of Long Beacly/and Palo Alto, from a
representative of large users (CIG), from tlie brokers Salmon/Mock
and Trigen Resources (Trigen), and from e Division of Ratepayer
Advocates (DRA). Transwestexrn Pipeline/states that it is willing
to work with the Commission and other/California parties in order
to develop the concept. Rathex thayl elaborate on the supporting
comments, our discussion in this g€ction will focus on the
arguments of those who disagree ¥ith the direction of R. 88-08-018
on this issue, and on the debaje on "how far, how fast?" to
proceed.

Several parties djd question the need for a 3inglé,
coordinated mechanism to allccate both intrastate and interstate
pipeline capacity. The dian Producer Group (CPG) argues that

no capacity constraints/exist on the PGLE system, and therefore :
that the implementatiof of such a ‘mechanism for PG&E is unnecessary .
at this time. The believes that, in a situation where such a
mechanism is not negded, it will function only to collect premiums
from risk-averse cistomers, and that recycling these premiums to
othexr noncore cusfomers will only create confusing signals to both
the utility and Ats customers. The answer to the capacity
bottlenecks on /the EL Paso systemy_the~CPG-believes, lies in the
reformation of El Paso’s new rate structure. The consumer group-
Toward Utilitfy Rate Normalization (TURN) recommends that a bidding -
system for fapacity priority be limited to the purpose for which it
was concejved in earlier stages of our restructuring program =
determining which customers are curtailed in the event of pipeline
constraints. The state Department of General Sexvices
ants to retain the current end-use priority system, in
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recognition of the requiiemen:s of Public Utilities Lode Section
2771, and because DGS believe that the ¢urrent system is still
workable. DGS would allow bidding for priority vy within each of
the current priority classes. In a similar veisn, Southern
California Edison (Edison) cautioned us to clarify the relationship
between a capacity allocation mechanism and the end-use priority
system.

Parties also commented on the administrative feasibility
of auctioning pipeline capacity. The Ind%strxal Users believe that
the administrative complexity of capacify auctioning raises serious
questions about the feasibility of thefidea. TURN suggests that it
would be prudent to experiment with bidding as a means to allocate
capacity during curtailments, befor expanding the concept to
include access to capacity at all times. Even SoCal, which first
proposed such a mechanism almost A year ago, maintains that the
administrative requirements are fsubstantial,” and cites the many
other administrative changes which it must implement in oxder to
accomodate the new regqulatory ramework. SoCal believes that ic
will not be able to accept capacity prxority bids until 9 or 10 -
months after a Commission oxder authorizing such a system. SoCal
also believes that a systep which allocates: capacity on a pipel;ne-
specific basis is “unwor&dble for the forseeable future.” SoCal’s.
estimate of the time required to implement such a system drew a
strong reply from CIG. / CIG recites the long history of Commission -
support for a capacity priority charge based on bidding, and notes
that SoCal itself prd%osed an integrated priorxty'charge mechanism -
in February, 1988. /CIG also mentions the active discussions over
the past six monthy of an "interim” mechanism to allocate
grandfathered intg¢rruptible rights, stating that the details of
implementing sucy an arrangement would be very similax to a
capacity allocarion proqram‘for"firm'transpo:tation. CIG believes
that these circumstances indicate that the California utilities
have been "on/notice” that an integrated capacity'allocation
program will adopted, and sheuld be able to implement such a
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program within 60 days of the receipt of the necg;sary FERC
approvals. If the utilities cannot meet such a schedule, CIG
believes that a substantial portion of the uti%{iies’ pipeline
demand charges should be assigned to the shareholders.

CIG, Salmon/Mock, and Agland Enexgy/Serxvices (Agland)
believe that the Commission can, and should,/take immediate action
to order the utilities to use their grandfathered intexruptible
capacity rights "on behalf of" noncore cu tomers.” Such an
~interim"” step would be possible without/FERC approval, CIG and
Salmon/Mock argue, based upon what they believe are recent liberal
FERC interpretations of the "on behalf of" requirement of Section
311 of the Natural Gas Policy Act (NGPA), and under the condition
that the utilities temporarily take/ title to the gas while it is
moving on the interstate system.6 Agland suggests several ways
in which such a program could maXe use of the utilities’ existing
administrative procedures. These parties believe that such an
*interim” program would allow mhoncore customers to improve theixr
access to pipeline capacity ediately, until a permanent capacity
allocation program, based upon firm transportation rights, can be
established. ‘ o '

Administrative And legal objections have been raised to
the “"interim"” program off CIG, Salmon/Mock, and Agland. SoCal
believes that such a p am I{s moxe complicated than it can handle
now, due to the current lack of information from the pipelines
which would be necesyary for SoCal to manage the allocation of
capacity at numexoug receipt points. PG&E urges the Commission to
focus on a long-te solution, rather than waste time now seeking a
"quick fix." CPG/disputes the assertion that the "interim" program

the proposal which CIG and Mock advanced in their
October 14 Aoint emergency motion (see footnote 2, above), and
which they/renew in their comments in this docket. :
6 . Thg primary FERC order which CIG and Salmon/Mock cite as
fg’%%? proposal is Hadson Gas Svstems, Inc., 44 F.E.R.C.
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would not be subject to FERC jurisdiction. In CPG’s view, u
the California utilities of their grandfathered capacity

temporary transfer of title to the Califoxnia Mtilities.

