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QRINION

In this order, we address Pacific Gas and Electric
Company’s (PG&E) annual cost alleocation proceeding (ACAP)
application. ©PG&E filed this application on September 15, 1988,
requesting authority €0 increase its gas rates by $221.6 million.
On December 12, 1988, PG&E modified its request to $298.0 million,
mainly to reflect changes in oil prices. On February 9, 1989, PGLE
modified its request to $290.3 million to update the balancing
accounts for recorded January 31, 1989 balances. Of this amount,
$111.2 million represents a net increase in balancing account
undercollections that PG&E expected as of January 31, 1985. The
remaining $179.1 million is due primarily to forecasted changes in
gas costs and throughput. The application also requests certain

modifications to the existing Commission program established by
previous orders.

I- Summary

This decision grants PG&E a revenue increase in the
amount of $151.4 million for the test perioed, January 1, 1989
through December 31, 1989. Balancing account undercollections and
forecasted changes in throughput and gas costs represent most of
the increase. This change in revenue requirement translates to a
5.8% increase in residential rates, and a 4.9% increase in
commercial rates. While some noncore transportation rates increase
as much as 13.0% (GIND), average noncore transportation rates
decrease by .2%. Procurement rates for the noncore portfolic are
not established in this decision as these are posted and may change
bimoenthly in response to market conditions.

This decision also addresses methods for forecasting
throughput and noncore customer discounts required to keep large
industrial users on PG&E‘’s system. Much of the proceeding focused
on PG&E’s methods and models. In general, we find that PG&E’S
models do not adequately describe customer behavior in a number of
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ways. For example, we modify PG&E’s models so that they account
for the effects of demand charges on customer decisions with
respect to fuel switching. We also modify the models to take into
account the effects of core election on model outputs.

We find that PG&E’s discount adjustment model is too
complex and inaccessible to the parties, and adopt a simpler and
more understandable alternative. To facilitate efforts to improve
ACAF modeling, we plan to held workshops prior to hearings and
following the filing of PG&E’s next ACAP application.

Ih addition, today’s order addresses PG&E’S proposed gas,
and oil price assumptions. We find that an appropriate oil price
forecast for the test year is $17 per barrel, and that chaﬁges in
oil prices do affect gas prices. The adopted core weighted average
cost of gas (WACOG) is $1.944 per million British thermal unit .
(MMBtu). The adopted noncore WACOG is $2.20 per MMBtu.

Today’s order incorporates the allocation effects of
PG&E’s 1989 attrition year increase of $37.18 million for PG&E’s
gas operations adopted in Resolution G-2838. In general, the order

retains the cost allocation and rate design principles established
in Decision (D.) 87-12-039.

IX. Procedural Background

A. IThe pPuxpose of the ACAP

Today’s decision implements PG&E’s first ACAP. We
established this proceeding in D.87-12-039, which addressed cost
allocation and rate design principles based on broad policies set
forth in earlier orders.

The Commission developed the ACAP as part of its gas
requlation program which seeks to respond to changing market
conditions for the gas utilities. In recent years, changes in
federal policy and gas markets have required that we reconsider our
regulation of the gas utilities in order to make them competitive
and to promote efficient market transactions.
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As part of this program, the ACAP allows the utilities to
begin the process of moving rates toward cost by alleocating costs
to cost-causers. The regulatory structure underlying the ACAP
places increased risk on the gas utilities and provides them new
opportunities in noncore markets.

More specifically, the purpose of the ACAP is to:

o Allocate fixed and variable costs between

customer classes

Forecast gas costs and throughput for the
test period

Amortize balancing account underxcollections
and overcollections

Revise rates to reflect changes in
throughput and expenses
B. Summary of the Proceeding
PG&E filed its ACAP application on September 15, 1988.
It initially requested that the Commission increase its revenue
requirement by $221.6 million. On December 12, PG&E modified its
request mainly to reflect changes in oil prices. PG&E’sS

December 12 filing increases its original request to $298.0
million. On February 9, 1989, it further modified its request to
include recorded January 31, 1989 account balances. PG&E’s revised
recquest is $290.3 million. Of this amount, $11L1.2 million
represents expected increases in balancing account
undercollections.

PG&E’s request is based on a throughput forecast and an
estimate of .gas costs for the test perioed, January 1, 1989 %o
Decembexr 31, 1989. Its proposed cost allocation between customex
classes is, according to PG&E, consistent with Commission
directives in D.87-12-039 and with Senate Bill (SB) 987, which
required continuation of the existing cost allocation through
January 1, 1991. PGSE’s proposed rate design, as modified, would
increase residential rates by 12.5% on average, and increase
noncore transport rates by an average 22.6%.

The following parties filed testimony in this proceeding:
the Division of Ratepayer Advocates (DRA), Toward Utility Rate
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Normalization (TURN), California Industrial Group (CIG), Mission
Resources (Mission), California Cogeneration Council '(CCC), the
California Department of General Services (DGS), Southwest Gas
Company (Seouthwest), and Salmon Resources Ltd. with Mock Resources,
Inc. (Salmon/Mock). The testimony of Salmon/Mock regarding
unbundled brokerage fees was deferred following issuance of
D.88-12-045. Southern California Edison Company (SCE) and Canadian
Producer Group (CPG) filed briefs.

Fourteen days of hearings were held in Phase I of this
proceeding. The case was submitted on January 27, 1989.
C. Scope of the Proceeding

A number of parties moved to strike all or portions of
the testimony of CIG, Mission, DRA, Southwest, and TURN. All) of
the motions were granted on the grounds that subject testimony was,
beyond the scope of this first ACAPY proceeding. In some cases,
testinony appeared to conflict with SB 587 which directed the
Commission t¢ retain existing cost allocation methods until
January 1, 1991. We concur with the administrative law judge’s
(ALT) xruling that experience with our new progranm is limited, and
that we should consider cost allocation changes only in future ACAP '
proceedingé- We are also committed to complying with SB 987, but
recognize that cost allocaticon which assigns costs to ¢ost causers
is an integral component of our new gas requlation program and
critical to its ultimate success.
D. Rocument Production

During the first week of hearings, Salmon/Mock, TURN, and
others requested that the ALY require PG&E to release certain
customer-specific data which was used as inputs to PG&E’s discount
adjustment model. The motion was granted subject to protective
order. PG&E appealed the ALJ’s ruling on the grounds that the
information was too sensitive to release publicly.




A.88-09=032 ALI/KIM/§t

Subsequently, PG&E filed, on December 12, modifications
to its discount adjustment model which did not use customer-~
specific inputs. The ALJ withdrew the ruling in recognition that
PGSE’s case in chief no longer relied upon the customer-specific
information.

During hearings, PG&E objected to requests by Salmon/Mock
to produce PG&E’Ss contract with Enron, a supplier of gas from the
Southwest. The ALY ordered PG&E to produce the contract because,
under our policy, the utilities must document their costs with all
appropriate information unless imminent and significant harm would
result. Prior to its release of the document, PG&E agreed to have
its witness cross-examined on the contract’s elements. TFollowing
cross~examination, Salmon/Mock withdrew its request for a copy of
the contract. We are satisfied with the outcome of this conflict,
but remind PG&E that it must provide any information to parties
recquesting it when the utility uses such information to estimate
costs. It is not enough for the utility to assert future costs:
they must be documented. ' '

E. PBroKkerage Fees

On December 9, 1988, the Commission, in D.88-~12-045,
addressed PG&E’s petition for modification of R.88-08~018, noting
that the policy issues regarding brokerage fees would be resolved
in its procurement rulemaking. Implementation of brokerage fees
would be included in this ACAP in a second phase of the proceeding.
Accordingly, we will address brokerage fee implementation following
additional hearings in this proceeding.

F. Attxition Year Cost Allocations

On December 19, 1988, the Commission issued Resolution
G-2838, addressing PG&E’s 1989 attrition increase request. That
resolution directed PG&E to propose in this ACAP proceeding a
simpler method f£or allocating future attrition year revenue
changes. Since many of the parties’ original filings did not
specifically address this issue, it will be considered in Phase II
of this proceeding.'
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IXX. Major Issues

Forecasting the gas revenue requirement involves
investigation and resolution of many interactive factors. Five
major categories of issues were considered in this ACAP.

l. Gas Throughput

2. Cost of Gas

3. Cost Allocation

4. Revenue Requirement

5. Rate Design
A. Gas Throughput

Gas throughput is the total demand for natural gas from
the PG&E system, including gas purchased and sold to PG&E’S

customers and transportation of customer-owned gas on PG&E’S
system.

In this proceeding both PG&E and DRA presented forecasts
of total throughput on the PG&E system for the forecast period.

The forecasts for the residential, commeréial, and industrial
classes were derived through the use of econometric (ET) models.
These models determine the effects of such factors as weather,
economic acﬁivity, and alternate fuel prices on gas usage.
Forecasts for other customer classes, including enhanced oil
recovery (EOR), utility electric generation (UEG), and
cogeneration, were determined exogenously (that is, outside the
econometric models).

PG&E also employed one other computer model: the
discount adjustment (DA) model. The output of this model was used
to adjust the forecast of industrial throughput downward to reflect
the fact that some industrial customers will remain on the system
only if they receive a discount below the embedded cost of service
default rates. Absent a discount they would switch to a cheaper
alternate fuel. This “discount adjustment” was first authorized in
the implementation decision, D.87=-12-039. It became the focus of
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controversy in this proceeding. The issue was not whether the
adjustment should be performed but how it should be performed.
PG&E adveocated the use of its computer model while TURN, CIG, and
other parties urged the use of simpler mechanisms. Before
describing the different proposals, we fixst review the conceptual
rationale underlying this adjustment.

The discount adjustment grew out of a dispute between DRA
and PG&E in the implementation proceeding. In that proceeding DRA
presented an industrial throughput forecast which assumed that all
existing customers would be retained on the system once the new
regulatory structure was implemented. DRA reasoned that PG&E would
be able to retain existing customers under the new program since it
had the flexikbility to discount to those customers whose value of
service was below the embedded cost of service default rates.

PG&E, on the other hand, presented a forecast which assumed no
discounting and significant load loss. The utility’s concern was
that the use of a forecast which assumed discounting would result
in a built-in revenue shortfall. This would occur because the
forecast is used to allocate embedded costs. Put simply, the use
of a forecast based on discounting would result in more costs being .
allocated teo the industrial class than could be recovered in rates.

TURN proposed a compromise which would avoid this
problem. In its simplest form the TURN proposal involved adjusting
the forecasted volume of throughput in proportion to the estimated
need for discounting. The goal of the exercise is to match the
revenues which ¢an be obtained from industrial customers with the
costs that are allocated teo them. We ultimately adopted this
adjustment.

The operation of discount adjustment is perhaps best
understood through a simple example initially presented by TURN.
Assume that the embedded cost of service for industrial customers
is 10 cents and that thgasptal throughput whickh could be retained
through discounting is 100 therms. Also assume that the
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competitive rate for retaining these customers is only 8 cents.
That is, the 100 therms of a throughput can only be achieved
through a 20% discount which produces $8 in revenue (8 cents x 100
therns). Under the discount adjustment the throughput forecast of
100 therms is reduced by 20% to 80 therms. This results in $8 in
cost being allocated to the c¢lass (10 cents embedded cost x 80
therms) which is the amount of revenue which can actually be
recovered. Through this adjustment the revenue forecast becomes
obtainable and the utility is given a fair opportunity to earn its
return.

The following sections describe and discuss the different
proposals in this proceeding for implementing the discount’
adjustment. We ultimately adopt the proposal put forth by TURN.

1. Evaluation of the PG&E Models

PG4E’s estimates of throughput include use of two types
of models. The ET model forecasts throughput econometrically by
estimating the effects of such variables as fuel prices, weather,
and econcmic growth on demand.

The DA model estimates revenues by forecasting the
discounts recquired to keep large customers (P2B, G6~IND, and COGEN)
on PG&E’s system. The DA model is used to develop an average
industrial transport rate to input into the ET model, to derive a
discount adjustment percent for P2B, G-IND and COGEN, and to
calculate forecasted bdilling determinants to which industrial
demand charges will be applied.

The PG&E model utilizes 1987 recorded data, estimated
altexrmative fuel prices, and estimated, or “seed”, rates. These
inputs are used to determine both the amount of load regquiring a
discount and the level of discounting needed to keep that lead.

This is accomplished by calculating two bills for each of
PG&E’s 1,100 industrial customers. The first bill, the alternative
fuel bill, is the naximum amount that a customer would be willing
to pay for gas service. It is calculated as the sum of the
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customer’s alternmative fuel cost plus a premium for natural gas.
The second bill, the ”standard service bill”, is the customer’s
estimated bill on the applicable standard service gas tariff using
*seed” or estimated standard sexrvice rates.

The model assumes that a customer whose alternative fuel
pill exceeds its standard service bill for the test period can be
served at tariff rates and will not recquire a discount. Customers
whose standard service bill exceeds their alternative fuel bill
will require a discount. The amount of the regquired discount is
the difference between the two bills. The required percentage
discount relative to each noncore group is then the relationship of
the total required discounts for customers in that group to which
the group revenues would be at standard service rates. This
percentage is then subtracted from the forecasted noncore volumes
to obtain the discount adjusted forecasts which are ultimately used
for cost allocation and rate design. As noted earlier, the issue
addressed by this adjustment is the amount of revenues which can be
obtained from a given volume of throughput.

The DA model is the more controversial of the two models
because of its complexity and due to the effects of its outputs on-
throughput estimates. The interaction of the two models was alse
the subject of debate.

a. PG&E

PG&E comments that the purpose of the DA nodel,
conceptually adopted by the Commission in D.87-12=039, is to
recognize the value of gas, relative to other fuels, to noncore
customers. According to PGLE, estimating customers’ willingness to
pay in advance frees the Commission from reviewing every negotiated
agreement. PG&E recovers revenue requirement based on its
negotiating skills and knowledge of the market. PG&E believes the

model is simple enough for the parties to understand and has agreed
to make the model accessible to the parties. -

AW
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PG&E’s original DA model used customer-specific data to
estimate required discounts. PG&E amended its original filing so
that customer-specific data was not used as medel inputs. The
revised showing uses average customer data.

b. CIG
(1) Ihe Models

CIG challenges PG&E’s methodelogy on the grounds
that the models systematically underestimate throughput. CIG
states that PGLE has an incentive to underforecast noncore
industrial throughput in order to lower PG&E’s risk of recovery.

CIG cites a number of ways the models together
underestimate throughput. The econometric meodels, according to
CIG, are specified in conjunction with the DA model so that an
unadjusted throughput forecast of lost load, once made, cannot be
regained even when assumptions are changed. The ET model will
predict a loss ¢f load that is actually being retained by way of
negotiated transmission rates..

' Moreovexr, a reduction in average gas prices or an
increase in the premium does not result in a corresponding increase
in throughput. When lower gas prices were assumed, the DA model
increases the revenues collected from the G-IND class, increasing
the discount ratic as well as the average transport rate. The
higher discount ratio translates into a higher adjusted throughput
for ratemaking purposes, but the higher average industrial
transport rate offsets the lower gas costs in the seed rate
calculation. Thus, the unadjusted throughput level, which reflects
the real level of gas demand, is maintained despite significant
reductions in gas c¢osts.

CIG argues that PG&E’s DA model does not take into
account any potential discounts from gas suppliers in response to
competitive pressures. Additionally, since the ET model does not

use historic data, it cannot prcvide reliable estinates of
throughput.
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Finally, CIG notes that PG&E’s use of econometric
medel outputs as inputs to the DA model, while using DA model
outputs as inputs to the econometric model is a circular and self-
fulfilling preophecy.

(2) <CIG’s Proposal

CIG believes the PG&E methodology is so flawed that
it should not be used to estimate throughput. CIG recommends
instead that the Commission adopt an estimate based on PG&E’s most
recent recorded annual periocd.

Under CIG’s proposal, the Commission would consider
as 7unadjusted throughput” PG&E’Ss recorded industrial throughput
for the period June 1987 through June 1988. That amount is 1,680
million therms (MMth). According to CIG, this throughput is
reasonable because most recent recorded data do not show any
evidence of a decline in throughput. Using this throughput does
not make the illogical assumption made by PG&E that gas prices will
not respond to lower oil prices.

To develop an average discount, the Commissien
should use the average discounts negotiated by PG&E in current
contracts, which is now 61% of the existing default rate. CIG
points out that the resulting $.0975 per therm discount rate is
comparable to PG&E’s existing average G-IND rate of $.098 per
therm.

To implement CIG’s recommendation, the volumes
subject to discounting are estimated. CIG’s witness assumed that
700 MMth would be discounted based on the 679 MMth currently under
discounted contracts. The 61% discount is then applied to those
volumes to yield a ”“full rate” equivalent volume of 427 MMth. This
full rate equivalent volume is then added to the volumes not
subject to discounting (that is, the unadjusted throughput less
discounted throughput) to yield the discount-adjusted volume to be
used for ratemaking purpose. Using the 1.68 MMth as unadjusted
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throughput, the CIG methodelegy yields a discount-adjusted
throughput of 1,407 MMth. '
c. TURN
(1) Ihe Models

TURN observes numerous shortcomings in the DA model.
First, TURN states the model improperly applies 1989 market
conditions teo historical usage patterns even though significant
changes in the market have occurred since 1987. For instance, the
company’s procedure assumes that all cogenerators on line in 1989
will have the same load patterns and alternative fuel costs as
those of a much smaller ‘group who were operating in 1987.

TURN believes 1987 data is not representative of
1989 market conditions because that period precedes gas industry
restructuring and the introduction of demand charges. For this
reason, TURN recommends that the Commission rely on aggregate
rather than customer-specific load data for forecasting.

TURN alsc suggests that in determining the average
level of necessary rate discounts, PG&E should use the discount

percentage developed for existing contracts and multiply them by
the volumes in those agreements. TURN makes this suggestion on the
basis that those contracts are the best evidence of the level of

discounts actually required by the marketplace and they are already
public information.

TURN also challenges the application of the outputcs
of the DA model to the ET model. According to TURN, PG&E has
double~counted load loss of 33 MMth. The ET model predicted 33
MMth of load loss, load which was discounted by the DA model. In
effect, according to TURN, rate discounts were found necessary for
load already assumed lost in the ET model. Since the ET model does
not predict individual customer fuel switching behavior, this
problem cannot be corrected.

TURN adds that the fact that Negotiated Revenue
Stability Account (NRSA) balances are almost zero for l9sg--even
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though ¢il prices were well below the assumed level--is evidence
that PG&E’S forecasting methods, which were used for the last
forecast, are systematically biased. Similarly, the drop in oil
prices at the end of 1988 did not lead to significant increases in
contract negotiation. PG&E reports that only 80 of its 1,100
industrial customers have s0 far negotiated contracts. On this
basis, TURN believes it is unreasonable to assume that 96% of
industrial volumes will be subject to discounted rates during the
test period, as PG&E’s models predict.

TURN is also critical of the econometric model
itself. First, TURN states that for econometric models to work,
there must be sufficient historical data. PG&E uses a single
average gas price.

Like CIG, TURN observes that the econometric model
will assume lost loads that will not actually be lost because it °
employs an average negotiated rate level instead of a minimum
negotiated rate level. This problem, according to TURN, is not

remedied by the fact that the historical gas prices used as inputs
to the ET model also represent average industrial prices because
PG&E has had greater negotiating flexibility since May 1 than it
has had in the past. Accordingly, PG&E will sell gas at a wider

range of discounted rates than is reflected in the historical data
base.

To remedy this problem, TURN recommends that the ET
model be run twice, once using the default transmission rate and
again using the minimum floox rate. The default transmission rates
are the rates noncore customers would pay for transportation absent
negotiation. The results of the initial run would establish the
forecast of throughput at default rates. The difference between
this run and that using the minimum floor rate would represent the
additional volumes that could potentially be regained through
discounting. 7TURN’s witness stated a simpler approach would be to
add an estimated average exit charge to the oil price forecast used
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in the ET model to reflect the fact that fuel switchers would be
paying these costs in addition to the price of the oil itself.

Finally, TURN states a preference for DRA’s
econometric model over PG&E’s because, although the models are
similaxr, DRA’s yields a lower forecast error than PG&E’s when
applied to recent historical data.

(2) IURN‘’s Proposal

TURN recommends that the Commission reject PG&E’s DA
mnodel, and goes 50 far as to disassociate itself from the model
which has been referred to conceptually as the ”TURN adjustment”.

TURN proposes a simpler analysis which follows
essentially the same logic as PG&E’s DA model. The analysis relies
on the use of aggregate data for large groups of customers with the
same alternative fuels rather than individual customer data which
TURN states is of dubious reliability. Under the TURN proposal,
the cost of alternate fuels and gas is directly compared on a cost
per unit basis. If a particular alternative fuel is cheaper than
gas service at default rates, a percentage discount is calculated
and applied to the volume of gas forecasted to be transported to
customers with that particular alternate fuel. TURN notes that the
methodology’ is a relative simple manual calculation which can be
applied to all utilities without complex computer applications.

TURN describes the method in the following manner
using as an example industrial customers with Number 6 fuel oil as
their alternative fuel. The analysis starts with the forecasted
unit cost of Number 6 fuel oil plus the adopted premium for gas
usage. A factor representing the unavoidable demand charges that a
customer must pay if he switched fuels is then added to alternate
fuel price. TURN recommends that one half of D-1 charge plus all
of the D-2 charge bhe used to represent the cost that would appear
avoidable to a customer on an annual basis. The alternate fuel
price plus the premium plus the unavoidable demand charge
represents the total cost of burning Number 6 fuel oil. The
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average commodity cost of gas is then subtracted from this total.
This average would be based upon a weighting of the core and
noncore WACOGs. The result is the maximum potential transport rate
for this customer class expressed in cents per therm. If the rate
is bigher than the expected default rate, no discount is required.
If the maximum rate is less than the default transportation rate
for gas service, the required percentage discount must be
calculated. This percentage would be multiplied by the forecast of
unadjusted throughput for customers with that alternative fuel to
determine the appropriate discount adjustment volume. This volume
amount is then subtracted from the forecast of unadjusted
throughput for cost allocation and rate design purposes.

This approach can alse be used to derive average
transport rates to plug into the ET model by selecting either the
maximum transport rate” or the default rate for each fuel type,
weighted by volume, whichever is lower. ©Percentage splits for each
fuel type would have to be determined, and have been developed in
the record. In each case, according to TURN, GC=~2 or SCE volunes
would also have to be factored into the transport seed rate.

TURN states its methodology does not provide results
which vary significantly from those provided by PG&E‘s methodology.
The advantage of the TURN model is its simplicity and
understandability. It may be used to estimate all noncore class
rates and transport rates.

TURN also suggests the Commission hold workshops
shortly after this proceeding which would allow the parties to
explore the models in more depth.

d- DRA
DRA notes that the PG4E models have created a great deal
of confusion in this case and recommends a simplexr approach to
PG&E’s DA model. DRA states that the model cannot be run by the
parties and the data base of 1,100 customers is unwieldy. DRA alsec
expresses concern that the customer-specific information in the
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originally filed model demands a secret review of the results,
contrary to the public hearing process. _

DRA supports TURN’s proposal on the grounds that it is
simple, accessible to parties, and can be applied to all utilities.
It also incorporates the effects of demand charges and core
election. According to DRA it provides reasonable inputs to the
econometric model.

DRA is not as confident about CIG’s approach in large
part because the model does not account for changes in the
relationship between gas and oil. DRA is also reluctant to abandon
the ET model, as proposed by CIG.

e. CPG .
CPG believes there are design flaws in both PG&E’S and
DRA’s models which yield unacceptable results. CPG points out that
the models provide counterintuitive results in that when the gas
premium is increased in the DA model, the ET model forecasts lower
throughput. Both models appear to treat the premium as an additive
to the cost of gas rather than to its value to customers.

CPG also states that there exists between the models a
circularity problem that occurs because the models cannot be
iterated encugh times to reconcile the discrepancies between
projected revenues and revenue regquirements. CPG suggests that the
models are not very useful at this time because of their complexity
and bhecause of inexperience with then.

CPG proposes that the Commission adopt policy guidelines
in this proceeding which will foster development of models which
are simpler and more internally consistent. In the interim, CPG
recommends adoption of TURN’s approach which uses a single set of
altermative fuel prices and which does not require complex conputer
applications.

£f. DeS

DGS states that PG&E’s econometric industrial forecast is

assumed to include all GC=-2 sales. The low GC-~2 rates, however,
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are not included in the development of the seed rate by the DA
model, resulting in a forecast that is too low. DGS proposes that
the Commission correct this error by ordering the econometric¢ model
to be run with a final seed rate based on a weighted average of 83%
of the seed rate that would otherwise have been developed and 1l7%
of the average GC-2 rate to reflect the percentage &C~2 volumes.

g- Salmon/Mock

Salmon/Mock supports the proposals of CIG and TURN.
Salmon/Mock argues that, contrary to D.87-12~039, the PG&E discount
model fails to assume that upstream pipelines and producers could
be assumed to bear a portion of the burden of discounting.

h. RG&F Rebuttal .

PG&E states its methodology is relatively objective. It
argques that using existing contracts requires the Commission to
make judgments about the reasonableness of the contracts, or else -
reward utilities that are poor negotiators by allocating less
revenues to their noncore class and placing the utilities at less
risk. PG&E states that using forecasted rather than historical
data in estimating throughput and revenues takes into account
expected market changes.

PGSE also states that use of 1987 recorded data is a
reasonable way to approximate use in 1988 and 1989 after scaling
the data. Use of 1987 recorded billing data, according to PG&E,
vields more accurate results than uszng ne individual billing data,
contrary to TURN’/s assexrtions.

i. Riscussion

PG&E has attempted to determine 1989 throughput by
looking at economic factors, and following an assessment of nencore
volumes which could be retained through discounting transportation
rates. PG&E’s models are, for the most part, thoughtful and
sophisticated. Because this is the first ACAP, PGAE’S task was
formidable. The concept of a discount adjustment model is new.
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The risks associated with inaccurate forecasting are considerable
under our new regulatory program.

While we commend PG&E‘’s efforts to provide an acceptable
framework for determining discounts and throughput, we have serious
resexrvations regarding certain model specifications which have been
the subject of much controversy in this proceeding.

Some observations of market behavior demonstrate
intuitively the shortcomings of PG&E’s model results. As TURN
points out, PG&E’s industrial throughput has increased from 1,254
MMth in 1986 to 1,528 MMth in 1987 to 1,591 MMth in 1988. PG&E’Ss
models predict a severe reversal ¢of this pattexrn, estimating a drop
of over one-third to 1,231 MMth in 1989. As CIG repoxrts, 61% of
volumes required discounts in 1988; PG&E’s models predict that 96%
will require discounts in 1989.

Some of the biases in the models are a result of
implausible input assumptioms which we will address separately.

Aside from the issue of model inputs, model designs are
troublesome. To begin with, the parties observe correctly that
PG&4E’s models and the way they interact are very complex. A great
deal of time was spent in the hearings in efforts to understand the
most basic inner workings of the discount adjustment model and the
way it was used in conjunction with econometric models. The
complexity of the models made it difficult to analyze inputs and
results. Adding to this source of difficulty is the fact that the
parties could not have access to certain customer lead information,
which is the backboene of the DA model.

The models have other serious technical problems which-
intervenors identify. Among them is the way the models together
appear to douwble~count some load loss, and the failure of ET model
throughput estimates to fall when gas prices assumptions are
reduced in the DA model.

Model <pecifications de not allow an assumption that gas
suppliers will be forced by market conditions to discount their
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product, thus implying that purchasers are without any negotiating
power.

In spite of their apparent sophistication, the ET model
and the DA model do not provide results which are consistently
logical. Attempting to perfect those models and the way they
interact is a task we cannot hope to accomplish in this proceeding.
Some adjustments may be made to improve them and we will require
those adjustments where appropriate. PG&E’s discount adjustment
model, however, is not salvageable. It is just too complex and too
difficult to use, primarily because of its reliance on customer-
specific bill calculations and load information.

We appreciate the efforts of CIG and TURN to develop
alternative methods of calculating discounts and throughput. CIG’s
approach has intuitive appeal because it is sinmple and uses
existing information regarding necessary customer discounts. It
requires no ‘econometric modeling or assumptions regarding future
gas prices. While CIG’s approach is commendable, we are concerned
that it is too simple and fails to account for changing
relationships between oil and gas prices and other changing market
conditions, as DRA points out.

We believe TURN’s methed is more appropriate. Like the
CIG model, it is simple and does not require the use of
confidential information. It takes into account historical
information and provides results which are intuitively sound. It
appropriately accounts for the premium and demand charges. In
addition, TURN’s model takes advantage of appropriate econometric
methods and recognizes forecasted values for gas and alternate
fuels. TURN’s method is a reasonable alternative to PG&E’s DA
model, and we will use it in our calculation of required discounts
to transport rates for large noncore customers. The TURN formula
is presented graphically in Appendix B, Table 1.-

Finally, we will make DGS’ proposed adjustment to the ET
model, which incorporates the lower GC=~2 rates in the seed rates.
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Estimated discounts and discount volumes for industrial customers
are presented in Appendix B, Table 1. Adopted throughput is shown
in Appendix B, Table 2.

While we endorse TURN’s model in this proceeding, we
recognize that refinements or changes to it may be appropriate as
PG&E and intervenors gain experience with ACAP forecasting and the
marketplace. Accordingly, we invite PG&E and othexr interested
parties to propose changes in future ACAPs.

We will entertain model changes under certain conditions.
First, we will not estimate throughput, revenues, revenue
requirements, or required discounts using data which cannot be
reviewed by the parties to the ACAP proceeding. Second, we will be
reluctant to revise the conceptual changes we have made, for
instance, those regarding the effects of demand charges and core
election, discussed below, without a strong showing. Any proposed
models or changes to the models should be understandable, simple,
and intuitively sound.

At TURN’S suggestion, we will direct Commission Advisory
and Compliance Division (CACD) to hold workshops on the models
adopted in this proceeding after PGLE files its application and
prior to hearings in the next ACAP. The purpose ¢of those workshops
will be to help interested parties to understand the models,
specifications, and shortcomings.

2. Model Assumptions

E ic Activit

Activity in the economy is one input in the econometric
model. PG&E forecasted a 30% probability of recession in 1989 and
weighted its inputs accordingly. DRA argued that PG&E’s forecast
was too pessimistic, citing Data Resources Inc. (DRI) and the
University of California at Los Angeles. forecasts of economic
activity in the state. :

DGS concurs with DRA that we should not assume a
recession will occur in 1989. DGS suggests that if the Commission
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adopts DRA’s estimate of economic activity in 1989, it should also
adjust the industrial throughput forecast accordingly. DGS
suggests using PG&E’s higher estimate of a 2.4% increase in
industrial production rather than DRA’s estimate of 1.4%, to be
consistent with a nonrecession forecast.

TURN also supports DRA’s estimates of economic activity.

We concur with DRA that most economic observers 4o not
foresee a recession in 1989. We will also adopt DRA’s estimate of
growth in industrial production as a reasonable corollary to its
estimates of economic activity.

b. Alternmate Fuel Prices

Fuel prices affect model outcomes and are used in both
the discount adjustment model and the econometric model. Higher
prices for alternate fuels--propane, Number 2 fuel oil and Number 6
fuel oil--lead to higher throughput, other things equal, because
gas prices are relatively more attractive to customers.

(1) Exopane

PG&E estimates an average wholesale price for
propane of $.282 per therm. PG&E uses a wholesale, rather than
delivered, price because propane is costly to transport. Most

customers who use propane do not reguire transport and purchase it
at the wholesale rate.

DRA argques that some of PG&E’s customers buy propane
at delivered prices, and propane price estimates should be weighted
accordingly. At DRA’s request, PG&E estimated the number of
customers who purchase propane at delivered prices to be about 23%.
PG&E also presented average delivered rates which are estimated by
the Lundberg Company to be $.421 per therm adjusted to 1989
dollars. PG&E characterizes the Lundberg survey as unrealistic,
but did not provide alternative estimates of retail propane prices.

We concur with DRA that the estimated propane price
for 1989 should be a weighted average of wholesale and retail rates
to reflect customers who purchase propane at retail rates. We will
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use the Lundberg survey in the absence of other reasonable
estimates. After adjusting for adopted crude prices, our adopted
propane price is $.36) per thexrm.

(2) Number 6 Fuel Oil

PG&E estimated significant reductions in oil prices
in 1989, down to $14.62 per barrel, or $.196 per therm. PG&E’S
original application estimated oil prices in 1989 to be $19.12.
PGLE reduced this estimate following oil price reductions in late
1988.

DRA estimated crude oil prices would average $17 per
barrel during 1985, equal to $.285 per therm for the refiner’s
acquisition cost, and $.254 per therm for the delivered price. DRA
based its estimate on the average refiners’ acgquisition cost, using
EIA’s Third Quarter 1988 Short Term Energy Outlook. DRA’s estimate
attempts to anticipate the effects of OPEC price-setting meetings ,
held-during'1988. DRA notes that EIA used a higher OPEC production

level than PG&E and still came up with a higher forecasted oil
price. '

TURN supports DRA’s estimate of crude oil prices.
TURN points out that the OPEC meeting that established the new
quotas took place after both the DRI forecast of $18.30 per barrel

and the EIA reduction to $15 per barrel. TURN submits that DRA’s
estimate is conservative.

TURN also states that the Commission must translate
its adopted Number 6 fuel oil price into prices for other products.
TURN suggests using DRA’s formula to develop appropriate terminal
and delivered prices for Number 6 fuel oil.

Generally, Salmon/Mock urges against a forecast of
dramatic reductions in fuel prices hecause such a forecast could
have a significant effect on industrial default rates.

PG&E asserts that DRA’s estimate is based upon
outdatcd data since the most recent EIA forecasts reduced the 1989
oil price from $17 per barrel to $15 per barrel. PG&E also argues
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that, contrary to DRA’s assumption, OPEC price setting agreements
have not been honored in the past.

PGLE’s forecast appears to be based as much on
current prices as on anticipated prices for the test period. O0il
prices have historically fluctuated significantly over shoxt time
periocds.

We have no reason to believe today’s oil prices will
continue through 1990. DRA’s price forecast is well within the
range of industry forecasts for the coming year and is a
conservative estimate of o0il prices. We will adopt DRA’s $17 per
barrel forecast which translates to a burnertip price of 25.4 cents
and a delivered price of 28.5 cents.

(3) Nupbex 2 Fuel Qi)

Number 2 fuel oil is used as an input to the DA
model. PG&E estimated $.323/therm for this commodity. DRA .
accepted this estimate, but noted that this price should be reduced
if the Number 6 fuel price is reduced. TURN recommends using DRA’s
formula, which would produce a Number 2 fuel oil price of
$.374/thern for Number 2 fuel oil, using DRA’s crude oil forecast
price of $17 per barrel.

Since we have adopted DRA’s forecast price of $17
per barrel for Number 6 fuel oil, we will adopt the corresponding
price of $.374 per therm for Number 2 fuel oil.

c. gQustomer Growth
Both DRA and PG&E use econometric models to forecast
customer growth in all major customer classes. The results fronm
these forecasts are included in the econometric throughput model.
Differences between their estimates are less than 1%. Since the
differences are so¢ small, we will adopt PG&E’s estimate.
d. Effects of Demand Charges
PG&E’s DA model did not assume that demand charges would
affect customer choices regarding whether or not to switch to
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alternative fuels. A number of parties criticized the model for
this omission.

DRA, CIG, and TURN argue that customers will surely
consider these ”exit costs” in their fuel switching decisions.
Customers do not have infinitely long time horizons, as PG&E
assumes. Instead, the moedel should assume a shorter term planning
horizen. CIG points to PG&E’s testimony to argue that demand
charges have the effect of increasing a customer’s alternate fuel
price.

Similarly, CPG and Salmon/Mock criticize the omission of
demand charges as one variable which would influence switching
decisions. DGS goes further to suggest that each of the major gas
utilities be required to submit a methodology for incorporating
demand charges in future forecasts. ‘ .

CIG proposes, based on a review of PG&E’s contracts, that

exit costs dveraged $.03 per therm in 1989. TFor default
agreements, estimated exit costs would be about $.05 per therm.
CIG proposes that these amounts be added to the cost of alternate
fuels in the DA model. CIG also supports TURN’/s methodoleogy as a
sound alternative. TURN would apply half of the D=1 charge plus
all of the fully ratcheted D-2, at 100% load factor.

In response, PG&E states that the DA model does not
calculate load loss; it calculates discounts necessary to retain
load. 1In addition, PG&E argues that including exit charges as an
assumption in the DA model is inconsistent with the way rates are
negotiated with customers because transport rates are based on
estimates of alternate fuel prices plus a premium.

According to PG&E, incorporating'demand charge effects in
a one-year test period is a difficult task. PG&E’S assumption that
customers look at gas use as an annual decision is most reasonable.
PGLE states that it would like to study the CIG and TURN proposals.

Prudent decision-makers, when faced with a prospective
fuel choice decision, should consider only prospective costs, not
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costs already incurred. Since already-incurred costs must be paid
‘no matter what the fuel choice decision, they favor neither one
choice nor the other, and so should be ignored in comparing
prospective fuel costs. Since exit costs are by definition already
incurred, we believe that in a world of perfect information and
ideal decision-making oil prices should not be adjusted to include
gas system exit costs in forecasting non-core throughput and
revenues.

Our gas industry structure is still relatively new. As
with several difficult questions in this ACAP, experience will
eventually settle for us the proper treatment of exit costs. We
will sinply observe the behavior of customers operating under our
new gas structure. For the present proceeding, however, we must
choose between our belief that rational customers will view exit
costs as sunk and the claim by TURN, CIG, and DRA (among others)

that in the real world customers dg consider exit costs in making
fuel purchase decisions.

The balance of the record before us convinces us that the
conservation approach is for us to include exit costs in our

forecast for the present and invite testimony on this issue for the
next ACAP. ,

We will adopt CIG’s recommendation to add $.03 per therm
to the cost of altermate fuels for volumes associated with
negotiated contracts and $.05 per therm to the cost of alternate
fuels for volumes associated with default agreements. Weighting
these amounts according to usage, the adjustment to the model is
$0.044. While this method provides only a rough proxy of exit
costs, it is a conservative estimate which assumes customers make
choices on an annual basis.

e. Gas Pxeomivm

The DA model includes a premium for gas to reflect its

value to customers relative to the value of alternmate fuels.
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PG&E reguests that the $.02 per therm}premium on gas,
adopted in D.87-12~039, be reduced to $.017 per therm. PG&E states
that it has made this assumption because of changed customer
perceptions with regard to service reliability, caused by
curtailments last winter on the Southern California Gas Company
(SoCal) gas systenm.

DRA, DGS, CIG, and TURN recommended against this change.
DGS points out that the PG&E witness testified that lowering the
pPremium creates a perception of shortage among customers, even
though PG&E does not anticipate curtailments. Thus, the reduced
premium is a self-fulfilling prophecy. '

PG&E also proposes eliminating the premium assumed for
GC-2 customers whose contracts expire in 1989. This change is
reasonable, according to PG&E, because it expects some resistance
from these customers as they realize the impact of higher rates
resulting from this ACAP.

DGS argues that this change is inappropriate because the

premium is set to reflect the value of gas over oil in all
circumstances.

We will not c¢hange the premium since PG&E has not
demonstrated that the existing amount is unreasonable. We are not
convinced that customer perceptions regarding reliability have
changed. In addition, we believe the premium should be assumed for
GC~2 customexs after expiration of their contracts. The DA model
and ET model are designed to capture the effects of higher rates on
the attractiveness of gas. Eliminating the premium results in
double-counting necessary discounts to customers.

f. Effects of Core Flection '

TURN is critical of the DA model because it does not
weight core and noncore gas prices to reflect the fact that large
users may buy gas at either core prices (as core elect customers)
or noncore gas prices. Without this weighting, the model will
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predict that discounting will be required to keep customers on the
system who already realize a rate below the noncore WACOG.

DRA. agrees with TURN that the DA model ignores core
election even though approximately 55% of industrial throughput is
estimated to be core elect. This oversight, according to DRA, is a
transparent attempt by PG&E to lower its risk by ignoring what it
expects to occur during the forecast periecd.

Like TURN, DRA proposes the DA model recegnize the
effects of core election by way of one of two model adjustments.
The model could incorporate a weighted average of core and noncore
portfolio prices. Alternatively, the model specifications could be
changed so that in calculating each customer’s bill, either the
core or noncore WACOG would be used depending upon whether or not
the customer is a core-elect customer. DRA states that the latter

option may be difficult to accomplish in this case because of time
constraints. '

CPG and Salmon/Mock support DRA and TURN’s position on

this issue.

PG&E responds that the DA model should use a single
benchmark price in oxder to avoid having the noncore transportation
revenue responsibility depend on customer procurement choices.
PG&E states that in some cases the core WACOG may be above the
noncere WACOG, increasing the revenue allocation to the neoncore.

We agree with DRA and TURN that the DA model should
reflect the fact that some noncore customers elect core status.
The effect of using PG&E’s assumption does not exclusively affect
revenue allocation between ¢lasses as PG&E seems to assume. It
also affects the amount of risk allocated between shareholders and
ratepayers as it affects revenue estimates from the noncore class.
IncorpOrating DRA’s and TURN’s proposal would provide a more
realistic estimate of noncore xevenue. PG&E also states that
alternative approaches would net comply with the Commission’s
stated goal of keeping transport and procurement rates independent
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of each other. We do not agree with PG&E that the effect of making
this forecast model adjustment would be to change service
arrangements for transport and procuremeﬁt. PG&E confuses forecast
assumptions with actual changes in rate structures.

We will adjust the DA model to incorporate adopted
estimates of core elect throughput. A more extensive change in
model specifications, as DRA suggests, may be appropriate in future
ACAPS. |

3. Ibhroughput Estimates

Throughput estimates include all gas, whether procured by
the utility or the customer, transported through utility pipelines.
Throughput estimates affect rates: the higher the estimate of
throughput, the more volumes over which to spread fixed costs.
Throughput estimates also affect the level of risk borne by the
utility: higher estimates increase the risk of revenue recovery.

a. Industrial

Using its ET model, PG&E estimated industrial throughput
for the test period to be 1,231 MMth. The difference between DRA’sS
and PG&E’s estimates of industrial throughput is about 12.5%. This
difference is mainly due to differing model specifications
regarding demand elasticity and DRA’s higher estimate for fuel oil.
PG&E argues that DRA’s elasticity assumptions are unrealistic
because industrial demand has not increased at a proportionately
higher rate than industrial growth in recent vears.

DRA estimates a l1l.5% increase in throughput for a 1%
change in industrial activity. PG&E estimates a .9% increase in
throughput for a 1% increase in activity.

TURN c¢hallenges PG&E’s industrial throughput estimates.
TURN points out that .PG&E’s forecast of 1,231 MMth is substantially
below its 1988 year end projection of 1,591 MMth and follows a
steady increase in load since 1986. TURN arques that model
assumptions and specifications, discussed in more detail below,
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systematically underestimate throughput by at least 30 MMth, in
addition to other model shortcomings.

DGS asserts that PG4E incorrectly assigns all
cogeneration gas use to the G~COG rate. PG4E admits that the G-COG
tariff currently limits gas sold under the G-COG rate to 9,300 Btu
per kilowatt-hour (kWh). DGS’ witness testified that the average
cogeneration project uses about 10,250 Btu per XWh or 30 MMth per
year, which DGS proposes should be assigned to the G-IND rate.
This 30 MMth per year should be subtracted from the G-COG
unadjusted throughput and added to the industrial unadjusted
throughput since that gas would be sold under the G-IND rate. The
incremental cogeneration calculation does not require this.
correction, according to DGS. TURN makes the same proposal.

TURN also notes that PG&E incorrectly attributed half of
cogeneration usage to gas needed %o generate steam. TURN points )
out that DGS’/ witness testified that about 30% of cogeneration gas
is used for industrial uses. Accordingly, TURN recommends the
difference of 104 MMth be added ‘to industrial throughput.

With regarxd to DGS’ proposed 30 MMth cogeneration
adjustment, PG&E replies that DGS failed to subtract out the
cogeneration volumes which are GC=2 loads. The result would be a
total adjustment of 18 MMth.

