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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STAIE OF CALIFORNIA

Order Instituting. RuIemakzng into
natural gas. procurement and system
xeliability issues.
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natural gas procurement and system
rel;ab;lxty issues. defexxed from
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)
%
Order Instxtut;nguInvestigation znto‘§ :
)
)

ANTERIM ORINION

In this order, we address a joint propeosed intexrim
stipulation filed, on Januazy 3, 1989, by Southern California Gas
Company (SoCalGas), the Californmia Industrial Group (CIG), and Mock
Resources, Inc. (Mock). The stipulation addresses the‘issue of the
California gas utilities’ use of lnterruptlble ‘transportation
capacity on the ;nte:state pipelines of El PasovNatural Gas Company
(E1L Paso) and Transwestern . Pipeline COmpany (Transwestexn) .
Backgxoand T ,

On Qctober 14, 1988, Mock and CIG filed a "Joint
Emergency Motion of Mock Resources, Inc. and the California
Industrial Group Requesting That the Commission 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 Their Suppliers” (Joint
Motion). The Joint Motion asserted that non-core- -customers and
their suppliers bad encountered difficulties .ransporting gas
stemming from rate design changes on the El Paso. system.effect;ve
July 1, 1988. - -
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As explained in the Joint Motion,

*The availability of capacity on the El Paso
system changed...with the implementation of El
Paso’s new rates on July 1, 1988 in accordance
with a ruling by the FERC on June 30, 1988. An
unbundling’ of El Paso’s rates for mainline
transmission, field transportation (gathering).
and production area charges, in combination
with an increase in each of the elements of El
Paso’s rates, created economic incentives for
intexxuptible shippers transporting on the El
Paso system, including particularly SoCal and.
PG&E, to purchase ‘off-system” gas and move
that gas to interstate pipeline
interconnections with El Paso rather than to
purchase gas from producers connected to- the EL
Paso gathering system.

"As a consequence of this gas purchasing
strateqgy by the utilities and other
'‘grandfathered’ shippers, capacity constraints
at receipt points in the Permian and Anadarko
Basins (where most interstate pipeline
interconnections with E1l Paso are located)
became severe in August 1988. In large
measure, Mock and other ’non-grandfathered’
interruptible shippers, including many noncore
customers in Califormia, werxe prevented from
scheduling deliveries on the El Paso system
[footnote omitted].” (Joint Motion, pgs. 4-5.)

The Joint Motion requested the Commission to oxdex
Pacific Gas and Electric Company (PG&E) and SoCalGas to use their
grandfathered interrﬁptible capacity on behalf of non-core
transporters. The Commission held two publicly noticed workshops
(October 6, 1988 in Los Angeles, and December 22, 1988 in San
Francisco) to discuss fssues xaised by the Joint Motion and
possible solutions. Oun Janwaxy 3, 1989, SoCalGas, Mock, and CIG
submitted the proposed stipulation. -
Summary of the Stipulation :

The intention of the stipulation is to protect third.

party interstate gas transporters from unexpected disruptions that

may occur when noncore procurement demand“e;cegdsiutflitié#{‘f




"The availability of capacity on the El Paso
system changed . . . with the implementation
of El Paso’s new rates on July 1, 1988 in
accordance with a ruling by the FERC on June
30, 1988. An ‘unbundling’ of El Paso’s rates
for mainline transmission, field
transportation (gathering) and production arxea
charges, in combination with an increase in
each of the elements of ElL Paso’s rates,
created economic incentives for interxruptible
shippers transpoxting on the El Paso system,
including particularly SoCal and PG&E, to
purchase ‘off-system’ gas and move that gas to
interstate pipeline interconnections with El
Pago rather than to purchase gas from
producers connected to the EL Paso gathexing
systen.

"As a consequence of this gas purchasing
strategy by the utilities and other
‘grandfathered’ shippers, capacity constraints
at receipt points in the Permian and Anadarko
Basins (where most interstate pipeline
interconnections with El Paso are located)
became severe in August 1988. In large
measure, Mock and other ‘non-grandfathered’
interruptible shippers, including many noncore
customexs in California, were prevented from
scheduling deliveries on the E) Paso system
[footnote emitted].” (Joint Motion, pg. 4-5)

The Joint Motion regquested the Commission to oxder PGLE
and SoCal to use their grandfathered interruptible capacity on
behalf of non-coxe transporters. The Commission held two publicly-
noticed workshops (October 6, 1988 in Los Angeles,_andTDécembe:”zz,
1988 in San Francisco) to discuss issues raised by the Joint Motion
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forecasts. The stipulatiom also seeks to- provide thixd party
shippers some flexibility in bringing nominations and deliveries
into balance over the course of a month. '

The stipulation asks the Commission to direct SoCalGas
and PG&E to implement the following specific provisions:

1. Execute new interruptible transportation
agreements with- El Paso (SoCalGas and PGEE).
and Transwestern (SoCalGas), if they have
not already done so.

Use existing grandfathered transportation
agreements to transport their monthly
forecast core and noncore sales
requirements. The forecasts shall fix the
amount of gramdfathered transportation
capacity reserved by SoCalGas and PGSE for
noncore sales requirements for the entixe
month. If actual noncore sales
requirements exceed the forecast, the
Jutilities will transport excess volumes
under the new agreements. If actual
noncore requirements are less than the
forecast, the utilities shall reduce their
takes in accordance with current practices.
None of the procedures will affect the
utilities” ability to increase or decrease
the use of their grandfathered rights to
meet the needs of core customers.