Many parties, including SoCal, PG&R, CIG, CPG, and DRA,
state that FERC concurrence in the settlemghts of pipeline cases
will be necessary in oxdex to implement & capacity allocation or
"brokering” mechanism based on the utilities’ firm transportation
rights. Several commenters note that/this Commission itself, in
its comments to the FERC on the capafity brokering Notice of |
Proposed Rulemaking (NOPR), has refognized that consistency between
Commission and FERC rules is necessary before capacity brokering
can be implemented in Californif. : o '

Discugsibn: We bel ve that a market-based capacity
allocation program is desira¥le, feasible, and can be implemented
in the near future. The ox benefits of such a mechanism'g:e‘not¥-

as a "quick fix" to the pyoblems which were experienced this summexr

7 CPG notes that the rules for Section 311 transportation (15
U.S.C. Section 3371) allow only certain types of transportation,
including transportAtion by an interstate pipeline on behalf of a
local distribution/company or intrastate pipeline. CPG contends
that Section 311 yakes. no reference to transportation "on behalf
of* an end user, /such as a noncoxe customer of a California -
utility. CPG dges not believe that such users can be the “on
behalf of" entifies, as the CIG/Salmon/Mock proposal requires.

CPG also commejits that the issue in the Hadson case, on which CIG
and Salmon/Mog¢k rely, was how remote from a transaction the "on -
behalf of" utdlity could be while still permitting the transaction
to go foxward. The case does not.address the issue of whether an
"on behalf gf* local distribution company (such as a California

utility) could itself implement transportation for a shipper other «

than one sflected in accordance with FERC standards for none
discx tion. CPG believes that the Hadson case does not -
sanction /a California utility improving a shipper‘’s rights to o
capacity/on El Paso, for example, beyond what that shipper already -
posesses under the current FERC allocation scheme. o
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on the El Paso system, which we view as due largely to the
implementation of a new rate design on that system. Instead, suc
a mechanism would supply an important missing piece from our ne
regulatory structure: access to more reliable pipeline capacity for
a wider range of gas producers, shippers, and end users.déiéproved
access to firm transportation would encourage the long-t supply
arrangements which are necessary to Support investments’ in finding
and developing new gas supplles. The attractiveness 0f the
California market to gas suppliers will be increased as the scope
of possible supply arrangements expands. The gredter variety of
transactions will stimulate gas-to-gas competitfon, to the benefit
of the ultimate consumer. '
Our long-term perspective on the
capacity allocation has important implicatfons for how we will
proceed to develop such a mechanism. Fipst, we doubt the wisdom of
attempting to put an “interim" program fnto place. xmmedxateky, as
CIG and Salmon/Mock urge. The prepongérance of the legal analysis
presented in the comments shows that/iltimately our program will
require at least the FERC’s concurrgénce in the pending-pipeiine

genaral rate-cases and GIC'procee‘ ngs. In addition, CPG’s:
analysis of the NGPA Section 311 rules and the Hadson case

convinces us that the legality Jf the proposed "interim" program’ ;s‘
debatable. In addition, we redognize that the.implementation‘of. :
any new capacity allocation scheme will be complex. Although we do
agree with the CIG that SoCal‘s admin;strative requirements seem
excessive, we cannot’ ignoxr: the administrative burden .on the
utilities. As a result, ‘prefer to proceed to implement one
permanent mechanism, rather than to force the utilities to change
their administrative and operating procedures twice -- once for an
”interim* program, and/again for the *final" one. Generally, we
think it best to pur the program for which there is the most
widespread support within California. That program is a market-
anism, with the utilities obtaining FERC
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concurrence to assign on an economic basis the firm transpovégzz;n
rights which they will have under the FERC’s Order 500.

' We do realize that lower priority interxruptib
such as CIG and Salmon/Mock have faced, and may again [face,
significant problems with access to capacity. Therefore, we will
proceed quickly to develop the details of our capagity allocation
program, so that the mechanism can be implemented expeditiously
once the necessary federal approvals are recel 6d.® we will set
an implementation goal of 90 days after the ybceipt of these |
approvals. We agree with CIG that the peripod which SoCal claims to
require to implement this program is excedsively long, considering
that SoCal itself proposed a similar s ‘
This decision will discuss the general/ framework for oux program,
will outline the issues which remain/to bé‘resolved, and will order
the utilities to file detailedrprb sals consistent with this
framework, within 60 d'a_ya. from te,:{ay. We will hold hedrings on
these plans promptly after they/have been filed. We will also
order the utilities to pursue the necessary FERC concurrence in
current pipeline general ratg’ cases or GIC proceedings; in the
record of this case, both PESE and SoCal‘have made commitments to
pursue these approvals. | o

The record h this case is obviously not detailed enough
for us to specify coppletely the market-based capacity allocation
mechanism which we yish to see adopted. However, R. 88=08-018 did
generate consideraple commenxdry.on many of the impoxtant elements f}-
of such a programl We do have enough information to adopt a
general framewoyk for the program, and to specify the unresolved

8 We aYe also aware that CIG, Mock, other concerned shippers,
and the ugilities are continuing to discuss other measures to -
facilitate third-party transportation, measures which would be

easier implement than a capacity allocation scheme. We continue
to suppert and to encourage these discussions. o

- 14 -
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issues which we want the utilities to c¢over in the proposals which
we are oxdering them to file.

1. Gemnexal Principles. Although some parties
criticized as "vague" PG&E’s principles for an integrated/capacity
allocation mechanism, we believe that, with very littl
modification, they are appropriate for the general frémework of our
program. PG&E’s principles reflect the goals of out new regulatoxy.
structure, recognize the need fox the capacity allocation mechanism
to be acceptable to the FERC, and are consistept with our
perspective, stated above, on the benefits of/a capacity allocation
program. As we read them, casting them inté terms applicable to
SoCal as well as to PG&E, these principlef are:

The program should help Yo meet core procurement
goals through encouragipyg gas-to-gas competition.

Core-elect customers ghould pay for the secure access

to pipeline capacity/which core portfolio service
provides. ( _

The prégram\shoul be consistent with the capacity

xights which the/futilities have on the interstate
pipelines which/sexrve them, including the firm
transportation/rights which they may acquire in
current pipeline cases, undexr the FERC’s Oxder 500 .
xequlations. : ' '

The firmness of the capacity . allocated to a noncore
customer ufider this program should be independent of

whether that customer purchases gas from the utility
or from Another supplier. o

Noncor custbmer_shouldfh§ve the flexibility to

te the integrated access to pipeline capacity

; e-storagg banking services available as a y-  jj7

rasult of D. 88-11-034.