We will not rule on values for demand elasticity since
demand elasticity is a product, not an input, to the econometric
model. They are determined according to various model assumptions.
In general, we will use PG&E’s specifications for the econometric
model, modified by ¢hanges in inputs and assumptions as discussed
elsewhere in this order. We will also make the adjustments to the
industrial throughput and cogeneration throughput forecasts
recommended by TURN and DGS, except that we will subtract 18 MMth
from that adjustment to reflect PG&E’s correction. The adjustments
provide a more accurate forecast. The adopted industrial
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throughput will also be adjusted for changes in other inputs and
model specifications presented elsewhere in this orxder. *
b. Dtility Electric Gepmeration (UEG)

- PG&E estimated UEG throughput exogenously as 1,387 MMth
for the test period. This estimate is based on average hydro year
conditions.

DRA accepts PG&E’s estimates for PG&E’s own UEG
throughput as consistent with the assumptions adopted in its recent
Energy Cost Adjustment Clause (ECAC) proceeding. DRA’s estimate
gor SCE throughput is 933 mega-decatherm higher than PG&E’s. DRA
based its forecast on the results of its production cost model run
in the latest SCE ECAC proceeding.

TURN recommends using the forecast adopted in the current
ECAC proceeding, at least for the first seven months of 1989. TURN
believes the data in the ECAC has been more fully serutinized in
ECAC hearings than it could have been in this proceeding.

TURN also propeoses that the Commission adopt a provision
to reflect increased UEG gas usage occurring as a result of a

shutdown of Rancho Seco. TURN’s proposal provides for an
alternative gas cost allocation if the plant is shut down so that
non-UEG customers are protected from the vagaries of electric

resource availability. 2 similar mechanism was adopted in PG&E’s
most recent ECAC order.

PG&E responds that the UEG forecast proposed by TURN
reflects dry hydro conditions of 1988 for the first five months of
the forecast. PG&E points to D.87-12-039, which stated that UEG
forecast should be based on an average hydro year.

We agree with DRA that ECAC expense estimates should be
used to the extent they are current, and that they should be
updated using methodologies adopted in ECAC proceedings.

Estimates, however, should continue to be based on an average hydro
year, as we stated in D.87-12=-039. Accordingly, we will adopt
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DRA’s estimates of UEG throughput since they are consistent with
PGSE and SCE’s ECAC review estimates and methodologies.

SCE proposes that its Cool Water plant be classified and
treated as a UEG plant in this proceeding because it produces
electricity, not industrial products. ©PG&E has provided no
justification for treating Cool Water as an industrial plant. PGSE
responds that since Cool Water is a combined cycle plant, the plant
is unlike any of PG&E’s electrical plants. PG&E states that SCE is
able to negotiate rates like any other customer if it is
dissatisfied with the UEG rate.

We will not grant SCE’s request to reclassify Cool Water
at this time. The scope of this proceeding does not anticipate
such customer reclassifications. SCE is an able negotiator and has
the opportunity to negotiate its gas rates with PG&E if it is
dissatisfied with PG&E’s industrial rates.

As to TURN’s proposal for a reallocation of fixed costs
during Rancho Seco shutdowns, we will not further complicate the

ACAP proceeding with another allocation mechanism unless it is
truly warranted. We are especially hesitant to undertake a twice-
yearly allocation process. Some risk of a mismatch between
forecasted and actual values is expected. The risk of
misallocation because of unanticipated Rancho S$Sec¢o shutdowns,
however, is not great encugh to make the program change proposed by
TURN.

c. Enbanced 0i) Recovexy (EOR)

PG&E estimates, based on market information rather than
an econcmetric model, a large reduction in throughput to the ECR
market as a result of lower oil prices. For 1989, PG&E estimates
232 MMth of EOR throughput.

DRA states that PG&E’s original estimate of 373 MMth is
reasonable. TURN agrees with DRA that the original estimate is
reasonable on the groﬁnds that PG&E’s lower forecast resulted from
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lower priced oil. If the Commission adopts a crude oil price of
$17 per barrel, ECR throughput should be estimated at 373 MMth.

PG&E responds that its original estimate was based on an
oil price considerably higher than DRA’s oil price estimate of $17.
DRA acknowledges that EOR throughput is a function of oil prices
and defends its higher throughput estimate on that basis.

We will adopt DRA’s proposal since we have adopted DRA‘s
oil price estinmate.

d. Interutility

PG&E’s updated filing assumes 202 MMth per day (or 53
million cubic feet (MMcf) per year) of interutility transport. Its
estimate assumes that no gas will be sold off-system by PG&E to
Southern California customers from PG&E’s noncore portfolio at the
noncore WACOG. PG&E bases its estimate on 1988 off-system
transport volumes which averaged 42 MMcf per day, not including
interutility transport of customer-owned gas.

DRA supports PG&E’s original estimate of 673 MMth (or 176
MMct per day) on the grounds that the recent large reduction in
interutility throughput occurred as a result of the drop in oil
prices which are again increasing. DRA states that if its oil
price estimate of $17 is adopted, the original PG&E interutility
transport estimate should also be adopted. TURN‘supports DRA’s
position.

Based on our findings regarding gas prices, oil prices,
znd their interrelationship, we will adopt DRA’s forecast of 673
MMth for the test period.

e. Residential and Commercial

PG&E and DRA estimates of residential and commercial
throughput are very cleéose. Our adopted estimates of residential
and commercial throughput are determined according to changes in

model specifications and assumptions determined elsewhere in this
order. ' o
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£. Cogeperation

PG&E developed its estimates of cogeneration throughput
exogenously by adding throughput from projects it expects to come
on line during the forecast period to recorded December 1987
cogeneration usage.

As discussed under the discussion of industrial
throughput, PG&E’s estimate of cogeneration throughput will be
adjusted to reflect the changes proposed by DGS and TURN. With
these adjustments, we will adopt PG&E’s estimate of cogeneration
throughput.

B. Cost of Gas
1. Effects of Qi) Prices on Gas Prices

A major controversy arose during the proceeding regarding
the relationship between o0il and gas prices. PG&E estimated that
the cost of oil would significantly decrease during the forecast
period, making oil a more attractive alternative to noncore
customers and thereby reducing gas throughput estimates. PG&E did

not assume gas prices would fall as a response to the lower cost of
alternative fuels.

DRA, TURN, CIG, Salmon/Mock, CPG, and DGS argued that the
cost of gas’'is influenced substantially by the cost of oil and
other alternative fuels.

ClG’s witness testified that a reduction in oil prices
puts pressure on gas prices as users switch to fuel oil. The
estimated reduction of crude oil prices to $14.62 should force spot
gas prices at the California border down to $1.88 per MMBtu, in
contrast to PG&E’s estimate of $2.20 per MMBtu. CIG arrived at its
estimate by applying a “rule of thumb” used by energy forecasters
to equate the cost of oil to the cost of gas. CIG alseo’ applied a
DRI energy forecast model to check its estimated cost of gas.

CIG observes that the relationship between gas and oil
prices has historically not been a précise 10:z1 ratio. Rather, on
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average, the ratio represents a reasonable equilibrium
relationship.

CPG agrees that it is wrong to assume there is no
relationship between gas and o¢il prices, although it does not
support CIG’s use of a 10:1 ratio. CPG urges the Commission to use
a ”“rule of reason” rather than a “rule of thumb” and not be
constrained between the extreme proposals of PG&E and CIG.

DGS proposes that the Commission consider a six-month
forecast twice a year, since the volatility of oil prices increases
risks to customers and the utility. Altermatively, the Commission

should assume at least that gas prices do follow oil prices to some
extent.

TURN also challenges PG&E’s assunmption that gas prices
will not fall in response to lower oil prices. The majer objectivq
of industry restructuring is to promote competition among gas
supplies and between gas and oil suppliers. It is
counterproductive to assume that every dip in oil prices must be
matched by a discount in utility gas prices, and gas producers will

not drop their prices if PG&E will absordk necessary discounts for
them. PG&E’s assumptions, according to TURN, may result in a self-
fulfilling prophecy which will work to the detriment of all
California gas consuners.

In response, PG&E criticizes CIG’s gas cost estimate by
arguing that the ”rule of thumb” is not a refined method for
estimating future gas prices and that DRI does not rely on such
ratios. DPG&E points to CIG witness’ testimony that the 10:1 ratio
has not held up historically and that DRI does not use such ratios
in its forecasts.

Much debate centered on whether CIG’s estimated wellhead
prices included the El Paso gathering charge of $.34. PG&E arqued
that they did not, and showed that when the $.34 gathering charge
is added to CIG’s price estimate, that estimate exceeded PG&E’S.
CIG responded that its wellbead price did include gathering costs.
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On brief, CIG noted that if the Commission adopts CIG’s
throughput forecast methedoleogy, the Commission need not detexrmine
forecasted oil and gas prices. The“output of PG&E’s models
requires such determinations. S$ince the models are, according to
CIG, unreliable forecasting tools, there is no reason to forecast
specific gas and oil price levels.

We agree with the parties who propose that a significant
reduction in oil costs is likely to result in lower gas prices.

Our new regulatory framework is based in large part on an
assumption that competition between alternate fuels exists. PGLE’s
own case makes that assumption. Where such competition exists,
price changes ocecurring for one product are likely to affect prices
of substitutes. While no consistent historical relationship
between oil and gas is apparent, it is clear that oil prices affect
gas prices over time. Industry experts agree that this ’
relationship exists. Our determinations of gas price forecasts in
the following discussion will be made with this relationship in
mind.

We are surprised that PG&E has refused to recognize such
a relationship in this proceeding. Assuming lower forecasted ¢il
prices, PG&E’s assumptions regarding gas prices for the forecast
period are unrealistic.

2. gCoxe WAQOG

The core portfolio contains all long-~term supplies and
any short-term supplies needed to meet demand. In this
application, PG&E estimated its core portfolio WACOG to be $1.92 in
1989. DRA estimated the core WACOG to be $1.87.

Much of the debate regarding gas costs centered around
prices for gas from California sources and Southwest suppliers,
which together make up about a quarter of total supplies. Overall,
DRA does not expect the price of short-term supplies to increase
during the forecast period. PGLE expects increases for California
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and Southwest supplies. Appendix B, Table 3 provides our adopted
forecasts of gas prices and volumes from various supply sources.
a. Califoxrmia Supplies

PG&E estimates California supplies will average
$1.85/MMBtu during the test period based on the price it is
currently paying for small volumes of California gas. DRA believes
California supplies will average $1.70/MMBtu, which is the present
negotiated price for California gas. DRA does not believe
California gas prices will rise as a result of upcoming contract
negotiations with California supplies, given the fall in oil
prices. .

TURN states that PG&E’s estimate is probably inevitable,
given the recent legislative intervention inte PG&E’s relationship
with California producers.

Salmon/Mock supports the PGLE estimate on the grounds
that PG&E has already negotiated an increased price with some
producers and because PG&E currently intends to offer an increased
price of $1.85/MMBtu to all California producers.

Since PG&E is already paying $1.85 MMBtu for some gas, we
will adopt that amount as a reasonable estimate of prices for
California gas.

b. Recky Mountain Supplies

PG&E estimates Rocky Mountain supplies will be
$1.67/MMBtu. DRA accepts PG&E’s price and volume estimates. CIG
proposes a Rocky Mountain price of $1.35/MMBtu, based on its
analysis of the effects of oil prices on gas prices. We will adopt
a price of $l1.67/MMBtu because it is the rate currently on file
with the Federal Energy Regulatory Commission (FERC).

c. El Paso Supplies

There is no dispute with PG&E’s assumption that El Paso

supplies will be too expensive to be purchased economically during

the test period. We will not assume any supplies “rom El Paso-
during 1989. '
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d. PRGT _Supplies

PG&E estimates a border price of $1.847/MMBtu, which is .,
the rate in the currently effective PGT general rate case before
FERC. DRA concurs with this estimate. CIG proposes a Canadian
price of S1.61/MMBtu, based on its forecast of falling gas prices
generally.

Since the record was submitted in this case, Canadian
producers filed an application with the Canadian National Energy
Board (NEB) to increase the commodity rate to $1.90/MMBtu. The NEB
approved the rate on a temporary basis. We do not expect this rate
to go below $1.90/MMBtu, since some producers are seeking a higher
price and PGT has accepted the $1.90/MMBtu price. We will.take
official notice of NEB ruling and adopt $1.90/MMBtu, adjusted %o
$1.94/MMBtu at the California border, for The Canadian gas price.

e. Southwest Supplies ]

PG&E estimates the cost of Southwest supplies to be
$2.20/MMBtu during the test period. DRA estimates Southwest
supplies will average $2.03/MMBtu, which is the average price
during the period October 1987 through September 1988. DRA bases
its estimate, in part, on DRI forecasts which predict an almost
equal probability of a slight rise in oil prices and a sharp
decrease in oil costs. Following PG&E’s divulging some price
information in its contract with ENRON, DRA modified its estimate
wpward to $2.13/MMBtu.

PG&E criticizes DRA’s estimate because it assumes 1987
prices will remain constant through 1990 and fails to take into
acecount El Paso’s general rate case.

Similarly, Salmon/Mock believes DRA’s estimate is too low
given that 50% of PG&E’s Southwest supplies will be purchased under
long-term contracts at $2.30/MMBtu.

DRA responds that the effects of the El Paso rate case
cannot be inferred- from PG&E’s data. To this, TURN adds that the
El Paso rate increase is subject to refund, and that it is wrong to




A.88=-09=032 ALJT/KIM/jt #*

assume that gas purchasers, as opposed to producers, will bear all
of the increase. TURN also adjusted its estimate of Southwest gas
prices-=to $2.15/MMBtu~-after PGLE.presented information about its
long~term agreements.

Half of PG&E’s Southwest gas is purchased at $2.30.
Consequently, the average price of Southwest supplies would be
$2.20/MMBtu if the other half of the supplies averaged $2.10 MMBtu.
We find this amount high for spot gas given world ¢il prices. We
also agree with TURN that the effects of the El Paso rate increase
should not be assumed to fall entirely on purchasers. We will
assume an average price for Southwest gas of $2.10. This amount
assumes that Southwest spot prices will be, on average, $1.90.

£. Yolumes from the PCT Line

Significant controversy arose during the hearings
regarding capacity on PG&E’s interstate lines. PG&E estinmates
Canadian gas takes of 878 MMcf/day (or 320 Bef per year) in 1989,
an amount significantly below total capacity and considerably less
than actual throughput in 1988. These estimates result in higher
total gas costs since Southwest gas is more expensive than Canadian
gas..

DRA, Salmon/Mock, TURN, CPG and CIG argue that PG&E is
underestimating the volume of takes on its PGT line and
overestimating those from the El Paso line.

CPG agrees that reduced throughput over the PGT line
could occur if PG&E’s throughput estimates are adopted. It argues,
however, that constraints which would block full utilization of
PGCT’s capacity under any sc¢enario have not been demonstrated. CPG
points out that PG&E has, in the pending PGT rate case at FERC,
stipulated to an estimate of 1,000 MMcf/day, well above PGLE’S
estimate in this case. CPG also comments that PG&E should have a
special burxden to demonstrate that it cannot carry greater volumes

over the PGT line given its_pending proposal at the CPUC to expand
its existing system.

.
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DGS also points out that PG&E is ignoring the PGT rate
case, and that PG&E is currently operating the PGT pipeline at full
capacity. The Commission, according to DGS, should assume that the
PGT pipeline will operate at full capacity year round.

Salmon/Mock agrees that PG&E has not provided evidence to
demonstrate that it cannot operate the PGT line at full capacity.
Salmon/Mock proposes that the Commission adopt a forecast which
allocates 60 MMcf/day for noncore customers in the northern portion
of PG&E’s system and 60 MMcf/day of interutility transportation of
Canadian gas for customers in southern Califormia, in additien to
the 878 MMcf/day forecast by PGLE.

PG&E responds that it cannot increase PGT takes without
reducing below minimum capacity levels the takes from the El Paso
line. PG&E also states that at higher volumes estimated by DRA, it
nust pay higher commodity costs for PGT gas because of increased
compressor fuel usage.

We agree with the parties who argue that PG&E has not
demonstrated why it can transport less than the maximum capacity
over the PGT line during the test period. PG&E’s witness testified
that average deliveries on the PGT line were 1,009 MMcf/day during
January through November 1988. PG&E forecasts ne transport of
Canadian gas over the PGT pipeline in 1989, and Canadian gas is
less expensive than Southwest gas. We also note that PG&E has
stipulated to forecasts of full capacity over the PGCT pipeline in
the PGT rate case. Accordingly, we will adopt an estimate of 1,009
MMcf/day of Canadian gas over the PGT pipeline for the test period.

3. Nongcore WACOG

As we determined in D.87-12-039, the noncore portfolio
contains only short~term supplies with prices that are firm for up
to 30 days. PGAE estimated a noncore WACOG of $2.20 per MMBtu for

1989, mainly on the basis of estimates of Southwest gas spot
prices.
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DRA forecasts a noncore WACOG of $1.97 based upon a 12~
month historical average of spot prices at the California border
provided in the reports of Natural Gas Week. DRA states PGAE’S
estimate relies too heavily on recent winter prices, which tend to
be higher than average annual prices. As discussed above, DRA
states the effects of the El Paso rate case on Southwest supplies
cannot be inferred from PG&E’s data. TURN supports DRA‘s position.

CIG estimated the noncore WACOG to be $1.82 for reasons
presented in the previous section on the effects of oil price
changes on gas prices.

We will adopt a noncore WACOG of $2.20, consistent with
recent trends in the spot market. '

4. Irapzition Costs

In D.87=12=039, we determined that transition costs are
those which:

© Took effect hefore December 3, 1986

© Were incurred for the benefit of all
ratepayers;

¢ Were intended to be recouped from all
ratepayers;

o Result in costs in excess of a currently
reasonable level.:

Among those costs recognized as transition costs are El
Paso liquids, Order 94/270 costs, take-or-pay for Rocky Mountain
and Canadian supplies, GEDA costs, and storage demand charges.
Most transition costs were not disputed by the parties. In those
cases, we adopt PG&E’s estimates as reasonable. Disputed issues
are discussed below.

a. Storage-Related Costs

PG&E estimates storage~-related transition costs based on
an annual forecast. DRA forecasts these costs based on a monthly
average because storage-related costs are booxed monthly on the
basis of monthly core WACOGs and average industry values. DRA
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believes forecasting accuracy requires an estimate of seasonal spot
price variations. PG&E responds that the differences in estimates
are largely due to differing gas price forecasts, but that DRA’s
methodology is contrary to that developed in D.87-12-039 and is
subject to greater uncertainty.

We agree with PG&E that we should not change our
methodology at this time. We will use PG&E’s approach of weighting
average annual gas costs, based on the costs we adopt in this
order. ‘

b. El Pase Filings at FERC

PG&E proposes to establish an interest-bearing deferred
debit account to track potential new transition costs which may
result from FERC resolution of various El Paso filings. PG&E

proposes that disposition of any account balances be considered in
its next ACAP. )

CPG agrees with PG&E’s propesal to defer resolution of
this issue until after FERC’s ruling is final. TURN arques that
PG&E should not be granted interest for these extraordinary costs.

DRA does not take issue with PG&E’s position but notes that the
quantification and method for recovering take-or-pay obligations
will become: highly controversial when they are known.

We will adopt PG&E’s proposal to establish a deferred
debit account, with interest, which will be considered in PG&E’Ss
next ACAP.

5. EOR and GC-2 Revenues

PG&E estimates $4.)1 million credit from the EOR market.
DRA’s forecasts $6.9 million, mainly as a result of differing EOR
forecasts. PG&E urges that if the Commission adopts PG&E’s EOR
forecast, it should adopt its EOR credit.

TURN points out that PG&E’s revenue estimates do not

include_escalation rates which are included in contracts with EOR
and GC=-2 customers.
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Because we have adopted DRA’s estimate of EOR throughput,
we will adopt DRA’s associated forecast of EOR credits in the
amount of $6.9 million. We agree with TURN that a more accurate
estimate of EOR and GC-2 revenues would include escalation factors.
We will adjust the EOR and GC-2 revenues using escalation factors
of 3.4% and 3.738%, respectively, and expect PG&E to present
escalated numbers in the futura.

C. goet Allocation

Cost allecation is the process of assigning fixed and
variable costs to various customer classes. PG&E’S core customers
include residential, small commercial, and large commercial
customers. The remainder, including industrial, UEG, cogeneration
and wholesale customers, are noncore customers.

1. Yariable Costs

The primary variable cost to PGAE is the cost of gas.
Under the C6mmission’s\new'regulatory framework, large customers
may elect to purchase gas directly from suppliers oxr brokers and
have PG&E transport the gas. Alternatively, such customers may
continue to purchase gas from the utility at tariffed rates, which
xay change every two weeks to reflect price and market changes.

Core prices, on the other hand, do not change frequently
to reflect changes in gas costs. PG&E accounts for differences
between rates and c¢osts in its Purchased Gas Adjustment Account
(PGA), a halancing account which relieves PGAE of any risk
associated with core gas costs.

PG&E proposes, and DRA concurs, that PGA account balances
should be allocated on an equal~cents-per-therm basis to both core
and core elect customers.

PG&E’s proposed treatment of PGA balances is consistent
with our previous orders and will be adopted.

2. Fixed Costs

Fixed costs are those which are relatively stable and are

generally incurred notwithstanding the volumes of gas flowing
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through the utility’s system. PG&E is at risk for any nmismatch
that occurs between noncore costs and rates except in the case of
certain levels of NRSA balances which are recoverable for two years
following inmplementation of our program.

In D.86-12-009 and subsequent orders, we established cost
allocation principles for PGEE’s fixed costs. PG&E does not
propose any changes to adopted methods for allocating fixed costs.
Such costs include those associated with distribution,
transmission, storage, and administrative and general expenses.

a. Negotiated Revenue Stability

Account (NRSA) Balances.

The NRSA tracks recovery of revenues associated with
fixed costs allocated to the noncore market. As of November 1988,
the NRSA balance was zero. During periods when the balance is .
negative, PG&E proposes that NRSA undercollections be allocated on
an equal-ceﬁts-per—therm basis to all customer classes. It uses
this method because its result approximates the same result that
would have occurred had the original estimates of revenues and
expenses bheen correct.

DRA proposes that they be based on an equal percentage of
fixed cost revenue. DRA makes this recommendation because the
Commission has traditionally used such an allocation method for
fixed cost underrecovery. DRA believes the equal percentage of
fixed cost allecation approximates the rate structure that would
have resulted if noncore throughput had been correctly forecast.

It also mitigates the destabilizing effects of increasing large
customer rates.

DGS supports DRA’s proposed allocatien since it nmimics
the actual cost allocation which would have occurred if the demand
forecast had been correct.

CIG proposes that NRSA balances be allocated only to core
customers. To allocate these balances to the nencore will only
exacerbate the problem that created the undercollection. As a
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matter of fairmess, the NRSA balance should not be allocated to the
noncore because those who will end up paying for it will be default
customers: other noncore customers will be able to negotiate
around it.

TURN recommends that the entire balance be initially
allocated to the noncore market on an equal-cents~-per~therm basis.
TURN argues that the DA model will end up allocating certain fixed
costs €O core customers anyway, and noncore customers will never
pay more than their value of service. It would be unfair for core
customers to pay noncore fixed costs through the allocation of NRSA
balances and through the discount adjustment process, especially
when the costs involved were originally allocated to the noncore
class. TURN also arques that core fixed costs are allocated only
to core. As a matter of fairmess TURN believes the entire NRSA
balance should be allocated to the noncore.

We will allocate all NRSA balances to the noncore, as
TURN suggests. We believe this allocation is fair because we have
allocated all core fixed cost balances to the core. By so doing,
we do not change allocations between the core and noncore.

b. Iake-—or=Pay Transition Costs

Téke-ar-pay transition costs are allocated on an ecual-
cents-per-therm basis and are recovered through volumetric rates.
In D.87-12-039, we recognized that the potential magnitude of these
costs could require altermate treatment.

In this case, these costs are very small. Accordingly,
we will continue the current method of recovering them.

3- ECR Revepues

PG&E proposes to allecate EOR revenues by an equal
percentage of base fixed costs or margin. As DRA points out, we
required, in D.87-12-039, that such costs be allocated on an equal
percentage of fixed costs, that is, base costs plus pipeline demand

charges. We will not change this allocaticrn principle at. this
time.. -




-

A.88=09=032 ALY/KIM/jt #w

The Cogeneration Shortfall Account (CSA) is a balancing
account established to account for a revenue shortfall occurring
when cogenerators pay less than the average UEG rate because their
otherwise applicable rate is temporarily lower. There is no
undercollection in the CSA at this time.

' PGSE recommends allocating CSA balances to all customers.
DRA and CCC object to this allocation and point out that the
Commission, in D.87-05=046, directed that shortfalls should be
distributed to the UEG class to promote efficient production of
electricity and on grounds of equity. .

TURN proposes elimination of this account on the grounds
that it provides too much protection to the utility. If it is not
eliminated, TURN proposes that undercollections be recovered from
UEG and cogeneration customers.

SCE supports PG&E’s propesal on the grounds that this
rsubsidy” to cogenerators is based on the presumed benefits of more
efficient overall gas usage through the cogeneration process.

Since those benefits accrue to all customers, all customers should
pay the subsidy.

We will adopt DRA and CCC’s recommendation to allocate
shortfalls to the UEG class for the reasons we adopted this
practice in D.87-05-046. In response to SCE’s comments, we believe
it more appropriate to price services based on ¢ost in order to
send appropriate signals regarding use rather than to allocate
costs on the basis of incidental and widely dispersed benefits of a
technology.

We will not eliminate this account at this time, as TURN
suggests. However, we believe that as PGSE’s competitive posture
improves under our new regulatory program, it may be appropriate to
eliminate this and similar accounts designed to protect the utility
during this transition period.
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b. Proposed Accounting chande to CSA

PG&E requests that the Commission approve a modification
to the CSA. Undex its proposal, PGKE would book the difference
between revenues at the adopted average UEG rate and the average
rate actually paid. Under existing practice, PG&E books the
difference between cogeneration revenues at the actual UEG average
rate and the otherwise applicable schedule, whenever the latter is
lover.

PG&E argues that the current accounting method leads to a
shortfall because of differences between forecasted revenues and
actual revenues occurring due to weather. Under our rules,
cogenerators may purchase gas out of either UEG tariffs ox’
otherwise applicable rates. During a dry year, rates for the UVEG
class fall below those forecasted (because demand is higher and
fixed costs are spread over larger volumes than expected). When
UEG rates are lower than other rates applicable to cogenerators,
those customers use the UEG rate, leading to a shortfall from them.

PGLE forecasts that it will lose about $5.0 million
between May and December 1988 as a result of this effect.
Accordingly, PG&E requests that the Commission “smooth the year-to-
year effects of the adopted cost allocation and rate design
pelicies on cogeneration gas transportation revenues” which occur
because of weather. In the alternative, PG&E states forecasting QF
gas prices would take care of the problem. This approach is being
discussed between PG&E and QFs.

Other parties to the proceeding object to PG&E‘Ss
proposal. TURN points out that during a dry year, PG&E may lose
revenues from cogenerators, but its revenues from UEG customers
increase. DRA objects to the proposal because the modification
would reduce risk to PG&E and increase risk for its ratepayers.
According to DRA, PG&E is already protected from underrecovery of
noncore revenues by way of the NRSA account and that potential
losses during some years would be offset during others. PG&E
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should not be granted increased regulatory protections six months
after the new program has been put into place. CCC and DGS also
oppose PG&E’s proposal.

We will not adopt PG&E’s proposal. We agree with DRA and
TURN that the modification effectively shifts risk from PGLE to
core customers. The risk PGLE currently bears for a cogeneration
shortfall is not excessive and is offset by potential gains from
UEG customers during a dry year. Further, the probability of
losses in some years is offset by the probability of gains in
others.

We remind PG&E that our program was developed to provide
improved incentives for efficiency for PG&E and additional.
opportunities to benefit from competition. Increased protections
in gas markets will only be granted where significant harm would
otherwise result to shareholders or ratepayers. Whether QF gas
prices are based on a forecast is an issue which may be considered
in other Commission proceedings and we need not address it here.

5. Qil Bum Credit for Cogenerxators

DGS proposed a mechanism to address the effects of
economic oil burns on cogeneration rates. Under curxent policy,
PG&E switches from gas to o0il whenever oil is cheaper than the
incremental cost of gas (even though oil may be more expensive than
the core WACOG). As throughput drops, cogeneration gas rates
increase to reflect the higher UEG rates from two months previous.

DGS proposes that during months when economic ¢il burms
occur, the cogeneration gas rate should be developed by dividing
gas fixed costs by throughput including both gas and ¢il burned for
econonic reasons. According to DGS, such a mechanism would put
¢ogenerators in the same position as they would be in if PG&E
operated under a 7two-company” policy. Under a two-company policy,
PG&E would burn ¢il only when the oil price was less than the core-
elect WACOG, resulting in fewer oil burns.
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PG&E dbjects to DGS’s proposal on the grounds that the
Commission has recognized that the actual average rate paid by UEG
customers (and therefore cogeneration customers) will vary-monthly
according to many factors, including weather conditions. DGS’
proposal, accoxrding to PG&E, is one-sided and insulates
cogenerators from one factor that can increase their rates. If UEG
rates are higher than otherwise applicable rates, cogenerators may
switch schedules.

SCE also objects to DGS’ proposal. SCE states the
distortion between cogenerator and UEG rates is not due to the
”one~-company” policy but rather due to distortions caused by PG&E’S
demand charges.

We will not grant DGS’/ request to change accounting for
economic oil burns. We developed the one-company policy because it
results in the most efficient use of resources. The fact that it
is not applied across companies, like Southern California Edison
and Southern California Gas, does not make it unfair. The
converse--that cogenerators receive a windfall from a two-company
policy=-=-could also be true. Under existing policy, cogeneratoss

may still opt to use the otherwise applicable industrial rate when
UEG rates increase.

6. Revenue Shortfalls Resulting

In Resolution G=2796, we directed PG&E to track revenue
shortfalls resulting from transferring core customers to noncore
status. We stated we would determine treatment of those shortfalls
in this proceeding.

TURN proposes that these revenue shortfalls be shared
equally between ratepayers and shareholders. According to TURN,
this would give the utility the incentive to adjust its cost
allocations to capture the reassignment of such customers as
quickly as possible. Once such cuvatomers are treated as noncore
for cost allocation, there would no longer be any ongoing impact on
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the core balancing account. TURN adds that the shortfall from the
Stone Container Corporation contract should be borme entirely by
PG&E since the Commission rejected that contract in Resolution
G-2818.

PG&E believes TURN’s proposal is unfair and illogical.
Since revenues received from reassigned customers continue to be
recorded in core balancing accounts, there is no windfall for
shareholders through the noncore gas fixed cost account. Coxe
customers are actually better off as a result of reassignment than
they would have been without it because they continue to receive
some revenues rather than nene.

While shared losses may provide some incentive for the
utility to reduce costs, we agree with PG&E that the value of the
incentive is outweighed by the issue of fairmess. The existing
accounting treatment for customers who have transferred to noncore
status is reasonable and generally consistent with our program.

D- Rate Desian ,

- Generally, the parties applied the rate design principles
established in D.87-12-039. They also applied the conceptual
framework for baseline rates adopted in D.88«10-062. Ouxr final
rate design is presented in Appendix C.

1. Baseline Rates ,

PG&E proposes to set residential rates so that the 93.7%
differential between tiers is consistent with that adopted in
D.88-10-062. DRA generally agrees with this rate design proposal,
but recommends retaining the $.40 per therm differential between
Baseline and Tier IX adopted in D.88-10-062. DRA notes that using
PG&E’s percentage difference will result in a rate spread of about
$.44, an amount the Commission rejected in its baseline order.

We will adopt DRA‘s proposed $.40 per therm differential
as reasonable and consistent with D.88=~10-062 and SB 987.

e s
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2. Summer and Winter Commercial Rates

PG4E proposes a 35% differential between summer and
winter commexcial rates. According to PG&E, this differential was
adopted by the Commission in D.87-12-039, and in recognition that
the actual winter/summer differential appeared to be more than 35%.

TURN characterizes this differential as ”“excessive”,
observing that PG&E apparently allocated all distribution related
costs exclusively to the winter pericd. TURN argues that
distribution facilities must be in place to serve load all year
long. Accordingly, the differential in cost attridutable to peak
usage should be allocated as a winter-only cost component to avoid
placing an undue burden on seasonal commercial customers. '

DRA concurs with PGLE’s method as reasonable and

consistent with D.87-12-039. We will continue to use the practice -
adopted in that order.

3. Take—or-Pay and El Paso

DR2 and DGS propose that existing take-or-pay costs
should be collected volumetrically to encourage the utilities to
negotiate the best rate with pipelines. We believe this is
reasonable approach and will reflect it in our adopted rate design.
Existing direct bill expenses should continue t¢ be recovered in
the demand charge, pursuant to D.87=12-0395.

4. Transition Cost and Implementation
Balancing Account Surcharges

PG&E proposes that it be perﬁitted to discount Transition
Cost and Implementation Balancing Account (TC/IBA) surcharges.
PGSE believes this additional flexibility will allow it to retain
load.

DRA and TURN support this proposal. DRA states that
PG&E, if granted this flexibility, be required to (1) bhook
negotiated revenue above variable and customers costs first, to
implementation and transition accounts: and (2) apportion necessary
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discounts to all accounts pro rata so that its gquarantee to
eventually recover remaining balances can be scrutinized on an
account-by-account basis. TURN supports DRA’s recommendations.
PG&E does not object to them.

We agree that the additional flexibility PG&E requests
may reduce load loss. We will adopt DRA’s suggestions regarding
associated accounting principles.

E. Revenue Requirement
1. Balancing Account Balances

The parties agreed that we should use the latest
available information regarding balancing accounts balances. On
February 9, 1989, PG&E filed an update of balancing account amounts
including the PGA as of January 31, 1989. The final amount is
$205.2 million, which is to be amortized over one yvear with the
exception of the core and noncore implementation balancing
accounts, which are to be amortized over 16 months. The balances
are presented in Appendix B, Table 6.

PGSE proposes to seasonally adjust the Core Gas Fixed
Cost Account (GFCA) by forecasting undercollections as of April
1989 to mitigate a potentially large increase to core customers.
DRA concurs -with these proposals.

Both SCE and DGS recommend extending balancing account
amortization periods if required to avoid rate shock. In addition,
DGS believes the Commission should provide a 45-day period before
implementing new rates in order to allow customers to respond in
advance to increased rates. CIG proposes a grace period of four
months. PG&E states there is no justification for this delay
beyond the self-interest of the parties proposing it.

The only other controversy regarding balancing account
amounts concermned the CFA. DRA challenged PG&E’Ss estimate for the
allowance for doubtful accounts, recommending a $3.6 million
adjustment to the CFA. PG&E has agreed to the adjustment, and we
have reflected this in the updated balancing account balances.
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We will not adopt proposals by DGS and CIG to defer rate
implementation. The effect of that would be to put further upward
pressure on rates in the subsequent period. Additionally, large
customers should be able to respond quickly enough to higher rates
if it serves their interests. Those customers have had an
opportunity to plan for rate increases since September 1988 by way
of PG4E’s customer notice.

Since balancing account balance undercollections are not
large, we will amortize them with the exception of CIBA and NIBA
balances over a one-year period, which is our usual practice. CIBA
and NIBA balances will be amortized over 16 months.

2. 1989 Attrition Year Revenue Requirement

PG&E requested that its base revenues in this f£iling be
updated to reflect 1989 attrition year revenue requirement adopted
in G=-2838. The parties did not object. DPG&E’s gas revenue
requirement for 1989 was increased $37.18 million by Commission
Resolution G-2838. The total gas revenue regquirement adopted in

this proceeding is updated to reflect these attrition year
adjustments.

3. Iotal Revenue Redquirement

PG&E’s modified 1989 ACAP application requests a total
gas revenue reguirement of $2,656.7 million, which does not reflect
1989 attrition changes or updated balancing account estimates. Our
adopted revenue requirement based on the findings made above is
$2,821.2 million and is presented in Appendix B, Table 6. This
reflects the 15989 attrition changes and balancing account balances
as of January 31, 1989.

F. oOther Matters
1. Notice Regquirements
TURN notes that PG&E’s total revenue requirexent
increased substantially in its amended filing, but PG&E did not
notify its customers of that increase. TURN states the Commission
has consistently refused to grant a revenue regquirement higher than
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that noticed to custonmers, and suggests that the Commission
continue to follow that policy.

DRA agrees that PG&E should have amended its application
and noticed that change. DRA notes that the exception to the rule
is a case where increase in expenses results from updated balancing
account balances. In this case, forecast assumptions—-not
balancing account expenses--changed.

PG&E responds that its notice includes reference to the
fact that the rates adopted by the Commission may be higher or
lower than those requested.

In this case, we do not need to rule on the notice issue
since we authorize a revenue regquirement increase for PG&E. less
than the amount shown in its original notice. We have, in this
order, directed PG4E to refrain from late-filed changes to its
application in future proceedings except in unusual cases. If it
does increase its rate request following the original notice, we
will at that time consider whether additional notice is required.

2. Proprietary Information

A number of parties objected to PGE&E’s use of proprietary
‘data in this proceeding. DGS suggested that PG&E‘’s refusal to
disclose information used as inputs to its models was ”arrogant”
and future proceedings should not permit use of “black box”
ratemaking.

TURN suggests that PG&E should be required to include in
its workpapers complete documentation of any computer models used
in preparing the company’s case, consistent with AR 475 and in
order to preclude the time-consuming process of discovery which
arose in this case. TURN also criticizes PG&E’s use of a
confidential assessment of willingness-to-pay. The confidentiality
of this infermation, according to TURN, has lead to discovery
problems in this proceeding. Finally, TURN also states that
relying upon PG&E to rxun the model-~because Commission staff cannot
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run the model independently=-is cumbersome and creates the
appearance of impropriety. DRA generally supports TURN’s comments.

We are currently considering general rules regarding
access to computer models in I.88-04-030. These rules will address
access to models in future ACAPS.

3. Updated Information

The parties generally agree that the most recent
balancing account balances should be reflected in the Commission’s
final order. PG&E had also requested an opportunity to update
forecast information. During hearings, a number of parties
cbjected to this updating. DRA points out that updating contested
issues after the conclusion of hearings would make the hearing
process meaningless. We agree with that assessment and will not
en;ertain updates of contested issues in future ACAPs.

This first ACAP has been a complex and contentious
proceeding. The controversy is due, in part, to the fact that PG&E
is now at greater risk for revenue recovery, making the forecasting
stakes higher. PG&E’s application in this proceeding paints a
bleak picture of the future. It forecasts significant and in some
cases dramatic increases for all classes of customers.

In addition, forecasting by its nature can be extremely
complex. In this case, PG&E used two complicated models which were
made more complex by their interxaction. This decision seeks to
minimize model complexities and simplify specifications and
assumptions that do not detract from the model’s usefulness.

The complexity and controversy were increased when PG&E
made significant changes to its application during the hearing
process. The introduction of these changes required additional

efforts by the parties to review the data, and additional hearing
days. :
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A major objective of this decision is to establish a
framework for analyzing throughput in future ACAPs. It cannot
resolve all forecasting problems. We believe forecasts will
improve as the utilities, the parties, and the Commission gain
experience with the ACAP process and with the evolving gas markets.
Wnile we anticipate improvements to forecasts, we intend that the
quidance provided by this order be applied in the future.

We also comment on other aspects of future ACAPs. It is
our intent, as time goes on, to modify our program to provide the
utilities with more opportunities to compete, and thereby further
encourage efficiency in gas markets. Accordingly, we do not
anticipate increasing regulatory protections for PG&E, as it has
requested in this proceeding, but rather reducing them, barring
changes which make gas markets less competitive. Accordingly, we
expect to review the viability of balancing accounts and other
protective mechanisms which may be better transitional practices
than permanent ones. We also intend to look further at our cost
allocation practices which affect the competitiveness of the market
and of the utilities, consistent with the requirements of S$B 987.

Throughout, we retain our commitment to protecting the
core from unnecessary rate increases and service problems. In
effect, we continue to, recognize that core customers are best
protected in competitive markets when rates are set closer to cost,
thereby preventing uneconomic bypass of utility networks. We also
believe that competition, if successful, will work to reduce the
cost of gas for all customers. '

Findi - Fact

1. Gas throughput is the total demand for natural gas from
the utility system, including sales and transport gas.

2. PG&E’s estimate of gas throughput included the use of
econometric models to forecast the effects of economic activity,
fuel prices, weather and ssher factors on demand.
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3. PG&E used a discount adjustment model to forecast
discounts from tariffed transport rates required to keep large
customers from P28, G=IND, and COGEN on its system.

4. DRA’s assumption that a recession will not occur in 1989
is suppoerted by industry analysts.

5. Some of PG&E’s customers purchase propane at retail
rates.

6. TForecasted propane prices during the test period should
include weighted values for the cost of retail and wholesale
propane prices according to the percentage of customers who
purchase propane at retail and wholesale rates.

7. Fuel oil prices declined during the final months: of 1988,
prior to OPEC price=-setting meetings, but have since increased.

8. PG&E’s estimates of customer growth during the test
period are reasonable.

9. Models used to forecast required unadjusted throughput
and discounts for PG&E’S noncore customers should include an

estimate of the effects of demand charges on customer decisions to
fuel switch.

10. PG&E did not provide evidence that customer perceptions
regarding service reliability have changed since D.87~12-039 was
issued.

11l. GC=2 customers with contracts that expire in 1989 are not
distinguished from other customers in terms of the value of gas
relative to the value of alternative fuels, once those contracts
expire.

12. Significant numbers of PG&E’s large noncore customers may
elect core status. A model designed to estimate required discounts
for noncore customers would provide a more accurate estimate of
noncore revenue if it included core and noncore gas prices,
weighted accoxding to volumes purchased.

13. Cogener=%ion purchases used to generate steam are
appropriately included in industrial throughput estimates.
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14. Cogeneration purchases sold under the G-IND tariff are
appropriately included in industrial throughput estimates.

15. PG&E appropriately estimates UEG volumes based on average
hydro year conditions.

16. Estimates of UEG volumes should be based on estimates and
methodologies adopted in PG&E’s and SCE’s ECAC proceedings, to the
extent those estimates are based on average hydro year conditions.

17. PG&E’s and DRA’s estimates of residential and commercial
throughput for the test period are almost identical.

18. TURN’s proposed methodology for estimating required
noncore volume discounts is more accessible and understandable than
PG&E’s. .

19. TURN'’s proposed model is a reasonable alternative to
PG&E’s discount adjustment model for purposes of forecasting
required discounts to noncore customers.

20. Workshops are likely to help interested parties
understand ACAP forecasting models and will provide a forum for

determining improvements to- forecasting methods.
21. Changes in oil prices influence, to some extent, gas
prices. Estimates of gas prices during the test period which

reflect this relationship are likely to be more accurate than those
which do not.

22. The noncore portfolio contains short-term supplies with
prices that are firm for up to thirty days.

23. The core portfolio contains all long-term supplies and
any short-term supplies needed to meet demand.

24. El Paso supplies are likely to be too expensive to be
purchased economically during the test period.

25. PG&E has stipulated, in PGT’s general rate case, to an
estimate of 1,009 MMcf/day over the PGT pipeline. ©PG&E
transported, on average, 1,009 MMcf/day over the PGY pipeline
between January 1988 and November 1988.

PR
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26. A deferred debit account will reduce PG&E’s risk of
recovering costs related to pending El Paso f£ilings at the FERC.

27. Allocating NRSA balances entirely to noncore rates is
fair since core fixed costs are allocated entirely to the core, and
because such allocation does not result in changes to established
allocation principles.

28. Allocating CSA undexcollections to the UEG class promotes
efficiency and equity.

29. PG&E may realize a revenue shortfall from cogenerators
during dry years when the UEG rate falls below the otherwise
applicable rate to ¢ogenerators.

30. The risk PG&E bears for a cogeneration shortfall under
existing CSA accounting practices is offset by potential gains from
UEG customers during a dry year, and by potential gains undexr the
CSA during a wet year. )

31. Changing CSA accounting practices at this time would
provide unwarranted regqulatory protections to PG&E.

32. PG&E’s UEG facility switches from gas to ¢il whenever oil

is cheaper than the incremental cost of gas. As UEG throughput
falls, cogeneration gas rates increase because the fixed UEG demand
charge is spread over smaller volumes in the rate parity formula.