Permit noncore customers to exceed the
maximum daily quantity (MDQ) in their
agreements with the California utilities,
at the utilities” discretion. A customer
will he pexmirted to exceed its MDQ only in
order to "make up™ for pxior
tnderdeliveries during the current month.
A customer is not pexmitted to build up a
"cushion™ of qas by exceeding its MDQ on 2
particular day im anticipation of future
underdeliveries duxring the month. A
customer is not pexmitted to exceed its MDQ
o in ordex to make up for undexrdeliveries in
. a previows momth.. ‘ Lo

The parties to the scipulation propélge ,the:v[:, agreement.‘, as :
an interin measure wirick may be: superseded by a final Commission . = -

1
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decision in R.88-08-018 or other Commission proceeding. The
parties state the stipulation would provide significant benefits to
transportation customers in California, such as better assurance of
uninterrupted transportation, easier administration for the
utilities and pipelines, and increased stability of delivexies.
Utility forecasting will be improved because more reliable service
will minimjize mid-month'shifts-by noncore customers from:
transportation service to procurement services. |

The parties. to the stipulation also state that, contrary .
to the concerns of some parties, the noncore WACOG. is unlikely to
rise and the stipulation balances the interests of noncore
transportation customers with noncore procurement customers. The
stipulation also protects the core WACOG by protecting the
grandfathered rights for coxe customex transportation.

- - -

oS ns
1. Division of Ratepayer Advocates

Division of Ratepayer Advocates (DRA) generally supports
the stipulation as lIong as it applies to both PG&E and SoCalGas.
DRA states that the program may provide valuable experience, and
appropriately offers both risks and opportunities for noncore
customers. ‘

DRA states that the stipulation should apply to both
SoCalGas and PG&E so that the utilities and their customers face
similar market xisks and conditions. Unequal implementation of the
stipulation, according to DRA, would allow one utility to exercise
grandfathered rights to obtain more gas to meet unexpected noncore
demand and "bump off~ customers in its terxitory and the territory
of the utility operating under the texms of the stipulation. One
utility could use its rights to obtain gas. to»meet ‘unexpected needs
of the other, earn monopoly profits, and shut out competitors. DRA
does not support ‘the stipnlation unless Lt;&pplies to-both :
_ut;lzties. s e i
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DRA also proposes that the Commission require the
establishment of an Interxuptible Short Term Purchase Account
(ISTPA) under which. 100 percent of excess. intexruptible purchases
are allocated to noncore customers. DRA believes such a procedure
is required in order to insslate core customers from the risks
associated with the temms of the- stipulation. This accounting
would not require the creation of new sales poxtfolios.

DRA acknowledges that the provisions of the stipulation
may not protect the utilities from losing some of their
grandfathered capacity to east-of-California customers (EOCs) if
the utilities do not-nominate all' of that capacity. DRA does not
believe, bowever that this is a. sufficient reason for rejecting the
stipulation. ‘

2. PG&E

PGXE does not oppose implementation of the stipulation
for SoCalGas, but argues that imposition of the stipulation on PGSE
is unnecessary and undesirable. PG&E does not agree that the
stipulation offers any additional service reliability to thixd
party shippers. An interim program would require the utilities to
change their operating procedures twice.

PG&E. states that under the texms of the stipulation its
transportation tariffs should be modified to reflect the lower
reliability of unforecast noncore supply quantities. PG&E Gas Rule
No. 14 should be modified so that those customers causing the
greater risk would be subject to fnterruption prioxr to customers
with forecasted demand. ‘ -

If the Coomission adopts the stipulation, PG&E recommends
the following modifications: :

a. Short term purchases made pursuant to the
stipulation should be assigned directly to
the noncore portfolio accocunt in order to
PXotect Core Customers.

b. The stipulation should be terminated upon
il;gﬂlementation of a ﬁmnt‘ program and

Ject to future modifications to ensure

-
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consistency with the balancing provisions
in PGLE’s storage banking implementation
plan and standby/imbalance charge
proposals.

The Commission: should clearly indicate that
core and core-elect procurement customers
would continue to have full access to the
supply and price benefits achieved: through
use of PG&E’s grandfathered rights. on the
El Paso system.

Third party supplier service to unforeca.st
changes in customers’ demand should also be
based on lower transport capacity rights,
and third party suppliers should be
provided. lowest transportation priority for
increased level of service which was not -
being provided by that supplier at the
beginning of the month.

3. ZIURN :

TURN does not object to the stipulation as long as it is
implemented. with protections for core customers. TURN proposes
that the utilities be:required to report the impact of the new .

d

arrangement on core customers. In addition, the stipulation shoul
automatically terminate. after six months. This will insure,
according to TURN, that negative impacts on the core will be
detected and the parties will have an opportunity to object to the
continuation of the experiment. : |
4. Irxanmwestern , o ‘ :
Transwestexn: supports the stipulation as a reasonable
interim measure. It proposes that further steps are necessary,
however, to address: angofmy concexns regarding thixd-party access
to interstate p:f:p&lm capacity.
5. Mobil OfI Corporation
Mobil. oras c:n:pom.fon (Mob:.l ) snpport:s the stipulation as
an interim measure ﬁ:::mmng thnt the :‘.nterstate tra.nspomtxon -
of third- pzu::y g'ax; i not unnecessarily d:'.srupted. s.unply because
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utility noncore sales demand: unexpectedly exceeds. the- utility’s
forecast. _ ‘
Mobil does raise concerns. that the utilities may have an
incentive to over-nominate under the terms of the stipulation but
does not propose- a method for changing: that incentive. It also-
recommends that the- Commission consider a means. by which shippers.
could balance- their accounts on. a-monthly basis in oxdex to-avoid
penalties associated. with. nnderdelweri.e&. ‘

6. W _EgP - , - ,

Shell Westemm E&P Inc. supports. the stipulation as a
reasonable interim measure.