The costs of access to firmer pipeline capacity
;ggu%g be borne by those noncore customers who

The value of capacity allocated to noncore customersf

should be determined by a market-based mechanism, noc;f,_;“ﬁ

by a cost allocation process.
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8) The program should encourage the maximum efficient
use of transportation capacity over the long term.

9) The integrated capacity allocation mechanism must be
acceptable to both the Commission &nd the FERC.

The capacity allocation proposals which we will’ order PG&E and
SoCal to submit must be consistent with thesefprinciples. We hope
in the remainder of this order to begin to dispel any of the
"vagueness” which lingers about these principles. As quidance to
the parties and to stimulate discussion,fwe will offer in the
sections which follow our preliminary thioughts on some of the
issues which the utilities’ proposals/must address.

2. Specificity of the Xllocation. R. 88-08-018 raised .
the issue of whether the capacity’allocation mechanism will |
function to allocate pipeline'cdpacity'on a pipeline-specific
basis. SoCal and TURN fearx t such specificity may be difficult
to administer; SoCal’s origigal proposal only contemplated
allocating capacity to transport-only customers as a group.
However, PG&E proposes to/focus its program not only on an

allocation of capacity to specific pipelines, but to the various
producing areas which ch pipeline serves. PG&E believes that
each producing area has “"different capacity constraints and
supply/demand/cost rélationships, resulting in different priority
values to PG&E’s core portfolio customers and to transport
customers.” SDG&E and Trigen concur with the need for a pipeline-
specific allocation. CIG also agrees, and makes the important
observation bidding for capacity only'makes sense if a
customer has Already lined up a supplier at a price cextain, and
therefore has in fact locked himself into a pipeline-specific
route. Ia/éddition, CIG notes that the FERC’s capacity brokexing
NOPR appears to require—a pipeline-specific allocation..

We agree with these parties that a:workable program
probably will have to allocate capacity at least on a pipeline-
specific basis, and perhaps to each producing axea served by a -
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particulax pipeline, due to the significant differences between
producing areas. We acknowledge that the greater th¢ specificity
of the allocation, the larger the problem of adminigtering the
system. An important element in our review of the/utilities’
proposals will be to determine the appropriate

specificity and administrative feasibility.

3. Treatment of the Core Portfgdio. There was no
disagreement with the idea that core custdmers should have the top
priority to pipeline capacity.’ As we yill discuss at length
later in this orxder, we continue to leve, given the current
circumstances in the industry, that fhe utilities should continue
to offer a core elect option to nogcore customers. Core elect
customers will have to pay for the preferential access to pipeline
capacity which they will receive as participants in the core
portfolio. Having decided that, the next question is how much ‘
flexibility to allow the utiXity in its use of pipeline capacity to
serve the core portfolio. /he basic problem is illustrated by the '
extreme viewpoints. At oje end, as Salmon/Moék advocate, we could
require the utilities tg/relinquish all pipéline~capacity that is
in excess of core (prigrity 1 and 2A) requizémen:s. As several
parties noted, such 3 requirement could cause the relinquished
rights to be lost nently to whoever was next on the FERC queue
for firm transportdtion. At a minimum, the relinquishment of
excess capacity gould result in a lack of pipeline capacity to

core demands caused by unexpectedly cold weather. .
The corxe could also suffer from the‘utility’s‘léck of flexibility
to shift cor pu:chases‘as‘qas prices change. The opposite
8 SoCal’s assertion that it has no “excess” capacity

As stated in R. 88-08-018, this should include access to
capatity needed to move volumes to be injected into storage to
profide core protection. These volumes would be based upon the .
“fInal"” storage taxrget adopted by the utility pursuant to our new

storage program (see D. 88-11-034, pp. 2-15).

- 17 -
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rights, because it may in the future need full pipelines,
presumably as well as maximum storage withdrawals, to meet "peak
day” core needs. This assextion suggests that SoCal is unwilling
to implement a capacity allocation scheme based upon f£firm
transportation rights, because SoCal’s core customers may need” to
use all of those rights on a few very cold days.lo Such a

position undermines our goal of making reliable transpo ion more
widely available, and ignores ways of reaching that goa¥ while |
protecting what we agree is the utility’s critical re6ponsibility
to supply "peak day" coxre needs.

" The answer lies between. these two vi ints. We clearly
do not want the utilities to relinquish their fdrm capacity rights,
due to the risk that they might be lost permafiently. We prefer
them to assign those rights to other partieérfor a defined perxriod
and under specified terms and conditions./ Our real problem is to
. determine what terms and conditions are/necessary to attach to
capacity allocation so that core consuhers will be adequately
protected, yet noncore customers will have access to more reliable
‘transportation through purchasing Assigned capacity. Clearly, this’
will be an important issue in th¢ next stage of this proceeding,
one that we expect the utilities to highlight in their proposals.

At this point, we will put down our preliminary thoughts "
on this issue, as quidance the parties and to stimulate ‘
discussion. We believe that the utilities should attach a ‘
condition to all assignadféapacity which allows them to recall that:
capacity to meet "peak day" core needs. We wouid‘expect'the ,
utilities to infoxm tlle customers to whom they assign capacity how
often they expect to/;xercise that recall right, based upon |
historical experigﬂéa. We also suspect that the utility should
retain a limited jamount of flexibility to shift their core

10 SoCal admits that it does not need its full inﬁerstate

g@peline apacity to sexve core needs "the vast majority of the
ilme. " : ‘

- 18-
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portfolio purchases among pipelines and producing areas, or to
increase theixr total core portfolio purchases if demands exce
forecasts.11 For example, under our core procurement quideljnes,
most of the gas puxchased for the core portfolio will be lopg-texrm
supplies. Many of the long-term supplies which the utiliXies now
purchase have prices which are fixed for a year. We anpicipate
that the utilities should be able readily to determine/ looking
ahead for a year, what pipeline capacity they will rdduire to
deliver such supplies. OQur procurement gquidelines Have also
suggested that the utilities should purchase some/short-term or
spot gas for the corxe portfolio. These are the pHurchases for which
the utilities may need the most flexibility ir/their access to '
pipeline capacity.