33. PG&E’s ”one-company policy” is designed to promote
efficient use of resources.

34. Cogenerators may opt to use the otherwise applicable gas
rate when UEG rates increase.

35. This proceeding did not anticipate addressing whether
SCE’s Cool Water plant should be treated as a UEG facility.

36. PG&E may be able to retain additional load by discounting
transition cost and implementation balancing account amounts.

37. Booking negotiated transportation revenues in excess of
variable and customer related costs to TC/IBA accounts will provide

appropriate safequards in cases where PG&E discounts TC/IBA
surcharges. :
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38. Collecting take-or-pay transition costs veolumetrically
will provide the utilities improved incentives to negotiate the
best rates with pipelines.

39. Deferring rate implementation will place upward pressure
on rates in subsequent perlods.

40. Escalating EOR and GC-2 revenues according to contracted
amounts provides a more accurate forecast of those revenues.

41. Updating contested information following hearings fails
to permit appropriate review of such information.
conclusions of Law

1. PG&E should be ordered to make tariff changes in .
accordance with the rates shown in Appendix C.

2. CACD should schedule workshops, following PG&E's next
ACAP filing, to consider ACAP forecasting models and explore
refinements to them. -

3. The Commission should continue to use a $.02 gas premium.
The premium should apply to all noncore customers, including GC-2
customers.

4. Estimates of customer discounts should reflect customers’
ability to elect core status, and should weight core and noncore
gas prices according to volumes purchased.

5. PG&E’s recquest to change CSA accounting practices should
not be adopted.

6. DGS’ request to change the way cogeneration rates are
calculated during UEG oil burn pericds should not be adopted.

7. Using the Lundberg survey, a reasonable estimate of
propane prices for 1989 is $0.361 per therm.

8. A reasonable estimate of No. 6 fuel oil prices in 1989 is

$17 per barrel, equivalent to a $.285 delivered price and $.254
burnertip price.
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9. A reasonable estimate of No. 2 fuel oil for 1989 is the
equivalent of $.324 per therm.

10. Models used to estimate PG&E’s unadjusted noncore
throughput volume and rate discounts should include a proxy of
demand charges in the amounts of $.03 per therm fox volumes
associated with negotiated contracts and $.05 per therm for volumes
associated with default agreements.

11. A reasonable estimate of EOR throughput for the test
period is 373 MMth. _

12. A reasonable estimate of interutility throughput for the
test perioed is 673 MMth.

13. A reasonable estimate of California gas prices during the
test period is $1.85 per MMBtu.

14. A reasonable estimate of Rocky Mountain gas prices for
the test period is $1.67 per MMBtu.

15. The currently effective price for Canadian gas supplies
is $1.94 per MMBtu at the California border and is a reasonable
price estimate for the test period.

16. A reasonable estimate of Southwest gas prices for the
test period is $2.10 per MMBtu.

17. An estimate of 1,009 MMcf/day over the PGT line during.
the test period is reasonable.

18. A reasonable estinate of the core WACOG during the test
period is $1.944 per MMBtu.

19. A reasonable estimate of the noncore WACOG during the
test period is $2.20 per MMBtu.

20. It is reasonable to estimate storage-related transition
Costs based con an annual forecast.

21. It is reasonable to allocate PGA balances on an equal-
cents=per-therm basis to core and core elect customers.

22. It is reasonable to allocate existing transition costs on
an equsl-cents-per-therm basis, with storage-related transition
costs allocated using a cold year forecast.
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23. It is reasonable to allocate EOR revenue credits on DRA’‘s
methodology of an equal percentage of fixed costs.

24. The existing accounting treatment of revenues from
reassignment of core customers is reasonable.

25. It is reasonable to retain the $.40 per therm
differential between baseline and Tier II rates.

26. A 35% differential between summer and winter commercial
rates is reasonable. )

27. It is reasonable to use most recent information regarding
balancing account undercollections and overcellections in
determining revenue requirement in this proceeding.

28. It is reasonable to adjust the Conservation Financing
Account by $3.6 million to more accurately reflect the status of
doubtful accounts.

29. It is reasonable to update base revenues to reflect the

1989 attrition year revenue requirement, adopted in Resolution
G-2838.

30. A reasonable forecast of EOR credits is $6.9 million,
adjusted for escalation using an escalation factor of 3.4% to
produce an EOR revenue credit of $7.293 million.

31l. A reasonable escalation factor for GC=2 revenues is
3.738%.

QRDER

IT IS ORDERED that:

1. Within five (5) days of the effective date of this
decision, Pacific Gas and Electric Company (PG&E) shall file, in
accordance with General Ordex 96-A, tariff changes which implement
the rate changes adopted in this proceeding, and which are shown in
Appendix C to this decision, using the revenue requirement
presented in Appendix B, Table 6. Tariff changes will be Efkective
June .1, -1989. |

,
ON e,
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2. The Executive Director shall direct the Commission
Advisory and Compliance Division to schedule workshops after PG&E
files its application and before hearings are held in PC&E’s next
ACAP proceeding. The purpose of the workshops will be to:help
interested parties to understand the models proposed by the utility
for use in the proceeding.

This oxder is effective today.
Dated May 26, 1989, at San Francisco, Califormia.

G. MITCHELL WIIX
: President .
FREDERICK R. DUDA
STANLEY W. HULETT
JOHN B. OHANIAN :
PATRICIA M. ECKERT
Commissioners

1 CERTIFY. THAT_THIS: DECISION
WAS APPROVED BY.THE
COMMISZIONERS TODAY,

by M
sad, é&é&;y
R
- -~

Victor Weizedr, Executive Diractor

;,_‘)4243
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Southern Calrfornra, C. Havden Ames, Attorney at Law, for
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Randolph L. Wu, and Phyllis Huckabee, for El Paso Natural Gas
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Qechsler, and Ratxick J. Power, Attorney at lLaw, for City of
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for Southern California Edison Company; Steven M. Harris, for
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at Law, for Canadian Producer Group; Messrs. Luce, Forwaxd,
Hamilton & Scripps, by Jehn W. Leslie and Steven $. wWall,
Attorneys at Law, for Salmon Resources, Ltd., and Mock
Resources, Inc.; Henxy F. Lippitt, 2nd, Attorney at Law, for
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Skaff & Anderson, by Andrew J. Skaff, Attorney at Law, for
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R.C.S., Inc; Messrs. Armour, St. John, wWilcox, Goodin & Schlotz,
by James D. Squexri, Attorney at Law, for California Building
Industry Association; &;;ga_ﬁ_gx for California Gas Cooperative
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(END OF APPENDIX A)
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APPENDIX B

TABLE 1A
PACIFIC GAS AND- ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED DISCOUNT ADJUSTMENT MOOEL FOR G=IND

FORECAST PERIQD: JANUARY 1, 1989 TO DECEMBER 31, 1989

¥ OIL PROPANE

Alternate Fuel Price (cents/therm)
Gas Prem{um. (Cents/therm)

Exit Demand Charges (cents/therm)

Less: Average Cost of Gas (Conta/therm)

Maximum. Transportation. Rate {(cents/therm)

Seed Default Rate (centa/therm):

Parcont Discount Required

Unadjusted Volume Forecast (MOth)

Discount Adjustment Volume (MOTh) 2,106 S/

capeveosnsssan

FOOTNOTES:

1/ (CANKUAL NEGOTIATED VOLUMES/{1988 ESTIMATED P28 & G=IND + COGEN THROUGHPUT)) *
3 CENTS) #+ {(1 = CANNUAL NEGOTIATED VOLUMES/(1988 ESTIMATED P28 + G-IND « COGEN
THROUGHPUT) ) * 5 CENTS)

2/ (55% * CORE PORTFOLIO PRICE) + (45X ¥ NONCORE PORTFOLIO PRICE)

3/ ALTERNATE FUEL PRICE + GAS PREMIUM » EXIT DEMAND CHARGES = AVERAGE COST OF CAS

4/ (SEED DEFAULT RATE = MAXIMUM' TRANSPORTATION RATE) / SEED OEFAULT RATE

5/ PERCENT DISCOUNT. REQUIRED * UNADJUSTED VOLUME FORECAST
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APPENDIX @
TABLE 18
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION. PROCEEDING
ADOPTED DISCOUNT ADJUSTMENT MODEL FOR P28

FORECAST PERIOD: JANUARY 1, 1989 TO DECEMBER 31, 1985

w2 011, #6.o1L PROPANE

Alternate Fuel Pr{ce {cants/therm)
Gas Premium. (cents/therm)
Ex{t Demand Charges (cents/therm)

Less: Aversge Cost of Can (Cents/therm)

Max{mum Transportation Rate (conts/therm)

Seed Default Rate (cents/therm)

Percent Discount Required:

Unadjusted Volume Forecast (MOth)

Discount Adjustment Volume (MDTh)

LI I PP Y T T LYY T Y T ¥ Y F 1

FOQTNOTES:

17 (CANNUAL NEGOTIATED VOLUMES/(1908 ESTIMATED P2B + G=IND + GCOGEN THROUGHPUTH)

3 CENTS) « ((1 - (ANNUAL NEGOTIATED VOLUMES/C19B8 ESTIMATED P2B + G-IND + COGEN
THROUGHPUTY)) * 5 CENTS)

2/ (55% * CORE PORTFOLIO PRICE) + (45X ¥ NONCORE PORTFOLIO PRICE)
3/ ALTERNATE FUEL PRICE + GAS PREMIUM « EXIT DEMAND CNARCES - AVERAGE COST OF GAS
4/ (SEED DEFAULT RATE = MAXIMUM TRANSPORTATION RATE) / SEED OEFAULY RATE

5/ PERCENT DISCOUNT REQUIRED * UNADJUSTED VOLUME FORECAST
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APPENDIX 8
TABLE 1C
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION: PROCEEDING
ADOPTED DISCOUNT ADJUSTMENT MOOEL FOR COGEN

FOREGAST PERI00:. JANUARY 1, 1989 TO DECEMBER 31, 1989

w2 o1L #6. 0IL

Alternate Fuel Price (cents/therm)
Gas Premium (cents/therm)
Exit Demand Charges (cents/therm)

Less: Average Cost of Gas {(cents/therm)

Maximum Transportation Rate (cents/therm)
Seed Default Rate (cents/therm)

Percent Discount Required:

Unadjuated Volume Forecast (MOth)

Discount Adjustment Volume (MOth)

FOOTNOTES:

1/ (CANNUAL NEGOTIATED VOLUMES/(1988 ESTIMATED P28 + G-IND = COGEN THROUGHPUT)) ¥
3 CENTS) + ({1 = (ANNUAL NEGOTIATED VOLUMES/(1988 ESTIMATED P2B + G<IND + COGEN
THROUGHPUTY)) * 5 CENTS)

2/ (55% * CORE PORTFOLIO PRICE) » (45X * NONCORE PORTFOLIO PRICE)

3/ ALTERNATE FUEL PRICE « CAS PREMIUM + EXIT DEMAND CHARGES = AVERAGE COST OF GAS

4/ (SEED DEFAULT RATE = MAXIMUM TRANSPORTATION RATE) / SEED DEFAULT RATE

5/ PERCENT DISCOUNT REQUIRED * UNADJUSTED VOLUME FORECAST
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APPENDIX B

TABLE 2A.
PACIFIC GAS AND: ELECYRIC COMPANY

ANNUAL COST ALLOCATION PROCEEDING
ADCPTED THROUGHPUT

FORECAST PERIQD: JANUARY 1, 1989 TO DECEMBER 31, 1989

UNADJUSTED DISCOUNT
CUSTOMER CLASS THROUGHPUY ADJUSTED-
THROUGHPUT
{MOth) (MOth)

CORE THROUGHPUT

Residential IM
Residential MM
Total Resident{al

Small Commercial

Large Commercial Core

Large Commercial. Noncore

Large Cormarcial YTransport-Only
Total Commercial.

Interdepartmental CiC 30 3
Interdepartmental. OPS or o7
PCLE Start-Up- fuel 1,47 1,476
SoCal Edfson 0 ¢

Total Other 1,651 1,657

TOTAL CORE 297,848 297,848

NONCORE THROUGHPUT

Large P28 Core Elect 4,349
Large P28 Noncore 1,239
Large P28 TransportOnly 2,320

Total Large P28 7,908

Industrial Core Elect 70,277
Industrial Noncore 20,207
Industrial. Transport=Only x7.,202

Total Industrial 127,776

Cogeneration Core Elect 18,135
Cogeneration. Noncore 5,075
Cogenaration. Transport=0Only 9,765

Total Cogeneration. 32,975

EOR. Core Elact 0
EOR Noncore 3,727
EOR Transport+Only 14,887

Total EOR 18,4602
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APPENDIX B

TABLE 2A
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION: PROCEEDING
ADOPTED THROUGHPUT

’ .

FORECAST PERIQO: JANUARY 1, 1980 TO DECEMBER 31, 1989

CUSTOMER CLASS

DISCOUNT
ADJUSTED
THROUGHPYT
(MOth)

EOR Cogeneration Core Elect

EOR. Cogoneration Noncore

EQR: Cogeneration Transport=-Only
Total EOR Cogeneration

wholesale Core Elect
wholesale Noncore

Wholesale Transport=Only

Total Wholesale

UEG-PGLE Core Elect

UEG-PCRE Noncore

UEG=PGLE Transport-Only
Total UEG-PGEE

UEG=LCE Core Elect

UVEG~SCE Noncore

UEG-SCE Tramsport-Only
Total UEG-SCE

GC2-Industrial Core Elect

GC2-Industrial Noncore

GC2-Industrial Transport-Omly
Total GC2-Industrial

GC2-Cogeneration Core Elect

GC2-Cogeneration Noncore

CC2-Cogeneration Transport=Only
Total CC2-Cogeneration:

Steam MNeat
Interdepartmental

TOTAL NONGORE

OTHER THROUGHPUT

Gas Department Use Core
Cas Department Use Noncore

0
o,
3,80

14,308
3,802
7,977

26,177

7,163
1,97
3,809
13,026

1,033
86

LYY LY Yo ¥ T

399,199

¢

bl
7.2
18,458

6,256
o
4,170
10,426

158,709
0
o‘

138,709

3,823
0
Q
3,823

14,308
3,802
7,077

26,177

7,163
1,97
3,880

13,026

1,033
8

Smgsensrns

393,749
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APPENDIX B

TABLE 2A
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION' PROCEEDING

ADOPTED: THROUGHPUT

FORECAST PERIQD: JANUARY 1, 1989. YO DECEMBER 31, 1989

CUSTOMER CLASS

UNADJUSTED
THROUGHPUY

(MOth)

DISCOUNT
ADJUSTED
THROUGHPUT
(MOth)

Lost and Unaccounted For Core
Lost and Unaccounted: For Noncore
Interut{lity Noncore
Interutility Transport-only

TOTAL OTHER

" TOTAL THROUGHPUT

16,769

875
47,07y
20,192

90,976

sscsssvss

788,025

16,769
a7s
47,079
20,192

90,976

sssesumns

782,573

TABLE 28
PACIFIC GAS AND- ELECTRIC COMPANY
ANNUAL COST ALLOCATION. PROCEEDING
ADOPTED THROUGHPUT

FORECAST PERICO: JANUARY 1, 1989 TO DECEMBER 31, 1927

UNADJUSTED
THROUGHPYT

DISCOUNT
ADJUSTED
THROUGHPUY
{MOth)

TYPE OF SERVICE

CMOTH)

L LI LI R P Y Y Y Y T Y Y T T T Y Y Y T T TPy

Core Gas Roquirements

Coro=Elect Gas Requfrements

Noncore Gas Requirements
Total Requirements

297,848
264,229

84,028
6lb, 105

297,848
261,252

83,167
642,266
Total Tramsport-Only

118,213 116,622

Total Other 5,705

sesusanse

788,023

23,705

TOTAL- THROUGHPUT 2,578
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APPENDIX B
TABLE 3
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED COST OF GAS

PORECAST PERIOD: JANVARY T, 1980 TQ DECEMBER 31, 1989

VOLUME PRICE
{MOth) (3/0th)

Supply Sources:

Colifornia 227,208
Rocky Mountain. : &,517
PGT=Canadion , 716,473
EL Paso
Southwest ‘ : 186,186

« Subtotal ~ 1,132,538

Withdrawal from.Storage 80,629
Injection to Storage (72,302

Subtotal (including
storage-related.
, transition costa) 1,140,711

Less: storage-rolated.
trans{tion ¢costs 4,169

TOTALS 1,136,542

CORE Weighted Average Cost of Gas (WACOG)

NONCORE:

Noncore Demand
Noncore Gas Department Use (COU)
Noncore Lost amd

Unaccounted For (LUAF)

TOTALS 187,455

NONCORE Wefghted Average Cost of Gas (MACOG)

TOTAL COST OF GAS 1,328,996

----- E L Y P LY Y Y P Y TP Y P Y Yy
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APPENDIX B
TABLE 4
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED STORAGE-RELATED TRANSITION COSTS

FORECAST PERIOD: JANUARY 1, 1989 TO DECEMBER 31, 1989

Weighted Average Price of Withdrawals ($/Dth)
Less: Weighted average price of core
gas ($/Dth)
Subtotal ($/Dth)

Volume of Withdrawals (MDth)

Storage~Related Transition Costs ($000)
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APPENDIX B

TABLE 5
PACIFIC GAS AND' ELECTRIC COMPANY
ANNUAL COST ALLOCATION' PROCEEDING
ADOPTED- PORTFOLIO PRICES

FORECAST PERIOD: JANUARY 1, 1989 TQ DECEMBER 31, 1989

CORE:

CORE Coat of Gas (3000) 1/
Add: Purchase Gas Account (3000)
Add: Pranchise Fees and Uncollectibles @ 0.00943X (3000)

TOTAL CORE COST (3000)
CORE VOLUME (MOth)

CORE PORTFOLIO PRICE ($/0th)

NONCORE:

NONCORE Cost of Gas ($000) 2/
Add: Franchise Fees andd Uncollectibles 8 0.00943X ($000)

TOTAL NONCORE COST (2000)

" NONCORE VOLUME (MOTh)

NONCORE PORTFQLIO PRICE ($/0th)

mme Ly

31,092,747
60,843
10,878,

$1,164,460
562,077

$2.072

$186,862
1,743

$186,60%-
86,028

52.227

FOQTNOTES:
1/ Excludes COU and LUAF expenses of 343,795,274,

2/ Excludes GDU and LUAF expenses of $2,591,600.




A.88=09-032 /ALJI/XIM CACD/ 4K/ 04 "~

APPENDIX 8

TABLE 6
PACLEIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED REVENUE REQUIREMENT SUMMARY

FORECAST PERIOD: JANUARY 1, 1989 TO DECEMBER 31, 1989
{{n Thoussnds of Dollars)

LY T XTI T Y Y Y T Ty

PROCUREMENT REVENUE REQUIREMENT
1989 Cax Procurement Costs:
Core/Core-Elect 31,002,747
Noncore 184,862

Total 1089 Commodity Costs 1,277,609
Core Purchased Gas Account Balance (CPGA) 60,843
Franch{se fees and Uncollectibles 12,599

Total Procurement Ravenue Requirement $1,351,051

TRANSMISSION REVENUE REQUIREMENT

1989 Forecast Coats:
Base Revenue Fixed Costs (includes EOR and Interut{lity Credits) 31,017,089
Pipeline Demand Charges 174, 8hde
Gas Storage Carrying Costs 14,691
Yrarsition Costs 31,570
CFA. Debt Service/Expanse 8,342
GEDA 50,000
LUAF and COU Gas 46,387
CPUC Fee 3,831

1989 Total Forecast Costa 21,546,753

Balancing Account Amortization: 1/
Core Gas Fixed Cost Balancimg Account {CPCA) 33,189
Core Implementation Balancing Account (CIBA) 50,319
Noncore Implementation Balamcing Actount (NIBA) 82,605
Noncore Transition Cost Account (NTCA) 2,446
Negotiated Reverue Stability Account (NRSA) 16,003
Enhanced Qfl Recovery Account (EORA) 211
interutility Balancing Account ¢1,922)
CFA Dabt Service/Experse (8,526

sssmymponsns

fotal Forecast Account Dalances $14L, 403

Acd:. Franchise Fees L Uncollectibles 4,480

Total Tranemission Revenue Requirement $1,495,616

epesessensas

TOTAL REVENUE RECUIREMENY ' 2,846,667

Xy T P Y P PR PR Py Y P Y Y P Y YT Y TR T S T Y Y )

1/ Balancing sccount balances are current through Jamnuary 31, 1989.
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TABLE 7
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED BASE REVENUE FIXED COSTS

FORECAST PERIOD: JANUARY 1, 1989 TO DECEMBER 31, 1989
(in Thousands of Deollars)

BASE FIXED COSTS:

Common Distribution $259,991
Transmission 179,757
Storage 45,031
Customer Related 460,638
Production Related 7,399
50% Administrative and General 74,273
Franchise Fees and Unc¢ollectibles 9,738

TOTAL BASE FIXED COSTS $1,036,827

Other Operating Expenses (5,045)

SUBTOTAL BASE REVENUE FIXED COSTS $1,031,782.
EOR and Interutility Credits (14,693)

TOTAL BASE REVENUE FIXED COSTS $1,017,089

All information pertaining to Base Revenue Fixed Costs is based
on adopted allecations from the workpapers for PGC&E Attrition
Resolution, G=2838 dated December 19, 1988.

TABLE 8
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED TRANSITION COSTS

FORECAST PERIOD, JANUARY 1, 1989 - DECEMBER 31, 1989
(in Thousands of Dollars)

El Paso Liquids Settlement $27,247
Storage~Related Transition Costs 4,169
Opinion No. 270-Related Costs 0
Canadian Take-or-Pay S4

TOTAL TRANSITION COSTS $31,570

(END QF APPENDIX B)
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APPENDIX €
TABLE 1
PACIFIC GAS AND ELECTRIC COMPANY 1989 ACAP
REVENUE REQUIREMENT GHANGE
{In Thousands of Dollars)

PROCUREMENT REVENUE REQUIREMENT

Total Procurement Revenue Roquiremant $1,351,051
Less Procurement Revere Requirement @ Present fates 1,211,667

thange in Procurement Raverwue Roquirament 139,390

Core 76,254
Core=Elect, Core~flect Whise 45,136
Noncore 1/ 0

Total Change 139,290

TRANSMLSSION: REVENUE RECUIREMENT

Total Transmission Reverue Roquirement 1,49%,616
Less Transmission Revenue Requirement d Present Rates 1,485,539

Change in Transmissfon Revenue Requirement 12,027

Cora. . 13,026
Nomcore (998)

iotal Change 12,027

TOTAL REVENUE REQUIREMENT 2,846,667

TOTAL CHANGE IN REVINUE REQUIREMENT 151,417

1/ Adopted moncore procurement revende requirement {s assumed to be the same as revenus
AT present rates.
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APPENDIX C - Table 2

PG&Z ANNUAL COST ADJUSTMENT PROCEEDING ~ ADOPTED COST ALLOCATION
FORECAST PERIQD, JAN 1, 1989 - DEC 1989
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PGLE JNNAL COST ALIOCATION PROCEEDIRG

QETAIL AMOERLYING ADOCILD COST ALLOCATLON:
PASIS JOR ADMUSIING CUSTCHER ANO DEHANO TRARGE REVEMUES
10 RECOYER RETURN 200 TAXES JROIS VOLLNMEIRIC CHARGES V/

$TSMEH
PERCEXT

t
]

STSIER RN BASED Otly  QANES 1 TAXES ¢
sDEPRECIATED V] €03 OF

RATEBASE 1t RCE L PRiD
($000'S) 1 OF 6.70X

1 SIAIE t JEDERAL ¢ 1OTAL
t : '
t{3000'5) ${40007S) 1 (3000'S)

3‘I:‘!Iil‘l3!3"!"3!38'S!llltl"'tt"'zllt!ll:ll82l'!Klt:tlltll‘s:ll8‘!3!222238‘8‘8!!8

TOTAL DEFR 28
PROOUCTIOM 0.00015
S10RALE 0.07457
O1SIRLBUTIOR o205
CUSTORER 0.335¢97
TRANSHISS IO 0.25198
1.00000

1,912,151 BN
1,403 o
154,017 10, 118
$37, 505 15,040
78%,182 50,999
520,513 14,878
1922150 132,138

3,498 1ol

133 1) 208
2,383 8,848 21,129

2.13% 30,195 5,971V

12,928 43,578 107,505
8,802 29,80} 13,52}
33,498 112,908 218,538
278535.117

1/ Geprectated reate base and state snd Federal laxes reflect FGLE base cest
Tevermes updsled o reflect [ts 1957 Auteltlon Resolutlon, 6-2838 {12219788). Return
(l.e., velghted cost of prefersed and ccomon epifly) rellects finnnclal atteltion
suthordzed In 0. 88-12-094 (12719/88).

RIN/ o/

00 /suX/CO¥

LX)
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APPENDIX C=4
. ADOPTED CORE RATES AND REVENUES

ADJUSTED
CUST/SALES PRESENT PRESENT ADOPTED ADQPTED ADOPTED RATE
CLASS OF SERVICE FORECAST RATES- REVENUES RATES REVENUES CHANGE
CMTH/QUST)  (3/TH. &/M0) {MS) (/TR &/M0). (M%) %)
: (a (4-)) 145 (£:H] {e) 4}
SRESIDENTIAL ’

‘ i -4
:Tfer 1 (Basaline) 1,485,956  0.41122 611,055
Ti{er 1T 638,836 0.81116 518,198
:G5,G6T Ad). €6,860)

:TOTAL RESIDENTIAL 2,126,792  0.5282¢ 1,122,393

0.64187 656,504
0.84204 537,928
(6,860)

0.55801 1,187,567

sSMALL COMMERCIAL
¢ SCHEDULE G=NRT 1/

5 s 34 BE 6B B8 A A% ¥ A% W e

Cust Charg(3/MO) 2,359,468 12.12 28,599 ¢ 11.88 28,030
: Summer Rate 334,820 AP 14 74T ¢ 0.45732 153,121
¢ Winter Rate 363,450 0.5836& 212,119 @ 0.6179 226,392

L L R T T T Y T T R T Y T TN T I T T Y S X )

sTocal GoNR1 498,270 0.55203 385,465 0.32078 405,543

=LARGE COMMERCIAL
i SCHEDULE G-NR2

1
.
.

Cuat Charg(s/MO) 2884 138.52 : 135.85%
: Summer Rate 72,130 0.37350 0.38432
Winter Rate 78,780 0.50423 - 0.519%1

T T T

2Yotal G-NR2 150,910 0.6443¢ : 0.6577
: 0.55807 '

:COMMERCIAL (TRANSPORT ONLY)
¢ SCHEDULE G-NR3

Cust Charg(3/M0) 138.52 135.85
: Sumer Rate . 0.19098 : 0.17765.
: Winter Rate 0.32171 03124

I3

L R R T N T L LI T 1)

sTotal Commercial 849,180 0.5329 452,528 : 0.55891 474,615 “.9%

sTOTAL CORE 2,973,972 0.52957 1,574,927 @ 0.55891 1,062,196 5.5%

1/ CPUC surcharge of $.00076/therm retlected in. rates, except for PGLE and SCE-UEG- volumes.
2/ TL and TII sales realigned raducing baseline quantities & rates (AL 1539-G).
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ADOPTED NONCORE TRANSPORYT RATE ANO REVENUES

. : ADJUSTED :NISTORICAL PRESENT :  ADQPTED
: sFORECAST : BILLING RATES :  REVENUES ADOPTED REVENUES ADOPTED RATE
INONCORE tDELIVERIES:DETERMINANTS: RATE TOTAL NON=CAS CHANGE
tCUSTOMER. CLASS D (MTH)- 2 (MTH/CUST) :3/TH QR $/MO: (MS) : B/TH OR $/MQ (MS). K (5]
:m..-.-.-. H
LN ¢ } : 14-)) (e : ()
PRIORITY P28 : : : :
Customer Charge : : T4 156.77 3/ 140
Demand  Charge D1:. : 77,833 ¢ 0.08844 :
Demand - Charge D2: : s
Summer : : 0.01513 1,600, 0.01033.
Wincer : : 46,638 : 0.03436 - 1,802 : 0.01778
Volumetric Charg: 76,390 : 0.04353 : 3,325 0.04346:
(TOT/AVE P25 76,390 0.17740 : 13,551 : 0.15769.

(e) H H (@

207.98
0.08203

184 2.7
6,618 “3.9%

1,002
829
3,520
12,046

=31.7%
~L8.3%

-0.2X
=11.1%

"
L I I L L T T T I I Y T T S Y B T

T L R L L I T T N TR )

"

cINDUSTRIAL G-IND 1/

Customer Charge : : 827 555.88 3/ 5,916 £19.7
Demand Charge 01: : 1,287,932 ¢ 0.05963 ¢ 76,799 ¢ 0.08507
Demand Charge D2: : : : :
: Summer : : 1,510,157 ¢ 0.00671 10,133 0.00718
: wincer : s 884,689 @ 0.02238 19,799 : 0.01327
:  Volumetric Charg:l,276,120 : : 0.04325. 59,155 &/ 0.04076
1INDUST Net of GC-2 1,276,120 : : 0.1%718 : 167,403 ¢ 0.14926

T T T BT T

LT T Y ST

5,157
110,719

«6.5%
oo 2%

TR
(XY

10,842
1,738
52,017
190,473

7.0%
=40.7%
<5.5%
13.8%
3.7%

L I T S O T O T T T T Y PO Y TR TR Y T T B T R T Y

TR T T T

:6C+2 Industrial T 283,770 : : : 13,530 ¢ : 14,036

.om INDUSTRIAL  :1,5%7,890 : T 0.91765 1 - 180,953 ; 0.13298 206,508 :  13.0%

trusonsen

SUTILITY ELEC GEN 2/ : : : :

Customer Charge : : : 76,727 : 897 : 99,615 1,19%

Demand Charge : . : 37 166,082 : : 146,579

Volunetric Charg: | : : :

Ti{er { : 256,612 : : 0.04449 : 11,468

: T{er I 21,150,478 & : 0.01439 : 16,268
:TOT/AVE UEG :1,387,090 : 0.14038 194,714
+COGENERATION :
s Cogen NetofGC-2 : 329,000 : : 43,494
:  GC-2 Cogen. s 130,260 : : : 6,770
:TOT/AVE COGEN 1 459,260 : H : 92,264

S3e3%
«11.7%

11,496 .
15,687 : *5.6%
174,957 : «10.1%

41,498
7,026
85

0.12613.

P I T I TR TR S T P T T
s 1t W

0.10565

(1}
T L T T T T T T T )

INONCORE SUBTOTAL  : : . : . . .
Net. of GC-2 13,068,400 : : 0.13725 427,162 418,978
Including GC-2 :5,460,630 : : 0.12787 G ,bb2 ¢ H 460,053 -

.
[T TR TR 01

H

.

tWHOLESALE : :

: Demand Charges: : : 3/ 8,931
:  Volumetrie Charg: 104,260 : : 0.01040 1,084
STOT/AVE WHOLESALE 104,260 : 0.09606 : 10,013

9,188
1,258
10,446

0.01207
0.10019

e ww es b

:TOT NONCORE H : :

Net ot GC-2 23,172,860 : 0.13500 : 431,177 0.135334
. Including GC=2 13,564,890 : : 0.12645 : 651,477 0.12637

..
O T T Y T Y T T T 1Y

429,419
450,479

(3]
LT T Y I Y T B

1/ Estimated-billing detarminants {nclude UEG-SCE, stesm hest, fnterdepartmental volumes.

2/ Reverwe mot based- on ax{sting tariff tiering..

3/ Customer charges for these schedules are tiered: demand charges for wholesale & VEC vary monthly,
&/ Revenues reflect exclusion of 49.4 MMTH from CPUC surcharge of 3 _00076/therm.

(END QF APPENDIX C)
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APPENDIX O
TABLE 1
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION: PROCEEDING
COMPARISON SUMMARY

FORECAST PERICO: JANUARY 1, 1989 TO-DECEMBER 31, 1989

LY Y I P T T T Y T YT Y YR YL oy T

PGLE

vessrnaracssnsas dassvesssasssseSEORARS

CORE Waighted Average Cost of Gas (WACOG). (S/Dth) 1.920 /3
NONCORE Weighted Average Cost of Cas (WACOG) (3/Dth) 2.200 /3

Cas Prices by Supply Source:

Calftornia 1.558 /1 1.700 /4 1.850 /5
Rocky Mountain 1.350 /1 1.670 /4 1.670 /3
PET~ Canadfan 1.611 /1. 1.847 /4 1.847 /5
EL Paso - N 2.%4 /4 2844 /5
Southuest : 2.0 /1 2.030 /4 2.200 /3

AdJusted Industrisl Throughput (MOth) 140,700 /6 150,877 /7 140,785 /7

Reverne Requirement (3000) 2,736,855 /8 2,656,656 /8

Exhibit 56, Table 2.

Exhibit 51, Table 41,

Exhibit 20, page MAS=4,

ORA Cpening Orief, pages 26 and 27.

Includes throughput estimates for P2B, G-IND, and COGEN customer Classas.

Exhibit 57, page 8.
Exhibit 50, Table 3-1.

Exhibit 52, Table 6-1.

(END OF APPENDIX D)




State of California " public Utilities Commission
' , L : ‘Sgn'rrancisco

MEMORANDUM - | | - . He3a

Date May 24, 1989

To The Commission
(Meeting of May 26, t2?9)

From Presideﬁ% Wii%-ﬁgb/

File No.

Subject : Alternate Pages to H-3 (PG&E ACAP)

I support the ALJ’s proposed decision in this case with two
exceptions: '

1. Non=¢ere WACQOG. The ALJ proposes $1.90, which I believe is
unrealistically low to expect for the ACAP period. Prices in the
recent few months have been significantly higher than $1.90, even
during relatively low-cost shoulder months. I propose to

substitute PG&E’s forecast of $2.20, which is close to current.
prices. , ‘

2. Exit _costs. We are all now about as well acquainted with
exit costs as we are with our immediate families. I support ALY
Malcolm’s adoption of exit costs in the oil prices used in the
discount adjustment model, both because I believe PC&E failed
convincingly to argue against them and because exit ¢osts appear
to be included in the gas prices used in the forecast.

I do propose to substitute a somewhat fuller discussion of exit
costs than is contained in the proposed decision, including a
call for testimony in the next ACAP. Judge Malcolm agrees with.
the new language. , ‘ ‘ ’

To Xeep the flood of paper to.a minimum, I have attached to this
alternate the revenue. and rate tables resulting from my proposed
change to the non-core WACOG. ‘ i ' :
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We agree with the parties who argue that PGLE has not
demonstrated why it can transport less than the maximum capacity
over the PGT line during the test period. PG&E’s witness testified
that average deliveries on the PGYT line wexe 1,009 MMcf/day during
January through November 1988. PG&E forecasts no transport of
Canadian gas over the PGT pipeline in 1989, and Canadian gas is
less expensive than Southwest gas. We also note that PG&E has
stipulated to forecasts of full capacity over the PGT pipeline in
the PGT rate case. Accordingly, we will adopt an estimate of 1,009
MMcf/day of Canadian gas over the PGT pipeline for the test period.

3. Noncore WACQG

As we determined in D.87-12-039, the noncoxe portfolio
contains only short-term supplies with prices that are firm for up
to 30 days. PG&E estimated a noncore WACOG of sz-zo'per MMBtu for
1989, mainly on the basis of estimates of Southwest gas spot
prices. |

DRA forecasts a noncore WACOG of $1.97 based upon a 12-
month historical average of spot prices at the California border
provided in the reports of Natural Gas Week. DRA states PG&E’s
estimate relies too heavily on recent winter prices, which tend to
be higher than average annual prices. As discussed above, DRA
states the effects of the El Paso rate case on Southwest supplies
cannot be inferred from PG&E’s data. TURN supports DRA’s position.

CIG estimated the noncore WACOG to be $1.82 for reasons
presented in the previous section on the effects of oil price
changes on gas prices.

We will adopt a noncore WACOG of 52320} consistent with
recent trends in the spot market. '

4. ZIxansition Costs
In D.87-12-039, we determined that transition costs are
those which:
o © Took effect before December 3, 1986:.
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alternative fuels. A numbexr of parties criticized the model for -
this omission. ' ’

DRA, CIG, and TURN argue that customers will surely
consider these "exit costs" in their fuel switching decisions.
Customers do not have infinitely long time horizons, as PG&E
assumes. Instead, the model should assume a shorter term planning
horizon. CIG points to PG&E’s testimony to argue that demand
charges have the effect of increasing a2 customexr’s alternmate fuel
price. '

Similarly, CPG and Salmon/Mock criticize the omission of
demand charxges as one variable which would influence switching
decisions. DGS goes further to suggest that each of the major gas
utilities be required to submit a methodology for incoxporating
demand charges in future forecasts.

CIG proposes, based on a review of PG&E’S contracts, that
exit costs averaged $.03 per therm in 1589. For default
agreements, estimated exit costs would be about $.05 per therm.

CIG proposes that these amounts be-added to the cost of alternate
fuels in the DA model. CIG also supports TURN’s methodology as a
sound alternative. TURN would apply half of the D-]l charge plus
all of the fully ratcheted D-2, at 100% load factor.

In response, PGAE states that the DA model does not
calculate load loss; it calculates discounts necessary to retain
load. 1In addition, PG&E argues that including exit chaxges as an
assumption in the DA model is inconsistent with the way rates are
negotiated with customers because transport rates are based on
estimates of altermate fuel prices plus a premiunm.

According to PG&E, incorporating demand charge effects in
a one-year test period is a difficult task. PG&E’s assumption that
customers look at gas use as an annual decision is most reasonable.
PG&E states that it would like to study the CIG and TURN proposals.

. .
T JINSERT) o

- 25 =




INSERT == PAGE 25

Prudent decision~-makers, when faced with a prospective
fuel c¢hoice decision, should consider only prespective costs, not
costs already incurred. Since alxeady—incurred-costs.must be paid
no matter what the fuel choice decision, they favor neither one
choice nor the other, and so should be ignored in comparing
prospective fuel costs. Since exit costs are by definition already
incurred, we believe that in a world of perfect information and
ideal decision-making o0il prices should not be adjusted to include
gas system exit costs in forecasting non-core throughput and
revenues.

' Our gas industry structure is still relatively new. As
with several difficult questions in this ACAP, experience will
eventually settle for us the proper treatment of exit costs. We
will simply observe the behavior of customers operating under ouxr
new gas structure. For the present proceeding, however, we must
choose between our belief that rational customers will view exit
costs as sunk and the claim by TURN, CIG, and DRA (among others)
that in the real world customers do consider exit costs in making
fuel purchase decisions. - ' '

The balance of the recoxrd before us convinces us that
the conservative approach is for us to include exit costs in our
forecast for the present and invite testimony on this issue for the
next—ACAP ™"
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inotudo—dondid—ohaEge6—irm—Calculating-thels oSt Nsononic—fuald
epLioRe~ " '

We will adopt CIG’s recommendation to add $.03 per therm
to the cost of alternate fuels for volumes associated with
negotiated contracts and §$.05 per therm to the cost of alternate
fuels for volumes associated with default agreements. Weighting
these amounts according to usage, the adjustment to the model is
$0.044. wWhile this method provides only a rough proxy of exit
¢ceosts, it is a conservative estimate which assumes customers make

choices on an annual basis. Jde—ie—Gimpro—and-intuaivively—pound.

The DA model includes a premium for gas to reflect its
value to customers relative to the value of alternate fuels.

PG&E requests that the $.02 per therm premium on gas,
adopted in D.87-12-039, be reduced to $.017 pex therm. DPGLE states
that it has made this assumption because of changed customer
perceptions with regard to service reliability, caused by
curtailments last winter on the Southern California Gas Company
(SeCal) gas system.

DRA, DGS, CIG, and TURN recommended against this change.
DGS points out that the PG&E witness testified that lowering the
premium ¢reates a perception ¢f shortage among customers, even
though PG&E does not anticipate curtailments. Thus, the reduced
premium is a self-fulfilling prophecy.

PG&E also proposes eliminating the premium assumed for
GC-2' customers whose contracts expire in 1989. This change is
reasonable, according to PGAE, because it expects. some resistance
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APPENDIX €
TABLE 1
PACIFIC GAS AND ELECTRIC COMPANY 1989 ACAP
REVENUE REQUIREMENT GNANGE
CIn Thousands of Dollars)

PROCUREMENT REVENUE REQUIREMENT

Total Procurement Revenue Requirement %1,351,0%1
Less Procurement Revenue Requirement 2 Present Rates 1,211,661

Change fn Procurement Revenve Requirement 139,390

Core 74,254
Core=Elact, Core-Elect Whise 65,136
Noncore 1/ 3

Total Change ’ 139,390

TRANSMISSION REVENUE RECUIREMENT

Totsl Transmission Reverus Requirement T 1,495,616
Less Transmiasion Revenue Requirement 3 Present Rates 1,683,589

Change {n Tranamission Reverue Requirement 12,027

Core 13,026,
Noncore {998

Total Change 12,027

TOTAL REVENUE REQUIREMENT 2,866,667

TOTAL CMANGE IN' REVENUE REGUIRENENT 151,617

1/ Adopted noncore procurement revenue requirement {s sssumed o be the ssme as Feverve
at present rates.
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APPENDIX € -« Table 2

PGAE ANNUAL COST ADJUSTMENT PROCEEDING - ADOPTED COST ALLOCATION
FORECAST PERIOD, JAN 1, 1989 - DEC 1989
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MEEWIX ¢
tAnlk 3

PGLE AMMUAL COST ALLOCANIOY PROCEEDING

DETAIL LANERLYING AOIED COST ALLOCATLION;
BASIS TOR ADJUSIING CUSTOHER AMD DEMAMD CRARGE REVEMUES
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APPENDIX Ceb
. ADOPTED- CORE RATES AND' REVENUES

ADJUSTED
CUST/SALES PRESENT PRESENT ADOPTED
CLASS OF SERVICE FORECAST RATES REVENUES RATES
(NTH/QUST)  (3/TH. &/MQ) (M3 (3/TH &/M0)

: (o) 14-)) )
SRESIDENTIAL

: 74 2/

:T{er I (Baseline) 1,485,956 0.1122 - 611,055
sTier 11 638,836 0.8111% 518,198
165,67 Ad]. $6,860)

{3y

0.44181
0.84204

:TOYAL RESIDENTIAL 2,126,792  0.52824 1,122,395

0.55891
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ISMALL COMMERCIAL
I SCHEDULE G-NR1 9/

-
-

ne  na
L I T O L B O T O T R T S T A 1)

Cust Charg(S/MO) 2,359,668 12.12 11.88
Sunmer Rate 334,820 0.4323% : 0.45782
Winter Rate 363,450 0.58364 0.61739

sTotal G-NRY 698,270 0.55208 0.58078. -

-
-
-
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-
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H
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:LARCE COMMERCIAL
: SCHEOULE G-NRZ

: Cust Charg(s/MOY 2884 138,52 399 : 135.85
: Sumer Rote _ 72,130 0.37350 26,947 0.38482
wWinter Rate 78,780 0.50423. 19,723 0.519%1

LT
LR ST I PR 1Y

.

sTotal. G-NR2 150,910 0.44439 67,063
: 0.55891

0.4577 .