Southern California Edison Company (SCE) opposes the
stipulation. If it is adopted, the Commission should first conduct
a full investigation on the financial impacts of use of
grandfathered transportation rights. :

SCE believes the stipulation will increase SoCalGas’
noncore WACOG, thereby increasing: SCE*s customexs’ rates. SCE
believes higher rates will result because .SoCalGas will not have
access to the most desirable delivery points where least expensive.
gas is available. Related to this, SCE is concerned that UEG
customers will be subject to “economic curto.:.lment", further
increasing UEG and coxe customer rates.

Further, SCE believes that the "winners" under the
stipulation will be EOCs rather thax third party shippers because
EOCs will be able to increase their ability to purchase lower cost
gas supplies by using their grandfathered rights, which would be
superior to the new interruptible rights. .

Like PG&E, SCE is concermed that the stipula.tion would
create additiomal administrauve proceduxes that the gas utilities
would have to change puxsuant to a pexmanent.solution. . Fi.na.'x.ly, :
SCE axgues that the snpula.t.i.on leaves my :Lssues um:esolved,
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the Commission should hold hearings- on- the impacts and’
implementation of the stipulation.
8. SOGSE" -

San- Diego Gas & Electric Company (SDGLE) does not‘object
to the stipoclation, but recommends- two. conditions if the Commission
approves it. First, the Commission should state that priorities
among: shippers shall. be- govexrned: by the Federal Enexqgy Regulatoi-y*
Comnission’s (FERC) priorfty. scheme.of Orders 436 and 500. This
provision, according to SDG&E, would- address unauthorized use’ of
intrastate priorities for-interstate transportation.

Second, SDGEE believes the stipulation should be
temminated as soon as SoCalGas gains the ability to and does assign
portions of its firm pipeline capacity to its wholesale and/or
noncore customers. This type of sunset provision is preferable to
a specific cutoff date,-wbich- could leave shippers with unnecessa.ry
uncertainty as the end of.. the period neared.

3. E) Pamo B

El Paso supports the- stipulation, but comments that it is
unlikely to solve capacity problems, since EOCs would still have the
ability to "bump®: lowex: prioritys shippers at any specific receipt
or delivery point. EL Paso: ‘states it will continue to support a
long texm solution to the:-issue: of capac::uty allocation.

10. GCity of Long Beach

The: City of Long Beachu (Long Beach) opposes the
stipulation becsmee: it believes the stipulation fails to recognize
the interests of whulesale: coxe: customers. Long Beach states the
stipulation would deny: wholesale: customers access to interstate
Pipelines if the utilities forecast high sales. The Commission
should acknowledge that wholesale customers need core-equa.va.lent
access to tramsmission om behalf of their own co::e reqm.:ements :.n
order t:n inpl'mt thesi::anrpa:::folio planning. o o |

e -
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1X. New Wexico '

The State of’ New Mexico suppoxrts the stipulat:.on so-. long
as the measures are considered: interim. ‘ ' :
D .

We- have embarked: on a. restructuring of the natural gas
market in-California. that' promises to bring the benefits of
increased flexibility and competition to all ratepayexs, core'and
non-core alike. Sinceoux implementation of the new structure on.
May 1, 1988 we have continued- to- develop the program further by
unbundling storage (D.88-11-034) and by re-examining our
procurement policies-(R.88-08~018). We have adopted in principle
the concept: of capacity assignment as the best means of allocating
interstate pipeline capacity among customexrs (D.88=-12-099), and we
continue to pursue the implementation of such a program.

We are optimistic about the long-term effectiveness of
our gas framework, but we-are- concerned that non-core customers’
confidence in amd reliance on our program has been jeopardized by
the short-term operational difficulties.recited by SoCalGas, Mock,
and CIG. We will act to alleviate these temporary difficulties
without turning-from-the.longexr-range goals of our program,
including capacity assignment, and without slowing down in our
movement toward- those- goals. We share PGKE’s desire to continue to
focus on practical long=texm. soclutions to the many issues
surrounding our transportation program, and we believe that an
interim solutiom tocthe: problems raised in the SoCalGas/Mock/CIG
agreement will actually:-enhance our ability to do so by helping to
retain the coxfidence: and creative energies of ‘third-party
transporters, their-suppliers, and their shippers. .