4. The Capacity Requirements /6f Wholesale Customers.
We continue to believe, as stated in R./88-08-018, that the coxe

loads of wholesale customers must shaye, with the core load of the
primary utility, top»priorityvto pipeline capacity. We concur with
Palo Alto’s comment that this meang that wholesale core loads will _
have parity of access to capacity/with the core load of the primary =
utility. " | '
Although the idea of/parity of access to capacity for -
wholesale core loads is settled, there may remain some dispute on
how to implement this concept. Our recent storage decision
provided one model for detérmining how much pipeline capacity
should be allocated to-whblesale core loads (see D. 88-11-034, p.
20). We allowed a wholésale customer to have access to storage
capacity equal to the /proportion of the primary utility’s fixed
costs of storage which are allocated to that wholesale customer’s
core load, based upon our allocation factor for storage costs (peak

11  This #s apparently what TURN has in mind when it urges us to'
provide thg core portfolio with the top priority to enough capacity
“to ensur@ efficient system operations." o

- 19 -
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season cold year sales). SDG&E has suggested another method, using
the relative cost allocations for sexvice for core ang Aoncore
customers.lz From its total allocation for both the ore and the
noncore, the wholesale utility would then make itsOwn decision on
the amount of capacity needed for core service.

remaining after this choice would then be allogbted according to a
bidding procedure. SDG&E is willing to place/itself at risk for
the capacity costs allocated to the amount Zf core transmission
which it chooses, in order to remove any doubts that it might claim
a greater amount of core capacity than cassary. We are attracted
t¢o SDG&E’s proposal, because it appeary consistent with oux desire
that wholesale customexs have the prifa responsibility tO serve
their core customers, as well as th¢ tools and the flexibility
necessary to carry out that duty. /The capacity allocation
proposals which the primary utiljties will file should address the
treatment of wholesale core lo s, includzng comments on SDG&E’s

SDG&E. perceptively-raises another implication of
wholesale coxe parity' what/if a utility and its wholesale
customers desire access t pipeline capacity‘to-purchase core
supplies in a certain pr ducing area, in a quantity that is greater
than the amount of pipeline capacity available to that area? Oux
initial reaction is thAt a pro-rata allocation, based upon total
core loads of each uthility, would be fair. '

5. Treftment of Revenues from a Capacity Allocation

Mechanism. The cpmments which we have received raise no strong:

objections to thé proposal in R. 8§8-08-018 that revenues from a
capacity allocytion mechanism should be used to offset both
mission costs and interstate pipeline demand

charges assighed to the noncore class. However, we suspect that

12 Foy pipeline capacity, these allocatxons are based upon cold
year sales.
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a numbexr of different approaches may develop on this issue,

do not want at this time to restrain the debate. CIG doeg’ suggest
an upfront credit to noncore customers based upon utili forecasts
of these revenues, with a balancing account to ensure/that the
utility is kept whole if the forecast is inaccurat we believe
that the CIG suggestion deserves further scrutiny/ as we agree with
CIG that the up-front credit would have the im rtant benefit of
limiting price-signal distortions which might/result fxrom a lag

between when a customer bids for capacity, And when that customer
sees the results of the bidding in his raye.

6. Cogenexation Parxity and/ the End-use Priority System.
In this orxder we are proposing a sigdificant expansion of the
“priority charge* concept which we/have discussed in a variety of
decisions since D. 86-12-010. The market-based mechanism which we
want to develop will not only décide the curtailment oxder if
capacity constraints develop,/but will also serve to allocate
access to firm transportation capacity. There are several

ich the utilities must consider in
One is the "cogeneration parity"” o

requirement of Public Ufilities Code Section 454.7, which mandates
that the Commission pyovide cogeneration with the highest possible
prioxity. is the end-use priority system established
pursuant to Public ftilities Code Sections 2771-2774.%3 we have
previously concluded that an economically-based priority system‘for‘V

noncore customerg is consistent with this statute, and have decided . -

that end-use prdorities should be used among customers paying the
same (or zero: priori;y chaxge.l4 At this time, we believe that
these conclugions can continue to apply to a capacity allocation

i3 example, Edison raised in its comments the need to
clarify/the relationship between a capacity allocation mechanism,
such ay¥ SoCal proposed, and the end-use priority system required in
these lic Utilities Code sections.

14 /See D. 86-12-010, pp. 119-123.
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mechanism. For example, under a pipeline-specific allocatidn, for
customers who pay the same f£or capacity on a particular

capacity.

7. Loxi with Long-texrm
Transportation Contracts. R. 88-08-018 fafored a Salmon/Mock
proposal to give customers with long-terpt transportation agreements
signed aftex December 3, 1986, the rigkt to match whatever priority
charge is necessary to allow them toaintain their place in the -
priority queue.l® Several paxties dontinue to disagree with this |
idea. SDG&E argues that enhanced Oil recove:y‘(EOR) customers with
special low rates should not be 1lowed to bid for priority aleong
with "other noncore customers who carry their full weight in
rates.” Unless EOR customersjare willing tb~p¢y *full fare", they
should have the lowest priorfty to capacity. SoCal, with the CIG’s
concurrence, is at the other end of the spectrum on this issue:

SoCal remews its argument/ which we rejected in R. 88-08-018, that
long~term transporters siiould have the highest priority among all
noncore customers, due £o the commitment which they have made to
stay on the utility’s fsystem. PG&E takes a middle ground: it does
not disagree with the Salmon/Mock mateching idea, but suggests that
this should not be £he only option. PGSE believes that the
dependable revenuyg stream of a lbng-term transportation cdmmitmeht ,
has a value which may not be reflected accurately by'requiring'such‘?