1COMMERCIAL (TRANSPORT ONLY)
:  SCHEDULE G-NR3 '

¢ Cust Charg(3/M0)
: Summer Rate
: Winter Rate

135.85
0.17765
0.31234
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Yotal Commercial 849,180 0.532¢9 452,528 . 0.5589% 474,615 4.9%

:TOTAL CORE 2,973,972 052957 1,357,921 0.55891 1,662,196 5.5%

1/ CPUC surcharge of 2.00076/therm. retlected in Fates, axcept for PGLE and SGE-UEG volumes.
.. 2/ T and TIL sales resligned recucing busel{ne quantities & rates (AL 1539-G).
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, ADOPYED CORE RATES AND' REVENUES

ADJUSTED
CUsT/SALES PRESENT PRESENT ADOPTED ADOPTED
CLASS OF SERVICE FORECAST RATES REVENVES RATES REVENVES
(MTH/CUST)  (S/TH 2/WQ).  (MS) (3/TH &/MQ). (M%),

: (@) (4-)) ' (<) (dy (@)
sRESIDENTIAL

H : 74 2/

:T{er [ (Baseline) 1,485,936 0.41122 611,055
Tier I 638,836 0.31116 918,198
+GS,GT Ad). €6,860)

STOTAL RESIDENTIAL 2,124,792  0.52826 1,122,393

[T T]

044181 456,504
0.86206 537,928
* £6,860)

0.55891 1,187,567

sn ws w% e ws se o ow

SSMALL COMMERCIAL
't SCHEDULE G=NRT 1/

.
.
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Cust Charg(S/MO) 2,359,448 12.12 28,599 = 11,88 28,030
Summer Rate 334,820 0.4323% %do, 7467 2 0.45732 153,921
Winter Rate 363,650 0.5836 212,119 ¢ 0.1739 226,392

tTotal G-NR1 698,270 0.35203 385,445 :  0.53078 403,563
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:LARGE COMMERCIAL
: SCMEDULE G-NR2

Cust Charg(Z/MO) 2884 138.52 399 :
Sutmer Rate 72,130 0.37350 26,941
Winter Rate 78,780 0.5062% 39,78 :

:Total G-NR2 150,910 0.44e39 67,063 ;. -
: 0.55891 ¢

:COMMERCTAL (TRANSPORT ONLY)
s SCHEDULE G-NR3

L TR TR Y B TR Y )

LTI

t CuaT Charg(s/M0) 138.52°
: Summer Rate ‘ 0.19098
: Winter Rate 0.32171

135.85
0.17745
0.31234

.
-
.
-

sTotal Commercial 849,180 0.5329 452,528 0.5589 474,615 4.9%

ZTOTAL CORE 2,973,972 0.32057 1,576,921 : 0.55801 1,662,196 3.5%
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1/ CPUC surcharge of 3.00076/therm. reflected: {n rates, axcept for PCLE and SCE-UEG volumes.
2/ 71 and TII sales resligned reducing baseline quantities & rates (AL 1539-G) .
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ADOPTED NONGORE TRANSPORT RATE AND REVENUCS

: ADJUSTED :MISTORICAL : PRESENT : t ADOPTED

IFORECAST : BILLING RATES : REVENVES ADOPTED REVENVES
sNONCORE SDELIVERIES:DETERMINANTS : : RATE TOTAL NON=CAS

sCUSTOMER CLASS : (NTHY = (MTH/CUST) :S/TH OR S/MO: (M3) 3/TH OR 3/M0 (4. 5)

: HEE < ) : (b) B {c) 4-)) {e) 42)
$PRICRITY P28 : : :
:  Customer Charge : 74 156.77 3/
" i Demand Charge 01: T 77,833 ¢ 0.08844
¢ Demand Charge 02: : Lo
: Sumer : : - 0.01513
Winter : : 45,638 : 0.08436-
volumetric Charg:. : : 0.04353
:YOT/AVE P28 : : 0.177460
INDUSTRIAL G-IND :
Customer Charge : : 527 : 555.88
Demand Charge 01: : 1,287,932 ¢ 0.05963
:  Demand Charge 02: : : 4
: Summer : 1,510,987 0.00671 10,15% 0.00718 : 10,862
Wincer. : : 854,639 : 0.022%8 19,799 : 0.01327 - 11,738
Volumetric Charg:1,276,120 : 0.04325- : 55,155 &/ 0.06076 : 52,017 :.
1 INOUST Net of CC-2 :1,276,120 : o 0.93118 : 167,403 : 0.94926 ¢ 190,473 :
16C-2 Industrial : 61,770 : : 13,530 : : 14,056 ;.

207.98
0.0850%.

186
6,618

™
o
¥

F U T T I T Y

1,600, 0.01033-

1,602 0.01778

3,325 ¢ . 0404346
13,351 ¢« 0.15769.

1,002
&9,
3,320
12,046

L L I L LR L O LI T T T}

5,516 519.71 : 5,157
76,799 : 0.08597 110,719

~
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levessnsnn *
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l-lom. INDUSTRIAL  :1,537.890 : : 0.91765 « + 180,93% 0.13298 204,508

o FILITY ELEC CEN 2/ : :

: Customer Charge @ : : 74,727 ¢ 897
Oemand Charge 3 : 146,082
Volumtric Charg:. : :

Tier ! T 256,612 : : 0.04469 ¢ - 11,468
: Tier It 21,130,478 : : 0.01439 16,268

$TOT/AVE UEG :1,387,090 ¢ : 0.14038 194,74

1COGENERATION H

: Cogen NetofGC-2 @ 329,000 : : 0.13328 45,49

t  GC-2 Cogen 130,260 : ' 6,770

sTOT/AVE COGEN 459,260 : 0.11380 : 52,264

[y

99,615 @ 1,195
: 146,579

0.04480 : 11,496
0.01388 15,687
0.12618 : 174,957

L T Y S T T S T S T T W TR Y I 1%

[ TR YR T I 1Y

0.12613 41,498
7,02

L3,52

i

0.10565.

SNONCORE SUBTOTAL
: Net of CC-2 13,068,500
: Including GC-2 13,440,630

a as
.
(X3

.

0.13728
0.12757

421,162
1,482

0.13454
0.12715.

418,973
440,033

L I T L R Y L L T R T R TR R,

TWHOLESALE H
Demand Chargen:

:  Volumetric Charg: 104,260

sTOY/AVE WHOLESALE 104,260

LU TR TR TR TS

3/
0.01040
0.09606

8,931
1,086
10,015

9,188
1,258
10,444

0.01207
0.10019

sTOT NONCORE

: Net of CC-Z 53,172,340 0.13590 31,177

. Includfng GC-2 :3,564,800 : P 0.12665. 451,477
/

LR TR T I T S TR Y
L T T R T T T T TR TR S Y

TR T I Ty
L I T T T I LU T TR TR TR Y S T T R PR

11}
[

* 429,619
450,479
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Estimated billing determinants {nclude UEG-SCE, stasm heat, {nterdepartmencal volumes. °
2/ Revenue not based: on ex{sting tar{ff tiering.
3/ Customer charges for these schedules are tiored; demand charges for wholesale & UEC vary monthly.
4/ Reverwes reflect exclusion of 49.4 MNTH from. CPUC surcharge of 3 ,00075/Therm.
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QR INZION

In this oxrder, we address Pacific Gas and Elgctric
Company’s (PG&E) annual cost allocation proceeding (ACAP)
application. PG&E filed, on September 15, 1988, tiis application
requesting authority to increase its gas rates $298.0 million.
0f this amount, $141.2 million represents balancing account
undercollections that PGLE expected as of December 31, 1988. The
remaining $156.8 million is due primarily tcftorecasted changes in
gas costs and throughput. PGALE’s total xequest is $362.0 million,
following an update of balancing account/undercollections as of
February 9, 1989. The application requests certain modifications
- to the existing Commission program estfablished by previous orders.

| X. :;,gﬁ:z o
This decision grants PG&E a revenue increase in the

amount of $154.4 million for :24 test period, January 1, 1989
through December 31, 1989. Balancing account undercollections
represent most of the roquestéd increase. Those undexcollections
total $205.2 million. The rémaining $50.8 million decrease zesults
primarily from forecasted ?ﬁanges in throughput and gas costs.

This change in revenue requirement translates to a 5.5% increase in
residential rates, and :22?4%'increase in commercial rates.

Average noncore transportation rates increase by .l%. Procurement
rates for the noncore pérttolio are not established in this

decision as these are ; sted and may change bimonthly in response
to market conditionsi/Po

This decision also addresses methods for forecasting
throughput and noncoée customer discounts required to keep large
industrial users on/ PGEE’s system. Much of the proceeding focused
on PG&E’s methods and models. In genoral, we f£ind that PG&E’s
models do not adequately describe customer behavior in a number of

/
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QRPIRION

In this oxder, we address Pacific Gas and/Electric
Company’s (PG&E) annual cost allocation proceeding” (ACAP)
application. DPG&E filed, on September 15, 1988,/ this application
requesting authority to increase its gas ratea/%y $258.0 million.
Of this amount, $141.2 million represents.be;ancing account
undercollections that PG&E expected as of December 31, 1988. The
remaining $156.8 million is due primarily/to forecasted changes in
gas costs and throughput. PG&E’s total /request is $362.0 million,
following an update of balancing account undexcollections as of
February 9, 1989. The application rd&uests certain modifications
to the existing Commission program established by previous orders.

XI.

This decisien grantg/éG&E a revenue increase in the
amount of $ million for /the test period, January 1, 1989
through De¢ember 31, 1989. alancing account undercollections
represent most of the req%gsted increase. Those undercollections
total $205.2 million. qu remgining $ . million decrease results
primaxily £rom £orecast3d changes in throughput and gas costs.

This change in revenue requirement translates to a ___% increase in
residential rates, and/i —23 increase in commercial rates.

Average noncore trans/ortation rates increase by __%. Procurement
rates for the noncore portfolio are not established in this
decision as these are posted and may change bimonthly in response
to market conditions.

This d%cision also addresses methods for forecasting
throughput and qpncore customer discounts regquired to keep large
industrial use;ﬁ on PG&E’s system. Much of the proceeding focused
on PG&E’s methods and models. 1In general, we find that PG&E’S
models do not'&dequately'describe customer behavior in a number of
ways. For example, we modify PG&E’s models so that they account
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RINION

In this order, we address Pacific Gas and Electric
Company’s (PG&E) annual cost allocation proceeding (ACAR)
application. PG&E filed this application on September 15, 1983,
requesting authority to increase its gas rates by $221.6 million.
On December 12, 1988, PG&E modified its request.}b~$298 .0 million,
mainly to reflect changes in oil prices. On Febxuary 9, 1989, PG&E
modified its request to $290.3 million to update the balancing
accounts for recorded January 31, 1989 balances. 0f this amount,
$111.2 million represents 2 net increase ln balancing account
undercollections that PG&E expected as of January 31, 1982. The
remaining $179.1 million is due prxmanily to forecasted changes in
gas costs and throughput. ' The appllcat;on also requests gertain
nodiZications to the existing Commis é;on prog:am establ;shed by
previous orders. | qﬁ

/(

x-fsma,n

‘4‘

This decisien granms PG&E a revenue increase in the
amount of $144.0 million ror the test perioed, January 1, 1939
through December 31, 1089 Balancing account undercollections and
forecasted changes in throughput ané gas costs represent mest of
the increase. This chango in revenue requirement translates to a
8.6% increase in res;dentlal rates, and a 4.7% increase in
commercial rates. thie some noncore transportation rates increase
25 much as 12.4% (GIND), average noncore transportation rates
decrease by 1.1%. Procurement rates for the noncore portfolio are
not established Ln‘th;s decision as these are posted and may <¢hange
bimonthly in response to market comditions.

This oeC1s;on also addresses methods for forecasting
throughput and noncore customer discounts required to keep large
;ndustrxal users on PG&E’s system. Much of the proceeding focused
on PG&E’S methods and models. In general we find that PG&E’s
models do not dequately describe customer behavior in 2 number of

/
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ways. Foxr example, we mcdify PG&E s models so that they account
for the effects of demand charges on customer decisions we;h
respect to fuel switching. We also modify the models totake into
account the effects of core election on model outputz)///t

We find that PG&E’s discount adjustment model is too
complex and inaccessible to the parties, and adopt/a simpler and
more understandable alternative. To facilitate efforts to improve
ACAP modeling, we plan to hold workshops withiyx the next 60 days.

_ In addition, today’s oxdexr addresses PG&E’s proposed gas
and oil price assumptions. We find that an/;ppropriate oil price
forecast for the test year is $16 per barrel, and that changes in
olil prices do affect gas prices. The adopted core weighted average
cost of gds (WACOG) is $1.886 per millfon British thermal unit
(MMBtu). The adopted noncore WACOG $1.90 per MMBtu.

Today’s oxder incorporatﬁglthe allocation effects of
PG&E’s 1989 attrition year anreasa of $37.18 million for PG&E’s
gas operations adopted in Resolu on G-2838. 1In general, the oxder

retains the cost allocation and /rate design principles established
in Decision (D.) 87-12-039.

IX. Procedural Background

/

Today’s decision implements PG&E’s first ACAP. We
established this-procaedikg in D0.87-12-039, which addressed cost
allocation and rate desﬂ&n principles based on broad policies set
forth in earlier orders/

The Commission developed the ACAP as part of its gas
requlation program wh%ch seeks to respond to changing market
conditions for the gas utilities. In recent years, changes in
federal policy and g‘ markets have required that we reconsider our
requlation of the gas utilities in order to make them competitive
and to promote efficient market transactions.:

A.
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for the effects of demand charges on customer decisions” with
respect to fuel switching. We also modify the modﬁl; to take into
account the effects of coxe election on model outpats.

We find that PG&E’s discount adjustmepf model is too
complex and inaccessible to the parties, and adopt a simpler and
more understandable alternative. To-facil%pate efforts to improve
ACAP modeling, we plan to hold workshops prior to hearings and
following the f£iling of PGSE’S next ACZ;/Epplication.

In addition, today’s order addresses PG&E’s proposed gas
and oil price assumptions. We find that an appropriate ¢il price
forecast for the test year is S17 pexr barrel, and that changes in
oil prices do affect gas prices. /whe adopted corxe weighted average
cost of gas (WACCG) is § per million British thermal unit
(MMBtu). The adopted noncore WACOG is $ per MMBtu.

Today’s order incorpérates the allocation effects of
PG&E’3 1989 attrition year ifcrease of $37.18 million for PGSE’S
gas operations adopted in Réﬁolution G-2838. In genexral, the order
retains the cost allocatign and rate design principles established

in Decisien (D.) 87-12:;79.
IX./ Exocedural RBackgqround

A. ZThe Purpose of the ACAP

Today’s decision implements PG&E’s first ACAP. We
established this prbceeding in D.87-12-039, which addressed cost
allocation and rat@ design principles based on broad policies set
forth in earlier /oxders.

The c?mmission developed the ACAP as part of its gas
regulation program which seeks to respond to changing market
conditions foﬁ/the gas utilities. 1In recent years, changes in
federal policy and gas markets have required that we reconsider our
regulation of the gas utilities in order to make them competitive
and to prom?te efficient market transactions.

/
/

/
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As part of this program, the ACAP allows the utiYities to
begin the process of moving rates toward cost by'alloca ng costs
. tO cost-causers. The regulatory structure underlyinq/mhe ACAP
places increased risk on the gas utilities and provides them new
opportunities in noncore markets.

More specifically, the purpose of the ACAP is to:

© Allocate fixed and variable costs/between

customexr classes

Forecast gas costs and throughput for the
test period

Amortize balancing account/ﬁ;dercollections
and overcollections T//

© Revise rates to reflect changes in

throughput and expenses
B. Swmazy of the Proceeding

PG&E filed its ACAP application on September 15, 1988.
It initially requested that t e Commission increase its revenue
requirement by $221.6 million. On December 12, PG&E modified its
request mainly to reflect changes-in oil prices. PG&E’s
December 12 filing increages its original request to $298.0
million. Of this amount;, $141.2 million represents expected
balancing account undexcollections.

PG&E’S request is based on a throughput forecast and an
estimate of gas costd for the test pericd, January 1, 1989 to
Decembexr 31, 1989. /Its proposed cost allocation between customer
classes is, accor%lng t0 PGEE, consistent with Commission
directives in D.§7-12—039 and with Senate Bill (SB) 987, which
required continudtion ¢of the existing cost allocation through
Januvaxry 1, 1991/ PG&E’s proposed rate design, as modified, would
increase residential rates by 12.5% on average, and increase
noncore transport rates by an average 22.6%.

The following parties filed testimony in this proceeding:
the Division of Ratepayer Advocates (DRA), Toward Utility Rate
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ways. For example, we modify PG&E’s models so that they account
for the effects of demand charges on customer decisions with
respect to fuel switching. We also modify the models to take inteo
account the effects of core election on model outputs.

We find that PG&E’s discount adjustment model is too
complex and inaccessible to the parties, and adopt 2 simpler and
more understandable alternative. ro-zacilitaté'erzorts to improve
ACAP modeling, we plan to hold workshops p ’;r to hearings and
following the filing of PG&E’s next Acgg/é:;lication;

In addition, today’s oxder,pddresses PG&E’s proposed gas
and oil price assumptions. We find/that an appropriate oil price
forecast for the test year is $17/pexr barrel, and that changes in
oil prices do affect gas prices., The adopted core weighted average
cost of gas (WACQG) is $1.944 per million British thermal unit
(MM3tu) . The adopted nonecore WACOG is $1.90 per MMBLu.

Teday’s order ieﬁgrporates the allocation effects of
PGSE’s 1989 attrition year increase of $37.18 million for PG&E’s
gas operations adopted 45 Resolution G-2838. In general, the order

retains the cost allocation and rate design principles established
in Decisien (D.) 87-1&—039. |

II. mm_&zsjsm

A. IThe Rurposc/of the AGAR

Today’s decision implements PG&E’s first ACAP. We
established this proceeding in D.87-12-039, which addressed cost
allocation and rate design principles based on broad policies set
forth in e%;lier orders.

he Commission developed the ACAP as part of its gas
requlation program which seeks to respond to changing market
conditions for the gas utilities. In recent years, changes in
federal/%olicy and gas markets have required that we reconsider our
regulation of the gas utilities in order to make them competitive
and tg/promote efficient market transactions.

!
'

/
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As part of this program, the ACAP allows the uzi};ties o
begin the process of moving rates toward cost by allocating costs
to cost-Ccausers. The regulatory structure underlying

© Allocate fixed and variable costs/between
customer classes

Forecast gas. costs and throughput for the
test period

Amortize balancing account undercollections
and ovexrcollections

© Revise rates to reflecX changes in
throughput and expenses

B. Sumeaxy of the Proceeding

PG&E filed its ACAPY application on September 15, 1988.
It initially requested that the Commission increase its revenue
requirement by $221.6 million. On Decembexr 12, PG&E modified its
request mainly to xeflect ges in oil prices. DPGIE’S
Decembexr 12 f£iling increa

million. Of this amount,/ $141.2 mlllion represents expected
balancing account undexrgollections.

PG&E’s requegt is based on a throughput forecast and an
estimate o0f gas costs/for the test period, January 1, 1989 o
December 31, 1989. Jts proposed cost allocation between customex
classes is, according to PG&E, consistent with Commission
directives in D.87412-039 and with Senate Bill (SB) 987, which
required continuation of the existing cost allocation through
Janvary 1, 1991. /PG&E’s proposed rate design, as modified, would
increase residentiial rates by 12.5% on average, and increase
noncore transport rates by an average 22.6%.

The following parties filed testimony in this proceeding:
the Division of/ Ratepayer Advocates (DRA), Toward Utility Rate
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Normalization (TURN), California Iadustrial Gro (CIG), Mission
' Resources (Mission), California Cogemeration Céﬁnc;l (CCC), the
California Department of General Sexrvices (DGS), Southwest Gas
Company (Southwest), and Salmon Rescurces Ltd. with Mock Resources,
Inc. (Salmon/Mock). The testimony of Salmon/Mock regarding
unbundled brokerage fees was deferred following issuance of
D.88-12-045. Southern Califormia Edison Company (SCE) and Canadian
Gas Producers (CGP) filed briefs.

Fourteen days of hearings were held in Phase I of this
proceeding. The case was submitted on January 27, 1989.
C. Scope of the Proceeding

A number of parties moved to strike all ox portiomns of
the testimony of CIG, Miss%pn, DRA, Southwest, and TURN. All of
the motions were granted on the grounds that subject testimony was
beyond the scope of this Afirst ACAP proceeding. In some cases,
testimony appeared to conflict with SB 987 which directed the
Commission to retain g{ sting cost allocation methods until
January 1, 1991. We,foncu: with the adminjstrative law judge’s
(ALJ) ruling that experience with our new program is limited, and
that we should consider cost allocation changes only in futuxe ACAP
proceedings. We 3;3 also committed to complying with SB 987, but
recognize that cost allocation which assigns costs to cost causers

is an integral component of our new gas regulation program and
critical to its/ultimate success.
D.

Durﬂng the first week of hearings, Salmon/Mock, TURN, and
others requested that the ALJ require PG&E to release certain
customer-specific data which was used as inputs to PG&E’S discount
adjustment Podel.. The motion was granted subject to protective
order. PG&E appealed the ALJ’s ruling on the grounds that the
information was too sensitive to release publicly.
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Subsequently, PG&E filed, on December lz;/modifications
to its discount adjustment model which did not use¢ customex-

specific inputs. The ALJ withdrew the ruling irx recognition that

PGKE’s case in chief no longer rélied’upon customer-specific
information. f/:?‘

' During hearings, PG&E objected o requests by Salmon/Mock
to produce PG&E’s contract with Enron, a/;upplier of gas from the
Southwest. The ALJ ordered PG&E to produce the contract because,
under our policy, the utilities must/document their costs with all
appropriate information unless imminent and significant harm would
result. Prior to its release of rfhe document, PG&E agreed to have
its witness cross-examined on the contract’s elements. Following
cxoss-examination, Salmon/Mock/withdrew its request for a copy of
the contract. We are satisfied with t@e outcome of this conflicet,
but remind PGLE that it must/provide any information £o~pa:ties
requesting it when the utixﬁty uses such information to estimate
costs. It is not enough for the utility to assert future costs:
they must be documented.

E. RBrokerage Fees .

On Decembe:)p, 1988, the Commission, in D.88-12-045,
addressed PG&E’s pet%;ion for modification ¢f R.88-08-018, noting
that the peolicy issqpa regarding brokerage fees would be resolved
in its procurement rulemaking. Implementation ¢f brokerage fees
would be included fn this ACAP in a second phase of the proceeding.
Accordingly, we wﬂ&l address brokerage fee implementation following
additional heari?@s in this proceeding.

F. Attritiop Year Cost Allocgtions

On December 19, 1988, the Commission issued Resolution
G=-2838, addregaing PG&E’s 1989 attrition increase request. That
resolution difectad PG&E to pxopose in this ACAP proceeding a
- simpler method for allocating future attrition year revenue
changes. Since many of the parties’ original f£ilings did mnot

specifically|address this issue, it will be considered in Phase IIX
of this proceeding.
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IIX. Majox Xsgucs

Forecasting the gas revenue requirement/involves
investigation and resolution of many interactivd’factors. Five
major categories of issues were considered in/this ACAP.

1. Gas Throughput

2. Cost of Gas

3. Cost Allocatien

4. Revenue Requirement

5. Rate Design
A. Gas Throughpyt

Gas throughput is the total demand for natural gas from
the PG&E system, including gas purchased and sold to PG&E’s
customers and transportation of /customer-cwned gas on PG&E’S
system. :
' PG&E’Ss estimates o throughput included use o£ two
models. One is an economet:éc (ET) model which was used to
determine the effects of sd&h factors as weathex, economic
activity, and fuel priceg/on levels of throughput for residential,
industrial, and commercial customers. Volumes for enbanced oil
recovery (EOR), utility electric generation (UEG), and cogeneration
were estimated exogencusly (that is, outside the econometric
models). PG&E also uses a "discount adjustment model.” The
discount adjustment fDA) model recognizes that some noncore
customers will stay/on the PG&E system if they are offered
discounts from tariffed rates. Evaluation of the models is
presented at the end of this section.

The £o¥&owing summarizes the positions of the parties on
methodologies, model inputs, and results.

PG&E's estimates of thxoughput include use of two types
of models. The ET model forecasts throughput econometrically by
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estimating the effects of such variables as fuel prices, weather,
and economic growth on demand.

The DA model estimates revenues by fo:ecassﬂng the
discounts rezguired to keep large customers (P2B, G=IND, and COGEN)
on PGSE’S system. The DA model is used tovdeve;gp-an average
industrial transport xate to IiInput into the Er)model, to derive &
discount adjustment percent f£or P28, G~IND and COGEN, and to
calculate forecasted billing determinants to/which industrial
demand charges will be applied.

Using customer-specific load information, the DA model
produces "seed" rates which are input into the econometric
throughput model. These seed rates akxe core customer rates and
default transport rates for noncore/customers. The DA model also
produces an adjusted throughput which does not represent actual
forecast values. Instead, the adjusted throughput translates &
revenue adjuatmant-—resultiﬁgv%rom discounted rates--into a volume
adjustment. The information /provided by the DA model is based on
1987 usage patterns, scalad ,ownward to reflect expected 1989
market conditions of 1,100 PG&E noncore customer accounts.

The DA model is the more controversial of the two models
because of its complexity  and due to the effects of its outputs on
throughput estimates. The interaction of the two models was alsc
the subject of debate.

a. RPGEE

PGAE comments that the purpose of the DA model,
conceaptually adopted/by the Commission in D.87-12-039, is to
recognize the value/of gas, relative to other fuels, to noncore
customers. Accoxrding to PG&E, estimating customers’ willingness
to pay in advance/%rees the Commission from reviewing every
negotiated agréegant. PG&E recovers revenue requirement based on
its negotiating skills and knowledge ©f the market. PG&E believes
the medel is simple enough for the parties to understand and has
agreed to make the model accessible to the parties.
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/

PGLE’s original DA model used customer-specific data to///

estimate required discounts. PG&E amended its oziginal £iling; o
that customer-specific data was not used as model inputs. The
revised showing uses average customer data. '
b. CIG :
(1) Ihe Models

CIG challenges PG&E’s methodology on
that the models systematically underestimate throeghput. CIG
states that PG&E has an incentive to underforeceet noncore
industrial throughput in order to lower PG&E’s xisk of recovery.

CIG cites a number of ways the/models together
underestimate throughput. The econometric models, according to
CIG, are specified in conjunction with the/DA model so that an
unadjusted throughput forecast of lost loud, once made, cannot be
reqained even when assumptions are changed. The ET model will
predict a loss of load that is actuelb{'being retained by way of
negotiated transmission rates. ﬁ// .

Moreovexr, a :eductio in average gas prices or an
increase in the premium does not :esult in a corresponding increase
in throughput. When lower gas p:ices were assumed, the DA model
increases the revenues collecte?/from the G=IND class, increasing
the discount ratio as well as the average transport rate. The
highexr discount ratio translates into a higher adjusted throughput
for ratemaking purposes, but /the higher average industrial
transport rate offsets the lower gas costs in the seed rate
calculation. Thus, the undﬁjusted throughput level, which reflects
the real level of gas demand, is maintained despite significant
reductions in gas costs.

CIG argues that PG&E’s DA model does not take into
account any potential dfscoun:s from gas suppliers in response to
competitive pressuxes./‘Additionally, since the ET model does not

use historic data, it cannot provide reliable estimates of
throughput.

-
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Finally, CIG notes that PG&E’s use of econometric
nodel outputs as inputs to the DA medel, while using Di/model
outputs as inputs to the econometric model is a ¢ircular and self-
fulfilling prophecy. -

(2) CIG’s Proposal '

CIG believes the PG&E methodology is so flawed that
it should not be used to estimate throughput. CIG recommends
instead that the Commission adopt an estimate based on PG&E’s most
recent recorded annual pericd.

Undex CIG’s proposal, the/Eommissxon would consider
as "unadjusted throughput” PG&E’s Teco ded industrial throughput
for the period June 1987 through June 1988. That amount is 1,680
million therms (MMth). According to CIG, this throughput is
reasonable because most recent recorded data do not show any
evidence of a decline in throughput. Using this thxoughput does
not make the illogical assumption made by PG&E that gas prices will
not respond to lower oil priceé.

To develop aq/average discount, the Commission

should use the average disgoun:s negotiated by PG&E in current
contracts, which is now GL% of the existing default rate. CIG
points out that the :esurting $.0975 per therm discount rate is

comparable to- PG&E’S oxisting average G-IND rate of $.098 per
therm.

To implement CIG’s recommendation, the volumes
subject to dLscounzid@ are ostimated. CIG’s witness assumed that
700 MMth would be discoun:od based on the 679 MMth currently under
discounted contracts. The 61% discount is then applied to those
volumes to yield a/ "full rate” equivalent volume of 427 MMth. This
full rate equivaiént volume is then added to the volumes not
subject to discounting (that is, the unadjusted throughput less
discounted‘:h:og&hpuc) to yield the discount-adjusted volume to be
used for ratemﬁ;ing purpose. Using the 1.68 MMth as unadjusted
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throughput, the CIG methodology yields a discount—adjustﬁé/////
throughput of 1,407 MMth.
c. IURN
(1) ZIhe Models

TURN observes numerous shortcom;ngs in the DA model.
First, TURN states the model improperly applies 1989 market
conditions to historical usage patterns ever/ though significant
changes in the market have occurred since X987. TFor instance, the
company’s procedure assumes that all cogpnerators on line in 1989
will have the same load patterns and aLternative fuel costs as
those of a much smaller group who we;e operating in 1987.

TURN believes 1987 d&ta is not representatmve of

1989 market conditions because the: period precedes gas industry
restructuring and the in::oduction of demand charges. TFoxr this

reason, TURN recommends that the Commission rely on aggregate
rather than customer-apecitic oad data for forecasting.

TURN also suggests that in determining'the average
level of necessary rate disdbun:s, PG&E should use the discount

percentage developed foraziisting contracts and mﬁltiply them by

the volumes in those agr/ nts. TURN makes this suggestion on the
basis that those contracts are the best evidence of the level of
discounts actually :aqui:ed by the marketplace and they are already .
public information.

TURN also challenges the application of the outputs
of the DA model to.the BT model. According to TURN, PG&E has
double-counted load/loss of 33 MMth. The ET model predicted 33
MMth of load, loss,/load which was discounted by the DA model. In
effect, according/to TURN, rate discounts were found necessary for
load already assumed lost in the ET model. Since the ET model does
not predict ind%vidual customer fuel switching behavior, this )
problem cannot pe coxrected.

: adds that the fact that Negotiated Revenue
Stability Account (NRSA) balances are almost zero for l1988--—even
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though oil prices were well below the assumed level--is evidence
that PG&E’S forecasting methods, which werxe used for the Ifast_
forecast, are systematically biased. Similarly, the dpop in oil
prices at the end of 1988 did not lead to significant/lncreases in
contract negotiation. PGLE reports that only 80 oﬁ/&ts 1,100
industrial customers have so far negotiated‘contrdétso On this
basis, TURN believes it is unreasonable to assume that 96% of
industrial volumes will be subject to discounted rates during the
test period, as PG&E’s models predict. ;

TURN is also critical of the’econometric model
itself. ¥First, TURN states that for econgﬁetric models to work,
there must be sufficient historical datal PG4E uses a single
average gas price. ¢

Like CIG, TURN observegfthat the econometric model
'will assume lost loads that will not/actually be lost because it
employs an average negotiated'rate)fbvel instead of a minimum
negotiated ra;e level. This prob%pm, accoxrding to TURN, is not
remedied by the fact that the historical gas prices used as inputs
to the ET model also represent 3verage industrial prices because
PG&E has had greater negotiatigg flexibility since May 1 than it
has 'had in the past. Accordingly, PG&E will sell gas at a wider
range of discounted rates than is reflected in the historical data
base. , :

To xemedy this problem, TURN recommends that the ET
model be run twice, once u7ing the default transmission rate and
again using the minimum flooxr rate. The default transmission rates
are the rates noncore customers would pay for transportation absent
negotiation. The results/of the initial run would establish the
forecast of throughput aé default rates. The difference between
this run and that using,&ho minimum floor rate would represent the
additional volumes that;could potentially be regained through
discounting. TURN’s witness stated a simpler approach would be teo
add an ostimatedfaveradé aexlt charge to the ¢il price forecast used
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in the ET model to reflect the fact that fuel switchers wou be
paying these cests in addition to the price of the oil itself.

Finally, TURN states a preference for DRA’s
econometric model over PG&E’s because, although the mcéels are
similar, DRA‘s yields a lower forecast error than PGﬁE's when
applied to recent historical data.

(2) ZIURN‘’s Proposal

TURN recommends that the cOmm;&s;on reject PG&E’S DA
model, and goes so far as to disassociate ;Eself from PG&E’s DA
model, which has been referred to conceptually as the "TURN
adjustment." TURN proposes a simpler y3is which uses aggregate
data for large groups of customers with/the same alternative fuel
capabilities, rather than individual customer data which TURN
states is of dubious reliability.

i Undex TURN’s methodology, the average gas commodity
cost would be subtracted from the/average alternate fuel price,
adjusted to account for effects of demand charges and premiums.
This average gas price would bef weighted according to relative
forecasted usage of the core dﬁd noncore WACOGs. If the resulting
rate is higher than the expectad default rate, no discount would be

necessary. If the rate is 1;53 than the default rate, a discount
" would be calculated. Thig/be:cantage would be multiplied by the
forecast of unadjusted t&;oughput for customers with that
alternative fuel to determine the appropriate discount adjustment
volume, which would be subtracted from the forecast of unadjusted
throughput for cost al?@cation and rate design purposes.

This approach can alsc be used to derive average
transport rates to plAg into the ET model by selecting either the

"maximum transport rate“ or the default rate for each fuel type,
weighted by volume,/whichever is lower. Percentage splits<£or each
fuel type would have to be determined, and have been developed in
the record. In each case, accoxrding to TURN, GC-2 or SCE volumes
would also have tof be factored into the transport seed rate.
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TURN states its methodolegy does not prog;&e results
which vary significantly from those provided by PG&E’s methodology.
The advantage of the TURN model is its simplicity'an>
understandability. It may be used to estimate all noncore class
rates and transport rates. n///n

TURN also suggests the CommiSSLO hold workshops
shortly after this proceeding which would allow the parxties to
explore the models in more depth.

d. DRA

DRA notes that the PG&E models have created a great deal
of confusion in this case and recommends/a simpler approach to
PGSE’s DA model. DRA states that the %pdel cannot be run by the
parties and the data base of 1,100 customers is unwieldy. DRA also
expresses concern that the customer-specific information in the
originally filed model demands a secret review of the results,
contrary to the public hearing prccess.

DRA supports TURN’s preposal on the grounds that it is
simple, accessible to parties, and can be applied to all utilities.
It also incorporates the effects of demand charges and core
election. According to DRA.Lt/provides reasonable inputs to the
econometric model. d/

DRA is not as confident about CIG’s approach in large
part because the model doos/not account for changes in the
relationship between gas and oil. DRA is also reluctant to abanden
the ET model, as proposed/by CIG.

e. CGP |

CGP believes there are design flaws in both PG&E’s and
DRA’s models which yie?&vunacceptable:esults. CGP points out that
the models provide counterintuitive results in that when the gas
prenium is increased n the DA model, the ET model forecasts lower
throughput. Both els appear to treat the premium as an additive
to the cost of gas rather than to its value to customers.
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CGP also states that there exists bhetween the models a
circularity problem that occurs because the models cannoa be
iterated enough times to reconcile the discrepancies between
projected revenues and revenue requirements. CGP suggests that the
models are not very useful at this time because of their complexity
and because of inexperience with them.

CGP proposes that the Commission igopt policy gquidelines
in this proceeding which will fostex deve%gpment of models which
are simpler and more internally consistent. In the interim, CGP
recommends adoption of TURN’s approach which uses a single set of
alternative fuel prices and which does’ not require complex computer
applications.

£. RGS

DGS states that PG&E'g/econometxic industrial forecast is
assumed to include all GC-2 saaps. The low GC-2 rates, however,
are not included in the developmanm of the seed rate by the DA
nodel, resulting in a £o:ecazt that is Too low. DGS proposes that
the Commission correct this/ error by ordering the econometric model
to be run with a final seed rate based on a weighted average of 83%
of the seed rate that wgpld otherwise have been developed and 17%
of the average GC-2 ratq to reflect the percentage GC-2 volumes.

g- Salmon/Mock

Salmon/Mock' supports the proposals of CIG and TURN.
Salmon/Mock argues fhat, contrary to D.87-12-039, the PGLE discount
model fails to‘asgfme that upstream pipelines and producers could
be assumed to beﬁ; a portion ¢of the burden of discounting.

h. PEGEE Rebuttal

PGSE states its methodology is relatively objective. It
argues that usfﬁg existing contracts, requires the Commission to
make judgments about the reasonableness of the contracets, or else
Tewaxrd utili ies that are poor negotiators by allocating less
revenues to heir noncore class and placing the utilities at less
risk. PG&E[states that using forecasted rather than historical

\
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data in est;mating throughput and revenues takes into account’

expected market changes.

, PG&E also states that use of 1987 recorded data is a
reasonable way to approximate use in 1988 and 1989 after scaling

the data. Use of 1987 recorded billing data, according to PGSE,

yields more accurate results than using no indivzdual billing data,

contrary to TURN’s assertions.

PG&E has attempted to determine 1989 throughput by
looking at economic factors, and following an assessment ¢of noncore
volumes which could be retained through discounting transportation
rates. PG&E’s models are, for the moyt'paxt, thoughtful and
sophisticated. Because this is the first ACAP, PG&E’s task was
formidable. The concept 0f a discount adjustment model is new.

The risks associated with inaccurate forecasting are considerable
under our new regulatory program.

While we commend PG&E‘’s efforts to provide an acceptable
framework for determining di;éounts and throughput, we have serious
reservations regarding certain model specifications which have been
the subject of much contﬁp%e:sy in this proceeding.

Some observations of market behavior demonstrate
intuitively the shortcpﬁinga of PGSE’s model results. As TURN
points out, PG&E’s industrial throughput has increased from 3,297
MMth in 1986 to 4, GOQ MMth in 1987 to 5,282 MMth in 1988. PGSE‘s
models predict a severe reversal of this pattern, estimating a drop
of over onme-third/to 3,729 MMth in 1989. As CIG reports, 61% of
volumes requi:egfdiscounts in 1988; PG&E’s models predict that 96%
will require discounts in 1989.

Some of the biases in the models are a result of
implausible/input<assumptions which we will address separately.

Aside from the issue of model inputs, model designs are
troublesome. To begin with, the parties observe correctly that
PGEE’S modals and the way they interact are very complex. A great
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deal of time was spent in the hearings in efforts tonderstand the
most basic inner workings of the discount adjustment model and the
way it was used in conjunction with econometric models. The
complexity of the models made it difficult to g#élyze inputs and
results. Adding to this source of difficulty/As the fact that the.
parties could not have access to certain customer load information,
which is the backbone of the DA model. | '

The models have other serious téchnical problems which
intexvenors identify. Among them is the/way the meodels together
appear to double-count some load loss,/and the failure of ET model
. throughput estimates to fall when gas/ prices assumptions are
reduced in the DA model.

Model specifications do)not allow an assumption that gas
suppliers will be forced by maxk9t conditions to discount their
product, thus implying that purchasers are without any negotiating
power. Curiously, the ET model appears to use little historic
data, the very data economatrﬂ& models are designed to use.

In spite of their apparent sophistication, the ET model
and the DA model do not provide results which are ¢onsistently
logical. Attempting to paxfect those models and the way they
interact is a task we cannot hope to accomplish in this proceeding.
Some adjustments may be made to improve them and we will require
those adjustments where appropriate. PG&E’s discount adjustment
model, however, is not/salvagoable. It is just too complex and too
difficult to use, p:imarily"because of its reliance on customer-
specific bill calcu%nnions and load information.

We appreq}ate the efforts of CIG and TURN to develop
alternative methods of calculating discounts and throughput.  CIG’s
. approach has inxuiiive appeal. because it is simple and uses
existing informarion regarding necossary customer discounts. It
requires no econometric modaling or assumptions regarding future
gas prices. Whlle CIG’s approach is commendable, we are concerned
that it is too/simpla and fails to- account for changing
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relationships between oil and gas prices and other changing market
conditions, as DRA points out.

We believe TURN’s method is more appropriate. Like the
CIG model, it is simple and does not require t ) use of
confidential information. It takes into account historical ,
information and provides results which are intuitively sound. It
appropriately accounts for the premium an, demand charges. In
addition, TURN‘s model takes advantage of appropriate econometric
methods and recognizes forecasted values £for gas and alternate
fuels. TURN’sS method is a reasonable alternative to PG&E‘’s DA
model, and we will use it in our cijeulation of required discounts
to transport rates for large noncore customers. The TURN formula
is presented graphically in Appeﬁ&ix B, Table 1.

FPinally, we will makg/bcsf proposed adjustment to the ET
model, which incorporates the ,lower GC-2 rates in the seed rates.
Estimated discounts and discount volumes for industrial customers
are presented in Appendix Bf’Table 1. Adopted throughput is shown
in Appendix B, Table 2. '

While we endorse TURN‘’s model in this proceeding, we
recognize that refinemants or changes to it may be appropriate as
PG&E and intervenors gain experience with ACAP forecasting and the
maxrketplace. Accordingly; we invite PG&E and other interested
paxties to propose changes in future ACAPs. :

We will entortain model changes under certain conditions.
First, we will not estimate throughput, revenues, revenue
requirements, or required discounts using data which cannot be
reviewed by the pa:ties to the ACAP proceeding. Second, we will be
reluctant to revﬂ&e the conceptual changes we have made, for
instance, thosejregarding the ottects of demand charges and coxe
election, discuased below, without a strong showing. Any proposed

models or changas to the models should be understandable, simple,
and intuitivoly'sound.

l

{
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At TURN’S suggestion, we will direct Commissioqfﬂévisory
and Compliance Division (CACD) to hold workshops on thg/models
adopted in this proceeding within 60 days of the effectzve date of
this decision. The purpose of those workshops will/be ©o help
interested parties to undexrstand the models, spec;i;cat;ons, and
shortcomings. We also hope that the wo:'kshops will provide a foxum
for determining ilmprovements to foracasting methods which may be
used in the next ACAP. We strongly encouragg’other gas utilities
to participate in these workshops. /

2. Model Assumptions /!
a. Economic Activity o

Activity in the economy is one input in the econometric
model. PG&E forecasted a 30% probabiiity of recession in 1989 and
weighted its inputs accordingly. DRA.argued that PG&E’s forecast
was too pessimistic, citing Data Rosou:cea Inc. (DRI) and the
University of California at Los Angeles forecasts of economic
activity in the state. ;

DGS concurs with DRA that we should not assume &
recession will occur in 1989.. DGS suggests that if the Commission
adopts DRA’s estimate of economic activity in 1989, it should also
adjust the industrial throughput forecast accordingly. DGS
suggests using PGSE’s highex estimate of a 2.4% increase in
industrial production rather than DRA’s estimate of 1.4%, to be
consistent with a nonrecession forecast.

TURN also»supgdrts DRA‘’s estimates of economic activity.

We concur with DRA that most economic observers do not
foresee a recession in 1989. We will also adopt DRA’s estimate of
growth in industrial production as a reasonable corollary to its
.estimatas of economic'activity.

b. Alternate Fuel Prices

Fuel p:icds affect model outcomes and are used in both
the discount adjustment model and the econometric model. Higher .
prices for alternate fuels--propane, Number 2 fuel oil and Number 6
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fuel oil--lead to higher throughput, other things equal, because
gas prices are relatively more attractive to customers. ///
(1) Exgpane ' /

PG&E estimates an average wholesale pr;fe for..
propane of $.282 per therm. PG&E uses a wholesale, zather than
delivered, price because propane is costly to transport. Most
customers who use propane do not require transport/and purchase it
at the wholesale rate.

DRA argues that some of PG&E’S customers buy propane
at delivered prices, and propane price estzmaﬁés should be weighted
accordingly. At DRA’S request, PGLE estimated the number of
customers who purchase propane at del;vered(prxces to0 be about 23%.
PG&E also presented average delivered ra%ps which are estimated by
the Lundberg Company to be $.421 per therm adjusted to 1989
dollars. PG&E characterlizes the Lundberg survey as unrealistic,
but did not provide altermative estimdtes of retail propane prices.

We concur with DRA that the estimated propane price
for 1989 should be a weighted average of wholesale and retail rates
to reflect customers who purchase propane at retail rates. We will
use the Lundberg survey in the ag;ence of other reasonable
estimates. Accordingly, our adopted propane price is $.314 per
thexm. /

(2) Number 6 Fuel Ofl

PGLE estimated/significant reductions in oil prices
in 1989, down to $14.62 par)ba:rel, or $.196 per therm. PG&E’S
original application estimamed oil prices in 1989 to be $19.12.
PGS&E reduced this estimatejfollowing oil price reductions in late
1988.