Our comsideratiom of the proposed interim stipulation has
focused on the following copcerns, all of which wexe ::a:.sed and
discussed. :En thecmaﬁone or more part:.es- e
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interstate pipelines? By its nature, this central question must
remain unresolved in the absence of operational expetience» with the
procedures called for in the stipulation. Both PG&E and Edison:
argque that EOCs would garnexr benefits from the stipulation- equal to
those given to third-party transporters, at least with respect to
firmer access to interstate capacity. We agree with DRA, however,
that the measures. proposed in- the stipulation _contain- the promise
of easing transporters’ difficulties, and that there is value-in
implementing even an uncertain solution so long as the risks. are
carefully monitored and managed.

non-gore _vgagmg? Ed.z.son argues that the st:.pulation would
necessarily increase the non-core WACOG by denying the utilities
access to low-cost receipt points should their non-core sales
forecasts prove: in mid-month to have been set too low. We note
that because of ouxr accounting rules, it follows from Edison’s
axgument that the core WACOG would increase as well, as relatively
higher-priced gas flows through the short-term.purchase. account and
into both WACOGs. DRA’s: proposed ISTPA would prevent core WACOG
increases. ‘ _ .

- We are unconvinced. As DRA correctly notes (DRA
comments, pg.- 3), increasing the reliability of non-core
transportation would improve the market signals between well-=head
and burnertip, the end result of which could be higher or Jlower
prices. Edison’s static a.nalysis ignores the dynamic responses to
be expected from a market when price signals are allowed to flow
freely. We can certainly imagine competition among suppliers being
enhanced by aggressive non-core transportation customers confident
of their ab:_h.ty- TG move gas to the:.r burnertips.

noted prev-iously, we comdm:' th.i.s proposal to- be interm and we.
expect ouxr f:.na.t proc::n:exnenjt: pp:.icies, :.ncluding capacity .
euss;q:rmnem:.,f t_q obvim ‘the need. for ‘the, measures. contained :I.n the |
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stipulation. We adopt: TURN’s proposed six-month sunset date and
invite the parties to request an extension of the p:ogra.m if
experience has shown that this is warranted.

We approve the proposed stipulation because we believe
that the proposed: measures promise real benefits to non-core
customers by increasing the certainty of interruptible
transportation om the: interstate pipelines. In adopting the
interim stipulation, we stress.that we do not comnsider the
stipulation a substitute: for the long-term resolution of capacity
allocation, which we will: continue to pursue. ‘

We do not grant PG&E’S request to excuse it from the
texms of the stipulation. As DRA points out, the result would be
to place PGAE at an advantage over SoCalGas and customers in the
southern California market. We take the unusual step of apply:.ng
the terms of a stipulation to a non-signatory because PG&E has
challenged no facts and has not requested hearing, and has
exercised its full measure of due process. We have adopted some of
PG&E’s proposed clarifications and modifications.

We deny Edison’s request for a hearing. We are not
convinced that the factual issues raised by Edison would lend
themselves to further clarification in a hearing process.  We note
that the adopted procedures arxe interim in nature, and the
experience we gain du:r:ing the Implementation will allow us the
benefit of answers: to, Edison’s questions in our consideration of a
long-term program:. L

We sympathize with the concerns voiced by Long Beach over
wholesale core customers” access to ':'.nterstate capacity, but as we
discussed in D.88-12-099% we mast wait for action by the FERC :.n
order to address those concerns.

In order to ensure that coxre customers are insulated from
the enhanced price risk inheremt in the program, we adopt DRA’s
proposed ISTPA to record the purchases undexr the new interrupt.ible
agreements, and order that all costs asaociated wit.‘n. the new ? x




agreements be allocated entirely to the non-coxe. The ISTPA will
work in concert with the already-ex;stxng long-term and short-term.
purchase accounts.

A number of commenters requested clar;fzcatxon of certain

points in the event that the Commission approved the. stipulation.
We now provide clarification where appropriate.
SDG&E requests that we clarify that. sthpers' ;nterstate‘

-

priorities will continue to be governed by FERC oxders 436. and 500. .

We agree. ‘ o . ‘ . . :
PG&E requests clarification that core-elect customers’
volumes will continue to be made through grandfathered priority
rights. We agree. No change to core portfolio procedures is.
contemplated by this order. : ,

We decline to adopt PG&E’s proposal that we requ;re
procedures to place the risks of interruption and higher cost
supplies on "those customers whose unforecast gas needs created the
risks". We xely on the utilities’ expertise in forecasting to.
minimize forecast errxors and in so doing minimize the use of the
new interruptible agreements.

We also decline to adopt PG&E’s proposal that we require
third-party shippers to execute new interruptible agxeements with
the pipelines. We doubt the effzcacy of the proposal, and it is
certainly beyond oux authority to order.

We share Mobil’s concerns over the practical work;ngs of

the stipulation’s balancing provisions, but we will allow the
stipulation’s procedures a chance to work before. we consider
mod;fy:ng them. '

- We will :equi:e the utilities to pxovide monthly reports
allowing us to monitor the work;ngs of the measuxes. we approve
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1. The Joint Proposed Interim Stipulation seeks to resolve
the issue of the California gas utilities’ use of interruptible
transportation capacity.

2. The stipulation provides for the ;mplementation of &
reasonable program on an interim basis.

3. Nominations by sh;ppers EOC may stand in the way‘of the
fulfillment of the stipulation’s object;ves.

4. PGSE would realize an. unfair compet;tive advantage«over
SoCalGas. and southern California shippers if PGEE weze not a part
of the agreement.

5. Core and core-elect customers’ rates could rxse under the
terms of the stipulation. _

6. An ISTPA would shield core and core-elect customers from
any negative effects of the program if all entries arxe allocated to
the noncozre WACOG.