15 We/defined a "long-term transportex” as a transportation
customey with a contract that has an orxiginal term of five or more
years. / Customers with long-term transportation contracts signed on
or before December 3, 1986, would have their capacity priority
defi accorxding to the policy we set out in D. 87-12-039.

- 22 -
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a customer to match bids made by customers who may have a much
shorter time horizon. .

We continue not to see a need to give long-term
transportexs the automatic highest prioxity access to capdcity
among nonceore customers, as SoCal and CIG propese. We Mote that
the Cogenexators of Southern California (CSC), which £iled comments
on behalf of sevaral EOR cogeneration projects witl long=term
transportation contracts, states that its members/are willing to
pay for access to capacity, so long as they havé the opportunity to
match the bids paid by utility electric generdtion (UEG) customers.
We also reject SDG&E’s position, which is pYainly inconsistent with
our long-held commitment that EOR transportation customers should
be able to “"buy up” in priority. PG&E is welcome in its capacity
allocation proposal to present another/option for dealing with o
long-term transporters, so long as thdt plan falls between the S
extremes which we have rejected. | : S

8. A Secondaxy Marxkey/ for Capacity. We urge the
utilities to consider in their roposals the provision of a

secondary market for assigned Lapacity. We believe that a 5
secondary market could increfse significantly the efficiency of an |
allocation system. It would provide a second opportunity for
partias who bid too low the original auction for the capacity
which they need. Conversely, parties who purchase too muck
capacity, or whose capAcity needs change between primary auctions, |
would have the opporrunity tOJIay off ekcess-capacity in the
secondary market. /e alsc suggest that capacity sub-assigned in.
the secondary ot must xetain'dli‘recall'xightslwhich were
attached to the/original assignment agreeement.

major issue posed in R. 88-08-018 is how core elect
customers/should pay for their superior access to capacity. Before
we discyss the specific comments on this issue, we need to address

- 23 -
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. . ./
the threshold question of whether to retain the ¢ore elect optiom.
Salmon/Mock and DRA both propose that core election should be
eliminated.

Salmon/Mock agree that core elect customers shoyld pay
for the access to capacity which they receive as participants in
the core portfolioc. However, Salmon/Mock believes thag'charging
core elect customers for such access is an "extremely difficult and
complex task.” Salmon/Mock believes that all thred’ of the payment
proposals suggested in R. 88-08-018 would result An core elect
customers receiving the same treatment as core Lustomers with
respect to capacity, without paying the full dosts of core service.
As a result, Salmon/Mock argue that core elettion should be
eliminated, and that all noncore customers/ should have a one-time

opportunity to become core customers, and to pay a bundled core
rate.

DRA also believes that\pro ding a coxe elect option is
overly complex. In addition to the/issue of paying for pipeline
capacity access, DRA cites the related problem of the core elect
paying for the access which the receive to storage capacity. DRA

also notes the still-unresolved question of how to bill core elect
customers when the actual coxé WACOG differs from the forecasted
price, and possible pxoblem with the electric departments of
combined utilities who el into the core. DRA cites PGLE'’s
experience since May l: believes that the laxge amount of core
election on the PGSE sybtem has. foxced PG&E to purchase more
expensive spot gas for the core pbrtf01107 driving up the actual
core WACOG. DRA chiyfracterizes PGSE’s core elect customers as
"price chasers" who are more interested in low prices than the :
supply security the core portfolic. DRA thinks that the noncore
customers’ 1i ed desire for supply'security"cdn_be met through a
noncoxe portfolio of long-term gas whose price varies every 30
days. More fundamentally, DRA does not believe that core election
provides the utilities with enough monopsony power to lower
significantly the core portfolio price, especially given what DRA
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sees as the evolution of the national gas market into "a pure /
commodity market" where long-term prices will track the spot /
market. Finally, DRA warns the Commission that prices of Canadfan
gas have not always been s¢ low; five years ago, under a different
regulatoxy regime, Canadian gas was California’s most expes

supply source.

CIG, SoCal, CSC, Edison, TURN, PGSE, and CPG,all support
retaining the coxre elect option. CIG submits that coce election
should be retained for the present, because it is the only source
of supply security for noncore customers who are le or
unwilling to cope with the present lack of reliable transportation.
-CIG disputes DRA‘’s statement that all noncorefzustomers are price
chasers, citing the fact that, unlike the rience on the PG&E
system, few of SoCal‘s noncore customers glected into the core in
August, when spot prices rose above SoC#l’s core WACOG. In a
similar vein, PGSE notes that its cored’ elect customers had to
choose that option when the core WAGOG was higher than spot prices.
Although there has been little core election on the SoCal system,.
SoCal, CSC, and Edison all axgu./that it would be poor public
policy to change such a signif cant "rule ¢of the game" so soon
after the new regulatory struc&uxe was implemented.