DRA estimated crude oil prices would average $17 per
barrel during 1989, equal to $.285 pexr therm for the refiner’s
acquisition cost, and s 254 per therm for the delivered price. DRA
based its estimate onjﬁho average refiners’ acquisition cost, using
EIA’S Third‘Quartex,l?88'Short Term Enexrgy Outlook. DRA‘s éstimate

7'1
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attempts to anticipate the effects ¢of QOPEC price;getting meetings
held during 1988. DRA notes that EIA used a higher QOPEC production
level than PG&E and still came up with a higheé forecasted oil
price. '

TURN supports DRA’s estimate of crude oil prices.
TURN points out that the OPEC meeting thdé established the new
quotas took place after both the DRI £oé§cast of $18.30 per barrel
and the EIA reduction to $15 per ba::ei. TURN submits that DRA‘s
estimate is conservative.

TURN also states that the Commission must translate
its adopted Numbexr 6 fuel oil pricg into prices for other products.
TURN suggests using DRA‘'s formula to develop appropriate terminal
and delivered prices for Number/G fuel oil.

Generally, Sal?on/nock urges against a forecast of
dramatic reductions in fuel prices because such a forecast could
have a significant effect on industrial default rates.

PG&E asserss that DRA’s estimate is based upon
outdated data since the most recent EIA forecasts reduced the 1989

oil price from $17 per bérrel to $15 per barrel. PGSE also arques
that, contrary to DRA’s/assumption, OPEC price setting agreements
have not been homored in the past.
PG&E'sjforecazt appears to be based as much on
current prices as on/anticipated prices for the test pexriod. 0il

prices have histo:ically'zluctuatod significantly over short time
periods.

We have no reason to believe today’s oil prices will
continue through 1990. ‘DRA’s price forecast, on the other hand, is
significantly abgve 1988 ‘average fuel oil prices. Independent
forecasts ostimate a range of world oil prices for 1989. wWithin
that range, we balieve a reasonable forecast to be $16 per barxrel
or $.268 per t%prm for the test poriod-

-
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(3) Numbex 2 FPuel Ol

Number 2 fuel oil is used as an input to the DA
model. PG&E estimated $.323/therm for this/éommodity. DRA
accepted this estimate, but noted that uhig price should be reduced
if the Numbexr 6 fuel price is reduced.’/éURN recommends using DRA‘S
formula, which would produce a Number 2 fuel oil price of
$.374/therm for Number 2 fuel oil, using DRA’s crude oil forecast
price of $17 per barrel.

Since we have adopted a forecast price of $16 per
barrel for Number 6 fuel oil, wg/will adopt the corxesponding price
of $.352 per therm for Number 2 fuel oil.

c. Customex Growth
Both DRA and PG&E/use econometric models to forecast
customer growth in all major customer classes. The results from
these forecasts are included in the econometric throughput model.
Differences between theté estimates are less than 1l%. Since the
differences are s0 smﬁii, we will adopt PG&E’s est;mate.
d. Effects of Demand Chaxges

PG&E’s DAuﬁodel did not assume that demand charges would
affect customer choices regarding whether or not to switch to
alternative fuels. A number of parties criticized the model for

this omission. /

DRA, gEG, and TURN argue that customers will surely
consider these fMexit costs” in their fuel switching decisions.
Customers do eot have infinitely long time horizons, as PG&E
assumes. Instead, the model should assume a shorter texm planning
horizon. CIF points to PG&E’s testimony to argue that demand
chaxrges have the effect of increasing a customer’s alternate fuel
price. /,
Similarly, CGP and Salmon/Mock criticize the omission of
demand chéigas as one variable which would influence switching
decisions. DGS goes further to suggest that each of the major gas

~
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utilities be required to submit a methodology fox incorporating
demand charges in future forecasts.

CIG proposes, based on a review of/ PGEE’s contracts, that
oxit costs averaged $.03 per themm in 19897 For default -
agreements, estimated exit costs would be about $.05 pexr thexm.

CIG proposes that these amounts be added to the cost of alternate
fuels in the DA model. CIG also supports TURN’s methodology as a
sound alternative. TURN would apply’half of the D=1 charge plus
all of the fully ratcheted D-2, at/lOO% load factor.

In response, PG&E states that the DA model does not
calculate load loss; it cnlcule;es discounts necessary to retain
load. In addition, PG&E argues that including exit charges as an
assumption in the DA model i;linconsistent with the way rates are
negotiated with customers because transport rates are based on
estimates of alternate fuef prices plus a premium.

Acco:ding to PG&E, incorporating demand chaxrge effects in
a one-year test period is a difficult task. PGLE’s assumption that
customers look at gas use as an annual decision is most reasonable.
PG&E states that it w9uld like to study the CIG and TURN proposals.

Demand charges present real costs to customers.
Accordingly, it is réasonable to assume that customers would
include demand cha:gos in calculating their most economic fuel
options. /

We will/adopt CIG’s recommendation to add $.03 per therm
to the cost of af;e:nate fuels for volumes associa:ed with
negotiated contracts and $.05 per therm to the cost of alternate
fuels for volumes associated with default agreements. While this
method providgg only a rough proxy of exit costs, it is a
conservative estimate which assumes customers make choices on an
vannual‘bauiSJ/ It is simple and intuitively sound. PG&E should, in
its next ACA?, propose a more precise method for estimating the
effects of exit costs. PFinally, we note that if PG&E is
negotiating/ contracts without taking into account the effects of
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demand charges, as it seems to state, it may be losing revenue
unnecessarily. . |
e. Gas Premium . :

The DA model--includes a premium for gas to reflect its
value to customers relative to the value of alternate fuels.

PGLE requests that the $.02 per thezm premium on gas,
adopted in D.87-12-039, be reduced to $.Q17 per therm. PG&4E states
that it has made this assumption becausefof changed customer
perceptions with regard to service reldability, caused by
curtailments last winter on the Southern California Gas Company
(SoCal) gas system. ;

DRA, DGS, CIG, aad TURN,:ecommended against this change.
DGS points out that the PG&E witness testified that lowering the
premium creates a perception of/&hoztage anong customers, even
though PGLE, does not anzicipate curtailments. Thus, the reduced
premium is a salf—fulfillingfprophecy.

PG&E alsorproposeqfeliminating the premium assumed for
GC-2 customers whose contraéts expire in 1989. This change is
reasonable, according to PG&E, baecause it expects some resistance
from these customers as they realize the impact of higher rates
resulting from this A '

DGS. argues thnt this change is inappropriate because the
premium is set to reflact the value of gas ocver oil in all
circumstances. ,

We will no change the premium since PG&E has not
demenstrated that the existing amount is unreasonable. We are not
convinced that customer perceptions regarding reliability have
changed. In additfon, we believe the premium should be assuned for
all GC=2 customerd The DA model and ET model are designed to
capture the etfects of higher rates on the attractiveness of gas.

Eliminating the preminm results in double-counting necessary
discounts to customers.

d
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£. Effects of Coxe Flection :

TURN is critical of the DA model becausevié does not
weight core and noncore gas prices to reflect the-fact that large
users may buy gas at eithexr corxe prices (as cogé’elect customers)
or noncore gas prices. Without this weightingi the model will
predict that discounting will be required to keep customers on the
system who already realize a rate below the noncore WACOG.

DRA agrees with TURN that the DA model ignores core
election even though approximately-SS%;of industrial throughput is
estimated to be core elect. This ovgfsight, according to DRA, is a
transparent attempt by PG&E to lcwq:'its risk by ignoring what it
expects to occur during the forecnét period.

Like TURN, DRA.proposes the DA model recognize the
effects of core election by wqyfof one of two model adjustments.
The model could incorporate a weighted average of core and noncore
portfolio prices. Alternativély, the model specifications could ke
changed so that in calculatfhg each customer’s bill, either the
core or noncore WACOG would be used depending upon whether or not

the cuatomer is a cc:e-olect customer. DRA states that the latter

option may be difficult,:o<accompliah.in this‘case because of time
constralints.

CGP and Salmon/nock support DRA and TURN‘s position on
this issue. . ;

PG&E responds that the DA model should use a single
benchmark price in ordor to avoid having the noncore transportation
revenue responsibility depend on customer procurement choices.
PG&E states that in some cases the coxe WACOG may be above the
noncore WACOG, inc;eaaing the revenue allocation to the noncore.

We ag:eo with DRA and TURN that the DA.model should
xeflect the fact that some noncore customexs elect core status.
The effect of using PG&E’s assumption does not exclusively affect
revenue allocat%@n between classes as PGLE seenms to assume. It
also affects the amount of zrisk allocated between shareholders and
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alternative fuels. A number of parties criticized the model for
this omission. '

DRA, CIG, and TURN argue that customers will surely
consider these "exit costs” in their fuel switching decisio

assumes.

horizon. CIG points to PG&E’s testimony to argue

charges have the effect of increasing a customer’s alternate fuel
price.

Similarly, CPG and Salmon/Mock ¢fiticize the omission of
demand c¢harges as one variable which woyld influence switching
decisions. DGS goes further to suggegt that each ¢f the major gas
utilities be required to submit a mgfthodology for incorporating
demand charges in future forecasty.

CIG proposes, based oy a review of PG&E’S contracts, that
exit costs averaged $.03 per tlierm in 1989. TFor default
agreements, estimated exit cgsts would be about $.05 per therm.

CIG proposes that these amaants be added to the cost of alternate
fuels in the DA model. CJYC also supports TURN’s methodology as a
sound alternative. TUR%/&ould apply half of the D-l1 charge plus
all of the fully xatcheted D-2, at 100% load factor.

In :esponse77§G&E states that the DA model does not
calculatoe load loss;/it calculates discounts necessary to retain
load. In addition,/PG&E argues that including exit charges as an
assumption in the DA model is inconsistent with the way xates are
negotiated with customers because transport rates are based on
estimates of alternata fuel prices plus a premium.

According to PG&E, incorporating demand charge effects in
a one~year test/@eziod is a difficult task. PG&E’s assumption that
customers look at gas use as an annual decision is most reasonable.
PG&E states that it would like to study the CIG and TURN proposals.

Demand ¢harges present real ¢osts to customers.
Accordingly, it is reasonable to assume that customers would

/
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ratepayers as it affects revenue estimates from the noncore class.
Incorporating DRA’s and TURN‘s proposal would provide a more
realistic estimate of noncore revenue. PG&E also states that
alternative approaches would not comply with the Commission’s
stated goal of keeping transport and procurement rates independent
of each other. We do not agree with PG&E that the effect ¢f making
this forecast model adjustment would be to change service .
arrangements for transport and procurement. PG&E confuses forecast
assumptions with actual changes in rate st:uczures.

We will adjust the DA meodel to xncorpo:ate adopted
estimates of core elect throughput. A moge extensive change in

model specifications, as DRA suggests, may be appropriate in future
ACAPs.

3. IThroughput Estimates
Throughput estimates inclu all gas, whether procured by
the utility or the customer, t:ansported thzough utility pipelines.
Throughput estimates affect rateszf the higher the estimate of
throughput, the more volumes over’which to spread fixed costs.

Throughput estimates also affect the level of xrisk borne by the
utility: higher estimates increase the risk of revenue recovery.
a. Industrial .f’

Using’ its ET modeY, PGSE estimated industrial throughput
for the test period to be 13231 MMth. The difference between DRA’S
and PG&E’s estimates of industrial throughput is about 13.5%. This
difference is mainly dug/io differing model specifications
regarding demand elasticity and DRA’s higher estimate for fuel oil.
PG&E argues that DRA!s/alasticity assumptions are unrealistic
because industrial demand has not increased at a proporticnately
higher rate than induatrial growth in recent years.

Dnh.est&hates a 1.5% increase in throughput for a 1%
change in industéial activity. PG&E estimates a .9% increase in
throughput for a 1% increase in activity.
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include demand charges in calculatlng their most econcemic fuel
options. '

We will adopt CI6’s recommendation to add $.03 per therm
to the cost of alternate fuels for volumes associate%;y&th
negotiated c¢ontracts and $.05 per therm to the costOf alternate
fuels for volumes associated with default agreemzﬁ::? Weighting
these amounts according to usage, the adjustmgft to the model is
$0.044. While this method provides only a fough proxy of exit
costs, it is a consexvative estimate whigh assumes customers make
chojices on an annual basis. It is simple and intuitively sound.
PG&E should, in its next ACAP, propoge a more precise method for
estimating the effects of exit cosys. Finally, we note that if
PG&E is negotiating contracts wighout taking into account the

effects of demand chargeé, as seenms to state, it may be losing
revenue unnecessarily.

e. GCas Premium

The DA model incdudes a premium foxr gas to reflect its
value to customers relative to the value of alternate fuels.

PGLE requests/that the $.02 per therm premium on gas,
adopted in D.87-12-0394 be reduced to $.017 per therm. PG&E states
that it has made this/assumption because of changed customer
pexceptions with regard to service reliability, caused by
curtailments last 7¥iter on the Southern California Gas Company
(SoCal) gas system,

DRA, Dgﬁ, CIG, and TURN recommended against this change.
DGS points out that the PGLE witness testified that lowering the
premium createe/g pexception of shortage among customers, even
though PG&E does not anticipate curtailments. Thug, the reduced
premium is a self-fulfxlling prophecy.

PG%E also proposes eliminating the premium assumed for
GC=2 customers whose contracts expire in 1589. This change is
reasonable,/according to PG&E, because it expects some resistance

/
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TURN challenges PG&E’s industrial thrxoughput estimates. .
TURN points out that PG&E’s forecast of 1,231 MMth is substantially””
. below its 1988 year end projection of 1,591 MMth and follows a
steady increase in load since 1986. TURN argues that model
assumptions and specifications, discussed in moxe detail bélow,
systematically underestimate throughput by at least 30 MMth, in
addition to other model shortcomings.

DGS asserts that PGEE incorrectly~assign5/all
cogeneration ¢as use to the G-COG rate. FPG&E admits that the G-COG
tariff currently limits gas sold under the G-COG/Eate to 9,300 Btu
per kilowatt-hour (kWh). DGS’ witness testmfiad that the average
cogeneration project uses about 10,250 Btu peé kWh oxr 30 MMth per
yeaxr, which DGS proposes should be assigned/%o the G-IND rate.

This 30 MMth per year should be subt:acted/f:cm the G-COG
uadqusted throughput and added to the industrial unadjusted :
throughput since that gas would be sold/under the G-IND rate. The
incremental cogeneration calculation dpes not require this
correction, according to DGS. TURN mnkes the same proposal.

TURN also notes that PG&E Aincorrectly attributed half of
. cogenexation usage to gas needed tg/;:nerate steam. TURN points
out that DGS’ witness testifiad that about 30% of cogeneration gas
is used for industrial uses. Accordingly; TURN recommends the
difference of 104 MMth be added to industrial throughput.

with regaxd to DGS’ pgéposed‘ao MMth cogeneration
adjustment, PG&E replies that DGS failed to subtract out the
cogeneration volumes which are/GC-2 loads. The result would be a
total adjustment of 18 MMth.

We will not rule on/values for demand elasticity
since demand elasticity is a product, not an input, to the
econometric model. They are/determined according to various model
assumptions. In general, will use PGSE’s specifications for the
econometric model, modified /by changes in inputs and assumptions as
discussed elsewhere in this order. We will alsc make the
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from these customers as they realize the impact of higher rates
resulting from this ACAP.

DGS argues that this change is inappropriate because the
premium i3 set to reflect the value of gas over oil in all
circumstances.

We will not change the premium since PG&E has not
demonstrated that the existing amount is unreasonablg,fWWé are not
convinced that customer perxceptions regarding reliability have
changed. In addition, we believe the premium s Gﬁd‘be assumed for
GC~2 customers after expiration of their c::;zﬁzzs- The DA model
and ET model are designed to capture the effects of higher rates on
the attractiveness of gas. Eliminating $he premium results in
double~counting necessary discounts to/Customers.

f. Effects of Core Flection

TURN is critical of the model because it does not
weight core and noncore gas prices to reflect the fact that large
users may buy gas at either coxrg prices (as core elect customers)
oxr noncore gas prices. Withoyt this weighting, the model will
predict that discounting will be required to keep customers on the
system who already realize & rate below the noncore WACOG.

DRA agrees with that the DA model ignores c¢ore
election oven though approximately 55% of industrial throughput is
estimated to be core eléEt. This oversight, according to DRA, is a
transparent attempt by /PG4E to lower its xisk by ignoring what it
expects to occur during the forecast perioed.

Like TURN,/bRA proposes the DA model recognize the
effects of core election by way of one of two model adjustments.
The model ¢ould incérpordte a weighted average of core and noncorxe
portfolioc prices: /Alternatively, the model specifications could be
changed so that in/ calculating each customex’s bill, either the
core Or noncore wﬂCOG would be used depending upon whether oOr not

the customer is chore-alect customer. DRA states that the latter
)
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adjustments o the industrial throughput and cogeneratien
throughput forecasts recommended by TURN and DGS, except that/we
will subtract 18 MMth from that adjustment to reflect PG&E/ s
correction. The adjustments provide a more accurate £o;ecast. The
adopted industrial throughput will also be adjusted for changes in
other inputs and model specifications presented elsgwhere in this
ordex.

b. Dtility Electxic Genexation (UEG)

PG&E estimated UEG throughput exogenously as 1,387 MMth
for the test period. This estimate is based/on average hydro year
conditions.

DRA accepts PG&E’s estimates foxr PG&E’s own UEG
throughput as consistent with the assumptions -adopted in its recent
Energy Cost Adjustment Clause (ECAC) proceeding. DRA’s estimate
for SCE throughput is 933 mega-docathdém higher than PG&E’s. DRA
based its forecast on the results of/its production cost model run
in the latest SCE ECAC proceeding.

TURN recommends using the forecast adopted in the current
ECAC proceeding, at least for the/first seven months of 1989. TURN
believes the data in the ECAC has been more fully scrutinized in
ECAC hearings than it could havo been in this proceeding.

TURN also proposes that the Commission adopt a provisien
to reflect increased UEG gas #Qago occurring as a result of a
shutdown of Rancho Seco. TURN s proposal provides for an
alternative gas cost allocagion if the plant is shut down so that
non-UEG customers are protected from the vagaries of electric
resource availability. A s&milar mechanism was adopted in PG&E’s
most recent ECAC order. '

PG&E responds. that the UEG forecast proposed by TURN
reflects dry hydro condit&ons of 1988 for the £irst five months of

the forecast. PG&E poinfs to D.87~1 2-039, which stated that UEG
forecast should be based on an average hydro year.
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option may be difficult to accomplish in this case because of time
constraints.

CPG and Salmon/Mock support DRA and TURN‘s position on
this issue.

PG&E responds that the DA model should use a single
benchmark price in order to aveid having the noncore transportation
revenue responsibility depend on customer procurement choices.

PG&E states that in some cases the core WACOG may be above the

reflect the fact that some noncore customers elec

The effect of using PGLE’s assumption does not 'glusively affect
revenue allocation between classes as PG&E seégzxto-assume. It
also affects the amount of risk allocated retween shareholders and
ratepayers as it affects revenue estimates from the noncore class.
Incoxporating DRA‘s and TURN’s proposdf'would'provide a more
realistic estimate of noncore revenye. PG&E also states that
alternative, approaches would not comply with the Commission’s
stated goal of keeping transport’ and procurement rates independent
of each other. We do not agree with PG&E that the effect of making
this forxecast model adjustmeﬂé would be to change service
arrangements for transport and procurement. PG&E confuses forecast
assumptions with actual ché:ges'in rate structures.

Wwe will adjust/the DA model to incorporate adopted
estimates of core elect/throughput. A more extensive change in
model specifications, as DRA suggests, may be appropriate in future
ACAPs.

3. Thxoughput Estimates .

Throughput estimates include all gas, whether procured by
the utility or the/customer, transported through utility pipelines.
Throughput estima/es affect rates: the higher the estimate of
throughput, the moxe volumes over which tofspread°£;xed costs.

{
f
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We agree with DRA that ECAC expense estimates shou}d be
used to the extent they are current, and that they should be
updated using methodologies adopted in ECAC proceedings
Estimates, however, should continue to be based on average hydro
year, as we stated in D.87-12-039. Accoxdingly, we/will adeopt
DRA’s estimates of UEG throughput since they are/Lonsistent with
PG&E and SCE’s ECAC review estimates and methodologies.

SCE proposes that its Cool Water plant be classified and
treated as a UEG plant in this proceeding bé&ause it produces
olectricity, not industrial products. has provided no
justification for treating Cool Water as/;n industrial plant. PG&E
responds that since Cool Water is a codbined cycle plant, the plant
is unlike any of PG&E’s elaectrical plAnts. DPG&E states that SCE is
able to negotiate rates like any other customer if it is
dissatisfied with the UEG rate.

We will not gzant SCE’S /request to :eclassify Cool water
at this time. The scope of this/proceeding does not anticipate
such customer reclassifications/ SCE is an able negotiator and has
the opportunity to negotiate its gas rates with PG&E if it is
dissatisfied with PGSE’s industrial rates.

As to TURN’s p:opos@l for a reallocation ¢of fixed costs
during Rancho Seco shutdownsé we will not further complicate the
ACAP proceeding with anotho/ allocation mechanism unless it is
truly warranted. We are eiiocialiy‘hesitant to undertake a twice-
yeaxrly allocation process. Some risk of a mismatch between
forecasted and actual valies is expected. The risk of
misallocation because of funanticipated Rancho Sece shutdowns,

however, ls not great enbugh to make thp program change proposed by
TURN.

C.

PGLE estimates, based on market information rather than
an econometric model, flarge reduction in throughput to the

\
|
i
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Throughput estimates also affect the level of risk borne by the
utility: higher estimates increase the risk of revenue recoverzy.
a. JIndustxial

Using its ET model, PG&E estimated industrial throughput
for the test period to be 1,231 MMth. The difference between DRA’S
and PG&E’s estimates of industrial throughput is about 13.5%. This
difference is mainly due to differing model specifications
regarding demand elasticity and DRA’s higher estimate for fuel oil.
PG&E argues that DRA’s elasticity assumptions are unrealistic
because industrial demand has not increased at a proportionately
highexr rate than industrial growth in recent years.

DRA estimates a 1.5% increase in throughput for a 1%
change in industrial activity. PG&E estimates a .9% increase in
throughput £or a 1% increase in activjity.

TURN challenges PG&E’s industrial throughput estimates.
TURN points out that PGEE’s forecdgt of 1,231 MMth is substantially
below its 1988 year end‘projecﬁ&gn of 1,591 MMth and follows a
steady increase in load since/l1986. TURN argques that model
assumptions and specifications, discussed in more detail below,
systematically underest e throughput by at least 30 MMth, in
addition to other model ‘ﬁortcomings.

DGS assexts that PGLE incorrectly assigns all
cogeneration gas use fo the G-COG rate. PG&E admits that the G-COG
tariff currently ligﬁts.gas sold under the G-COG rate to 9,300 Btu
per kilowatt-hour (kWh). DGS’ witness testified that the average
cogeneration projeét uses about 10,250 Btu per kWh or 30 MMth per
year, which DGS proposes should be assigned to the G-IND rate.

This 30 MMth per year should be subtracted from the G-COG
unadjusted thrdﬁghput and added to the industrial unadjusted
throughput si7ce that gas would be sold under the G~IND rate. The
incremental cogeneration calculation does not require this
correction, according to DGS. TURN makes the same proposal.
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EOR market as a result of lower oil prices. For 1585, PG&E
estimates 232 MMth of EOR throughput. '

' DRA states that PG&E’s original estimate of 373 MMth is
reasonable. TURN agrees with DRA that the original estimate is
reasonable on the grounds that PGSE’s lower forecast resulted from
lower priced oil. If the Commission adopts a crude oil price of
$17 per barrel, EOR throughput should be estimated at 373 MMth. ////J

PG&E responds that its original estimate was based gg/an
oil price considerably higher than DRA’s oil price estimate of
$17. DRA acknowledges that EOR throughput is a function oil
prices but cannot defend its higher throughput estimate/On that
basis.

We will adopt DRA's proposal since, as discussed in other
portions of this order, we do not forecast a drastic decline in oil
prices or the differential between oil and gas prices PG&E
proposes . ,

d. Interutility

PG&E’s updated £ilipg assumes %92 MMth (or 53 million
cubic feet (MMcf) per day of in:e:utili&y transport. Its estimate
assumes that no gas will be sold off-system by PG&E to Southern
California customers frxom PG&E’S nonc;Z: portfolio at the noncore
"WACOG. PG&E bases its estimate on léésvoft-syutem transport
volumes which averaged 42 MMcf per day, not including interutility
transport of customer-owned gas.

DRA supports PG&E’s orjginal estimate of 673 MMth (or 176
MMcf per day) on the grounds thd@ the recent large reduction in
interutility throughput occurred as a result of the drop in oil
prices which are again increasging. DRA states that if its oil
price estimate of $17 is adopted, the original PG&E interutility

transport estimate should also be adopted. TURN supports DRA’s
position. :
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TURN also notes that PG&E incorrectly attributed half of
cogeneration usage to gas needed to generate steam. TURN points -
out that DGS’ witness testified that about 30% of cogeneration gas
is used for industrial uses. Accordingly, TURN recommends the
difference of 104 MMth be added to industrial throughput.

With regard to DGS’ proposed 30 MMth cogeneration
adjustment, PG&E replies that DGS failed to subtract out the
cogeneration volumes which are GC-2 loads. The result would be a
total adjustment of 18 MMth. :

We will not rule on values for demand elastfcity since
demand elasticity is a product, not an input, to rhe econometric
model. They are determined according to various meodel assumptions.
In general, we will use PG&E’s speciﬁications/%or the econometric
model, modified by changes in inputs and agsumptions as discussed
elsewhere in this order. We will alseo e the adjustments to the
industrial throughput and cogeneration Ahroughput forecasts
recommended by TURN and DGS, except that we will subtract 18 MMth
from that adjustment to reflect PG&E’S correction. The adjustments
provide a more accurate forecast./ The adepted industrial
throughput will also be adjusted/for changes in other inputs and
model specifications presented/elsewhere in this order.

b. Uti

PG&E estimated UEG/thzoughput exogenously as 1,387 MMth
for the test period. This/estimate is based on average hydro year
conditions.

DRA accepts PGAE’sS estimates for PG&E’s own UEG
throughput as consiste?: with the assumptions adopted in its recent
Energy Cost Adjustment/ Clause (ECAC) proceeding. DRA’S estimate ,
for SCE throughput is/933 mega-decatherm higher than PG&E’sS. DRA
bagsed its forecast on the results of its production cost model run
in the latest SCE EéAC proceeding.

TURN rg#@mmends,using the forecast adopted in the current
ECAC proceeding, at least for the first seven months of 1989. TURN
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4
and their interrelationship, we will adopt DRA‘’3 forecast o£/673

MMth for the test pexiod. . Ve
e. Residential and Commexcial
PGSE and DRA estimates of residential and commexcial
throughput are very close. Our adopted estimates of residential
and commercial throughput are determined according o changes in
model specifications and assumptions determined elsewhere in this
order. |
f£. Cogepnexation
PG&E developed its estimates of cogeneration throughput
exogenously by adding throughput from projects/it expects to come
on line during the forecast period to recorded December 1987
cogeneration usage.
As discussed undexr the discussion of industrial
throughput, PG&E’s estimate of cogeneration throughput will be
adjusted to reflect the changes proposed DGS and TURN. With

these adjustments, we will adopt PG&E's stimate of cogeneration
throughput.

Based on our findings regarding gas prices, oil pricgs/

A major controversy arose ing the proceeding regarding.
the relationship between oil and gas/prices. PG&E estimated that
the cost of oil would significantly/decrease during the forecast
period, making oil a more attractive alternative to noncore
customexs and thereby reducing gas/throughput estimates. PG&E did

not assume gas prices would fall 4s a response to the lower cost of
alternative fuels.

DRA, TURN, CIG, Salmon/Mock, CGP, and DGS argued that the
cost of gas is influenced substahzially by the cost of oil and
other alternative fuels.

CIG’s witness testifled that a reduction in oil prices
puts pressure on gas prices as/users switch to fuel oil. The
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believes the data-in the ECAC has been more fully scrutinized in
ECAC hearings than it could have been in this proceeding.

TURN also proposes that the Commission adopt a provision
to reflect increased UEG gas usage occurring as a result of a
shutdown ¢f Rancho Seco. TURN’s proposal provides for an
alternative gas cost allocation if the plant is shut down s that
non-UEG customers are protected from the vagaries of electric
resource availability. A similar mechanism was adopted in PG&E‘s
most recent ECAC orxderx.

PG&E responds that the UEG forecast proposed by TURN
reflects dry hydro conditions of 1988 for the first five months of
the forecast. PG&E points to D.87-12-039, which stated that UEG
forecast should be based on an average hydro year.

We agree with DRA that ECAC expense estimates should be
used to the extent they are current, and that they should be
updated using methodologies adopted in ECAC p:quedings.

Estimates, however, should continue to be based on an average hydro
year, as we stated in D.87-12-039. Accordirgly, we will adopt
DRA’s estimates of UEG throughput since filey are consistent with
PG&E and SCE’s ECAC review estimates methodologies. ,

SCE proposes that its Cool Water plant be classified and
treated as a UEG plant in this proceeding because it produces
electricity, not industrial producgs. PG&E has provided no
Justification for treating Cool WAter as an industrial plant. PG&E
responds that since Cool Water a combined cycle plant, the plant
is unlike any of PG&E’s electrjcal plants. PG&E states that SCE is
able to negotiate rates like gny other customexr if it is
dissatisfied with the UEG rate. '

We will not grant/SCE’s request to reclassify Cool wWater
at this time. The scope of this proceeding does not anticipate
such customer reclassifications. SCE is an able negotiator and has
the opportunity to negotlate its gas rates with PG&E if it is
dissatisfied with PG&E’d industrial rates. .




A.88-09-032 ALJ/KIM/4t

estimated reduction of crude oil prices to $14.62 should foZce spot
gas prices at the Califormia border down to $1.88 pex tu, in
contrast to PG&E’s estimate of $2.20 per MMBtu. CIG ived at its
estimate by appiying a "rule of thumb“” used by energy forecasters
to equate the cost of oil to the cost of gas. CIG also applied a
DRI energy forecast model to ¢heck its estimated/cost of gas.

CIG observes that the relationship bé%ween gas and oil
prices has historically not been a precise :1l ratio. Rather, on
average, the ratio represents a reasonable/equilibrium
relationship.

CGP agrees that it is wrong t¢ assume thexe is no
relationship between gas and oil prices, although it does not
support CIG’s use of a 10:1 ratio. CGP urges the Commission to use
a "rule of reason" rather than a ;7419 of thumb* and not be
constrained between the extreme p opoaalsfof PGLE and CIG.

DGS proposes that the CGmmission consider a six-month
forecast twice a year, since thé'volatility of oil prices increases
risks to customers and the ut%fity. Alternatively, the Commission
should assume at least that gas prices do follow oil prices to some
extent. '

TURN also challenges PGLE’s assumption that gas prices
will not fall in response o lower oil prices. The major objective
of industry restructuring/is to promote competition among gas
supplies and between gas/and oil suppliers. It is
counterproductive to asauma that every dip in oil prices must be
matched by a discount Ln utility gas prices, and gas producers will
not drop their prices if PGSE will absorb necessary discounts for
them. PG&E’S assumptﬂens, according to TURN, may result in a self-
fulfilling pxophecy Which will work to the detriment of all
California gas consumers.

In responge, PG&E criticizes CIG’s gas cost estimate by
axgquing that the "rule of thumb” is not a refined method for
estimating future g@s,prices and that DRI does not rely on such
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As to TURN'’s propesal for a reallocation of fixed costs
during Rancho Seco shutdowns, we will not further complicate the
ACAY proceeding with another allocation mechanism unless it is
truly warranted. We are especially hesitant to undextake a twice-
yearly allocation process. Some risk of a mismatch between
forecasted and actual values is expected. The risk of
misallocation because of unanticipated Rancho Seco shutdowns,
however, is not great enough to make the program change proposed by
TURN.

c. Enhanced Qil Recovery (EOR)

PG&E estimates, based on market information rathexr than
an econometric model, a large reduction in throughput t© the EOR
market as a result of lower oil prices. For 1989, PGLE estimates
232 MMth of EQOR throughput.

DRA states that PG&E’S oxriginal &stimate of 373 MMth is
reasonable. TURN agrees with DRA th&t)dﬁgeoxiginal estimate is
reasonable on the grounds that PGLE’s/lower forecast resulted f£rom
lower priced o¢il. If the Commission adopts a crude oil price of
$17 pexr barrel, EOR throughput should be estimated at 373 MMth.

PG&E responds that it;/griginal estimate was based on an
oil price considerably higher than DRA’S oil price estimate of $17.
DRA acknowledges that EOR thé%ghput is a function of oil prices
and defends its higher throughput estimate on that basis.

We will adopt DRA’s proposal since we have adopted DRA’S
oll price estimate.

d. Interutility

PG&E’s updated filing assumes 202 MMth per day (or 53
nillion cubic feet (MMéf) per year) of interutility transport. Its
estimate assumes tha/ no gas will be sold off-system by PG&E to
Southezrmn California/customers from PG&E’s noncore portfolio at the
noncoxe WACOG. PGSE bases its estimate on 1988 off-system
transport volumes rhich averaged 42 MMcf per day, not including
interutility transport of customer-owned gas.
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ratios. PG&E points to CIG witness’ testimony that the :1l ratio
has not held up historxically and that DRI does not use/such ratios
in its forecasts.

Much debate centered on whether CIG’s estimated wellhead
prices included the El Paso gathering charge of A.34. PGEE argqued
that they did not, and showed that when the $.34 gathering charge
is added to CIG’s price estimate, that estimAQe exceeded PG&E’S.
CIG responded that its wellhead price did 'ﬁclude gathering costs.

On brief, CIG noted that if the/Commission adopts CIG’s
throughput forecast methodolegy, the Copmission need not determine
forecasted oil and gas prices. The output of PGEE’s models
requires such determinations. Since the models are, according to
CIG, unreliable forecasting tools, there is no reason to forecast
specific gas and oil price levels.

We agree with the partigs who propose that a significant
reduction in oil costs is likely/to result in lower gas prices.

Our new regulatory framework is/based in large part on an
assumption that competition between alternate fuels exists. PGLE’S
own case makes that assunmption. Where such competition exists,
price changes coccurring for one product are likely to affect prices
of substitutes. While no consistent historical relationship
botweon oil and gas is apparent, it is clear that .oil prices affect
gas prices over time. Ind( TIY experts agree that this
relationship exists. Our determinations of gas price forecasts in

the following discussion will be made with this relationship in
mind.

wWe are surpris?d that PG&E has refused to recognize such
a relationship in this pfoceeding- Assuming lower forecasted oil
prices, PG&E’s assumptions regaxrding 'gas prices for the forecast
pericd are unrealistic.
2. Coxe WACOG
The coxe portfolio contains all long-term supplies and
~any short-term supplies needed to meet demand. In this
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DRA supports PG&E’s original estimate of 673 MMth (or 176
MMcf per day) on the grounds that the recent large reduction in
interutility throughput occurred as a result of the drop in oil
prices which are again increasing. DRA states that if its oil
price estimate of $17 is adopted, the original PG&E interutility

transport estimate should also be adopted. TURN supports DRA’s
position. es////s

Based on our findings regarding gas prices, oil prices,
and their interrelationship, we will adopt DRA’S Aorecast of 673
MMth for the test period.

e. Residential and Commercial

PG&E and DRA estimates of resideptial and commexrcial
throughput are very c¢lose. Our adopted ¢stimates of residential
and commexcial throughput are determined according to changes in
model specifications and assumptions determined elsewhere in this
oxder.

£. Cogenexation

PG&E developed its estimates of cogeneration throughput
exogenously by adding throughpu:/from projects it expects to come
on line during the forecast period to recorded December 1987
cogenerxation usage. ’

As discussed undexr/the discussion ¢f industrial
throughput, PG&E’s estimate/of cogenerxation throughput will be
adjusted to reflect the changes proposed by DGS and TURN. With
these adjustments, we will adopt PG&E’s estimate of cogeneration
throughput.

B. Cost of Gas
1. Effects of Oi) Prices on Gasg Prices

A major contfoversy'arose during the proceeding regarding
the relationship between oil and gas prices. PG&E estimated that
the cost of oil would/significantly decrease during the forecast
pexiod, making oil a/morxe attractive alternative to noncore
customers and thereby reducing gas throughput estimates. PGSE did
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application, PGSE estimated its core portfolio/WACOG to be $1.92 in
1989. DRA estimated the core WACOG to be $1787.

Much of the debate regarding ga§/é;sts centered around
prices for gas from California scurces and Southwest suppliers,
‘which together make up about a quarter dé total supplies. Overall,
DRA does not expect the price of sho:tlkerm supplies to increase
during the forecast period. PG&E expects increases for California
and Southwest supplies. Appendix B/’Table 3 provides our adopted
forecasts of gas prices and volumes from various supply sources.

a. California Supplies B

PGS&E estimates California supplies will average
$1.85/MMBtu during the test period based on the price it is
currently paying for small volumos of California gas. DRA believes
California supplies will average $1.70/MMBtu, which is the present
negotiated price for Califorxnia gas. DRA does not believe
California gas prices will rise as a result of upcoming contract
negotiations with California supplies, given the fall in oil
prices. ﬁ/ﬂ

| TURN states that PG&E’s estimate is probably inevitable,
given the recent legislaﬁive intervention into PG&E’s relationship
with California produc:e:s.

Salmon/Mock sgpports the PG&E estimate on the grounds
that PG&E has alxeady nogotia.ted an increased price with some
producers and because PG&E currently intends to ¢ffer an increased
price of $1.85/MMBtu to all California producers.

We are not convinced that the Califormia price will xise
to $1.85/MMBtu, given/lowe: world oil prices. Nevertheless, some
increase appears likoiy since PG&E is already paying $1.85 MMBtu
for some gas. We wilﬁ adopt $1.80/MMBtu as a reasonable estimate
of prices for Califo%nia gas.

b. Rocky Mountain Supplios

PG&E ektim&tesrnocky Mountain supplies will be

$1.67/MMBtu. DRA acc’:\epts PG&E’s price and volume estimates. CIG

)
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not assume gas prices would fall as a response to the lower cost of
alternative fuels.

DRA, TURN, CIG, Salmon/Mock, CPG, and DGS argued that the -
cost of gas is influenced substantially by the cost of ¢il and
other alternative fuels. '

CIG’s witness testified that a reduction in oil prices
puts pressure on gas prices as users switch to fuel oil. The
estimated reduction of crude oil prices to $14.62 shgg%d force spot
gas prices at the California bordexr down to $1.88 per MMBtu, in
contrast to PG&E’s estimate of $2.20 per MMBtu. LIG arrived at its
estimate by applying a "rule of thumb" used by tnerxgy forecasters
to equate the cost of 0il to the cost of gas/ CIG also applied a
DRI energy forecast model to check its es ted cost of gas.

CIG observes that the relationghip between gas and oil
prices has historically not been a precise 10:1 ratio. Rather, on
-average, the ratio represents a reasgnable egquilibrium
relationship.

CPG agrees that it is wfong to assume there is no
relationship between gas and oi) prices, although it dces not
support CIG’s use of a 10:1 ratio. CPG urges the Commission to use
a "rule of reason" rather thah a "rule of thumb* and not be
constrained between the extreme proposals of PG&E and CIG.

DGS proposes thj{rthe’COmmission consider a six-month
forecast twice a year, sijce the volatility of oil prices increases
risks to customers and tHe utility. Alternatively, the Commission

should assume at least that gas prices do follow oil prices to some
extent.

‘TURN also ch llenges PG&E’s assumption that gas prices
will not fall in response to lower oil prices. The majoxr objective
of industry restructuring is to promote competition among gas
supplies and between gas and oil suppliers. It is
counterproductive to assume that every dip in ¢oil prices must be

matched by a dij;7ﬁnt in utility gas prices, and gas producers will

- 34 -
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proposes a Rocky Mountain price of $1.35/MMBtu/ based on its
analysis of the effects of oil prices on gas prices. We will adopt
a price of $1.67/MMBtu because it is the rafe currently on file
with the Federal Energy Regulatory Commisgion (FERC).
c. E) Raso Supplies -

There is no dispute with PG&E’s assumption that El Paso
supplies will be too expensive to be purchased economically during
the test period. We will not assume’ any supplies from El Paso
during 1989.

d. RGT _Supplies

PG&E estimates a border price of $1.847/MMBtu, which is
the rate in the currently effecélve PGYT general rate case before
FERC. DRA concurs with this estimate. CIG proposes a Canadian
price of $1.61/MMBtu, based od’its forecast of falling gas prices
generally. We will adopt PGd%'s aestimate since it is the rate
currently in effaect.

. @. Southwest Sgpplies

PGSE estimates the cost of Southwest supplies to be
$2.20/MBtu during the te#& pexicd. DRA estimates Southwest
supplies will average $2.m3/MMBtu, which is the average price
during the period Octobor 1987 through Septembexr 1988. DRA bases
its estimate, in paxt, ?n DRI forecasts which predict an almost
equal probability of a slight rise in oil prices and a sharp
decrease in oil costs-/ Following PG&E’s divulging some price
information in its contract with ENRON, DRA modified its estimate
upward to $2.13/MMBtu. ‘

PG&E criticizes DRA’s estimate because it assumes 1987
prices will remain coﬁstant through 1990 and fails to take into
account E1 Paso’s gengral rate case. '

Similarly,/Salmon/Mock believes DRA’s estimate is too low
given that 50% of PG&E'& Southwest supplies will be purchased under
long-term contracts at $2. 30/MMBtu.
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not drop their prices if PG&E will absorb necessary discounts for
them. PG&E’s assumptions, according to TURN, may result in a self-
fulfilling prophecy which will work to the detriment of all
California gas consumers.

In response, PG&E criticizes CIG’s gas cost estimate by
arguing that the "rule of thumb” is not a refined method for
estimating future gas prices and that DRI does not rely on such
ratios. PG&E points to CIG witness’ testimony that the X0:1 ratio
has not held up historically and that DRI does not use such ratios
in its forecasts.

Much debate centered on whether CIG & estimated wellhead
prices included the El Paso gathering charge of $.34. PG&E argued
that they did not, and showed that when ghe $.34 gathering charge
is added to CIG’s price estimate, that/estimate exceeded PG&E’S.
CIG responded that its wellhead prige did include gathering costs.

On brief, CIG noted thay if the Commission adopts CIG’s
throughput forecast methodology/ the Commission need not determine
forecasted oil and gas prices,/ The output of PG&E’3 models
requires such determinations{ Since the models are, according to
CIG, unreliable forecasting tools, thexe is no reason to forecast
specific gas and oil pricé levels.

We agree with /the parties who propose that a significant
reduction in oil costs/is likely to result in lower gas prices.

Our new regulatory frAmework is based in large part on an
assumption that competition between alternate fuels exists. PGSE’s
own case makes that/ assumption. Where such competition exists,
price changes occ?rring for one product are likely to affect prices
of substitutes. Mhile no consistent historical relationship
between oil and gas is apparent, it is clear that oil prices affect
gas prices ovexr time. Industry experts agree that this
relationshipxé&ists- Our determinations of gas price forecasts in

the following discussion will be made with this relationship in
mind.




A.88-09-032 ALJ/RIM/it

DRA responds that the effects of thg¢ ELl Paso rate case
cannot be inferred from PG&E’s data. To thifs, TURN adds that the
El Paso rate increase is subject to refund/'and that it is wrong to
assume that gas purchasers, as opposed t¢ producers, will bear all
of the increase. TURN also adjusted its estimate of Southwest gas
prices--to $2.15/MMBtu--after PG&E prdZinted information about its
long-term agreements.

Half of PG&E’s Southwest gas is purchased at $2.30.
Gonsequently, the average price of/gouthwest supplies would be
$2.20/MMBtu if half of the supplies averaged $2.10 MMBtu. We find
this amount high for spot gas given world oil prices. We also
agree with TURN that the effects of the El Paso rate increase
should not he assumed to fall/entirely on purchasers. We will
assume an average price for Southwest gas of $2.10. This amount
assumes that Southwest spot/prices will be, on average, $1.90.

£f. ¥ i

Significant cong&oversy arose during the hearings
regarding capacity on PGEE’s intexrstate lines. PG&E estimates
Canadian gas takes of 878 MMcf/day (or 320 Bef) in 1989, an amount
significantly below totqﬁ capacity and considerably less than
actual throughput in 1988. These estimates result in higher total
gas costs since Scuthwest gas is more exbensivo than Canadian gas.