7. The Commission intends that the benefits to core and
core-elect customers of utxl;t;es' grandfathered transportation
rights be retained.

8. Terminating the program on August 31, 1989 would allow
the Commission to reconsider its risks and’ beneflts after ga:m:.ng
some operational experience.

Concluzions of ILaw

1. The Joint Stipulation filed by SoCalGas, CIG, and Mock
should be adopted.. . :

2. PGSE and’ SoCalGas should be ordered to establish
ISTPAs to txack all purchases made under the new‘interruptlble
transportation agreemenzs. All volumes from the ISTPA should flow
directly to the non-core portfolio.
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3. Approval of the Joint Stipulation.should'expire~Augu§::_
31, 1989. S

INTERIM ORDER

IT IS ORDERED that:

1. The motion to adopt the Joint Proposed Interim
Stipulation filed by Southexn California Gas Company (SoCalGas) ,
Mock Resouxces Incorporated, and: Califormia Industrial Group is
granted as clarzf;ed herein. Approval of the measures in the
stipulation shall expire August 31, 1989.

2. Pacific Gas and Electric Company (PG&E) and SoCalGas -
shall establish ISTPAs for all volumes purchased under the new
interruptible agreements established pursuant to the interim
stipulation.

3. PGSE and SoCalGas shall submit monthly reports to the
Commission Advisory and Compliance Division giving total volume and
average cost of spot gas moved by the utility under each o
transportation agreemeat, brokea down by J.nd.xvidua.l shipping .
nunbex.

4. This oxder becomes effect;ve 30 days from today.,

Dated February 8, 1989, at San Francisco, California.

G- MITCHELL WILK -
.. President
FREDERICX R. DUDA
. STANLEY W. HULETT
. JOHN B. OHANIAN
’ Commissioners
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORMIA

Decision

Oxder Instituting Rulemaking into
natural gas procurement and system
reliability issues. . ’ R.88~08=018

(Filed August

Oxder Instituting Investigation into

natural gas procuxement and system I.87-03-03
reliability issues deferred from i ¢h 25, 1987)
D.86-12-010.

In this ordex, we address a joirt proposed interim
stipulation filed, on January 3, 1989, /by Southern California Gas
Company (SoCalGas), the California Inglstrial Group (CIG), and Mock
Resources, Inc. (Mock). The stipulation addresses the issue of the
California gas utilities’ use of j 1
capacity on the interstate pipelines of El Paso Natural Gas Company
(E1 Paso) and Transwestern Pipeline Company (Transwestern).

Bagkaground

On October 14, 88, Mock and CIG filed a "Joint
Emexgency Motion of Mock/Resources, Inc. and the California
Industrial Group Requegting That the Commission Direct Southerm
California Gas Compand and Pacific Gas and Electric Company to
Develop a Plan to Uge Their Interruptible Intexstate Transportation
Capacity on Behalf/of Noncore Customexs and Theixr Suppliexs" (Joint
Motion). The JoZnt Motion assexted that non-core customers and
theix suppliers/had encountexed difficulties transporting gas
stemming from/rate design changes on the El Paso Natural Gas
Company systém effective July 1, 1988.

explained in the Joint Motion,




and possible solutions. On January 3, 1989, SoCal, Mock, and CIG
submitted the proposed stipulation.

h .

The intention of the stipulation is to pretect thixd
party interstate gas transporters from unexpectedAlisruptions that
may occur when noncore procurement demand exceegs utilities’
forecasts. The stipulation also seeks to provyide third party
shippers some flexibility in bringing nominations and deliveries
into balance over the course ¢f a month.

The stipulation asks the Commighion to direct SoCalGas
and PGSE to implement the following spefific provisions:

1. Execute new interruptib)e transportation agreements
with EL Paso (SoCalGas and PG&E) and/Transwestern (SoCalGas), if
they have not already done so.

2. Use existing grandfAthered transportation agreements
to transport their monthly foregast core and noncore sales
requirements. The forecasts s}pall fix the amount of grandfathered
transportation capacity reseryed by SoCalGas and PGLE for noncore
sales requirements £or the ¢htire month. If actual noncore sales
requirements exceed the foyecast, the utilities will transport
excess volumes under the fiew agreements. If actual noncoxe
requirements are less than the forecast, the utilities shall reduce
their takes in accordarce with current practices. None of the
procedures will affecy the utilities’ ability to increase or
decrease the use of yheir grandfathered rights to meet the needs of
core customers.

3. Permft noncore customers to exceed the maximum daily
quantity (MDPQ) inftheixr agreements with the California utilities,
at the utilities/ discretion. A customer will be permitted to
exceed its MDQ ¢nly in order to "make up" for prior underdeliveries
during the curfent month. A customer is not permitted to build up
a "cushion” of gas by exceeding its MDQ on a particular day in
anticipation fof future underdeliveries during the month. A
customer is hot pexmitted to exceed its MDQ in o:der to make up
for underxdeAiveries in a previous mon:h.




The parties to the stipulation propose their agreement as
an interim measure which may be superseded by a final Commission
decision in R.88~08-018 or other Commission proceeding. The
parties state the stipulation would provide significant benefits fo
transportation customers in California, such as better assurance of
uninterrupted transportation, easier adninistration for the
utilities and pipelines, and increased stability of delivefies.
Utility forecasting will be improved because more reliaPle service
will minimize mid-month shifts by noncore customers f£xom
transportation service to procurement services.