TURN and PG&E present extensive arguments that coxe .
election is presently producing important benefits to both core and. -
noncore customexs. PGLEAsserts that its negotiating experience
with its Canadian suppliers indicates that core election provides
the important bargaining chip of a broad-based, high load factor
market that includeg customers with competitive options to gas
sorvice. PG&E recites the Commision decisions which established
coxe election, tofshow that the mechanism is functioning just as it
was intended to/doa PGLE cites the significantly lower gas pr;cesj-L
which northernjCalifornia has enjoyed in recent years, compared
with southerg//ciifoxnia, as evidence of the importance of this
leverage. TURN discusses at length PGSE’s existing contractual |
relationshxp with its Canadian suppliers, in an effort to-determ;ne '




R. 88-08-018 CoOM/DV/xth

the likely impact of the abolition of core election on PG&E’s corxe
customexs and on prices in California as a whole. TURN notes fhat
without the leverage of the core elect market, the Canadiane would
be free to price their sales to the core market just bele# the
competing supplies of long-term gas from the Southwest,/ Recently,
these alternative core supplies have been at least $§.50 per MMBtu
more expensive than the $1.81 per MMBtu Canadian pxice. TURN also
believes that Tier 2 Canadian gas sold to the nodcore portfolio
would have tracked rising spot prices, which héve been well above
$1.81 per MMBtu for most of the past year. /hus, TURN concludes
that core election has undoubtedly benefipfed both PGEE’s core and
noncore customers, and that it would be A serious tactical error
for the Commission to discard the core/elect option just a fow
months before PGEE begins the next afnual price redetermination.
TURN thinks that the next price redetermination will provide an
empirical test of whether core eXection will continue to produce
significantly lower gas costs for PG&E’s market. TURN also
confronts the longer-term quedtion of whether California consumers
would be better off if the Zommission took action, such as ending
core election, to make capacity available on the Pacific Gas 5
Transmission (PGT) pipeldne. Such a step would be designed to
stimulate competition gmong Canadian suppliers, in the hope that ‘
significant supplies fould be obtained for much less than $1.81 per
MMBtu. TURN argueg/that regardless of whether such cheap supplies
are available, th¢ impact of such a move would not fall evenly on’
all customerxs. /Some noncore customers might benefit from cheaperf
Canadian spot gas, but the Alberta and Southern (AsS) producers

. could ask very high prices for the core supplies which PG&E must
purchase to/meet its 50% take-or-pay obligation to ALS. TURN fears
that this/could lead to a repeat of the take-or-pay problems which
have plagued the El Paso system. TURN concludes: !

While a fully competitive gas market on both sides of the
boxder may be in everyone’s long-term best interests,
TURN must caution that the path selected to pursue that:
goal is equally as important as the objective itself. .

- 26 =
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The shorxtest route may not be the most productive one if

it leads over a cliff.
TURN recommends that in the future the COmmissiondzpould exploxe
how to attain a fully competitive market for Canadian gas from
which 2]l) customer classes can benefit.

CPG presented the most vigorous defehse of coxe election.
CPG disputes DRA’s suggestion that an asseigment of core election
should be based upon the degree of monopsohy power which core
election provides to the utilities. CPG argques that the clear
benefits which core election has provided to PG&E’s ratepayers are
the result of the large volume sales/and high load factors which ‘
core election has made possible. re election allows the Canadian
producers to provide PGLE with volume-related discounts; these are -
not a function of market power,/but are instead economies of scale
and operation. CPG confirms PGEE‘’s assertion of the importance of
core election in last year’s/price redetermination:

CPG me rs” agreement to sell gas to Alberta &
Southern, for regale to PGT and then to PG&E’s core
portfolio, at a/commodity price of $1.81 per MMBtu for a
full one-year Lerm, was fully and consciously based on the'
premise that guch a price would prove attractive enough to
attract a vexy large volume of core-elect as well as core .
load, and tlereby achieve a high load factor for wellhead
sales. Without such an assurance of high volumes and load .
factors, e prxice of gas to the core portfolio would not
have beer/, and cannot be, so attractive.
CPG notes that arxgues that the large quantity of core election
on the PG&E syytem has forced PG&E to buy increasingly expensive .
Spot gas to meet the core elect load. CPG remarks that this effect
is not due b core election, but to our policy of requiring some
spot gas t¢ be taken for the core market; CPG alsc notes that the
beneficial volume and load factor effects of core election are much:
greater the increase due to the spot gas takes. Regarding
DRA’s reminder that Canadian gas was once very expensive, CPG
statey that Canadian producers, requlators, and government all
recognize that Canadian gas prices~must be market-responsive in
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oxder to have access to U.S. markets. Finally, CPG joins PG&Eliﬁ///
protesting that abolishing core election is not the way to deg/
with the complexities in our regulatory program which the core
elect option may create. CPG cites PG&E’sS new willingnes:}/;
expressed in its coments in this docket, to develop a coir elect
charge based on the access to storage and to pipeline capacity
which these customers receive. This is the way to dead with the
core elect issue on its merits, CPG believes, rathexr/than by making
a disruptive, fundamental change in the new regulafory structure.
CPG contends that abolishing core election would/reinforce
skepticism about regulatory credibility and copBistency in
California.”

‘Discussion. We will retain the cdre elect option.
Fundamentally, we recognize the need for ¥ degree of regulatory
stability and consistency in our new pradram. We agree with CSC
tﬁnt we need more experience, under a Yariety of circumstances,
with the new regulatory framework beflre making major modifications
to {t. We have recognized that cor¢ elect customers are not‘payinqﬁ
for the high prioxity access to storage and pipeline'capacity‘which*
they receive. We believe that ‘xesponsible way to deal witk |
this issue is to develop an appfopriate charge for this access.

This confronts the problem on Ats merits, in an evolutionary way,
without taking the revolutiopary step of abandoning a procurement
option which appears, based/upon our limited experience to date, to
hgve benefited a broad range of gasconsumers.'l6 Eliminating the
core elect option at thiy time would cast doubt on the‘stabilityiof
the structure which we have established. This would be precisely
the wrong signal to sehd at a time when we are focusing on o
improving the attracyiveness of the California market for long-
term, secure supply/arrangements.