DRA, Salmon/Mock, TURN, CGP, and CIG argue that PGSE is
underestimating the vqﬁume of takes on its PGT line and
overestimating those fxom-the El Paso line.

CGP agrees that reduced throughput over the PGT line
could occur if PG&E'g throughput estimates are adopted. It argues,
however, that constraints which would block full utilization of
PGT's capacity under| any scenari¢ have not been demonstrated. CGP
points out that PG&E has, in the pending PGT rate case at FERC,
stipulated to an eslimate of 1,000 MMcf/day, well above PGEE’s
estimate in this CAﬁe. CGP also comments that PGLE should have a
special burden to demonstrate that it cannot carry greater volumes
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We are surprised that PG&E has refused to recognize such
a relationship in this proceeding. Assuming lower forecasted oil
prices, PG&E’s assumptions regarding gas prices for the forecast
period are unrealistic.

2. Coxe WACOG

The core portfolio contains all long-term supplies and
any short-term supplies needed to meet demand. In this
application, PG&E estimated its core portfolio WACOG ¢ be $1.92 in
1989. DRA estimated the core WACOG to be $1.87.

Much of the debate regarding gas costg’ centered around
prices for gas from California sources and > thwest suppliers,
which together make up about a quarter of total supplies. Overall,
DRA does not expect the price of short-term supplies to increase
during the forecast period. PG&E expggts increases for California
‘and Southwest supplies. Appendix B, Table 3 provides our adopted
forecasts of gas prices and volumes/from various supply sources.

a. gCalifornia Supplies
PG&E estimates California supplies will average

$1.85/MMBtu during the test period based on the price it is
currently paying for small volumes of California gas. DRA believes
California supplies will avdéage $1.70/MMBtu, which is the present
negotiated price for cAligprnia gas. DRA does not believe
California gas prices wi%d rise as a result of upcoming contract

negotiations with California supplies, given the fall in oil
prices.

TURN states /that PG&E’s estimate is probably inevitable,
given the recent legislative intervention into PGLE’s relationship
with California prodﬁcers.

Salmon/noék supports the PGSE estimate on the grounds
that PG&E has already negotiated an increased price with some
producers and’beqause PG&E currently intends to offer an increased
price of $1.85/MMBtu to all California producers.

y

/

/
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over the PGT line given its pending proposal at the/CPUC to expand
its existing system.

PGS also points out that PG&E is ignorzng the PGT rate
case, and that PG&E is currently operating the PGT pipeline at full
capacity. The Commission, accoxding to ', should assume that the
PGT pipeline will operate at full capac;#? yvear zound.

Salmon/Mock agrees that PG&E/has not provided evidence to
demonstrate that it cannot operate thé PGT line at full capacity.
Salmon/Mock proposes that the Commission adopt a forecast which
allecates 60 MMcf/day for noncoreustomexs in the northexrn portion
of PG&E’s system and 60 MMcf/day/of interutility transportation of
Canadian gas for customers in southern California, in addition to
the 878 MMcf/day forecast by*#&&z.

PG&E responds thne/lt cannot increase PGT takes without
reducing below minimum capacity levels the takes from the El Paso
line. PG&E also states ;?ét'at higher volumes estimated by DRA, it
must pay higher commodity costs for PGT gas because of increased
compressor fuel usage;ﬂ/ ,

We agree witll the parties who argque that PG&E has not
demonstrated why it cdﬁ transport less than the amaximum capacity
over the PGT line during the test period. PG&E’s witness testified
that average deliveries on the PGT line were 1,009 MMcf/day during
January through Noﬂpmbor 1988.. PG&E forecasts no transport of
Canadian gas over the PGT pipeline in 1989, and Canadian gas is
less expensive Southwest gas. We alsc note that PG&E has
stipulated to foﬁecasts of full capacity ovexr the PGT pipeline in
the PGT rate case. Accordingly, we will adopt an estimate of 1,009
MMcE/day of cAn7aian gas over the PGT pipeline for the test period.

3. Eoncoxe WACOG

As wJ determined in D. 87-12-039, the nencore portfolio
contains only short-term supplies with prices that are firm for up
to 30 days. PF&E estimated a noncore WACOG of $2.20 per MMBtu for

!
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Since PGSE is already paying $1.85 MMBtu for some gas, we
will adopt that amount as a reasonable estimate of prices for
California gas.

b. Rocky Mountain Supplies

PG&E estimates Rocky Mountain supplies will be
$1.67/MMBtu. DRA accepts PG&E’s price and volume estimates. CIG
proposes a Rocky Mountain price of $1.35/MMBtu, based on itg?,,~
analysis of the effects of oil prices on gas prices. We will adopt
a price of $1.67/MMBtu because it is the rate currently on file
with the Federal Energy Requlatory Commission (FERCY.

c. ElL Paso Supplies

There is no dispute with PG&E’s assdmption that El Paso
supplies will be too expensive to be purchased econemically during
the test period. We will not assume any’/ supplies from El Paso
during 1989. ‘

d. PG Supplies

PG4E estimates a bordex/price of $1.847/MMBtu, which is
the rate in the currently effecﬁive‘PGT-general rate case before
FERC. DRA concurs with this gstimate. CIG proposes a Canadian
price of $1.61/MMBtu, based/on its forecast of falling gas prices
generally. '

Since the record was submitted in this case, Canadian
producers filed an appYication with the Canadian National Enexgy
Boaxrd (NEB) to increage the commodity rate to $1.90/MMBtu. The NEB
approved the rate qg(a temporaxy basis. We do not expect this rate
, to go below $1.92;MMBtu, since some producers are seeking a higher
price and PGT has/ accepted the $1.90/MMBtu price. We will take
official notice /O0f NEB ruling and adopt $1.90/MMBtu, adjusted
to $1.94/MMBtu/at the California border, for the Canadian gas
price.

e. Southwest Supplies

DGSE estimates the cost of Southwest supplies to he

$2.20/MMB$a during the test period. DRA estimates Southwest

- 37 -
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1989, mainly on the basis of estimates of Southwést gas spot
prices.

DRA forecasts a noncore WACOG of $1.97 based upon a 12-
month historical average of spot prices at/the California border
provided in the reports of Natural Gas Week. DRA states PGSE’S
estimate relies too heavily on recent winter prices, which tend to
be higher than average annual prices. /As discussed above, DRA
states the effects of the El Paso rate case on Southwest supplies
cannot be inferred from PG&E’s dat TURN supports DRA’s peosition.

CIG estimated the noncoxe WACOG to be $1.82 for reasons
presented in the previous sectiorn/ on the effects of oil p:;ce
changes on gas prices.

We will adopt a noncore WACOG of $1.90, consistent with
our forecast of prices for Souéhwest spot supplies. Although $1.90

is slightly below 1988 spot gés prices,. we believe the reduction in
oil prices will continue to drive down the price of spot gas. We
note that spot gas prices fell significantly during fall 1988
following oil price reductions. We also find that the adopted
noncoxe WACOG is conservative in light of our forecast oil price,

and bears a reasonable :aﬁationship to it.
4. S

In D.87-12-03§} we determined that transition costs are
those which:

+ 6 Took effect befere December 3, 1986;

O Were incurred for the benefit of all
ratepayers;

Were intended to be recouped from all
ratepayara,

© Result in costs in excoss of a currently
reasonable level.

Among those costs recognized as transition costs are El
Paso liquids, Order [94/270 costs, take-or-pay for Rocky Mountain

and Canadian supplies, GEDA costs, and storage demand charges.
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’

supplies will average $2.03/MMBtu, which is the averagé'pfice
during the period October 1987 through Septembexr 1988. DRA bases
its estimate, in part, on DRI forecasts which predict an almost
equal probability of a slight xise in ¢il prices and a sharp
decrease in oil costs. Following PG&E’s divulging some price
information in its contract with ENRON, DRA modified its estimate
upward to $2.13/MMBtu. o~

PG&E criticizes DRA‘s estimate because it assumes 1987
prices will remain constant through 1990 and faild to take into
account El Paso’s general rate case.

Similarly, Salmon/Mock believes ‘s estimate is too low
given that 50% of PG&E’s Southwest suppl&f; will be purchased undex
long=-term contracts at $2.30/MMBtu.

DRA responds that the efﬂects of the El Paso rate case
cannot be inferred from PGSE’s data. To this, TURN adds that the
El Paso rate increase is subject To refund, and that it is wrong to
assume that gas purchasers, As opposed to producers, will bear all
of the increase. TURN also adjusted its estimate of Southwest gas
prices--to $2.15/MMBtu~- éter PG&E presented information about its
long-term agreements.

Half of PG&E’s Southwest gas is purchased at $2.30.
Consequently, the aéé:age price of Southwest supplies would be
$2.20/MMBtu if tl}e/ other half of the supplies averaged $2.10 MMBtu.
We find this amount high for spot gas given world oil prices. We
also agree thh TURN that the effects ¢of the El Paso rate increase
should not be/assumed to fall entirely en purchasers. We will
assume an 3verage price for Southwest gas of $2.10. 7This amount
assumes that Southwest spot prices will be, on average, $1.90.

£./ Volumes fxom the PG Line

Significant controversy arcse during the hearings
regardﬁng capacity on PGSE’S interstate lines. PGAE estimates
Canadian gas takes of 878 MMcf/day (or 320 Bcf per year) in 1989,
an amount significantly below total capacity and considerably less
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Most transition costs were not disputéd by the parties. In’ those
cases, we adopt PG&E’s estimates as reoascnable. Disputed issues
are discussed below.

a. Storage-Related Costs

PG&E estimates storage~related transition costs based on
an annual forecast. DRA forecasts theose costs bé;ed on a monthly
average hecause storage-related costs are bookéa monthly on the
basis of monthly core WACOGs and average industry values. DRA
believes forecasting accuracy vequires an egtimate of seasonal spot
price variations. PG&E responds that the Adifferxences in estimates
are largely due to differing gas price forecasts, but that DRA‘s
mathodelogy is contrary £o that developeé in D.87-12-039 and is
subject to greater uncertainty. '

We agree with PG&E that we should not change our
methodology at this time. We will u§$ PGXE’s approach of weighting
average annual gas costs, based on the costs we adopt in this
ordex.

b. EL Pago Filings at FERC

PGSE proposes to establish an interest-bearing deferred
debit account to track potential mew transition costs which may
rasult from FERC resolution of various El Paso filings. PG&E
‘proposes that disposition of any account balances be considered in
its next ACAP. :

CGP agrees with PG&E‘s proposal to defer resolution of '
this issue until after FERC'S ruling is £inal. TURN argues that
PG&E should not be g:anted-intfrest for these extraoxdinary costs.
DRA does not take issue with PG&E’s position but notes that the
quantification and method £or{recoverinq take=-or~-pay obligations
will become highly con:roversial when they arxe known.

We will adopt ?G&E'% proposal to establish a defexrred
debit account, which will be considered in PG&E’s next ACAP. At

that time we will also determine the‘appiopriatenesa of recovery of
- interest on the balance.

b
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than actual throughput in 1988. These estimates result in highex
total gas costs since Southwest gas is more expensive than Canadian
gas.

DRA, Salmon/Mock, TURN, CPG and CIG azgue that PG&E is
underestimating the volume of takes on its PGYT line and
overestimating those from the El Paso line.

CPG agrees that reduced throughput over the PGT line
could occur if PG&E’s throughput estimates are adopted. It argues,
however, that constraints which would block fn{”utzlxzation of
PGT’s capacity under any scenario have not/ﬁéen demonstrated. CPC
points out that PG&E has, in the pend;ng/iGT rate case at FERC,
stipulated to an estimate of 1,000 MMcf/day, well above PGSE’s
estimate in this case. CPG also comments that PG&E should have a
special burden to demonstrate t it cannot carry greater volumes
over the PGT line given its pe éing proposal at the CPUC to expand
its existing system.

DGS also points out that PG&E is ignoring the PGT rate
case, and that PG&E is cux:ently operating the PGT pipeline at full
capacity. The Comm;ssion, accoxrding to DGS, should assume that the
PGT pipeline will ope ate at full capacity year round.

Salmon/Mockfagrees that PG&E has not provided evidence to
demonstrate that it/éannot operate the PGYT line at full capacity.
Salmon/Mock proposés that the Commission adopt a forecast which
allocates 60 MMcf/day for noncore customers in the northern portion
of PGSE’s systemfand 60 MMcf/day of interutility transportation of
Canadian gas fof customers in southern Califormia, in addition to
the 878 MMcf/day forecast by PG&E.

PGLE responds that it cannot increase PGT takes wzthout
reducing below minimum capacity levels the takes from the El Paso
line. PG&E ‘also states that at higher volumes estimated by DRA, it

nust pay higher commodity costs for PGT gas hecause of increased
compressor fuel usage.

rd
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5- EOR and GC=2 Revenues :

PG&E estimates $4.1 million credit from g}e EOR market.
DRA‘s forecasts $6.9 million, mainly as a result of diffexing EOR
forecasts. PG&E urges that if the Commission adopts PG&E’s EOR
forecast, it should adopt its EOR credit. '

TURN points out that PG&E‘’s revenyd estimates do not
include escalation rates which are included in contracts with EOR
and GC~2 customers.

Because we have adopted DRA’s/estimate of EQOR throughput,
we will adopt DRA’s associated forecast of EOR credits in the
amount of $6.9 million. We agree with TURN that a more accurate
estimate of EOR and GC-2 revenues wolld include escalation factors.
We will adjust the EOR and GC-2 revenues using escalation factors
of 6.1% and 3.738%, respectively, and expect PG&E to present
escalated numbers in ‘the future.

C. Cost Allocatjon

Cost allocation is the process of assigning fixed and
variadble costs to various cust?mer classes. PG&E’s core customers
include residential, small commercial, and large commexcial
customers. The remainder, including industrial, UEG, éogeneration
and wholesale customors; are /noncore cCustomers.

1. Yariable Costs

The primary variable cost to PG&E is the cost of gas.
Under the Commission’s new £egulatory'£:amework, large customers
may elect to purchase gas d&rectly from suppliers or brokers and
have PG&E transport the gaf. Alternatively, such customers may
continue to purchase gas from the utility at tariffed rates, which
may change every two weeks to reflect price and market changes.

PG&E is at risk /for any mismatch that occurs between
noncore costs and rates except in the case of certain levels of
NRSA balances which are :?covezable for two years £ollowing
implementation of our pro¢gram. Core prices, on the other hand, do
not change frequently to reflect changes in gas costs. PGEE
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We agree with the parties who argue that PG&E has not
demonstrated why it can transport less than the maximum capacity
over the PGT line during the test peried. PG&E’s witness testified '
that average deliveries on the PGT line were 1,009 MMcf/day during
January through November 1988. PG&E forecasts no transport of
Canadian gas over the PGT pipeline in 1989, and Canadian gas is
less expensive than Southwest gas. We also note that PG&E has
stipulated to forecasts of full capacity over the PGT pipeline in
the PGT rate case. Accordingly, we will adopt an estimate of 1,009
MMcf/day of Canadian gas over the PGT pipeline £d§'khe test period.

3. Nencoxe WACOG

As we determined in D.8§7-12-039,/the noncore portfolio
contains only short-term supplies with prices that are firm for up
to 30 days. PG&E estimated a no::::s/ﬁizocof $2.20 per MMBtu for
1989, mainly on the basis of estima¥Xes of Southwest gas spot
prices.

DRA forecasts a nonche WACOG of $1.97 based upon a 12-
month historical average of spot prices at the California border

provided in the reports of‘, tural Gas Week. DRA states PG&E’s
estimate relies too-heavizy on recent winter prices, which tend to

be higher than average ual prices. As discussed above, DRA
states the effects of the El Paso rate case on Southwest supplies
cannot be inferred from PGEE’S data. TURN supports DRA‘s position.

CIG estimated the noncore WACOG to be $1.82 for reasons
presented in the prd@ious section on the effects of oil price
changes on gas prices.

We will/adopt a noncozxe WACOG of $1.90, consistent with
our forecast of prices for Southwest spot supplies. Although $1.50
is slightly below 1988 spot gas prices, we believe the xeduction in
oil prices will continue to drive down the price of spot gas. We
note that spod'gas‘prices fell significantly during fall 1988
following oiY price reductions. We also find that the adopted

i
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accounts for differences between rates and costs in its Purchased
Gas Adjustment Account (PGA), a balancing ac Gunx which relieves
PG&E of any xisk associated with core gas cégts.

PG&E proposes, and DRA concurs,/ that PGA account balances
should be allocated on an equal-cents-per-therm basis to both core
and core elect customers. '

PG&E’s proposed treatment of PGA balances is consistent
with our previous orders and will be/adopted.

2. Eixed Costs

Fixed costs are those whiich are relatively stable and are
generally incurred notwithstanding the volumes of gas £flowing
through the utility’s system.

In D.86-12-009 and subsequent ordexs, we established cost
allocation principles for PG&g{s fixed costs. PG&E does not
propose any changes to adopted methods for allocating fixed costs.
Such costs include those associated with distribution,
transmission, storage, and 5dministrative and general expenses.

a. Negotiated Revenue Stability

Account (NRSA) Balances

The NRSA tracks éeccvery-of revenues associated with
fixed costs allocated to the noncore market. As of November 1988,
the NRSA balance was zera; During periods when the balance is
negative, PG&E proposes ghat NRSA undercollections be allocated on
an equal—cents-par—thorm asis to all customer classes. It uses
this method because its result approximates the same result that

would have occurred had the original estimates of revenues and
expanses been correct. |

DRA proposes ﬁhat they be based on an equal percentage of
fixed cost revenue. DRA.makes this recommendation because the
Commission has traditionally-used such an allecation method for
fixed cost underrecovery. DRA believes the equal percentage of
fixed cost allocation agproxﬁmates the rate structure that would
have resulted if noncore throughput had been correctly forecast.
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noncore WACOG is conservative in light of our forecast oil price,
and bears a reasonable relationship to it.

4. ZIxansition Costs
In D.87-12-039, we determined that transition costs are
those which:

o Took effect before December 3, 1986;

¢ Were incurxed for the benefit of all
ratepayers;

0 Werxe intended to be reoouped from all
ratepayers;

© Result in costs in excess of a curremtly

reasonable level. tf/’/’
Among those costs recognized as transition costs are El

Paso liquids, Order 94/270 costs, take-orfpay for Rocky Mountain
and Canadian supplies, GEDA costs, agr storage demand charges.
Most transition costs wexe not disputed by the parties. In those

cases, we adopt PG&E’S estimates as reasonable. Disputed issues
are discussed below. j/’ '

a. Stoxage-Related Costs

PG&E estimates stoéhge-related transition costs based on
an annual forecast. DRA.gobecasts these costs based on a monthly
average because storage-related costs are booked monthly on the
basis of monthly core WACOGs and average industry values. DRA
believes forecasting accuracy requires an estimate of seasonal spot
price variations. gd&E responds that the differences in estimates
are largely due to differing gas price forecasts, but that DRA’S
methodology is contrary to that developed in D.87-12-039 and is
subject to greater uncertainty.

We agree with PG&E that we should not change our
methodology at,this time. We will use PG&E’S approach of weighting

average annuaf gas costs, based on the costs we adopt in this
oxdex. !




A.88-09-032 ALJ/XIM/jt

It also mitigates the destabilizing effects ¢f increasing large
customer rates.

DGS supports DRA’s proposed allocation sinCe it mimics
the actual cost allocation which would have occurzédd if the demand
forecast had been correct.

CIG proposes that NRSA balances be allocated only to core
customers. To allocate these balances to the moncore will only
exacerbate the problem that created the undertollection. As a
matter of fairmess, the NRSA balance should /not be allocated to the
noncore because those who will end up payidg for it will be default
customers: other noncore customers will Pe able to negotiate
around it. ' , -
’ TURN recommends that the entire balance be initially
allocated to the noncore market on an e@nal—cents-per-therm basis.
TURN argues that the DA model will end/uﬁ allocating certain f£ixed
costs toO core customers anyway, and néncore customers will never
pay more than their value of service. It would be unfair for coxe
customers to pay noncoxe fixed costs through the allocation of NRSA
balances and through the discount adjustment process, especially
when the costs involved were o:igﬂﬁelly allocated to the noncore
class. TURN also argues that coye fixed costs are allocatee only
to core. As a matter of faixnegp TOURN believes the entire NRSA
balance should be allocated to the noncore.

'We' will adopt PG&E's/&ethodelogy because we believe it
approximataes the same result that would have occurred had original
estimates of revenues and expenses been correct. We reject TURN’s
proposal because it would efiectively change our allocation
methodology, assuming NRSA undercollections occurred because of a
mismatch between forecast eﬁsumptions and actual experience.

b. ZTake-oxr-Pay Irangition Cogts

Take=-0or-pay tr sition costs are allocated on an equal-

cents-per-therm basis and/are recovered through volumetric rates.
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b. EL Paso Pilings at FERC

PG&E proposes to establish an interest-bearing/deferred
debit account to track potential new transition costs which may
result from FERC rescolution of various EL Paso filings. PG&E
proposes that disposition of any account balances considerxed in
its next ACAP.

CPG agrees with PG&E’s proposal to dofer resolution of
this issue until after FERC’s ruling is £inab( TURN argues that
PG&E should not be granted interest for these extraordinary costs.
DRA does not take issue with PG&E’s position but notes that the
quantification and method for reccvering/%ake-o:—pay obligations
will become highly controversial when tﬁey-are known.

We will adopt PG&E’s proposal to establish a deferred
debit account, with interest, which Avill be considered in PG&E’s
next ACAP.

5. EOR and GC-2 Revenues

PG&E estimates $4.1 million credit from the EOR market.

DRA’s forecasts $6.9 million, méinly as a result of differing EOR

forecasts. PG&E urges that i;/the Commission adopts PG&E’s EOR

forecast, it should adopt itg EQOR credit.

TURN points ocut that PG&E’s revenue estimates do not
include escalation rates which are included in contracts with EOR
and GC=2 customers.

Because we have adopted DRA‘s estimate of EOR throughput,
we will adopt DRA’s associated forecast of EOR credits in the
amount of $6.9 millionl We agree with TURN that a more accurate
estimate of EOR and GC-2 revenues would include escalation factors.
We will adjust theﬂ;pnand GC-2 revenues using escalation factors

of 6.1% and 3.738%, /respectively, and expect PG&E to present
escalated numbers in the future.
c.

Cost a%iocation is the process of assigning fixed and
variable costs to various customer classes. PGLE’S core customers
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b. El Paso Filings at FERC

PGLE proposes to establish an interest-bearing deferred
debit account to track potential new transition costs which may
result from FERC resolution of various El Paso filings. PG&E
proposes that disposition of any account balances be considered in
its next ACAP.

CPG agrees with PG&E’s proposal to defer resolution of
this issue until after FERC’s ruling is final. TURN argues that
PG&E should not be granted interest for these extraordinary costs.
DRA does not take issue with PG&E’s position but notes that the
quantification and method for recovering take-or-pay obligations
will become highly controversial when they are known.

We will adopt PG&E’s proposal to establish a deferred
debit account, with interest, which will be considered in PGSE‘’s
next ACAZ.

5. EQR and GC=2 Revenues

PGSE estimates $4.1 milliop/credit from the EOR market.
DRA’s forecasts $6.9 million, main)d as a result of differing EOR
forecasts. PG&E urges that if tu/}Comm;sulon adopts PGLE’s ECR
forecast, it should adopt lus‘FOR credit.

TURN points out that PGSE’s revenue estimates do not

include escalation rates-wh”éh are included in centracts with ECR
and GC=2 customers

“\

RPecause we have adopted DRA’s estimate ¢f EOR throughput,
we will adopt DRA’s associated forecast of EOR credits in the
amount of $6.9 million./ We agree with TURN that a more accurate
estimate ©Z EOR and G/-z revenues would include escalation factors.
We will adjust the EQR and GC=2 revenues using escalation factors
of 3.4% and 3.738%, /éespectmvely, and expect PG&E to present

escalated numbers im the future.
c. Sost Allecatich
Cost allocation is the process of assigning fixed and
variable costs to various customer classes.

-

PC&LE’s core customers
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In D.87-12-039, we recognized that the potential magnitude of these
costs could require alternate treatment.

In this case, these costs are very—gyall. Accordingly,
we will continue the current method of recovering them.

3. EOQR Revenues

PG&E proposes to allocate EQR revenues by an equal
percentage of base fixed costs or margigf/ A= DRA points out, we
required, in D.87=12-039, that such costs be allccated on an equal
pexcentage of f£ixed costs. We will not change this allocation
principle at this time. For the puxposes of allocating EQOR
revenues we use DRA’s definition cf/fixed costs as the collective
sum of base revenue fixed costs, iyterutility credits, pipeline
demand charges, gas storage carry?ng costs, LUAF and GDU expenses,

as shown in Appendix B, Table 6 and detailed in part in Appendix B,
Table 7.

4. Cogemexation Shortfall Account

a. Allocatiopn of Undercollections
The Cogeneration Shgitfall Account (CSA) is a balancing

account established to account for a revenue shortfall occurring
when cogenerators pay less than the average UEG rate because their
otherwise applicable rate is/ temporarily lower. Thexe is no
undercollection in the CSA at this time.

PG&E recommends allocating CSA balances to all customers.
DRA and CCC object to this/allocation and point out that the
Commission, in D.87-05-046, directed that shortfalls should be
distributed to the UEG class to promote efficient production of
electricity and on grounds of equity-

TURN proposes e}imination of this account on the grounds
that it provides too much protection to the utility. If it is not
eliminated, TURN proposaJ that undexcollections be recovered from
UEG and cogeneration customers.

SCE supports P?&E*s-prcposal on the grounds that this

"subsidy” to cogenerators is based on the presumed benefits of more
l , .
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include residential, small commercial, and large commercial
customers. The remainder, including industrial, UEG, ¢ogeneratien
and wholesale customers, are noncore customers.

1. Vaxiable Costs

The primary variable cost to PG&E is the cost of gas.
Under the Commission’s new regulatory framework, large customexs
may elect to purchase gas directly from suppliers or brokers and
have PG&E transport the gas. Alternatively, such customers may
continve to purchase gas from the utility at tariffed rates, which
may change every two weeks to xeflect price and market changes.

Core prices, on the other hand, do not change.frequently
to reflect changes in gas costs. PG&E accounts for differences
between rates and costs in its Purchased Gas Adj ent Account
(PGA) , a balancing account which relieves PG&E0f any risk
asgociated with core gas costs. //,/0

PG&E proposes, and DRA concurs, t PGA account balances
should be allocated on an equal-cents-per~therm basis to both core
and core elect customers. .

PG&E’s proposed treatment of PGA balances is consistent
with our previocus orxrders and will hm{adopted.

2. Eixed Costs

Fixed costs are those which are relatively stable and are
generally incurred notwithstandﬂﬁg the volumes of gas flowing
through the utility’s system. /PG&E is at risk for any mismatch
that occuxs between noncore costs and rates except in the case of
certain levels of NRSA balancés which are recoverable for two years
following implementation.ofléur program.

In D.86-12=-009 anp subsequent orders, we established cost
allecation principles for ?C&E's fixed costs. PG&E does not
propose any changes to adopted methods for allocating fixed costs.
Such costs include those associated with distribution,
transmission, storage, and administrative and general expenses.
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efficient overall gas usage through the cogeneration g;ocess.
Since those benefits accrue to all customers, all customers should
pay the subsidy. e '

We will adopt DRA and CCC’s reccmmendation to allocate
shortfalls to the UEG class for the reasons we/Sdopted this
practice in D.87-05-046. 1In response to SCE/s comments, we believe
it more appropriate to price services based(on cost in oxder to
send appropriate signals regarding use ;;ther than to allocate
costs on the basis of incidental and widely dispersed benefits of a
technolegy-

We will not eliminate this/account at this time, as TURN
suégests. However, we believe that/ as PG&E’s competitive posture
improves under our new regulatorx/ﬁrogram, it may be appropriate o
eliminate this and similar accounts designed to protect the utility

LOange

. PG&E /ﬁhe Commission approve a modification
to the CSA. Under its propgpal, PGSE would book the difference

between revenues at the adopted average UEG rate and the average
rate actually paid. Under/existing practice, PG&E books the
difference bhetween cogeneration revenues at the actual UEG average
rate and the otherwise apﬁlicable schedulé, whenever the latter is
lower. .

PG&E argues t?at the current accounting method leads to a
shortfall because of differences between forecasted revenues and
actual revenues occurring due to weather. Under our rules,
cogenerators may pu:cqﬁse gas out of either UEG tariffs or
che:wise applicable Fates. During a dry year, rates for the UEG
class fall below those forecasted.(because demand is higher and
fixed costs are sp:egd over larger volumes than expected). When
UVEG rates are lower Fhan other rates applicable to.cogenarators,
those customers use the UEG rate, leading to a shortfall from them.

|

|
|
|
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a. Negotiated Revenue Stability

Account (NRSA) Balances

The NRSA tracks recovery of revenues associated with
fixed costs allocated to the noncore market. As ¢of November 1988,
the NRSA balance was zero. During periods when the balance is
negative, PG&E proposes that NRSA undercollections be allocated on
an equal-cents-per-therm basis to all customer classes. It uses
this method because its result approximates the same result that
would have occurred had the original estimates of revenues and
expenses been correct.

DRA proposes that they be based on an equal percentage of
fixed cost revenue. DRA makes this recommendation because the
Commission has traditionally used such an allocation method for
fixed cost underrecovery. DRA believes the equal peféentage of
fixed cost allocation approximates the rate st fure that would
have resulted if noncore throughput had been ¢érrectly forecast.

It also mitigates the destabilizing effects Of increasing large
customer rates.

DGS supports DRA’s proposed gdlocation since it mimics
the actual cost allocation which would have occurred if the demand
forecast had been correct.

CIG proposes that NRSA Kalances be allocated only to core
customexs. To allocate these balances to the noncore will only
exacerbate the problem that crgated the undercollection. As a
matter of fairness, the NRSA balance should not be allocated to the
noncore because those who will end up paying for it will be default
customers: other noncore Lustomers will be able to negotiate
around fit.

TURN recommends that the entire balance be initially
allocated to the nonc9ce market on an equal-cents-per~therm basis.
TURN argues that tho/DA model will end up allocating certain fixed
COSts to core customers anyway, and noncore customers will never
pay moxe than their/ value of service. It would be unfair for core




A.88-09-032 ALJ/KIM/jt

+

PG&E forecasts that it will lose about 55.9 million
between May and December 1988 as a result of this/pffect.
Accordingly, PGSE requests that the Commission “smooth the year-to-
year effects of the adopted cost allocation and rate design
policies on cogeneration gas transportation revenues® which occur
because of weather. In the alternative, PG&E states forecasting QF
gas prices would take care of the problem( This approach is being
discussed between PG&E and QFs.

Qther parties to the proceeding object to PG&E’S
proposal. TURN points out that duridg a dry year, PG&E may lose
revenues from cogenerators, but its/revenues from UEG customers
increase. DRA objects to the proposal because the modification
would reduce risk to PG&E and incmaase risk for its ratepayers.
Accoxrding to DRA, PG&E is alxeudy protected from underrecovery of
‘noncore revanues by way of the A account and that potential
losses during some years woul/ be offset during others. PG&E
should not be granted increa regulatory protections six months
after the new program has been put into place. CCC and DGS also
oppose PG&E’s proposal. . .

We will not adopt PG&E’s propesal. We agree with DRA and
TORN that the modification’ effectively shifts risk from PGSE ‘to
¢core customers. The :is%/PG&E currently bears for a cogeneration
shoxtfall is not excessive and is offset by potential gains from
UEG customers during a déy year. Further, the probability of
losses in some years is/offset by the probability ¢f gains in
others.

We remind PGEE that our program was developed to provide
improved incentives £d& officiency for PG&E and additional
oppoxrtunities to benefit from competition. Increased prctections
in gas markets will only be granted where significant harm would
otherwise result to sha:aholders or ratepayers. Whether QF gas
prices are based on/u forecast is an issue which may be considered
in other cOmmiasion/ proceedings and we need not address it here.

/
|
I
1)
|
1
i

\




A.88-09-032 ALJI/KIM/Jt *

customexs to pay noncore fixed costs through the allocation of NRSA
balances and through the discount adjustment process, especially
when the costs involved were originally allocated to the noncore
class. TURN also argues that core fixed costs are allocated only
to core. As a matter of fairness TURN believes the entire NRSA
balance should be allocated to the noncore.

We will allocate all NRSA balances to the noncore, as
TURN suggests. We believe this allocation is fair because we have
allocated all core fixed cost balances to the core. By so doing,
we do not change allocations hetween the core and noncore.

b. -

Take-or-pay transition costs are allocared on an equal-
cents-per-therm basis and are recovered througlh/volumetric rates.
In D.87-12-039, we recognized that the potentd{al magnitude of these
costs could require alternate treatment.

In this case, these costs are very small. Accordingly,
we will continue the current method ¢of xecovering them.

3. EOR Revonues

PG&E proposes to allocate EOR revenues by an equal
pexcentage of base fixed costs or gin. As DRA points out, we
required, in D.87-12-039, that such costs be allocated on an equal
percentage of fixed costs, that is, base costs plus pipeline demand

charges. We will not change j?ds allocation principle at this
time.

4.

J
a.

The CogenerationZﬁhortfall Account (CSA) is a balancing
account established to account for a revenue shortfall occurring
when cogenexators pay less,than the average UEG rate because their
otherwise applicable rate/ is temporxarily lowexr. There is no
underxcollection in the CSA at this time.

PG&E recommends allocating CSA halances to all customers.
DRA‘and CCC obiject torthis allocation and point out that the
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5. Qil Burn Cxedit for Cogenexatoxs 4

DGS proposed a mechanism to address the ¢ éécts of
economic oil burns on cogeneration rates. Under}current policy,
PG&E switches from gas to oil whenever oil is ¢heapex than the
incremental cost of gas (even though oil may Bp more expensive than
the core WACOG). As throughput drops, cogemeration gas rates
increase to pick up fixed costs allocated to’ UEG and cogeneration
customers.

DGS proposes that during months/when economic ©il burns
occur, the cogeneration gas rate should be developed by dividing
gas fixed costs by throughput including/both gas and oil burned for
econemic reasons. According to DGS, such & mechanism would put
cogenerators in the same position as Fhey would be in if PG&E
operated under a "two-company” policy. Under a two-company policy,
PGSE would burn oil only when the oil price was less than the coxe-
elect WACOG, resulting in fewer oil 'burns. '

PG&E objects to DGS’s proposal on the grounds that the
Commission has recognized that th:/actual average rate paid by UEG
customers (and therefoxe cogenera}ion customers) will vary monthly
according to many factors, Lﬁcluding'weather conditions. DGS’
proposal, according to PG&E, is eho-sided and insulates
cogenerators f£from one factor that can increase their :ates. I£ UEG
rates are higher than othexrwise applicablo rates, cogenerators may
switch schedules.

SCE also objects to DGS proposal. SCE states the
distortion between cogenerator and UEG rates is not due to the
"one-company" policy but rather,due to distortions caused by PGIE’S
demand charges.

We will not grant DGS’ request to change accounting for
economic ©oil burns. We developed the one-company policy because it
results in the most efficient use of resources. The fact that it
is not applied across companieﬁ, like Southern California Edison
and Southern California Gas, does not make it unfair. The
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Commission, in D.87-05-046, directed that shoxrtfalls should be
distributed to the UEG class to promote efficient production of
electricity and on grounds of equity.

TURN proposes elimination of this account on the grounds
that it provides too much protection to the utility. If it is not
eliminated, TURN proposes that undercollections be recovered from
UEG and cogeneration customers.

SCE supports PG&E’s proposal on the grounds that this
"subsidy” to cogenerators is based on the presumed benefits oﬂ/ﬁgz;
efficient overall gas usage through the cogeneration proce
Since those benefits accrue to all customers, all customers should
pay the subsidy.

We will adopt DRA and CCC’s recommendatiod to allocate
shortfalls to the UEG class for the reasons we adbpted this
practice in D.87-05-046. 1In response to SCE’s/comments, we believe
it more appropriate to price services based An cost in oxder to
send appropriate signals regarding use rater than to allocate
cost3 on the basis of incidental and widély dispersed benefits of a
technology.

We will not eliminate thisAccount at this time, as TURN
suggests. However, we believe that/as PG4E’S competitive posture
improves under ouxr new regulatory/program, it may be appropriate to
eliminate this. and similar accounts designed to protect the utility
during this transition period.

b. Proposed Accounting/Change to CSA

PG&E requests that/ the Commission approve a modification
to the CSA. Under itsvpropésal, PG&E would book the difference
between revenues at the adGPted averxage UEG rate and the average
rate actually paid. Undet existing practice, PGSE books the
difference between cogeneration revenues at the actual UEG average

/
rate and the othexwise applicable schedule, whenever the latter is
lower. ' ‘
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converse--that cogenerators receive a windfall/ from a two-company
policy-~-could alse be txue.

In addition, DGS’ proposal would /require us to reallocate
revenues from cogemerators to other classes of customers, which _we
will not undertake in this ACAP. Finally, cogenerators may still
opt to use the otherwise applicable indﬁstrial rate when UEG rates
increase.

6. Ripeline Demand Chaxges

PG&E requests that the Commission allow balancing account
treatment of pipeline demand charg@s. We turned down this request
in D.87=12-039, stating that we would not adopt any further
gquarantees for the recovery of ’ ese costs. We will not reverse
our policy on this issue. We will, however, adopt PGLE’s forecast
estimate of $174.8 million for/this expense.

7. $Stoxage Igventory Carrvipg Costs

PG&E :equeszs-balanéing account treatment for storage

inventory carrying costs associated with the noncore market. In

G=-2787, we adopted a balanciﬁg account for this cost, and will
implement it in this order./

In G=2796, we diﬁgcted PG&E to track revenue shortfalls
resulting from transferring core customers to noncore status. We
stated we would determine treatment of those shortfalls in this
proceeding.

TURN proposes that these revenue shortfalls be shared
equally between ratepayers,and shareholders. According to TURN,
this would give the utility the incentive to adjust jits cost
allocations to capture the reassignment of such customers as
quickly as possible. Once such customers are treated as Nnoncore
for cost allocation, there would no longer be any ongoing impact on
the core balancing account|. TURN adds that the shortfall from the
Stone Container Corporation contract should be borne entirely by
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PG&E argues that the current accounting method leads to a
'shortfall because of differences between forecasted revenues and
actual revenues occurring due to weather. Under our rules,
cogenerators may purchase gas out of either UEG tariffs or
otherwise applicable rates. During a dry year, rates for the UEG
class fall below those forecasted (because demand is higher and
fixed costs are spread over larger volumes than expected). When
UEG rates are lower than other rates applicable to cogenerators,
those customers use the UEG rate, leading to a shortfall from them.

PG&E forecasts that it will lose qgou; $5.0 million
between May and December 1988 as a result this effect.
Accordingly, PG&E requests that the Commission "smooth the year-to-
year effects of the adopted cost allocation and rate design
policies on cogeneration gas transportation revenues" which occur
because of weather. In the alternative, PG&E states forecasting QF
gas prices would take care of the fproblem. This approach is being
discussed between PGSE and QFs.

Other parties to the/proceeding object to PGLE’S
proposal. TURN points out that during a dry year, PGSE may lose
revenues from cogenerators, /but its revenues from UEG customers
increase. DRA objects to xrhe proposal because the modification
would reduce xisk to PG&E/and increase risk for its ratepayers.
According to DRA, PG&E is already protected from underrecovery of
noncore revenues by way of the NRSA account and that potential
losses during some years would be offset during others. PG&E
should not be granted/increased regulatory protections six months
after the new progr?m has been put into place. CCC and DGS also
oppose PG&E’S proposal.

We will not adopt PG&E’s proposal. We agree with DRA and
TURN that the modification effectively shifts risk from PGSE to
core customers. [The risk PG&E currently beaxs for a cogeneration
shortfall is not/ excessive and is offset by potential gains from
UEG customers during a dry year. Further, the probability of
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PGLE since the Commission rejected that contrai;/; Resolution
G-2818. ‘

PG&E believes TURN's proposal is unfair and illogical.
Since revenues received from reassigned custdmers continue to he
recorded in core balancing accounts, there/is no windfall for
shareholders through the noncore gas fixed cost account. Core
customers are actually better off as a yesult of reassignment than
they would have been without it becauad’they continue to receive
some revenues rather than none.

while shared losses may provide some incentive for the
utility to reduce costs, we agree with PG&E that the value of the
incentive is outweighed by the issue of fairness. The existing
accounting treatment for customex who have transferred to noncore
status is reasonable and gener:7my cgnsistent with our program.

D. Rate Design ‘ .

Generally, the parties applied the rate design principles
established in D.87-12-039. They also applied the conceptual
framework for baseline rates adopted in D.88-10-062. Our final
rate design is presented in Appendix C.

1. Rpaseline Rates

' PG&E proposes  to sot residential rates so that the 93.7%
differential between tiers/is consistent with that adopted in
D.88-10-062. DRA.genoral%y agrees with this rate design proposal,
but recommends retaining’}he $.40 per therm differential between
Baseline and Tier II adopted in D.88-10-062. DRA notes that using
PGLE’s percentage diftez‘nce will result in a rate spread ¢f about
$.44, an amount the cOmm+ssion rejected in its baseline oxder.

We will adopt DRA’s proposed $.40 per therm differential
as reasonable and consi‘ nt with D.88-10-062 and SB 987.

2. qemer and g : 3l_K
G&E proposes |a 35% differential between summexr and
winter commexrcial rates. According to PG&E, this differential was

S ALt
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losses in some years is offset by the probability of gains in
others.

We remind PG&E that our program was developed to provide
improved incentives foxr efficiency for PG&E and additional
opportunities to benefit from competition. Increased protections
in gas markets will only be granted whexe significant harm would
otherwise result to shareholders or ratepayers. Whether QF gas
prices are hased on a forecast is an issue which may be considered
in other Commission proceedings and we need not address it here.

5. 0il Burn Credit for Cogenexatoxrs

DGS proposed a mechanism to address the effects of
economic oil burns on cogeneration rates. Upnder cuxrrent policy,
PG&E switches from gas to oil whenever oil/fg cheaper than the
incremental cost of gas (even though oLL/;ay~be more expensive than
the core WACOG). As throughput drops/ cogeneration gas rates
increase to reflect the higher UEG rates from two months
previocus.

DGS proposes that during months when economic ¢il burns
occur, the cogeneration gas raﬁé should be developed by dividing
gas fixed costs by th:oughput/&ncluding both gas and o0il burned for
economic reasons. According to DGS, such a mechanism would put
cogenerators in the same gpsition as they would be in if PG&E
operated under a "two-company" policy. Under a two~company policy,
PG&E would burn oil only/when the oil price was less than the core-
elect WACOG, resulting /in fewer oil buxrns.

PG&E objects/to DGS’s propesal on the grounds that the
Commission has recogdﬁzed that the actual average rate paid by UEG
customers (and thergfore cogeneration customers) will vary meanthly
according to many factors, including weather conditions. DGS”’
proposal, accordiqé to PG&E, is one-sided and insulates
cogenerators from/one factor that can increase their rates. If UEG

rates are higherj&han otherwise‘applicablé rates, cogenerators may
switch schedulegﬂ '

’
‘
t
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adopted by the Commission in D.87-12-039, and in recognition that
the actual winter/summex differvential appeared Yo be moxe than 35%.

TURN characterizes this differential as "excessive,*”
obgerving that PG&E apparently allocated al/ distribution related
costs exclusively to the winter period. argues that
distribution facilities must be in place Lo serve load all year
long. Accorxdingly, the differential in/cost attributable to peak
usage should be allocated as a winter-only cost component to avoid
placing an undue burden on seasonal commercial customers.

DRA concurs with PG&E’s method as reasonable and
consistent with D.87-12-039. We wﬂil ¢continue to use the practice
adopted in that order.

3. Taka-or—?ai and Bl Paso //

' DRA and DGS propose tﬁat the take-or-pay and EL Paso
direct bill balancing accounts/should be collected volumetzically
£0 encouxage the utilities to negotiate the best zate with
pipelines. We believe this ia reasonable approach and will reflect
it in our adopted rate desxgn.
4. Transition Cost and /Inplmtation
Balancing pccount Surcbaxges

PG&E proposes thd& it be permitted to discount Transition
Cost and Implementation Balancing Account (TC/IBA) surcharges.
PG&E believes this additianal £flexibility will allow it to retazn
load.