The parties to the stipulation also staye that, contrary
to the concerns of some parties, the noncore WAROG is unlikely to
rise and the stipulation balances the interesys of noncore ‘
trangportation customers with noncore procuyfment customers. The
stipulation also protects the core WACQOG protecting the
grandfathered rights for core customer ‘

gitions h arti

1. DRA
DRA genexally supports ¥he stipulation as long as it
applies to both PG&E and SoCal:7él DRA states that the program may

provide valuable experxience, apd appropriately offers both risks
and opportunities for noncore/customers. .

DRA states that tie stipulation should apply to both
SoCalGas and PG&E so that fhe utilities and their customers face
similar market risks and Londitions. Unequal implementation of the
stipulation, accoxding ¥o DRA, would allow one utility to exexcise
grandfathered rights té obtain more gas to meet unexpected noncore
demand and *bump ofiz/;ustomers in its terxitory and the teritory
of the utility operating under the terxrms of the stipulation. One
utility could use its xights to obtain gas to meet unexpected needs
of the othex, e monopoly pxofits, and shut out competitors. DRA
does not suppoxt/the stipulation unless it applies to both
utilities.
DRA Also proposes that the Commission require the
establishment/:f an Interruptible Short Term Purchase Account under




which 100 percent of excess interruptible purchases are allocated
£0 noncore customers. DRA believes such a procedure is required in
order to insulate core customers from the xrisks associated with the
terms of the stipulation. This accounting would not require th
creation of new sales portfolios.

DRA acknowledges that the provisions of the stipudati
may not protect the utilities from losing some of their
grandfathered capacity to east-of-California customers/if
utilities do not nominate all of that capacity. DRA/doe
believe, however that this is a sufficient reason for
stipulation.

2. PG&E

PG&E does not oppose implementation/of/the stipulation
for SoCalGas, but argues that imposition of /he stipulation on PG&E
is unnecessary and undesirable. PG&E does/ngt agree that the
stipulation offers any additional serxrvice/ ¥eliability to third
party shippers. An interim program wogi’ require the utilities to
change their operating procedures twi

PG&E states that under thg//erms of the stipulation its
transportation tariffs should be mgdified to reflect the lower
reliability of unforecast noncore/supply gquantities. PG&E Gas Rule
No. 14 should be modified so0 that those customers causing the
greater risk would be subject o interruption priox to customexs
with forecasted demand.

If the Commission/adopts the stipulation, PGSE recommends
the following modificatiopss

a. Short fLerm purchases made pursuant to the
stipulation should be #ssigned directly to the noncore portfolio
account in oxder to pLotect core customers.

b. THe stipulation should be terxminated upon
implementation of A& permanent program and subject to future
modifications to/ensure consistency with the balancing provisions
in PG&E’s storage banking implementation plan and standbyf;mbalcnce
charge proposdls.

¢. The Commission should ¢learly indicate that core
and core~elect procurement customers would continue to have full




access to the supply and price benefits achieved through use of
PG&E’s grandfathered rights on the El Paso system.

d. Third party supplier serxrvice to unforecast
changes in customers’ demand should also be based on lower
transport capacity rights, and third party suppliers should be
provided lowest transportation priority for increased level o
sexvice which was not being provided by that supplier at th
beginning of the moath. |

3. TURN

TURN does not object to the stipulation as lorg as it is
implemented with protections fox core customers. TURN/proposes
that the utilities be xequired to report the impact the new
arrangement on core customers. In addition, the stipulation should
automatically terminate after six months. This wifl insure,
accoxding to TURN, that negative impacts on the
detected and the parties will have an opportunify to object to the
continuation of the experiment.

4. Transwestexrn Pipeline Company

Transwestern Pipeline Company (Trgnswestern) supports the
stipulation as a reasonable interim measuréd. It proposes that
further steps are necessary, however, to/address ongoing concerns

regarding third-party access to interstdte pipeline capacity.

5. Mobil 0il Coxporation

Mobil Oil Coxporation (Mob{l) supports the stipulation as
an interim measure for assuring t the interstate transportation.
of third-party gas is not unnece%;érily disrxupted simply becauve

utility noncore sales demand unexpectedly exceeds the utility’s
forecast.

Mobil does raise copficerns that the utilities may have an
incentive to over-nominate under the terms of the stipulation but
does not propose a method for changing that incentive. It also
recommends that the Commission consider a means by which shippexs
could balance their accdunts on a monthly basis in oxder to avoid
penalties associated with underdeliveries. R |

6. Shell Western E&P Inc.




Shell Westexrn E&P Inc. (Shell) supports the stipulation
as a reasconable interim measure.

7. SCE

Southern California Edison Company (SCE) opposes th
stipulation. If it is adopted, the Commission should first ALonduct
a full investigation on the financial impacts of use of
grandfathered transportation rights.

SCE believes the stipulation will increase
noncore WACOG, thexeby increasing SCE’s customers’ tes, SCE
believes higher rates will result because SoCalGag’will not have
access to the most desirable delivery points whete least expensive
gas is available. Related to this, SCE is copferned that UEG
customers will be subject to "economic curtadlment", further
increasing UEG and core customer rates.