16 This is/also the way we dealt with the same issue, concernin§’= o

theoggcess core elect customers to storage capacity, in D. 88-
11~034. AR ,

- 28 -
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A central goal of our new regulatory structure has been
to captuxe the benefits of the moxe open and competitive gas market
for all gas consumers in California. We conceived the core eléct
option was an important element in reaching that goal, and,dur
limited expexience to date indicates that it has worked. /PGEE’S
customers enjoy the lowest gas prices in the state. ‘s
analysis of current gas supply arrangements demonstrates that,
absent core election, the price of Canadian gas to bofh the coxe
and the noncore markets would be much higher. The parties on both
sides of the last Canadian gas price redetermination make this
assertion as well. We agree with TURN that, giyen the current
structure of gas supply relationships, we shoyld not throw away
what is now a significant bargaining chip. . §8-08-018 noted the
problems which sales gas from the domestic/pipelines has had in
recent years in competing with Canadian stipplies. Recently, SoCal
has obtained one-yeaxr contracts for siqﬂgficant supplies from the
Southwest at prices well below pipelipe supplies, yet still
above Canadian prices. Until the domestic suppliers are able to
compete effectively with the:Cana%#gns, we may need to retain the
bargaining leverage of core election in order to retain the
benefits of economical Canadian/supplies. :

We also find that the evidence to date is inconclusive on -
whether, as DRA suggests, :z;ZOrecustomersare simply price- \
seekers. CIG, which represents a number of noncore customers,
notes that core election/gurrently’provides the many noncore
customers who do not :;yt Tto transport their own gas with the only
option for a secure gas supply. The theme of this order has been
the need to increase/access to firm transportation, in oxder to
allow noncoxe customers to purchase and transport secure suppliés.
However, there is/clearly much to be accomplished before we can g
realize this goal, and we agxee with CIG that we need to‘retainlthet‘

core elect option at least until a capacity allocation program is
functioning. _ ‘
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Ultimately, our long~term perspective on coxe election’'is
dependent on how the market develops once our capacity allecation
mechanism is in place. What happens once access to firm
transportation is increased will determine the future need for
options such as core election. The market may develop new
mechanisms for aggregating gas supplies which, like core jelection,
provide to all gas consumers the benefits of competitiox among gas
supplies and among alternmate fuels. We agree with N that our
reasons for retaining the core elect option at this/time are based
on a tactical perspective; this perspective, howeyer, does not
detract from oux curxent interest in using this Sption to maintain
mutually beneficial long-term arrangements witd willing preducers.

Returning to the design of a capgcity allocation
mechanism, R. 88-08-018 suggested three possible ways in which core

elect customexs might pay for their supérior access to pipeline
capacity: '

1) A cost-based surxchargeé on the core elect procurement

rate would be set equal fo the difference, on a per therm -
basis, between what the/core and the noncore contribute
to the utility’s fixed/costs for intrastate transmission .
and for pipeline demajyid charges. As a second-best
altermative to no su¢h surcharge, CPG supports this.
method, because it ¥s the only one which is cost-based.
CPG would exclude from the surcharge intrastate
transmission costs® (which are not constrained) and all
pipeline demand ges except those on PGT (which is the
pipeline which ies the bulk of core supplies).

2) The suxcharge would be set a whatever level is

necessary, baged on the xesults of the capacity - ,
allocation ayction, to allow the utility to secquence the
supplies whi¥ch it requires for the coxe portfolio. This.
concept regeives preliminary support from SoCal, SDGSE, -
and CIG, d resembles the approach we used for the core '
elect in Aur gas storage decision, D. 88-11-034. ‘

3) Corg elect customers themselves would bid for
capaciyy, on the same basis as other noncore customers.
If a ¢gore elect customer does not bid enough to obtain
access to the core portfolio, that customer would be
charged the standby rate for service from the core
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portfolio. Salmon/Mock favor this alternative, if core
election is retained.

PG&E believes that what customers pay for capacity under a capgacity

es which PG&E proposes
e is clearly no consensus
drge. This issue should be

End-use Priority f Enhanced O3] Recovers

R. 88-08-018 asked foy comments on the debate which has
arisen ovexr the end-use priority of EOR customers. PG&E remarks :
that D. 86-12-010 reduced theé end-use priorty system to P1-P5, and
required the curtailment oyfdexr for supply shortages should follow
the existing end-use priofities. PGLE believes that it accuratelyl
implemented the intent this order in its new tariffs, by“placiﬁg
EOR steaming customers/in Priority 4, along with other boiler fuel'
usexrs with a peak day demand of 750 Mcfd ox.more. PG&E argues that
a change to the ~end-use system would have been required to
place ECR users iy Prioxity 5, which is defined to be for power
plant sexvice. JFG&E believes that its actions have been fully
consistent witly the structure of the end-use priority system, as
established by Public Utilities Code Sections 2771 and 2772 and

ssion decisions. In Resolution G-2819 (August 10, "

1988), we aéprovedﬁa similar change for SoCal, pending furthexr
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review of the issue in this proceeding. SoCal’s position in this
case is that whatever priority is assigned to EOR custéomers, that
prxiority should be uniform statewide.