DRA. and TURN suppcrt this proposal. DRA states that
PG&E, if granted this £lexibility, be required to (1) book
negotiated raevenue above/variable and customers costs first, to
implementation and transition accounts; and (2) apportion necessary
discounts to all accounts pro rata so that its guarantee to
eventually recover :emaﬂning balances can be scrutinized on an

account-by-account basis. TURN supports DRA‘s recommendations.
PG&E does not object to|them. .
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SCE also objects to DGS’ proposal. SCE states the
distortion between cogenerator and UEG rates is not due to the )
"one-company" policy but rather due to distortions caused by PGSE’s
demand charges.

We will not grant DGS’ request to change accounting for
economic oil burns. We developed the one~company policy becggse it
results in the most efficient use of resources. The factzfgit it
is not applied across companies, like Southern Califg;df; Edison
and Southern California Gas, does not make it unfa The
converse--that cogenerators receive a windfall fxom a two-~company
policy--could also he true. Under existing icy, cogenerators
may still opt to use the otherwise applicabde industrial rate when
UEG rates increase.

6. Revenue Shortfalls Resulting
. <3

In Resolution G-2796, we dé?ected PGS&E to track revenue
shortfalls resulting from transfg;éing core customers to noncore
status. We stated we would determine treatment of those shortfalls
in this proceeding.

TURN proposes that these revenue shortfalls be shared
equally between ratepayers aﬁa shareholders. According to TURN,
this would give the utility the incentive to adjust its cost
allocations to capture the freassignment of such customers as
quickly as possible. Oncef such customers are treated as noncore
for cost allocation, ther? would no longer be any ongoing impact on
the coxe balancing account. TURN adds that the shortfall from the
Stone Container COrporatfon contract should be bornme entirely by

}
PG&E since the Commission rejected that contract in Resolution
G-2818. ‘

PG&E,believesKTURN's proposal is unfair and illogical.
Since revenues received from reassigned customers continue to be
recorded in core balanéing accounts, there is no windfall for
shareholders through ﬁhe noncore gas fixed cost account. Core

f
|
|
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We agree that the additional flexibility PG&E requests
may reduce load loss. We will adopt DRA’s suggestions regarding
associated dccounting principles.

E. Revenue Requjirement
Balancing Account Balances

The parties agreed that we should use the/latest
available information regarding balancing accounts balances. On
February 9, 1989, PG&E filed an update of balang#gg account amounts
including the PGA as of Januaxry 31, 1989. The £inal amount is
$205.2 million, which is %o be amortized over cone year with the
exception of the core and noncore implementaﬂé:n balancing
accounts, which are to be amortized over l6/months. The balances
are presented in Appendix B, Table 6.

PG&E proposes to seasonally adjust the Core Gas Fixed
Cost Account (GFCA) by:forecasting undegcollections,as of Aprii
1989 to mitigate a potentially large increase to core customers.
DRA concurs with these proposals.

Both SCE and DGS recommend ?xtending balancing account
amertization periods if required to avoid rate shock. In addition,
DGS believes the Commission should grovide a 45-day period before
implementing new rates in order to allow customers to respond in
advance to increased rates. CIG proposes a grace period of four
months. PG&E states there is no justification for this delay
beyond the self-interest of the parties proposing it.

The only other controv/ sy regarding balancing account
amounts concerned the CFA. DRA challenged PGLE‘’s estimate for the
allowance for doubtful accounts% recommending a $3.6 million
adjustment to the CFA. PG&E has agreed to the adjustment, and we
have reflected this in the upduted balancing account balances.

We will not adopt p:0posals by DGS and CIG to defer rate
implementation. The effect oﬂ’that would be to put further upward
pressure on rates in the subsoquenz pericd. Additionally, large
customers should be able to- 'spond quizkly enough to higher rates
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customers are actually better off as a result of reassignment than
they would have been without it because they continue to receive
gome revenues rather than none.

While shared losses may provide some incentive for the
utility to reduce costs, we agree with PG&E that the value of the
incentive is ocutweighed by the issue of fairness. The existing
accounting treatment for customers who have transferred to noncore
status is reasonable and generally consistent with our program.

D. Rate Desjign

Generally, the parties applied the rate/ﬁhsign principles
established in D.87-12-039. They also applied the conceptual
framework for baseline rates adopted in D.88~10-062. OQur £final
rate design is presented in Appendix C.

1. BRBasgelineg Rates

PGLE proposes to set residential rates so that the 93.7%
differential between tiers is consistént with that adopted in
D.88~10-062. DRA generally agree 4 th this rate design proposal,
but recommends retaining the s-4g/£:i therm diffexrential between
Baseline and Tiexr IX adopted i%/D .88-10-062. DRA notes that using
PG&E’s pexcentage difference will result in a xate spread of about
$.44, an anmount the Ccmmissxgn rejected in its baseline orxder.

We will adopt DRAQs propesed $.40 per therm differential
as reasonable and consistent with D.88-10-062 and $B 987.

2. W ' i

PGSE proposes a/35% differential between summer and
winter commercial rates./ According to PG&E, this differential was
adopted by the Commissidh in D.87-12-039, and in recognition that
the actual wintexr/summer differential appeared to be morxe than 35%.

TURN charactérizes this differential as "excessive~,
observing that PGSE apparently allocated all distribution related
costs exclusively to the winter period. TURN argues that
distribution facilities must be in place to serve load all year
long. Accorxdingly, phe differential in cost attributable to peak

/
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if it serves their interests. Those customers have had/pn
opportunity to plan for rate increases since September/1988 by way
of PG&E’sS customer notice.

Since balancing account balance undercollections are not
large, we will amortize them with the exception oi CIBA and NIBA
balances over a one-year period, which is our ud@al practice. CIBA
and NIBA balances will be amortized over 16 qeﬁths-

PG&E requested that its base revenues in this filing be
updated to reflect 1989 attrition year revenue requirement adopted
in G-2838. The parties did not object. /PGEE’S gas revenue
requirement for 1989 was increased $37.18 million by Commission
Resolution G~2838. The total gas revenue requirement adopted in

this proceeding is updated to :eflect{these attrition year
adjustments.

PG&E's mediiied 1989 ACAP application requests a total
gas revenue requirement of $2, 655'7 million, which does not reflect
1989 attrition changes or updated balancing account estimates. Qur
adopted revenue requirement based on the f£indings made above is
$2,805.4 million and is p:esented in Appendix B, Table 6. This
reflects the 1989 attrition changes and' balancing account balances
as of January 31, 198S.

F. Other Mattoxrs
1. Eotice Requirements

TURN notes that PG&E’s total revenue requirement
increased substantially Ln!its amended f£iling, but PGSE did not
notify its customers of that increase. TURN states the Commission
has consistently rofused mo grant a revenue requirement higher than
that noticed to customers, and suggests that the Commission
continue to follow that policy.

DRA. agrees th@t'PG&E should have amended its application
and noticed that change. DRA notes that the exception to the rxule

'
/
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usage should be allocated as a winter-only ¢ost component to avoid
placing an undue burden on seasonal commercial customers.

DRA concurs with PG&E’s method as reasconable and
consistent with D.87-12-039. We will continue to use the practice
adopted in that orxder.

3. wgke-or-Pa{ and El_Paso‘

DRA and DGS propose that existing take-or-pay costs
should be collected volumetrically to encourage the utilities to
negotiate the best rate with pipelines. We believe this is
reasonable approach and will reflect it in our adopted rate design.
Existing direct bill expenses should continue to bhe recovered in
the demand charge, pursuant to D.87-12-039.

4. Transition Cost and Implementation
Balancing Account Suxchaxges

PG&E proposes that it be permifted to discount Transition
Cost and Implementation Balancing Acceént (TC/IBA) surcharges.
PG&E believes this additional fle lity will allow it to retain
load.

DRA and TURN support tifis proposal. DRA states that
PG&E, if granted this flexibiiZf&, be required to (1) book
negotiated revenue above variable and customers costs first, <o
implementation and transitiofd accounts; and (2) apportion necessary
discounts %o all accounts pfo rata so that its guarantee to
eventually zecover remalinimg balances can be scrutinized on an
account-by-account basis.,/ TURN supports DRA’s recommendations.
PG&E does not object to /them.

We agree that/ the additional flexibility PG&E requests

may reduce load loss.//Wé will adopt DRA‘’s suggestions regarding
assoclated accounting/principles.
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iz a case where increase in expenses :esult from updated balancing
account balances. In this case, forecast ssumptions--not
balancing account expenses-=changed. e///a

| PG&E responds that its notic includes reference to the
fact that the rates adopted by the Commassion may be higher or
lower than those requestad.

In this case, we do not need to rule on the notice issue
since we authorize a revenue requi&ement increase for PG&E less
than the amcunt shown in its original notice. We have, ia this
order, directed PG&E to refrain/from late-filed changes to its
application in future proceed%ngsvexcept in unusual cases. If it
does increase its rate request following the original notice, we
will at that time consider whethex additional notice is requirzed.

2. pExoprietary Infoxmation

‘ A number of partfés objected to PGEE’s use of proprietary
data in this proceeding. /bGS suggested that PG&E’s refusal to
disclose information use? as inputs to its models was “"arrogant”
and future proceedings should not permit use of "black box”
ratemaking. / :
TURN suggests that PG&E should be required to include in
its workpapers. complete documentation ¢of any computer models used
in preparing the compdny's case, consistent with AB 475 and in:
order to preclude theftimo—conauming process of discovery which
arose in this case. /TURN also criticizes PG&E’s use of a
confidential assessment of willingness-to-pay. The confidentiality
of this inio:mntion} according to TURN, has lead to discovery
problems in this proceeding. Finally, TURN also states that
relying upon PG&E to run the model--because Commission staff cannot
run the model independently--is cumbexrsome and creates the
appearance of imprép:iety. DRA generally supports TURN’s comments.

We are currently considering general rules regarding
access to computer models in I. 88-04-030. These rules will address
access to meodels in future ACAPS.. '
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E. Revenue Requirement
1. Balancing Account RBalances

The parties agreed that we should use the latest
available information regarding balancing accounts balances. On
February 9, 1989, PG&E filed an update of balancing account amounts
including the PGA as of Janvary 31, 1989. The final amount is
$205.2 million, which is to be amortized over one year with the
exception of the core and noncore implementation balancing”
accounts, which are to be amortized over 16 months. The balances
are presented in Appendix B, Table 6.

PGSE proposes to seasonally adjust the Cpfe Gas Fixed
Cost Account (GFCA) by forecasting undercollecti as of April
1989 to mitigate a potentially large increase xo core customers.
DRA concurs with these proposals.

Both SCE and DGS recommend extendgding balancing account
amortization periods if required to avoid/rate shock. In additien,
DGS believes the Commission should provide a 45-day period before
implementing new rates in order to allOw customers to respond in
advance to increased rates. CIG proposes a grace period of four
months. PG&E states there is no justification for this delay
beyond the self-interest of the parties proposing it.

The only other ceontroversy regarding balancing account
amounts concerned the CFA. DRY challenged PG&E‘s estimate for the
allowance for doubtful accouny¥s, recommending a $3.6 million
adjustment to the CFA. PG&E/has agfeed to' the adjustment, and we
have reflected this in the ppdated balancing account balances.

We will not adopt proposals by DGS and CIG to defer rate
implementation. The effeltt of that would be to put further upward
pressure on rates in the/ subsequent period. Additionally, large
customers should be ab A to respond quickly enough to higher rates
if it serves their interests. Those customers have had an

/
opportunity to plan for rate increases since September 1988 by way
of PGS&E’s customer notice.
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3. Updated Information /
The parties generally agree that the most’ recent

balancing account balances should be reflected iy the Commission’s
final order. ©PG&E had also requested an Oppo ty to update
forecast information. During hearings, a nuglber of parties
objected to this updating. DRA points oug/that updating contested
issues after the conclusion of hearings would make the hearing
process meaningless. We agree with thay assessment and will not
entertain updates of contested issui;/in future ACAPs.

Iv. Conclusfions

This first ACAP has been a complex and contentious .
proceeding. The controversy is /ue,. in part, to the fact that PG&E
is now at greater risk for revenue recovery, making the forecasting
stakes higher. PG&E’s applicaéion in this procee&ing paints a
bleak picture of the future. /It forecasts significant and in some
cases dramatic increases for/all classes of customers.

In addition, £oresastinq by its nature can be extremely
complex. In this case, PG&E used two complicated models which were

made more complex by their! interaction. This decision seeks to
" minimize model complexities and simplify specifications and
assumptions that do not d;tract from the model’s usefulness.

The complexityfand controversy were increased when PG&E
made signitican;/changﬂplto‘Lts application during the hearing
process. The introduction of these changes required additional
efforts by the parties/torreviaw the data, and additional hearing
days.

A major objective of this decision is to establish a
framework for analyﬁ&ng throughput in future ACAPS. It cannot
rasolve all forecaaéing problems. We believe forecasts will
improve as the utilities, the parties, and the Commission gain

experience with th& ACAP process and with the evolving gas markets.

/
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Since balancing account dalance undercollegtions are not
large, we will amortize them with the exception ¢f LCIBA and NIBA

balances over a one-year period, which is our ugyal practice. CIBA )
and NIBA halances will be amortized over 16 mop

PG&E requested that its base :evenues in this £filing be
updated to reflect 1989 attrition year reﬂenue requirement adopted
in G~2838. The parties did not object./ PG&E’s gas revenue
requirement for 1989 was increased $37.18 million by Commission
Resolution G-2838. The total gas revenue requirement adopted in
this proceeding is updated to reflect these attrition yeax
adjustments.

3. Iotal Revenue Requirement

PG&E’s modified 1989 /ACAP application requests a total
gas revenue requirement of $2,656.7 million, which does not reflect
1989 attrition changes or updated balancing account estimates. Our
adopted revenue requirement/iased on the findings made above is
S million and is présented in Appendix B, Table 6. This
reflects the 1989 attritﬁan changes and balancing account balances
as of Januwary 31, 1989.
¥F. OQOther Mattexs

1. Notice Requirements

TURN notes/that PG&E’s total revenue requirement
increased substantially in its amended £filing, but PG&E did not
notify its customexrs of that increase. TURN states the Commission
has consistently refused to grant a revenue requirement higher than
that noticed to customers, and suggests that the Commission
continue tovfoligw that policy.

DRA Agrees that PG&E should have amended its application
and noticed :ZQt c¢hange. DRA notes that the exception to the rule
is a case where increase in expenses results from updated balancing
acecount balances. In this case, forecast assumptions--not
balancing a’count expenses-~-changed.
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Since balancing account balance undercollections are not
large, we will amortize them with the exception of CIBA and NIBA
balances over a one-year period, which is our usual practice. <¢IBa
‘and NIBA balances will be amortized over 16 months.

2. 1989 Attriti sar Revenue Requixemen

PG&E requested that its base revenues in this filing be
updated to reflect 1989 attrition year revenue requirement adopted
in G-2838. The parties Aid not object. PG&E’S gas revenue
requirement for 1989 was increased $37.18 million by Commission
Resolution G~2838. The total gas revenue requirement adopted in
this proceeding is updated to reflect these attrition year
adjustments.

3. Zotal Revenue Requirement

PG&E’s modified 1989 ACAP applicytion requests a total
gas revenue requirement of $2,656.7 mill¥on, which does not reflect
1989 attrition changes or updated balapcing account estimates. Our
adopted revenue requirement based on/the findings made above is
$2,821.2 million and is presented i¥n Appendix B, Table 6. This

reflects the 1989 attrition changés and balancing account balances
as of January 31, 1989.

F. Qthex Matters
1. Notige Requixements

TURN notes that PG&E’s total revenue requirement
increased substantially ip its amended filing, but PG&E did not
notify its customers of t increase. TURN states the Commission
has consistently refus¢d to grant a revenue requirement higher than
that noticed to custodgrs, and suggests that the Commission
continue to follow that policy.

DRA agrees that PG&E should have amended its application
and noticed that ¢ Qnge. DRA notes that the exception to the rule
is a case where increase in expenses results from updated balancing
account halances./ In this case, forecast assumptions-~not
balancing account expenses-~changed.
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‘ While we anticipate improvements to forecasts, we ir;w:'xd that the
guidance provided by this oxder be applied in the future.

We also comment on other aspects of future ACAPs. It is
our intent, as time goes on, to modify ouxr program to provide the
utilities with more opportunities to compete,/and thereby further

- encourage efficiency in gas markets. Accoxrdingly, we do not
anticipate incréasing regulatory protections for PG&E, as it has
requested in this proceeding, but rathez/%educing them, barring
changes which make gas markets less comﬁetitive. Accordingly, we
expect to review the viability of ba%#hcing accounts and other
protective mechanisms which may be better transitional practices
than permanent ones. We also intené to look further at our ¢ost
allocation practices which affect/the competitiveness of the market
and of the utilicties. ,

Throughout, we retain/our commitment to protecting the
core from unnecessary rate increases and se:vice/p:oblems. In
effect, we continue to recognf;e that core customers are best
protected in competitive marﬁ%ts when rates are set closer to cost,
thereby preventing uneconomic bypass of utility networks. We also
believe that competition, ﬂé successful, will work to reduce the
cost of gas for all customérs.

Elodings of Fact {

1. Gas throughput /is the tctal demand for natural gas from .
thg utility systenm, inc%pding sales and tx&nsport gas.

2. DPG&E’s estimaFe of gas throughput included the use of
econometric models to-tPrecast the effects of economic activity,
fuel prices, weather and other factors on demand.

3. PG&E used a discount adjustmen:'model to forecast
discounts from tariffeﬁ transport rates required to keep large
customaers from P28, G~IND, and COGEN on its system.

4. DRA’s assumption that a recession will not occur in 1989
is supported by indusﬁry analysts.

- 54 =
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PG&E responds that its notice includes reference to the
fact that the rates adopted by the Commission may be higher or
lower than those requested.

In this case, we do not need to rule on the notice issue
since we authorize a revenue requirement increase for PG&E less
than the amount shown in its original notice. We have, in this
order, directed PG&E to refrain from late-filed changes to its
application in future proceedings except in unusual cases. If it
does increase its rate request following the original notice, we
will at that time considex whether additional notice is required.

2. Pxopxrietaxy Infoxmation ‘

A number of parties objected to PG&E’s xse of proprietaxy
data in this proceeding. DGS suggested that PG&E’s refusal to
disclose information used as inputs to its mddels was "arrogant”

and future proceedings should not permit use of "black box”
ratemaking. '

TURN suggests that PG&E shodld be required to include in
its workpapers complete documentatida of any computer models used
in preparing the company’s case, £onsistent with AB 475 and in
order to preclude the time=-consxming process of discovery which
arose in this case. TURN als¢ criticizes PGSE’s use of a
confidential assessment of w&ilingness-to-pay- The confidentiality
of this information, according to TURN, has lead to discovery
problems in this proceeding. Finally, TURN also states that
relying upon PG&E to run/the model--because Commission staff cannot
run the model independdﬁtly—-is,cumbersome and c¢reates the
appearance of impropriety. DRA generally supports TURN’S comments.

We are cuﬁrently considering general rules regarding
access to computer models in I1.88-04-030. These rules will address
access to models %n future ACAPs.

3. Updated XInformation

The pafties generally agree that the most recent

balancing accouﬁ% balances should be reflected in the Commission’s
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5. Some of PGAE’Ss customers purchase propane at rotail
rates.

6. Forecasted propane prices during the test period should
include weighted values for the cost of retail ag;'wholesale
propane prices according to the percentage of customers who
purchase propane at retail and wholesale rates :

7. Puel oil prices declined during the final months of 13588,
prior to OPEC price-setting meetings.

8. PGSE‘s estimates ¢of customer growth during the test
pericd are reascnable.

9. Models used to forecast required discounts for PGALE’S
non¢ore customers should include an ed@imate of the effects of
.demand charges on customer decisions/to fuel switch.:

10. PG&E did not provide evidence that customer perceptions
regarding service reliability have/changed since D.87-12-039 was

© issued.

11. GC-2 customers are not/distinguished from other customers
in texms of the value of gas relative to the value of alternative
fuels. S

12. Significant numbers /of PG&E’s large noncore customers may
elect core status. A model designed to estimate required discounts
for noncore customers would,érovide A more accurate estimate of
noncorxe revenue if it included core and noncore gas prices,
weighted according to volumgs purchased.

13. Cogeneration purchases used to generate steam are
appropriately included in /industrial throughput estimates.

14. Cogenexation pgxchasoa sold undexr the G-IND tariff are
appropriately included i? industrial throughput estimates.

15. PG&E appropriately estimates UEG volumes based on average
hydro year conditions.

16. Estimates of FEG volunes should be based on estimates and
methodologies adopted in PG&E’s and SCE’s ECAC proceedings, to the
extent those estimates are based on average hydro year conditions.
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final oxder. PG&E had also requested an opportunity to update
forecast information. During hearings, a number ¢of parties
objected to this updating. DRA points out that updating contested
issues after the conclusion of hearings would make the hearing
process meaningless. We agree with that assessment and will not
entertain updates of contested issues in future ACAPs.

Iv. Conclusions /
This first ACAP has been a comg}d//;nd'contentious

proceeding. The controversy is due, in , tO the fact that PG&E
is now at greater risk for revenue :ecérpry, making the forecasting
stakes higher. PG&E’s application fin £his proceeding paints a
bleak picture of the future. It forécasts significant and in some
cases dramatic increases for ald classes of customers.

In addition, forecadting by its nature can be extremely
complex. In this case, P:;ﬁ/uaed two complicated models which werxe
made more complex by the% igFéraction. This decision seeks to
minimize model complexitdes and simplify specifications and
assumptions that do-neﬁ’deeract from the model’s usefulness.

The complexity 7nd controversy were increased when PGSE
made significant changes/to its application during the hearing
process. The inzﬁoduct?on of these changes required additional
efforts by the parties to review the data, and additional hearing
days.

A major objective of this decision is to establish a
framewoxk for/analyzing throughput in future ACAPs. It cannot
resolve all orecasjﬁnq problems. We believe forecasts will
improve as.fhe utilities, the parties, and the Commission gain

experienc:/@ith the/ACAP'process and with the evolving gas markets.

While we /n;icipaté improvements to forecasts, we intend that the
gquidance provided by th;s order be applied in the future.
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17. PG&E’s and DRA’s estimates of residential and commexcial
throughput for the test period are almost identical. ’

18. TURN’s proposed methodology for estimating required
noncore volume discounts is more accessible and understandable than
PGLE’S. '

19. TURN’s proposed model is a reasonable/alternative to
PGS&E’s discount adiustment model for purposes of forecasting
required discounts to noncore customers.

20. Workshops are likely to help interested parties
understand ACAP forecasting models and will provide a fozum for
determining improvements to forecasting methods.

21. Changes in oil prices influence, to some extent, gas
prices. Estimates of gas prices duxéng the test period which
reflect this relationship are likeXy to be more accurate than those
which do not.

22. No clear historic rela;ionship between gas and oil prices
is apparent. '

23. The noncore portfolxo contains short-term suppl;es with
prices that are firm for up to thirty days.

24. The core portfoliq/contains all long-term supplies and
any short-term supplies needed to meet demand.

25. El Paso-suppliesyaxe likely to be too expensive to be
purchased economically dufing the test period.

26. PG&E has stipulated, in PGT’s general rate case, to an
estimate of 1,009 MMcf/déy over the PGT pipeline. PG&E
transported, on averagef 1,009 MMcf/day over the PGT pipeline
between January 1988 and November 1988.

27. A deferred débit account will reduce PG&E’s risk of
recovering costs related to pending El Paso f£ilings at the FERC.

28. Allocating NRSA balances on an equal-cents=-per-therm
basis reasonably‘approximates the cost allocation which would have
occurred if cost and/revonuo forecasts had been accurate.

o

B e S
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We also comment on other aspects of future ACAPs. It is
our intent, as time goes on, to modify our program to provide the
utilities with moxe opportunities to compete, and thereby further
encourage efficiency in gas markets. Accordingly, we do not
anticipate increasing regqulatory protections for PGSE, as it has
requested in this proceeding, but rather reducing them, barring
¢hanges which make gas markets less competitive. Accoxdingly, we
expect to rxeview the viability of balancing accounts and other
protective mechanisms which may be better transdtional pragtices
than permanent ones. We also intend to look/further at our cost
allocation practices which affect the co&getitiveness of the market
and of the utilities, consistent with the requirements of SB 987.

Throughout, we retain our ¢o /'tment to protecting the
core from unnecessary rate increases/and service problems. In
effect, we continue to recognize that core customers are best
protected in competitive markets yhen rates are set closer to cost,
thereby preventing uneconomic bypass of utility networks. We also

believe that competition, ifs;pccessful, will work to reduce the
cost of gas for all customers.

Pindi £ Fact

1. Gas throughput id/ihe total demand for natural gas from
the utility systenm, includ&ng sales and transport gas.

2. PG&E’s estimate of gas throughput included the use of
econometric models to-fd&ecaat the effects of economic activity,
fuel prices, weather ad&'other factors on demand.

3. PG&E used a}&iscount adjustment model to forecast
discounts from tarifged’transport rates required to keep large
custeomers from P2B, G-IND, and COGEN on its system.

4. DRA’s assumption that a recession will not occur in 1989
'is supported by ingﬁstry analysts.

5. Some of PG&E’s customers purchase propane at retail
rates. /
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o
29. Allocating CSA undercollections to the UEG class promotes

efficiency and equity. . d///

30. PG&E may realize a revenue shortfall from cogenerators
during dry years when the UEG rate falls below the/otherwise
applicable rate to cogenerators.

31. The xisk PG&E bears foxr a cogemeration shortfall under
existing CSA accounting practices is offset by potential gains from
UEG customers during a dry year, and by potential gains under the
CSA during a wet year.

32. Changing CSA accounting practices at this time would
provide unwarranted regqulatory protect;gps to PG&E.

33. PG&E’s UEG facility switches/trom gas to oil whenever oil
is cheaper than the incremental cost ?t gas. As UEG throughput
falls, cogeneration gas rates increase to pick up fixed costs
allocated,to UEG and cogeneration cgstcmers.

34. PG&E’s "one~-company policy” is designed to promote
efficient use of resources.

35. Determining the cogeneration gas rate by dividing gas
fixed costs by throughput, including both gas and oil burned for
economic reasons, would require/a reallocation of revenues from
cogenerators to other classas of customers.

- 36. Cogenerators may opt/to use the otherwise applicable gas
rate when UEG rates increase.

37. This proceeding did not anticipate addressing whether
SCE’s Cool Water plant should be treated as a UVEG facility.

38. Balancing account/treatment for pipeline demand charges
would provide an unwarranted revenue recovery guarantee to PG&E.

39. PG&E may be able Fo retain additional load by discounting
transition cost and implemontation balancing account amounts.

40. Booking negotiated transportation revenues in excess of
variable and customer rolafed costs to TC/IBA accounts will provide

appropriate safequards in cases where PG&E discounts TC/IBA
surcharges.
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6. Forecasted propane prices during the test period should
“include weighted values for the cost of retail and wholesale
propane prices accoxding to the percentage of customers who
purchase propane at retail and wholesale rates.

7. Fuel oil prices declined during the final months of 1988,
prior to OPEC price-setting meetings, but have since increased.

8. PG&E’s estimates of customer growth during the test
periocd are reasonable.

9. Models used to forecast required unadjusted throughput
and discounts for PG&E’s noncore customexrs should imclude an
estimate of the effects of demand charges on customer decisions to
fuel switch. '

10. PG&E did not provide evidence that customer perceptions

regarding service reliability have changaé since D.87-12-039 was
issued.

1l. GC-2 customers with contragts that expire in 1989 are not
distinguished from other customers An terms of the value of gas
xelative to the value of alternative fuels, once those contracts

expire.

12. Significant numbers Of PG&E’S large noncore Customers may
elect core status. A model 9é§igned to estimate required discounts
for noncore customers would provide a more accurate estimate of
nencore revenue if it inclgded coxe and noncore gas prices,
weighted according to volumes purchased.

13. Cogeneration purchases used to genexate steam axe
appropriately included %n industrial throughput estimates.

14. Cogeneration purchases sold under the G-IND tariff are
appropriately included/in industrial throughput estimates.

15. PG&E appropriately estimates UEG volumes based on average
hydro year conditions.

16. Estimatesv?f'UEG volumes should be hased on estimates and
methodologies-adoptgd in PG&E’s and SCE’s ECAC proceedings, to the

extent those estimates are based on average hydro year conditions.
/ ‘ .
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41. Collecting take~or-pay and El Paso direct bill balancing
account amounts volumetrically will provide the utilities/improved '
incentives to negotiate the best rates with pipelines.

42. Deferring rate implementation will place upwaxrd pressure
on rates in subsequent periods.

43. Escalating EOR and GC-2 revenues according to contracted
amounts provides a more accurate forecast of those revenues.

44. Updating contested information following hearings falls
to permit appropriate review of such info ion.
conglusions of Law

1. PG&E should be authorized to e tariff changes in
accordance with the rates shown in Appendix C.

2. CACD should schedule workshcﬁg to consider ACAP
forecasting models and explore refinements to them.

3. Qhe Commission should conﬁlnue to use a 2% gas premium.
The premium should apply to all noncore customers, including GC-2
customers. , {/
4. Estimates of customer discounts should reflect customers’
ability to elect core status, cnd should weight corxe and noncore
gas prices according to volumes/purchesed.

5. PG&E’s request to change CSA accounting practices should
not be adopted.

6. DGS’ request to change the way cogeneration rates are
calculated during UEG oil burn periods should not be adopted..

7. TUsing the Lundberg Qu:vey, a reasonable estimate of
propane prices for 1989 is so 314 per thexmm. .

8. A reasonable estimﬁte of No. 6 fuel oil prices in 1989 is
$16 per barrel, equivalent to $.268 per therm. ,

S. A reasonable estimate of No. 2 fuel oil for 1989 is the
- aquivalent of $.352 per therm.

10. Models used to estimnte PG&E’s noncorxe volume discounts
should include a proxy of demand ¢harges in the amounts of $.03 per
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17. DPG&E’s and DRA’s estimates of residential and commercial
throughput for the test period are almost identical.

18. TURN‘s proposed methodology for estimating required
noncore volume discounts is more accessidble and understandable than
PG&E’S.

19. TURN’s proposed model is a reasonable alternative to
PG&E’s discount adjustment model for purposes of forecasting
required discounts to noncore customers.

20. Workshops are likely to help interested parties
understand ACAP forecasting models and will-provide a forxum for
determining improvements to forecasting/methods.

21. Changes in oil prices inflwence, to some extent, gas
prices. Estimates of gas prices dﬁéing the test period which
reflect this relationship are likely to be moxre accurate than those
which do not. y{/>k V/

22. The noncore portfolio contains short-term supplies with v//
prices that are firm for up/to thirty days. '

23. The core portf%'io-contains all‘long-term supplies and L//,
any short-term supplies needed to meet demand.

24. El Paso suppLéZs are likely to be too expensive to be »//’
purchased economicall /during the test period.

25. PG&Ehasnzﬁzpulated, in PGT’s general rate case, to an »//’
estimate of 1,009 MYcf/day over the PGT pipeline. PG&E
transported, on average, 1,009 MMcf/day over the PGT pipeline
between January y988 and November 1988. v//

26. A deferred debit account will reduce PG&E’S risk of
recovering costé related to pending El Paso £filings at the FERC.

27. All’cating NRSA balances entirely to noncore rates is
fair since coxe fixed costs are allocated entirely to the core, and
because suc?/allocation does not result in changes to established
allocation principles.

28. Allecating CSA undercollections to the UEG class promotes v//
efficiency and equity.
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therm for volumes associated with negotiated contracts and $.05 per
therm for volumes associated with default agzeea, ts.

11. A reasonable estimate of EOR throughput for the test
period is 373 MMth. - : / ,

12. A reasonable estimate of interutility throughput f£or the
test period is 673 MMth.

13. A reasonable estimate of California gas prices during the
test period is $1.80 per MMBtu.

l4. A reasonable estimate of Rocky Mountain gas prices for
the test period is $1.67 per MMBtu.

15. The currently effective price for Canadian gas supplies
is $1l.847 per MMBtu at the California border and is a reasonable
price estimate for the test period.

16. A reasonable estimate/of Southwest gas prices for the
tast period is $2.10 per MMBtu

17. 2An estimate of 1, OOS/MMcf/day over the PGYT line during
the test period is :easonableﬁ

18. A reasonable estimate of the core WACOG during the test
period is $1.886 per MMBtu./

19. A reasopable estimate of the noncore WACOG during the
test period is $1.950 per MMBtu. ,

20. It is reasonable to estimate storage-related transition
costs based on an annual o:ecast.

21. It is reasonab}e to allocate PGA balances on an equal-
cents-par~therm basis to/ core and core elect customers.

22. Xt is reaaonaole‘to allocate transition costs on an
equal-cents-per~therm basis, with storage-related transition costs
allocated using a cold &ear forecast.

23. It is reasonable to allocate EQR revenue credits on
DRA!s methodology of an equal percentage of fixed costs.

24. It is reasonable to permit balancing account treatment

for storage invento:yfoarrying costs, consistent with G-2787.

'
{
i
'
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29. PG&E may realize a revenue shortfall from cogenerators v’
during dry years when the UEG rate falls below the othexwise
applicable rate to cogenerators.

30. The risk PG&E bears for a cogeneration shortfall under v’
existing CSA accounting practices is offset by potential gains frxom
UEG customers during a dry year, and by potential gains under the
CSA during a wet year.

31. Changing CSA accounting practices at this time would v//
provide unwarranted requlatory protections to PG&E.

32. PG&E’s UEG facility switches from gas to ¢oil whenever oil v
is cheaper than the incremental cost of gas. UEG throughput
falls, cogeneration gas rates increase because the fixed UEG
demand charge is spread over smaller volumes in the rate parity
formula.

33. PG&E‘s “one-company policy" /As designed to promote
efficient use of resources.

34. Cogenerators may opt to wse the otherxwise applicable gas
rate when UEG rates increase.

35. This proceeding did nof anticipate addressing whether
SCE’s Cool Water plant should he treated as a UEG facility.

36. PG&E may be able to /retain additional load by discounting .
transition cost and implementation balancing account amounts.

37. Booking negotiated transportation revenues in excess of L//,
variable and customer related costs to TC/IBA accounts will provide

/ .
appropriate safeguards in cases where PG&E discounts TC/IBA
surxcharges.

L]

38. Collecting take-or-pay transition costs volumetrically ]
will provide the utilities improved incentives to negotiate the
best rates with pipelinés.

39. Deferxring rat? implementation will place upwaxd pressure v

on rates in subsequent pexiods.

40. Escalating EOR and GC-2 revenues according to contracted b//
amounts provides a more accurate forecast of those revenues. ‘
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25. The existing accounting treatment of revenues from
reassignment of core customers is reasonable.

26. It is reasonable to retain the $.40 pex’ themm.
differential between baseline and Tier II ratem(

27. A 35% differential between summer aﬁ&‘win:er coumercial
rates is reasonable. o

28. It is reasonable to use most recent information regarding
balancing account undercollections and‘ovsrcollections in
determining revenue requirement in this/proceeding.

29. It is reoasonable to adjust the Conservation Financing
Account by $3.6 million to more accurétexy reflect the status of
doubtful accounts.

30. It is reasconable to updaye base revenues TO reflect the
1989 attrition year revenue requirement, adopted in Resolution
G-2838. '

31. A reasonable forecast /0f EOR credits is $6.9 million,
adjusted for escalation using a escalation factor of 6.1% to
produce an EOR revenue credit of $7.293 million.

32. A reasonable escalation factor for GC-2 credits is

3.738%.

QRDER
IT IS ORDERED th?t,
1. Pacific Gas and’Flectric Company is authorized to £file
tariff changes which implement the rate changes adopted in this

proceeding, and which aro/shown in Appendix C, using the revenue

requirement presented in Appendix B, Table 6. Tariff changes will
be effective 5 days after| filing.




A.88-09-032 ALJ/KIM/jt *

4l. Updating contested information following hearings/fails
to permit appropriate review of such information.
Conclusions Of Law

1. PG&E should be ordered to make tariff changes in
accordance with the rates shown in Appendix C.
2. CACD should schedule workshops, following PG&E’S next

ACAP filing, to consider ACAP'forecaéting models and explore
refinements to them.

3. The Commission should continue to’ use a $.02 gas premium.
The premium should apply to all noncore céétomers, including GC-2
customers. ,ﬁ{/

4. Estimates of customer discounts should reflect customers”
ability to elect core status, and should weight core and noncore
gas prices according to volumes purchased.

5. PG&E’s request to change CSA accounting practices should
not be adopted. ,

6. DGS’ request to change the way cogeneration rates are
calculated during UEG oil bfl periods should not be adopted.

7. Using the Lundberg survey, a reasonable estimate of
propane prices for 1989‘12/§0.361 per thermm.

8. A reasonable estimate of No. 6 fuel oil prices in 1989 is
$17 per barrel, equivalent to a $.285 delivered price and $.254
burnertip price.

9. A reasonable estimate of No. 2 fuel oil for 1989 is the
equivalent of $.324 pér therm.

10. Models used to estimate PG&E’s unadijusted noncore
throughput volume d&d rate discounts should include a proxy of
demand charges in/the amounts of $.03 per therm for volumes
associated with negotiated contracts and $.05 per therm for volumes
associated with/default agreements.

1l. A reasonable estimate of EOR throughput for the test

period is 2;j/ﬁn:h.

/ .

!
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41. Updating contested information following hearings fails
to permit appropriate review of such information.
conclusions of Law

1. PG&E should be oxdered to make tariff changes in
accordance with the rates shown in Appendix C.

2. CACD should schedule workshops, following PG&E’S next
ACAP filing, to consider ACAP forecasting models and explore
refinements to them.

3. The Commission should continue to use a $.02 gas premium.
The premium should apply to all noncore customers,” including GC-2
customers. /////’

4. Estimates of customer discounts should reflect customers’
ability to elect core status, and should weight core and noncore
gas prices according to volumes purchases

5. PG&E’s request to change CSA/accounting practices should
not be adopted.

6. DGS’ request to change ' way cogeneration rates are
calculated during UEG oil burn periods should not be adopted.

propane prices for 1989 is $0.861 per therm.
8. A reascnable estimadte of No. 6 fuel oil prices in 1989 is
$17 per barrel, equivale:;/moa $.285 delivered "price and $.254

. 4 .
7. Using the Lundbergd;E;vey, a reasonable estimate of

burnertip price.

5. A reasonable estimate of No. 2 fuel oil for 1989 is the
equivalent of $.324 per/therm.

10. Models used Lo estimate PG&E’s unadjusted noncore
throughput volume and/rate discounts should include a proxy of
demand charges in the amounts of $.03 per therm for volumes
assqciated with neqptiated contracts and $.05 per therm for volumes
associated with default agreements.

11. A reasorable estimate of EOR throughput for the test
period'is,373'MM?L. , ' ' , \//
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2. The Executive Director shall direct the Commission
Advisory and Compliance Division to schedule workfhops within 60
days. The purpose of the workshops will be to Xelp interested
parties to understand the models adopted in th&&-p:oceeding and to
explore improvements to models to be used in/future ACAP
proceedings..

This orxdexr is effective today.
Dated , &t San Francisco, California.
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12. A reasonable estimate of interutility throughput £or the
test period is 673 MMth.

test period i3 $1.85 per MMBtu.

13. A reasonable estimate of California i:j/prices during the -

14. A reasonable estimate ¢f Rocky MountAin gas prices for
the test period is $1.67 pexr MMBtu. ///‘

15. The currently effective price for Canadian gas supplies
is $1.94 per MMBtu at the California border and is a reasonable
price estimate for the test periocd.

16. A reascnable estimate of Southwest gas prices for the
test period is $2.10 per MMBtu.

17. An estimate of 1,009 MMJE/day over the PGYT line during
the test period is reascnable.

18. A reasonable estimate of the core WACOG during the test
period is § per MMBtu.

19. A reasonable estimate of the noncore WACOG during the
test period is § per %MBtu-

20. It is reasonable to estimate storage-related transition
costs based on an annuar/fo:ecast.

21. It is reascndﬁle to allocate PGA balances on an equal-
cents-per~thernm basi%/%o core and corxe elect customers.

22. It is reaseonable to allocate existing transition ¢osts on
an equal-cents-per-therm basis, with storage~related transition
costs allocated using a cold year forecast.

23. It is zrepasonable to allocate EOR revenue credits on DRA’'S
methodology of an equal percentage of fixed costs.

24. The gxisting accounting treatment of revenues from
reassignment of core customers is reasonable.

25. It As reasonable to retain the $.40 per therm
differential/between baseline and Tier II rates.

26. 35% differential between summer and winter commercial
rates is reasonable.

\/
v
>
v
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27. It is reasonable to use most recent information/regarding
balancing account undercollections and overcollections Ain
determining revenue requirement in this proceeding.

28. It is reasonable to adjust the Congervation Financing
Account by $3.6 million to more accurately reflect the status of
doubtful accounts.

29. It is reasonable t¢o update base revenues to reflect the
1989 attrition year revenue requirement, adspted‘in Resolution
G-2838.

30. A reasonable forecast of EOR/credits is $6.9 million,
adjusted for escalation using an escalation factor of 6.1% to
produce an EOR revenue credit of $74293 million.

31. A reasonable escalation/factor for GC~2 revenues is
3.738%.

/

ya

IT IS ORDERED that:

1. Pacific Gas‘andlzlectric Company (PG&E) shall £ile, in
accordance with General/brder 96-A, tariff changes which implement
the rate changes adoptéd in this proceeding, and which are shown in
Appendix C, using tgp revenue requirement presented in Appendix B,
Table 6. Tariff changes will be effective May 1, 1989.

v’
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12. A reasonable estimate of interutility throughput for the
test peried is 673 MMth.

13. A reasonable estimate of California gas prices during the
test peried is $1.85 per MMBtu. ,

14. A reasonable estimate of Rocky Mountain gas prices for
the test period is $1.67 per MMBtu.

15. The currently effective price for Canadian gas supplies
is $1.94 per MMBtu at the California border and is a reasonable
price estimate for the test periecd.

16. A reasonable estimate of Southwest gas prices for the
test period is $2.10 per MMBtu.

17. An estimate of 1,009 MMcf/day over PGT line during
the test period is reasonable.

18. A reasonable estimate of the corp WACOG during the test
period is $1.944 per MMBtu.

19. A reasonable estimate of the/noncore WACOG during the
test peried is $1.90 per MMBtu.

20. It is reasonable to estipate storage-related transition
costs based on an annual forecasty.

21. It is reasonable to adlocate PGA balances on an equal~
cents-per-thernm basis to core/and core elect customers.

22. It is reasonable tg allocate existing transition costs on
an ecqual-cents-per-therm basis, with storage-related transition
costs allocated using a cczz yeaf forecast.

23. It is reasonable to allocate EOR revenue credits on DRA’‘s
methodology of an equal /percentage of fixed costs.

24. The existing /accounting treatment of revenues from
reassignment of core customers is reasonable.

25. It is reaso/able-to'retain the $.40 per therm
differential'between baseline and Tier II rates.

26. A.3S%,dif erential between summer and winter commercial
rates is reasonable. o




e
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27. It is reasonable to use most recent information regarding
balancing account undercollections and overcollections in
determining revenue requirement in this proceeding.

28. It is reasonable to adjust the Conservation Financing
Account by $3.6 million to more accurately reflect the status of
doubtful accounts. ) :

29. It is reasonable to update base revenues to reflect the
1989 attrition year revenue requirement, adeopted. in Resolution

© G=2838.

30. A reasonable forecast of EOR credits is $6.9 million,
adjusted for escalation using an escalation factor of 3.4% to
produce an EOR revenue credit of $7.293 million. r//

: evenues is

31. A reasonable escalation factor for GC-2
3.738%. ' -

CRDRER

IT IS ORDERED that:

1. Pacific Gas and Electric Compant (PG&E) shall file, in
accordance with Generxal Orxder 96=-3, tariff changes which implement
the rate changes adopted in this procgeding, and which are shown in
Appendix C, using the revenue requirément presented in Appendix B,

‘Table 6. TariZf changes will be effective May 1, 1989.
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27. It is reasonable to use most recent information regarding
- balancing account undercollections and overcollections in
deternining revenue requirement in this proceeding.

28. It is reasonable to adjust the Comservation Financing
Account by $3.6 million to more accurately reflect the status of
doubtful accounts.