Furthex, SCE believes that the/“winners"” under the
stipulation will be east-of-Californiajfustomers (EOC) rather than
third party shippers because EQCs wild be able to increase their
ability to purchase lower cost gas gupplies by using their
grandfathered rights, which would/be superior to the new
interruptible rights.

Like PG&E, SCE is comcerned that the stipulation would
create additional administrauzae procedures thatthe gas utilities
would have to change pursuant to a permanent solution. Finally,
SCE argues that the stipuldtion leaves many issues unresolved, so
the Commission should hoXd hearings on the impacts and
implementation of the sfipulation.

8. SDG&E

San Diego Gas and Electric Company (SDGSE) does not
object to the stipgdation, but recommends two conditions if the
Commission approvéé it. First, the Commission should state that
priorities amon%/shlppers shall be governed by the Federal Energy
Regulatoxy COmmAss;on 8 (FERC) priorxity scheme of Oxders 436 and
500. This pr?vxsion, according €0 SDG&E, would address
unauthorxzed/use of intrastate priorities for xnterstate
transportatxon. '
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Second, SDG&E believes the stipulation should be //
terminated as soon as SoCalGas gains the ability to and does ass‘@n
portions of its firm pipeline capacity to its wholesale and/g/
noncore customers. This type of sunset provision is preferable to
a specific cutoff date, which could leave shippers with unﬁécessary
uncertainty as the end of the period neared. '

9. El Paso

ELl Paso Natural Gas Company (EL Paso) supports the
stipulation, but comments that it is unlikely to golve capacity
problems since EOCs would still have the abiligy to "bump" lowex
priority shippers at any specific xeceipt or delivery point. El
Paso states it will continue to support a long term solution to the
issue of capacity allocation.

10. City of Long Beach

The City of Long Beach (Long Beach) opposes the
stipulation because it believes the/stipulation fails to recognize
the interests of wholesale corxe cystomers. Long Beach states the
stipulation would deny wholesale/customers access to interstate
pipelines if the utilities fo€7cast high sales. The Commission
should acknowledge that wholesale customers need core-equivalent
access to transmission on alf of their own ¢core requirements in
order to implement their oyn portfolio planning.

11l. New Mexico

The State of New Mexico supports the stipulation so long
as the measures axe cofisidexed intexrim.

Discussion

We have gmbarked on a restructuring of the natural gas
market in California that promises to bring the benefits of
increased flexibAlity and competition to all ratepayers, core and
non=core alike.,/ Since our implementation ¢f the new structure on
May 1, 1988 w¢/ have continued to develop the program further by
unbundling stérage (D.88~11-034) and by re-examining ouxr |
procurement /policies (R.88-08-018). We have adopted in principle
the concept of cabacity assignment as the best means Qfﬁaliécatingf




interstate pipeline capacity among c¢ustomers (D.88-12-099), and we
continue to pursue the implementation of such a program.

We are optimistic about the long-term effectiveness of
our gas framework, but we are concerned that non-corxe customers’
confidence in and reliance on our program has been jeopardized Xy
the short-texm operational difficulties recited by SoCal, Mogk, and
CIG. We will act to alleviate these temporary difficulties without
turning from the longer-range goals of our program, incldding
capacity assignment, and without slowing down in our pdvement
toward those goals. We share PG&E’s desire to contifiue to focus on
practical long-texm solutions to the many issues glrrounding our
transportation program, and we believe that an jiterim solution to
the problems raised in the SoCal/Mock/CIG agredment will actually
enhance our ability to do so by helping to xftain the confidence
and creative enerxgies of third-party transporters, their suppliers,
and their shippexs.

Our consideration of the propbsed interim stipulation has
focused on the following concerns, all of which were raised and
discussed in the comments of one or/more parties:

']
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intexstate pipelines? By its gature, this central question must
remain unresolved in the absejce of operational experience with the
procedures called for in the/ stipulation. Both PGSLE and Edison
argue that customers east ¢f California (EOCs) would gaxrnex
benefits from the stipulagion equal to those given to third-party
transporterxs, at least with respect to firmer access to interstate
capacity. We agree wj;h DRA, however, that the measures proposed
in the stipulation coxtain the promise of easing transporters’
difficulties, and thaAt there is value in implementing even an
uncertain solution S0 long as the risks are carefully monitored and
managed.

Wh

NoON=coxre WgQQQ;# Edison argues that the stipulation would
necessarily inCrease the non-core WACOG by denying the utilities
access to lowkecost receipt points should their non-core sales




forecasts prove in mid-month to have been set too low. We note
that because of our accounting rules, it follows from Edison’s
argument that the core WACOG would increase as well, as relatively.-
higher-priced gas flows through the short-term purchase account-and
into both WACOGs. DRA‘’s proposed Interrxuptible Short-Term
Account would prevent core WACOG increases.

We axe unconvinced. As DRA corrxectly notes
comments, pg. 3), increasing the reliability of non-

and burnertip, the end result of which could be
prices. Edison’s static analysis ignores the

freely. We can certainly imagine competit; among suppliers being
enhanced by aggressive non=-core transport

noted previously, we consider this nfeposal to be interxim and we

expect our final procurement policfes, including capacity

assignment, to obviate the need for the measures contained in the
. . 4 '

stipulation. We adopt TURN’s proposed six-month sunset date and

invite the parties to request/an extension of the program if

experience has shown that this is warranted.