UEG customers, joined by DGS, DRA, and CIG, argue
strongly that EOR steamflood use should be placed in a pridrity
below electric utility powerplants. SCUPP and Edison af% that
they have filed petitions for rehearing of Resolution/G-2819, in
which they argue that we moved EOR customers to Priority 4, ahead
of most UEG usage, without reaching a determinatiga about which
customers provide the greater public benefit:{;ﬁa serve the greater
public need, as required in Sections 2771 °ﬁ} 2772. The VEG
customexrs believe that placing EOR steamfl customers, who now
account for about 100 MMCfd of load on thé SoCal system, ahead of
UEG users will result in higher costs fbr electric ratepayers.
These increased costs will result frqﬁf:ore frequent amd longer-
lasting curtailments of UEG gas sexntice, which will require
increased fuel oil inventory costd and the use of more expensi&e
energy resources to replace larger amounts of natural gas. Air
quality will be degraded due the increased use of fuel oil in
electric powerplants. SCUPB/notes further that, once .EOR ‘
steamflood customers sign Yong-term transportation contracts, they e
will be able to "buy up" An priority. SCUPP believes that these
users thus do not need gthe additional benefit of Priority 4 status
for their current operations. No EOR steamflood customers filed
comments on this isste. -

Edison hdg correctly characterized our past decisions on
this issue. In R{ 86-06-006 we proposed:

.ces believe eventually there should be only five [end-
use]/categories. Having upwards of the eight g;sic
categories which have evolved today makes, in our view,
for a needlessly complex end-use system. We will place

EQOR customers in the P5 priority designation for short-
and long-term sales. (p- 26) : ‘

We adoptég this change, as proposed, in D. 86-12-010:
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As originally proposed in the OIR, we will reduce the

numbexr of end-use priorities to five. (p. 121)
In its tarxiffs implemehting D. 86=12-010, SoCal correctly placed
EOR customers in Priority 5. PG&E placed EOR customers in Priority
4, based upon a narrow reading of just D. 86-12-010. PG&E/appears
to have neglected to check R. 86-06~006 to determine how/ve
intended to treat EOR customers when we reduced the n
use priorities to five.

In view of this history, we will direct
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FTindings of Fact

1. A combination of factors, including high demand and 2
new rate structure, produced capacity constraints last/summexr on
the El Paso Natural Gas pipeline.

2. Providing access to firmexr interstate/ pipeline
capacity is an important element still missing frem our new natural
gas regulatory structure.

3. Access to more reliable transportation will encourage
longer-term gas supply arrangements and will/broaden the scope of
gas-to-~gas competition.

4. Providing firm transportation to Califormia will
require the cooxdinated allocation of
of the California utilities and on th¢ interstate pipelines which
serve the state.

5. There may soon be opportunities, in the form of
settlements of pending pipeline cAses, to obtain the FERC
concurrence necessary to implement a capacity allocation mechanism.

6. A progranm whichl, locates firm capacity may help to
calm many ¢f the current debates over the structure of the
utilities’ procurement activéties.

7. Such a progrim is administratively feasible.

8. The adminiag;ative burdens of implementing a capacity
allocation program will less if we do not make the utilities
change. their procedurap-twice - once for an "interim* program and
again for a "final" program.

9. The pr&nciples which PG&E proposes, as stated in the
bedy of this opinion, are appropriate for the capacity allocation
program which we would like to see implemented..

10. Aa/;he specificity of the capacity allocation
increases, 80 1l its administrative complexity.

he following are major issues which must be decided
of a capacity allocation mechanism:

a) How specific should the allocation be?
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b) How much flexibility should the utidity have in
its use of pipeline capacity to serve the core
portfolio?

¢) What terms and conditions are jpecessary to attach
to assigned capacity?

d) How should parity of accessg for wholesale core
loads be implemented? '

e) How should we treat, for ratemaking purposes,
revenues from a capacity allocation mechanism?

£f) How will such a program satisfy the statutory

requirements of Public Ftilities Code Sections 454.7
and 2771-2772?

g) How should the program treat customers with long-

germ tgansportatio fecontracts signed after December
» 19862

h) Is a secon%;;y market for capacity appropriate?

i) How much should core elect customers pay for the
high priority/faccess to pipeline capacity which they

receive?

12. The core elect option has provided benefits to all
gas consumers and shou%ffbe retained, pending the development and
implementation of our capacity allocation mechanism and further
experience with how the gas market develops.

13. Curtailing EOR steamflood loads ahead of UEG usage
could raise costs té-electric ratepayers.

Conclusions of Law

1. jﬁhe FERC is likely to be receptive to allowing
California q&vdevelop.a capacity allocation program.

2/ A capacity allocation mechanism which coordinates
both intrastate and interstate capacity will require at least FERC
concurrence in the settlements of ongoing pipeline cases.

3. The California utilities should be ordered to work to
obtain such approvals in these cases.
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4. The “interim" buy/sell proposal of CIG and .
Salmon/Mock may conflict with NGPA Section 311 zules and witp“FERC
standards for non-discriminatory transportation. //

S. 1If the utilities relingquish their f£irm pipeline
¢apacity rights, they may lose them permanently.

, 6. A capacity allocation program must meet ,the
requirements of Public Utilities Code Sections 454.7/and 2771-2772.

7. EOR steamflood customexs should be
Priority 5.

8. This decision should be made effeCtive immediately in
order to have a capacity allocation program xnezdy to implement once
the necessary FERC concurrence is secured in the pipeline
cases. These cases are now in the settleplent process.

IT XS ORDERED that Paciﬂ{: Gas and Electric Company and
Southern California Gas Companz/iiall file, within 60 days from the

effective date of this decisionf detailed proposals, in the form of
written testimony, for a market-based pipeline capacity allocation
program. This program shall/integrate the allocation of both
intrastate and interstate pdpeline capacity. These proposals shall
follow the general princip&es set forth in this order, and shall
address the majox issues/which this ordex has identified. PG&E and
SoCal Gas shall woxrk tos obtain from the FERC, in current and future
interstate pipeline gemeral rate cases or gas inventory charge
cases, the necessary/concurrence to permit the implementation of
their proposals. PG&E and SoCal Gas shall keep the Commission’s
Legal Division fully informed of the status of these efforts.

IT IS m ORDERED that PGS&E and SoCal Gas shall
assign EOR steamflood customers to End Use Priority S.

This/brder is ef%@ tive today.

Datea DEC191 at San Francisco, California.

STANLEY W, HULETT
Presizont
DONALD viaL
FREUTUCK 2 5UDA
G MITCRHEDL, WLk
JOEN & Criavraw
""‘,7\,"'_ ‘.- ‘e
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