We approve thefproposed stipulation because we believe
that the proposed measures promise real benefits to non-core
customexs by increasipg the cerxtainty of interruptible
transportation on the interstate pipelines. In adopting the
interim stipulation, we stress that we do not consider the
stipulation a sub itute for the long-term resolution of capacity
allocation, whxch we will continue to pursue.

We dgfnot grant PG&E’s request to excuse it from the
terms of the stipulation. As DRA points out, the result would be
to place PG&E/at an advantage over SoCalGas and customers in the
southern Calzforn;a market. We take the unusual step of applymng
the termS/éf a stipulation to a non-signatory because PGEE has

challenged no facts and has not reguested hearing, and has
£
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exercised its full measure of due process. We have adopted
some of PG&E’s proposed clarifications and modifications.

We deny Edison’s request for a hearing. We are not
convinced that the factual issues raised by Edison would lend
themselves to further clarification in a hearing process(/ we
that the adopted procedures are interim in nature, the
experience we gain during the implementation will pilow
benefit of answers to Edison’s questions in our gonsidgfation of a
long-term program.

We sympathize with the concexns vodced Long Beach over
wholesale core customers’ access to inteﬁ; ate gapacity, but
as we discussed in D.88-12-099 we must wait action by the FERC
in order to address those concerns.

In ordexr to ensuxe that core cudtomers are insulated from
the enhanced price risk inhexent in the/program, we adopt DRA’s
proposed "Interruptible Short Texm Purchase Account” (ISTPA) to
recoxd the purchases under the/mew dntexruptible agreements, and
oxdexr that all costs associated wdth the new agreements be
allocated entirely to the ng- re. The ISTPA will work in concert
with the already-existing/lo gcterm and short~texrm purchase
accounts. ,//l

A numbex of}ﬁ& ntexs requested clarification of certain
points in the event Fﬁa the Commission approved the stipulation.
We now provide cla;if;ﬂgtion where appropriate.

SDG&E requests that we clarify that shippexs-’
interstate prio:iiiég will continue to be governed by FERC orxders
436 and 500. We agree.

PG&E rd&uests clarification that core-elect customers’
volumes will continue to be made through grandfathered prioxity
rights. We agree. No change to core portfolio procedures is
contemplated/by this oxder.

e decline to adopt PG&E’s proposal that we require
procedures to place the risks of interruption and highexr cost
supplies/in "those customers whose unforecast gas needs created the
xisks". We rely on the utilities’ expertise in forécaétingrto
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minimize forecast erxors and in so doing minimi{ze the use of the
new interruptible agreements.

We also decline to adopt PG&E‘’s proposal that we requi
thirxd-party shippers to execute new interruptible agreements with
the pipelines. We doubt the efficacy of the proposal, and i
cextainly beyond our authority to oxder.

We share Mobil’s concerns over the practical
the stipulation’s balancing provisions, but we will allow the
stipulation’s procedures a chance to work before we Lonsider
modifying them.

We will require the utilities to prov
allowing us to monitor the workings of the meaaé
today. '
Findings of Fact

l. The Joint Proposed Interim Stipulation seeks to
resolve the issue of the California gasjfutilities’ use of
interruptible transportation capacity,

2. The stipulation proviges for the implementation of a
reasonable program on an interim

3. Nominations by shippers east of California may stand
in the way of the fulfillment of the stipulation’s objectives.

4. PG&E would real an unfair competitive advantage
over SoCalGas and southern,Cal;forn;a shippers if PG&E were not a
part of the agreement.

5. Core and Sore-elect customexs’ rates could rise under
the terms of the stipuYation.

6. An Intef;uptlble Short-Term Purchase Account would
shield core and core=elect customers from any negative effects of
the program if al%/%ntr;es are allocated to the noncore WACOG.

7. 7The/ Commission intends that the benefits to core and
core-elect customers of utilities’ grandfathered transportation
rights be retai;ed.

8.//Term;natzng the program on August 31, 1989 would
allow the 99mm;ssxon to reconsider its risks and benefits after
gaining some opexational experience.

res we approve

/
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1. The Joint Stipulation filed by SoCalGas, CIG, and
Mock Resources should be adopted.

2. PG&E and SoCalGas should be oxrdered to establish
Interruptible Short-Term Purchase Accounts to track all purchases//
made under the new interruptible transportation agreements. Addf
volumes from the ISTPA should flow directly to the non=-core
portfolio. |

3. Approval of the Joint Stipulation should e
August 31, 1989.

Va
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IT IS ORDERED that,

1. The mction to adopt the Joint Pr
Stipulation filed by Southexrn California Gas Lompany, Mock
Resouxrces Incorporated, and Califormia Induftrial Group is granted
as clarified herein. Approval of the meaglres in the stipulation
shall expire August 31, 1989.

2. Pracific Gas and Electric/Company and Southern
California Gas Company shall establish Interruptible Short-Term
Purchase Accounts for all volumes pfrchased under the new

interruptible agreements establishéd pursuant to the interim
stipulation.

3. Pacific Gas and
California Gas Company shall fubmit monthly reports to the
Commission Advisory and Compliance Division giving total volume and
average cost of spot gas mgved by the utility under each
transportation agreement,/broken down by individual shipping

4. This orxdey is effective in 30 days.

at San Franéisco, Cglifornia.
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