29. It is reasonable to update base revenues to reflect the
1989 attrition year revenue requirement, adgpted in Resolution
G~2838.

30. A reasonable forecast of EOR Lredits is $6.9 millien,
adjusted for escalation using an escafation factor of 3.4% to
produce an EOR revenue credit of 574293 million.

31. A rcasonable escalation/factor for GC-2 revenues is
3.738%. S ‘

IT 1S ORDERED
1. Within five (5) days of the effective date of this
decisien, Pacific Gas afnd Electric Company (PG&E) shall file, in
accordance with General Order 96=-3A, tariff changes which implement
the rate changes adopted in this proceeding, and which are shown in
Appendix € to this décision, using the revenue requirement

presented in Append x B, Table 6. Tariff changes will be effective
on the date of f£iling.
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APPENDIX B

TAGLE 18
PACLFLIC GAS ANO' ELECTRIC COMPANY
ANNUAL .COST ALLOCATION PROCEEDING
ADOPTED DISCOUNT ADJUSTMENT MOOEL POR. P28

FORECAST PERIODT JANUARY 1, 1989 TQ DECEMBER 31, 1939

/
RO MO HROPME

"Alternate fuel Price (cents/therm)
Gas Premium (cents/therm)
€x{% Demand Charges (cents/therm)

Leus: Average Cost of Gas (cents/therm)

Maximm Transportation.Rate (cents/therm)

Seed Default Rate (cents/therm)

Percent Discount Required 18.1%

S
Uned]usted Volume Porecast (MOth)

Discount Adjustment Volume (MOTh)

FOOTNOTES:

17 CCANMUAL WEGOTIATED. VOLUMES/ (1 ESTIMATED P2B + G<IND- + COGEN THROUGHPUT)) «

3 CENTS). +((T = CANNUAL NECOTIATED: VOLUMES/(1968 ESTIMATED: P28 « G=INO-+ COGEN
THROUGHPUT))) * 5 CENTS).

&/ (35X * CORE PORTFOLIO PRICE) ‘/ CASX ¥ NONCORE PORTFOLIO PRICE)

3/ ALTERNATE FUEL PRICE + GAS PREMIUN + EXIT DEMAND CHARGES = AVERAGE COST OF GAS

4/ (SEED DEFAULT RATE = MAXIMUM TRANSPORTATION RATE) / SEED DEFAULT RATE
!

5/ PERCENT DISCOUNT AEQUIRED-* UNAOJUSTED: VOLUME FORECAST
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TABLE 1A
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION: PROCEEDING
ADOPTED- DISCOUNT ADJUSTMENT MCOEL FOR: G-IND-

FORECASY PERIOD: JANUARY 1, 1989 TO DECEMBER 31, 198%

#6- OIL PROPANE

Alternate Fuel Price (conts/therm)
Gas Premium. (cents/Therm)
Exit Demand Charges (cents/therm)

Less: Average Cost of Gas (cents/therm)

MaximJn Transportation Rate (cents/therm)

Seed Dofault Rote (cents/therm)

Percent Discount Required

Unadjusted Volume Forecast (MOth) 53,187 34,007

Discount Adjustment Volume (MDth) - 226 0

snnossssene

FOOTNOTES:

1/ CCANNUAL NEGOTIATED VOLWES/(WBB ESTIMATED P2B + G-IND + COGEN THROUGHPUT)) *
3 CENTS) = ((1 = (ANNUAL NEGOTIATED VOLUMES/(1988 ESTIMATED P28 + G=IND + COGEN
THROUGHPUTY)) * 5 CENTS)

2/ (35% * CORE PORTFOLIO PRICE) + (45X * NONCORE PORTFOLIO PRICE)

/
3/ ALTERNATE PUEL PRICE + GAS PREMIUM + EXIT DEMAND CHARGES = AVERAGE COST OF GAS

4/ (SEED DEFAULT RATE « MAXTHUM' TRANSPORTATION RATE). / SEED DEFAULT RATE

5/ PERCENT DISCOUNT. REQUIRED- * UNADJUSTED VOLUME FORECAST.
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APPENDIX B~
TABLE 18
PACIFPIC GAS-AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING.
ADOPTED DISCOUNT ADJUSTMENT MODEL FOR P28

FORECASY PERIOO: JANUARY 1, 1989 TO DECEMBER 31, 1989

XY ITIY Y P YV YT Y Y Y T Y Y Ty

72 0IL %6 OIL PROPANE

STsprtlicasnrosssaRssleenRPRsenaS

Alternate Fuel Price (cente/therm)
Gas Premium (cents/therm)
Exft Demand Charges (cents/therm)

Less: Average Cost of Gas (Cents/therm)

Max{mum Transportation.Rate {cents/therm)

Seed Default Rate (cents/therm)

Percent Discount Required:

Unadjusted Volume Forecast (MOth)

Discount Adjustment Volume (MOth)

TP T P Y Y T Y Y ST Y T

FOOTNOTES:

1/ CCANNUAL NECOTIATED VOLUMES/(1988 ESTIMATED P2B + GeIND-+ COGEN TNROUGHPUT)) ¥
3 CENTS) « ((1 - (ANNUAL NEGOTIATED VOLUMES/(1983 ESTIMATED P2B + GeIND + COGEN
THROUGHPUTY)) * 5 CENTS)

2/ (35% ¥ CORE PORTFOLIO PRICED + (45% * NONCORE PORTFOLIO PRICE)

3/ ALTERNATE FUEL PRICE + GAS PREMIUM + EXIT DEMAND CNARGES = AVERAGE COST OF GAS

4/ (SEED DEFAULT RATE = MAXIMUM TRANSPORTATION: RATE) / SEED: DEFAULT RATE

S/ PERCENT DISCOUNT REQUIRED. * UNADJUSTED: VOLUME FORECAST
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» ’

TABLE 1C
PACIFIC CAS AND. BLECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING

ADOPTED DISCOUNT ADJUSTMENT MOOEL FOR COGEN

FORECAST PERICO: JANUARY 1, 1989 TO DECEMBER 31, 1969

® o1 / #6-0IL  PROPANE

Altarnate Fusl Price (cents/therm)
Gas Pramium (coents/therm)
Ex{t Oamand Charges (Cents/therm)

Less: Average Coat of Cas (cents/Therm)

Maximum Tranaportation Rate {Centa/therm)
Seed Default Rate (cents/therm)

Percent Discount Required-

Unadjusted Volume Forecaet/ (MOth)

Discount AdJustment Vol7- (MOth)

FOOTNOTES :

1/ CCANMUAL NEGQTIATED VOLUMES/(1988 ESTIMATED P28 + G=IND + COGEN THROUGHPUT)) *

3 CENTS) » (L1 = CANMUAL NEGOTIATED- VOLUMES/C1988 ESTIMATED P2B + G=INMD + COGEN
THROUGHPUT)J) * 5 CENTS)

2/ (55% * PORTFOLIO PRICE) # (45% * NONCORE PORTFOLIO PRICE)
X/ ALTERNATE FUEL PRICE + CAS PREMIUM + EXIT DEMAND: CHARGES = AVERAGE COST OF GAS
&/ (SEED: DB/FNJL’I’ RATE « MAXIMUM TRANSPORTATION. RATE) / SEED- OEFAULT RATE

S/ PERCENY DISCOUNT REQUIRED- * UNADJUSTED VOLUME FORECAST
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KPPENDIX 8
TABLE 1¢
PACIFIC GAS. AND- ELECTRIC COMPANY'
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED: DISCOUNT ADJUSTMENT. NCOEL FOR COGEN

FORECAST PERIQD:. JANUARY 1, 1989 70O DECEMBER 31, 1989

“apsmsesperserree Samessdsnccssnoasy

w2 oIL w01t PROPANE

Alternate Fuel Price (cents/therm)
Gas Premium. (cenu/tham) 2.0 2.0

Ex{t Demand Charges (cents/therm) bl Lob

Less: Average Cost of Cas (conts/therm) : 20.0/’-/ 20.0

Max{mum. Transportation Rate (cents/therm) 23/8 1%.9
Seed Default Rote (cents/therm). _

Percent D{scount Required

Uned]usted Volume Forecast (MOTh)

Discount Adjustment Volume (MOth)

FOOTNOTES:

1/ CCANNUAL NEGOTIATED VOLUMES/(1988 ESTIMATED P2B + G-IND & COGEN THROUGNPYT)) *
3 CENTS) + ((1 = (ANNUAL NEGOTIATED VOLUMES/(1988 ESTIMATED P28 + G-IND- + COGEN
THRCUGHPUT))) * 5- CENTS)

2/ (55% * CORE PORTFOLIQ PRICE) + (45X ¥ NONCORE PORTFOLIO PRICE)

3/ ALYERNATE FUEL PRICE & GAS PREMIUM + EXIT DEMAND- CHARGES = AVERAGE COST OF GAS

4/ (SEED DEFAULT RATE » MAXINUM TRANSPORTATION RATE) / SEED DEFAULT RATE

5/ PERCENY DISCOUNT REQUIRED * UNADJUSTED- VOLUME FORECASY
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‘APPENOIX B

TABLE 2A
PACIFIC GAS AND: ELECTRIC COMPANY
ANNUAL COST ALLOCATION. PROCZEDING
ADOPTED THROUGHPUT

FORECASY PERICD: JANUARY 1, 1989 TO OFCEMAER 31, 1989

CUSTOMER CLASS

CORE THROUGHPUT

Res{dential IM
Resi{dential MM
Totsl Resfdential

Small Commercial
Large Commarcial Core
Large. Conmercial Nonc
Large. Conmercial Tr
Yotal Commercial

[nterdepartmental

Interdepartmental

PGAE Start-Up- Ffue

SoCal. Edison.
Total

TOTA/CGE

NONCORE TH PUT

Large P28 Core Hlect , 4,007
Large P22 . 1,14
Large P28/ Trarsporc-Only 2,137

Totsl Large P28 ) 7,287

Industrial Noncore - 18,15

Industr 'nL Trarsport-Only 33,301
Total Industrisl 114,55%

:mm}tt. Core Elect 63,009

Cogerwration- Core flect 17,999
Coomri‘ﬂon« Noncore 5,087
Coo-nu'tfon Transport-Only 9,602

Total Cogeneracion : R, 728

EOR Core Elect ‘ ) ‘ 0
EOR Noncore ' 3,71
fOR Yransporct-Only 14,881

Total EOK 18,602
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APPENDIX B

TABLE 24
PACIFIC GAS- AND' ELECTRIC COMPANY-
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED THROUGHPUT

FORECAST PERICOD: JANUARY 1, 1989 TO DECEMGER 31, 1989

Susmsnpionusrrapinnesnsure

CUSTOMER CLASS

UNADJUSTED- DISCOUNT
THROUGHPYT ADJUSTED
THROUGHPUT

oThy COTh) -

CORE THROUGHPUT

Resfdential IN
Res{dential WM
Total Resfdential

Small Commerc{al
Large Commercial Core
Large Commercial Noncore

Large Commercisl Transport=Only

Total Commercial

Interdepartmental C&C
Interdepartmental OPS
PGLE Start-Up Fuel
SoCal Edison. .

Total Other

TOTAL CORE

NONCORE THROUGHPUT

Large P2B Core Elect

Large P28 Noncore .

Large P28 Transport=Only
Yotal Larpe P2D

Industrial Core Elect

Industrial Noncore

Industrial Transport-Only
Total Incdustrial

Cogeneration Core Elect
Cogenaration Nomcore

Cogoneration Transport=Only:

Total Cogeneration

EOR Core Elect

EOR Noncore

EOR Transport-Only
Total EOR

1,47
0
1,651

297,048

4,208
1,225
2,290
7,812

70,29
20,205
37,205
127,778

18,155
5,075
9,765

32,975

0
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APPENDIX &

TABLE 2A
PACIFIC CAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED: THROUGHPYT

FORECAST PERICD: JANUARY 1, 1989 TO DECEMBER 31, 19!

OTSCOUNT
CUSTOMER CLASS ADJUSTED-

THROUGHPUT
{MDTh)-

ZOR Cogeneration. Core Zlect (Contimued
EOR. Cogeneration Noncore from Previous
EOR Cogeneration Transport=Only’ ‘ Page)

Total EOR Cogeneration

vholesale Core Elect

Wholesale Noncore

wholesale Tranaport-Onl
Total Wholesale

UEG-PGLE Core Elect

VEG-PGIE Noncore

UEG~PGRE Transpo
Total UEG-PORE

UIG=5CE Core &

VEG-sCY

UEG-3CE Tromm =-Only
Total UEG-3CX

GR2=Inkmtgial Core Elect

otal GC2=Cogeneration.

3t Heat
Int romntal

TOTAL MOMCORE

6,061 (Continued on
16,769 Next Page)
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APPENDIX 8
TABLE 2A
PACIFIC GAS- AND ELECTRIC COMPANY
ANNUAL, COST ALLOCATION PROCEEDING
ADOPTED THROUGHPUT

-

FORECASY PERICO: JANUARY 1, 1989 TO DECEMBER 31, 1989

: DISCOUNT

CUSTOMER CLASS ADJUSTED
THROUGHPUT

(Moth)

StsepssssassisnnrosanEssTEtans

EOR Cogeneration: Core Elect

EOR: Cogeneration. Noncore

EOR Cogeneration. Transport=Only
Total EOR Cogeneration-

wWholesale Core Elect

Wholesale Nomncore

Wholesale Transporc=Only
Total wholesale

UEG-PGLE Core Elect

UVEG-PGRE Noncore

UEG“PGLE Transport=-Only
Yotal UEG-PGRE

UEG~SCE Core Elect 3,525
UEG-SCE Noncore . 0
UEG=SCE Transport=Only 0

Total VEG-SCE 3,55

GC2-Industrial Core Elect : . 14,308
GC2-Industrial Noncore ’ 3,802
GC2-Industrial Transport-Only / 1,977

Total GC2«Industrial 28,177
GC2-Cogeneration. Core mct/ 7,163
GC2-Cogeneration. Noncore 1,97

GC2-Cogeneration Transport-Only 3,809
Total. ccz-Cogamrnt’ fon- 13,026

Steam Heat 1,053
Interdepertmental [/ 8

TOTAL NONCORE 399,105

OTHER THROUGHPYT

Cas Department Use Core
Gas Department Use Noncore




A.88=09=032" /ALI/KIM CACD/Lk/1

-

APPENDIX 8

TABLE 2A
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION: PROCEEDING
ADOPTED THROUGHPUT

FORECAST PERICO: JANUARY 1, 1989 TO DECEMBER 37, 19

CUSTOMER CLASS

Lost and Uneccounted For Noncore 70 (Contimued

Interutility Noncore - 47,079 47,079 from Previous
InterutiLity Transport-Only 20,192 20,192 Paged

TAYAL OTHER 90,976 90,976

TOTAL THROUGHPUT 781,501 78,938

TANLE 23
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING:
ADOPTED: THROUGHPUY

FORE! PERICD: JANUARY 1, 1989 TO DECIMGER 31, 1989

ADJUSTED
THROUGNPUT
(MOth)

Cas: Requi rements s 297,848
Clect Gas Requirements 56,482
ore Gas Requiremsnts 81,847
Total Requirements . 636,177

Tatal Tramsport-Only : 114,055
Total Other . 3,705

TOTAL THROUGHPUT 73,938
f
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TABLE 2A.
PACIFIC GAS AND: ELECTRIC COMPANY

ANNUAL COSY ALLOCATION PROCEEDING
ADOPTED THROUGHPUT

FORECAST PERIQD: JANUARY 1, 1089 TO DECEMBER 31, 1989

UNADJUSTED- DISCOUNT
CUSTOMER CLASS THROUGKPUT ADJUSTED:
THROUGHPUT
{MDth) (MOth)

LTI PR Y LAYy Y I

Lost and Unaccounted For Core 16,760
Lost and Unaccounted: For Noncore s
InterutiLity Noncore - ‘ 47,079
Interucility Trasnsport-only. ) 20,192

cosppeten

TOTAL OTHER 90,976

sssessses csesosass

TOYAL THROUGHPUT 788,263 7,929

TASLE 28
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION' PROCEEDING.
ADOPTED. THROUGH

FORECAST PERICD: JANUARY 1, 1989 fO DECEMBER 31, 1989

UNADJUSTED DISCOUNT
TYPE OF SERVICE THROUGHPUY ADJUSTED-
THROUGHPUT

(Moth) ¢noth)y

ssssssmprEnaw

Core Gas Roquiremants 207,848 207,848
Core-Elect Gas Requirements 264,363 264,180
Noncore Gas Requirements 84,064 84,011

Total Requirements 846,275 646,030

Total Transport=Only / 118,283 118,186

1

Total. Other ‘-/ 23,705 3,705

TOTAL THROUGHPUT 788,263 7,929
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TABLE 3
PACIFIC GAS AND: ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING.
ADOPTED COST OF GAS

PrIcE
{3/0th)

CORE:
Supply Sources:

California
Rocky Mountain
PGT=Canadian.
EL Paso
Southwest.

Subtotal

Withdrawal from Storage
Injection to Storage

subtotal ¢Includ(
storage=related.
transition.costs)

Lesa: stormge-related
transition. coﬁu

1,160,760

(7,001

TOTALS

CORE Meighted Average Cost of Gas (WACOG)

NONCORE :

Noncore '

Noncore Gas Department Use (COU)

Noncore Lou] and :
Unaccaunted: For (LUAF)

1,162,740

TOTALS

NONCORE wWe{ghted Average Coat of Cas (WACOG)

, TOTAL m\cr s
\

cossssracsnas

1,353,726
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APPENDIX 8
YABLE 3
PACIFIC GAS AND: ELECTRIC COMPANY
ANNUAL COST ALLOGATION. PROCEEDING:
ADOPTED COST OF GAS.

FORECAST PERIQD:. JANUARY 1, 1989 TO-DECEMBER 31, 1989

LT P TE YT Y TY Y Y Y Ty

VOLUME PRICE
(MOth) (3/0th)-

CORE:
Supply Sources:

California 227,208
Rocky Mountain. . 4,57

PGT-Canadfan. 4,475
Et PllO\ . . ' . ’ “me
Southwest : 186,467

Subtotsl ‘ 1,132,665

Withdrawal from-Storage - . 80,629
Injection to Storage (72,30%)

Subtotal ¢{ncluding
storage-related ‘
trans{tion costs) 1,140,991

Less: storage-related .
transition costs ) 4,167

TOTALS ‘ 1,136,82

CORE Weighted Average Cost of Gas XWACOG)

NONCORE :

/
Noncore Demand / /
Noncore Gas Department Use (GOU)
Noncore Lost'and -/ f
Unaccounted-For (LUAF)
1

TOTALS -

NONCORE Weighted Aver oq/COIt of Gas (WACOG)

TOTAL COST OF GAS.. 1,208,784




[
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TABLE 4
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALIQCATION PROCEEDING
ADOPTED STORAGE~RELATED TRANSITION COSTS

FORECAST PERIOD: JANUARY 1, 1989 TO DECEMBER

Weighted Average Price of withdiawals ($/Dth)

less: Weighted average price of core
gas ($/Dth)

Subtotal ($/Dth)
Volume of Withdrawals (MDth)

Storage-Related Transition 7031:3 ($000)

!
I
'
(
!
!
i
!
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TABLE 4
PACIFIC GAS AND ELECTRIC COMPANY

ANNUAL COST ALLOCATION PROCEEDING
ADOPTED STORAGE~RELATED TRANSITION COSTS

FORECAST PERIOD: JANUARY 1, 1989 TO DECEMBER 31, 1989

Weighted Average Price of Withdrawals ($/Dth)
Less: Weighted average price of core
gas ($/Dth) '
Subtotal ($/Dth)

Volunme of Withdrawals (MDth)

Storage~Related Transition Costs ($000)




.
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TABLE 5.
PACIFIC GAS AND- ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED PORTFOLIO PRICES

‘ FORECAST PERIOO: JANUARY 1, 1989 TO DECEMBER 31, 1989

CORE:

CORE Cost of Gas (3000) $1,083,633
Add: Purchase Gas Account ($000) 60,843
Md: Franchise Fees end Uncollect{bles &/0.00943% (3000 10,510

TOTAL CORE COST (3000) 31,124,985
CORE VOLUME (MOth) 938,554

. CORE PORTFOLIQ PRICE {3/0th} $2.014

MONCORE :

NONCORE Cost of Gas (?OOO) 170,987
Add: Franchise Fees and Uncollectibles 3 0.00943% (30003 1,612

cupsuunrEPR

TOTAL NONCORE COST. ($000) 172,599
NONCORE VOLUME (NDth) ' 89,993
NONCORE MTFOI;IO PRICE ($/Dth) $1.918

/

{

4
'

/

]

i
{
\
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CORE:

* APPENDIX B
TABLE 5
PACIFIC GAS-AND: ELECTRIC COMPANY
ANNUAL COST ALLOCATION: PROCEEDING
ADGPTED PORTFOLIO PRICES

FORECAST PERIOD: JANUARY 1, 1980 YO DECEMBER 31, 1080

CORE Cost of Gos ($000) 1/
Add: Purchase Gas Account (%000)

Add: Franchise Fees and Uncollectibles @ 0.00943% (3000)

TOTAL CORE COST (3000)

CORE VOLUME (MOth)

CORE PORTFOLIO PRICE (3/Dth)

NONCORE:

NONCORE Cost of Gas (3000) 2/
Add: Franchise Fees and Uncollectibles 9 0.

TOTAL NONCORE COST (3000)

NONCORE VOLUME (MOTh)

NONCORE PORTFOLIO PRICE ($/Dth) .

$1,003,028
60,843
10,881

$1,164,752

3159, 72
1,506

$161,228
84,064

$1.918

FOOTNOYES:

1/ Excludes COU and LUAF dxpenses of 543,796,082,

2/ Excludes GOU and LUAT expenses of 32,258,200,
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PACIFIC GAS. AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED REVENUE REQUIREMENT .SUMMARY

FORECAST PERIOD:Z JANUARY 1, 1989 TO DECEMBER 31
{in Thousands of Dollars)

PROCUREMENT REVENUE REQUIREMENT
1989 Gas Procurement Costs:
Core/Core-Elect 31,053,653
Nomcore ) 170,987

Total 1989 Commodity Costs 31,224,619
Core Purchased Cas Account Balance (CPGA) 60,843
Franchise Fees and Uncollectibles 3 0.0 11,965
Total Procurement Revenue Requiremeny (1) $1,297 627
Less:Procurement Revenus at Present/Rates 1,177,887

Change {n Procurement R Requi rement (2)

TRANSHISSION REVENUE REQUIREMENT
1989 Forecast Costs:
Base Reverus Fixed: » 1,081,782
EOR. and- Interutility Aredits (14,69%)
Pipeline Demend Cha 176,844
Gas Storage Carrying Costs 14,72
Trans{tion Costs : 34,402
CFA Debt Service/Expsmae 8,342
GEDA 50,000
LUAF and. GOU 46,374
CPUC Foe 3,743

1909 Total Forecast Costs 31,349,522

Balancing Accou!l Amortization: 1/
Core Gas Fixad Cost Salancing Account (CFCA) 53,189
Core znpl.’ tion Balancing Account (CIBA) 50,819
Noncore Implemintation. Balancing Account (NIBA) 82,605,
Noncore Tramsition. Cost Account (NTCA) 2,446
Negotiatad: Reverwe Stability Account (NRSA) 16,003
Enhanced 0L Recovery Account (EORA) (vak b
InterutiLity Balancing Account 1,922
CFA Dalit. Service/Expense (3,528)

crrraseseres

Total. Forecast Account Balences $1464,403

Add: Fr {se Tews & Uncollectibles 3 0.00943%

Total Transmission Revenue Requirement (3) 31,508,013
Less:Tranam{sa{on- Reverus at Present Rates 1,473,104

Change. In. Transmisaion. Revenue Requfrement (&) 346,909
1

]
ADOPTED REVENVE RIG.\}MN‘I’ {13 32,305,440
TOTAL CHANGE Ilim REQUIREMENT (2)+(4) ) $154 449

.

-

! \
17 Salancing account balances are current through- January 31, 1989,
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TABLE 6

PACIFIC GAS AND- ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING

ADOPTED REVENUE REQUIREMENT SUMMARY

FORECAST PERIQD: JANUARY 1, 1989 TO-DECEMDER 31, 1989

¢in Thousands of Dollars)

sssssm au

PROCUREMENT REVENUE REOUIREMENY
1989 Gas Procurement Coats:
Core/Core-Llect
Noncore

Yotal 1989 Commod{ty Costs
Core Purchased Gas Account Balance (CPGA)
franchise Fees and Uncollectibles

Total Procurement Revenue Requirement

TRANSMISSION. REVENUE REQUIREMENT

1989 Forecast Costs:
Base Rovenue Fixed Coste (includes EOR and Int
Pipeline Demand Charges
Gas Storage Carrying Costs
Yransition Costs
CFA. Debt Service/Expense
GEDA ‘
LUAF and COU Gan
CPUC Fee

1989 Total Forecast Costs

Balancing Account Amortization:
Core Gau Fixed-Cost Balanding Account (CFCA)
Core Implementation Batapcing Account (CIBA)
Noncore Implamentation. Balancing Account (NIBA)
Noncore Trans{tion Account (NTCA)
Negotiated: Reverwe S “Km:y Account (NRSA)
Erhanced: 01l Recove Account CEORA)
Interutil ity Balancing- Account
CFA Debt Service/Expense

Total Forecast Ac[ount Balances
Add: franchise Fees LE'Uncollectibles’

Total Transmiss{on Revenus Requirement

TOTAL REVENUE REQUIREMENT

$1,093,028
159,72

flity Credits)

1,252,749
60,803
12,364

$1,325,956

31,017,089
174, 844
14,691
31,568
8,32
50,000
46,05
3,795

31,356,364

3,189
50,810
82,605
2,4ty
16,003
211y
1,922
(8,526)

$144,403

4,457

esmssdncnsan

$1,49%, 224

2,821,180

1/ 8alancing sccount balances are current through Jesnuary 31, 1989.
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TABLE 7 ///
PACIFIC GAS AND ELECTRIC COMPANY

ANNUAL COST ALLOCATION PROCEEDING
ADOPTED BASE REVENUE FIXED ALOSTS

FORECAST PERIOD: JANUARY 1, 1989 TO DECEMBER 31, 1989
(in Thousands of Dollars)

BASE FIXED COSTS:

Common Distribution $259,991
Transmission ‘ 179,757
Storage 45,031
Customer Related 460,638
Production Related 7,399
50% Administrative and General 74,273
Franchise Fees and Uncollectibles @ 0.00943% 9,738

TOTAL BASE F?XED COSTS $1,036,827
Less: Other Operating E?ponsas (5,045)

TOTAL BASE /REVENUE FIXED COSTS $1,031,782

'All information pertaining to Base Revenue Fixed Costs is based
on adeopted allocations from the workpapers for PG&E Attritien
Resolution, G-2838 dated Decembexr 19, 1988.

/
/

TABLE 8
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED TRANSITION COSTS

FORECAST PERIOD, JANUARY 1, 1989 = DECEMBER 21, 1989
/ (in Thousands of Dollars)

El Paso Liquidf Settlement '$27,347

Storage-Related Transition Costs 7,001
Opinion No. 270=Related Costs 0
Canadian Take—or=Fay ' | 54

- ) - =

TOTAL TRANSITION COSTS ‘ 934,402

J ' (END OF APPENDIX
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TABLE 7
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTED BASE REVENUE FIXED COSTS

FORECAST PERIOD: JANUARY 1, 1989 TO DECEMBER 31, 1989
(in Thousands ot Dollars)

BASE FIXED COSTS:

Common Distribution $259,991
Transmission 179,757
Storage 45,031
Customer Related 460,638
Production Related 7,399
50% Administrative and General 74,273
Franchise Fees and Uncollectibles 9,738

TOTAL BASE FIXED COSTS $1,036,827

¢ Other Operating Expenses . (5,045)

SUBTOTAL BASE FIXED COSTS $1,031,782

: EOR and Interutility ;Zz its (14,693)

TOTAL BASE REVE FIXED COSTS $1,017,089

All information pertaining to Base Revenue Fixed Costs is based
on adopted allocations from the workpapers for PG&E Attrition
Resolution, G-2838 dated December 19, 1988.

TABLE 8
PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION PROCEEDING
ADOPTIED TRANSITION COSTS

FORECAST PERIOD, JANUARY 1, 1989 - DECEMBER 31, 1989
f (in Thousands of Dollars)

/

E1l Paso Liquids Settlement $27,347

Storage-Related Transition Costs
Opinion No. 270-Related Costs

Canadian Take-or-Pay

TOTAL TRANSITION COSTS

(End of Appendix
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APPENDIX €
TABLE 1
PACIFIC CAS AND ELECTRIC COMPANY 1989 ACAP
REVENUE REQUIREMENT CHANGE
{In Thousands of Dollars)

PROCUREMENT REVENUE REQUIREMENT

Total Procurement Revenue Requirement
Less Procurement Revenwe Requirement @ Present Rates

Chonge §n Procurement Revenue Requirement:
Core
Core-Elect, Core-Elect Whol

Noncore

Total Change

TRANSMISSION REVENUE REGUTREMENT

Requirement & Present Rates

IN REVENUE REOUIREMENT

$1,325,956.
1,186,550

139,426
74,253
65,173

0

$139,426

$1,495,22
1,490,689

4,535

0,438
. (6,902

34,535

$2,821,1%
2,677,219

$143,962




vy

a.p.oaz ALJ/KIM CACD/kms{12 ’ .

APPENDIX €
TABLE 2
PGRE AMMUAL COST ALLOCATION PROCEEDING

DETATL AMCERLYING ADOPTED COST ALLOCATION:
BASIS FOR ADJUSTING CUSTOMER AND DEMAND CRARGE REVEMUES
10 RECOVER RETURN AND TAXES FRON VOLUMETRIC CRARGES 1/

1 SYSTEM  :RIM BASED ON: TAXES ¢ TAXES ¢
:DEPRECIATED :WT COST Of 1 STATE t FEOERAL t  TOTAL
STSTEM ¢ RATEBASE ¢ ROE L PRED 4 t t
PERCENT ($00078) & OF 8.70K 1($00078) £(800075) 1 (3000'S) ¢
ZXECESSTTITETTITTETIES

B4 MI06

TOTAL OEPR B8 1,972,451 13121%
PRAOUCTION 0.00075 1AT3 9 T~ & 208
STORAGE 0.07657 159,007 10,118 2,585 8,545 21,329
oISTRIBUTION 0.27275 537,905 35,040 2,138 y 5,974
CUSTONER 0.38597 741,182 50,499 12,928 107,505
TRARSHISS1OM 0.283%% 520,513 34,878 8,842 7323
1.00000 1972150 132,14 33,498 78,5
278538.117

= EEXTEX

SIXZEFTEZILTEX zx E¥EE

1/ Oepreclated rete base and state and fedeial taxes fetlect PGLE Base cost

ceverues updated to reflect Its 1989 Attrition Resolutlon, 6-2338 (12719/88). Return
tl.¢e., weighted cost of preferied and common equity) reflects flrancial attrition
authorized [n D. 88-12-094 (12719788},
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AL8=09-032 /ALJ/KIM  CaCD/kme/12

APPENDIX €
TABLE 3
PACIFIC GAS AND ELECTRIC COMPANY 1989 ACAP
ADOPTED CORE RATES ANO- REVENUES
(EFFECTIVE 4/1/89)

ADJUSTED PRESENT
CUST/SALES  RATES 1/ PRESENT ADOPTED
CLASS OF SERVICE FORECAST  (3/TH &/MO) REVENUES | RA
' (NTH/CUSTY  (1/1/89) - (M%) (S/TyI/HO)

(8 {b) {3}

RESIDENTIAL

T{er I (Saselinw) 1,526,893 . 681,008
Tier 11 599,899 a3 508,007
65,07 Ad]. : (6,§&)

TOTAL RESIDENTIAL 2,124,797 H 1,182,152

SMALL COMMERCIAL
SCHEDULE G=NR1

Cuat Charg(S/M0) H 11.88
Sumer RatTe 0.65(a82
Winter Rate 0.61400

Total G~NR1 0572

L T T I T L

WARGE COMMERCIAL
SCHEDULE G-HR2

Cuat Charg(S/M0). 2.8%
Susmer Rate 72,130
78,780

Winter Rate

s me A% e wm

' Total G-NR2 130,910

COMMERCIAL (TRANSPORT ONLYY)
SCHEDULE G-NRS

Cuat Charg(3/m0} 133.52
Susmer Rate 0.19098
Winter Rate Q32171

13385
0.1829%
03742

Total G-NR3 0.33134 0.35499

Total Commercial 849,180 0.3327 452,538
' |

TOTAL ,CORE . 2.\97'3,97‘7 0.52909 1,573,497

0.53636 472,450

¥Y K 4 BE 3E wa

0.53636 1,854,603 2%

y .
1/ CPUC surcharge of 3.00075/therm reflected {n present rates, except for PGRE and SCE volumes.




A.PPE_IQI! <
TABLE 3
PGLE JODNUAL COST ALLOCATLON PROCEEDING

DETAIL UNOERLYING ADOPIED COST ALLOCATION:
BASIS FOR ADJUSTING CUSTOMER AMD DEMAND CRARGE REVENUES
TO RECOVER RETURN AND TAXES FROM VOLUMETRIC CAARGES i/

1 SYSTEM  RIN BASED OW: TAXES 4§ TAXES 3
tDEPRECIATED sVl €OST OF t SIATE ¢ FEDERAL §  TOIAL
SYSTEX ¢ RATEBASE & ROE R FRID @ ¢ i
PERCENT ¢ ($000'S) 1 OF 6.70X :($000'S) 1(3000'8) ¢ (3000§) ¢
88:222222!2:2::::8223:8!2::2:::83::!’:8::::::88::!;!:::82"2"”:!2328223328822181
- 33,496 112908
TOTAL DEPR 1,972,151 132,134
PRODUCTION 8, 00073 1,473 24 25 .13 208
$TORAGE ¥ 154,012, 10,118 2,565 8,844 21,329
DISIRIBUTION 4,80 9,138 30,755 .51
CUSTOMER 0.38597 50,999 12,928 43,573 107,505
TRANSMESS [ON 0.28138 34,878 8,802 29,803 13,523
1.00000 B2, 33,496 112,608 278,535
2185817

17 Uepreciated rete base and state and federst t¥xes reflect PGLE base cost

revenues updated to reflect Its 1569 Attrition ResolWlon, G-2838 (12/19/88). Return
(l.e., velghted cost of prefereed and common equity) réf{lects flnanclal sttrftion
suthorized In D. 88-12-0%% (12/19788).

.

.,

. #SPZT/SWN/ADYD  WIN/LTIY/ 2€0-60-88°Y




AB8-09-032 /ALJ/KIM  CACD/LLg,Kms/16 : APPENOIX €
TABLE &
PACIFIC GAS AND ELECTRIC COMPANY 1980 ACAP
ADOPTED: NONCORE TRANSPORT RATES AND REVENUES
CEFFECTIVE 4/1/89)

: : ADJUSTED :NISTORIGAL @ PRESENT : / ¢ ADOPTED ) :
: SFORECASY : BILLING : RATES ¢ REVENUES 1/: ) +  REVENUES :  ADQPTED CHANGE
:NONCORE DELIVERIES :DETERMINANTS : EFFECTIVE 1/1/89 : 1TOTAL NON-GAS : (3/TH OR :
sCUSTOMER CLASS + (MTHY 3 (MTH/CUST) :3/TH OR 3/MO: {NS) : i 4. 5] $/M0) &

H

: HEEN ¢ }) : (42 : [{-3] {dy : (45} HEE <)) [4,5)
:PRIORITY P2B : : . . H ‘
Customer Charge : T 2 157.45-1/ : : 186 46.50 29.5%:

Demend Charge D1: H 74,257 0.08844 0.08088 : 6,006 : «0,007356 *8,5%:
Demend Charge D2: H

Summer : : 100,898
Winter :
Volumtric Charg:
1TOT/AVE P2B :
SINDUSTRIAL G-IND :
Customer Charge. : : 849
Demand: Charge 01: : 1,206,072 :
Oomand Charge D2:
Susmer
winter
:  Volumtric Charg:1,19%,010 :
INOUST: Net of GC-2 11,195,010 &
:6GC-2 Industrial : 21,770

0.01513 : 0.07069 1,079 : ~0.0044b *29.3%:
0.01730 : ~0.01486 ~e9.1%s
0.048% 0.00541 12.4%:
0.1593¢ «0.01800 ~10.2%:

. .

T T Y

*55.67 »10.0%:
0.02215 37.1%:

-h am

500.31
0.08178

1,614,172
528,458

0.00702
0.01387
0.04832
. 0.15105.

0.00031
=0.00851 -33.0%:
0.00307 7%
0.0194%. 14.8%:.
0 0.0%:

0.13160

R TR L R L I 1]

e se

sTOTAL INOUSTRIAL 11,456,780 :
UTILITY ELEC GEN
:  Customer Charge
! Demmnd Charge.
Volusetric Charg
Tier I
Tier 11
ITOY/AVE G
sCOGENERATION.
:  Cogen NetofGL-2
:  GC-2 Cogen.
:TOT/AVE COGEN'
SNONCORE SUBTOTAL :
Net of GC-2 12,982,260
Including GC-2 :3,374,290-

0.1175%

0,016 . 13.6%

76,727.00
1

26,888

166,082 {26,949)

320,580
,066,510
+387,090

0.04489
0.01439
0.16177

%320
15,347
196,653

0.00053
0.00352
=0.01340,

W %8 bt B As e sn 8¢

- —a

e 2g ws M2 e W @

T T R T T I TR T R 1)
4% bn #5 e WN  SE Be se A4 %R WL @

327,280 ¢
130,260-
457,340

0.13828 48,2%
7,024

52,28

0.128572

FU T TR T

0.11426 0.10718.

wE BE M4 sE As Tu % By 4B B8 S0 B3 A8 Sx S1 4 Fe B8 B

s ss ¢ se as ae

0.13819
0.12837

412,104
453,166

0.13822
0.12840

* Se Be R Re Be 8p es A

33,57 :
IWHOLESALE
v

0.01040
0.09605.

8,931
1,086
10,018

274
0.01212
0.09865

2,083
1,256
10,286

A% B¢ HA %L B4 BE WA AB ®m s 6 Be S8 18 B4 W4 Se U B4 NS ¥R Ra sy AR 68 e 00 0

: Volumetric Charg
STOT/AVE WHOLESALE .

ATOT NONCORE

Net of GC-2  :3,086,530 : : 0.13676 42,119 0.13488
Including GC-2 :3,,478,569 : : 012740 1 443,79 : 0.12731

se A% RE T Be WS
T I T TR T DO T 1)

i

.

T T T T I TR TR TR LI T}
T LYY

TN T

422,486
3 Siede

B SE %8 e AN Fe S8 BE A4S

" we

R ;' Ll s
1/ - Customer and demand charges for these schedule are tiered.
2/ Revenues reflect exclusicn of 49.4 MMIH from CPUC surcharge fee of .0076/therm.

(BT AR ADDONMTY ™)




A.B8-09-032 /ALJ/KIM CACD/kme/245."

CLASS OF SERVICE

tRESIDENTIAL
:Tier 1 (Baseline)
Tier 11

:0S,67 Ad).

tTOTAL RESIDENTIAL

SMALL COMMERCIAL
SCHEDULE G-NR1

Summer Rate
Winter Rate

g st s sn e ¥t ¥x By

s e

Total G-NR1

[Tt

SLARGE COMMERCIAL
SCHEDULE G-NR2

Summer Rote
: Winter Rate
:Total G=NR2
0.55T1

SCHEDULE G~NR3

Summer Rate
Winter Rate

Total Commercial

TOTAL CORE

P TR T T I T U TR TR T O T RN TR 1

Cust Charg(s/M0)

Cust Charg($/M0)

Cust Charg($/M0)

ADJUSTED
CUST/SALES
FORECAST
(MTH/CUST)

PRESCNT

APPENDIX Co4
ADOPTED CORE RATES AND REVENUES

PRESENT

RATES REVENUES

S/TH UMY M)

ADOPTED
RATES.
C3/TH &/M0).

ADOPTED
REVENUES
(M3)

ADOPTED RATE
CHANGE

(a)

2/

1,485,959
638,838

2,324,797

v
2559.586
334,820
363,430

698,270

2,856
72,130
78,780

150,910

COMMERCIAL (TRANSPORT ONLY)

849,180

2,973,9m

(b) (e

2/
0.41122 611,056
0.81116 518,200
€6,860)

0.52826  1,122,3%

12.12
0.43233
0.58364

28,598
%k, T4
212,119

0.55203 385,464

138.52
0.19098
0.32171

0.53289 452,523

0.52957 1,574,919

s *% B e %W RE se At BN aw

O% SR aa B B8 B8 A% w8 SR BS WS 8% BE B4 SENEN & RS AF se 83 W B¢ ST NG 48 N3 4% S0 0y Be

()

0.557N

155.85

{®

654,723
537,158
€6,860)

1,185,021

0.17643

. 0.31069

0.557711

0.3577

473,596

1,658,610

4. 7%

5.3%

17 CPUC surcharge of $.00076/therm reflected in rates, except for PCLE and: SCE-UEG volumes.
2/ T! and TII sales resligned reducing baseline quantities & rates. (AL 1539¢G).

Wb %% %5 B8 AV B8 BE 8% BA BE 4% A8 A5 BN 9% BE B A4 BE %A RS B BE NS TR BE BE NG ¥R 8B 36 RV MR BE ER KE pR 84 AF B e 2N W a
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APPENDIX D

.

TABLE 1
PACIFIC GAS- AND ELECTRIC COMPANY
ANNUAL COST ALLOCATION. PROCEEDING
COMPARISON SUMMARY

SORECAST PERIOD: JANUARY 1, 1989 TO DECEMBER 31,/1989

-—

ADOPTED / cic

tonvmmagemesspsnansnaan

7

CORE Weighted Average Cost of Gas (WACOG) (3/Dth) 1.504 1,684 /1

NONCORE Weighted Aversge Cost of Gas (WACOG) ($/0th) 1[{00 1.880 /1

Gas Prices by Supply Source:

California 1.558 N1
Rocky Mountain 1.35¢ /1"
PGT= Canadisn. 1.611 11
EL Paso: . - Val
Southwest : 2.014 /1

Adjusted: Industrial Throughput (MOth) . 160,700 /5

Revere Requiremnt (3000)

1.700 /4 1.850 /3
1,670 /4 1.670 /3
1.847 /4 1.847 /3
2,864 /4 2.8 /3
2,030, /4 2,200 /3

159,877 /6 140,785 /6

2,736,853 /T 2,656,656 /T

Exhibit 56, Teble 2.
/2 Exhibft 51, Table 4-1,
Exhibit 20, pege MAS-4,
DRA Opening Brief, peges 25 and 27
Exhibit 57, page 8.
Exhibit 50, Table 3-9.

Exhibit 52, Table &-1.

(END OF APPENDIX D)
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A.88-09-032 /ALJ/KIM CACD/1k/4* .
ASPENDIX'D |

_ TABLE %
) PACIFIC GAS AND ELECTRIC COMPANY
ANNUAL COST ALLOGATION: PROCEEDING
COMPARISON' SUMMARY

FORECAST PERICO: JANUARY 1, 1989 TO DECEMBER 31, 1989

XD TSP I LY P Y TN YT PR YL PY T Y T YEE Y Y Y FY ¥ Vo

LI LT Y P P Y R Y P Py LY Y Y Y Py YR ey Y Y Y T ¥ Ty ]

CORE Weighted Average Cost of Gas (WACOC) ($/Dth)
NONCORE Wefghted Average Cost of Gas (MACOGY ($/0th)

Cas Prices by Supply Source:

Californfa 1.558 /1 1,700 /4 1.850 /3
Rocky Mountain ' v 1.350 /1 1.670 /4 1.670 /3
PGT- Canadisn - 1611 /7 - 1.847 /4. 1.87 /3
El Paso : - n 84 /b 2.8 /3
Southwest - 2,01 /1 7208 /4 2.200 /5

Adjusted Industrial Throughput (MOTh) ‘ 150,877 /T 0,785 /7

Reverwe Requirement (3000) - 2,756,853 /8 2,636,456 /8

Exhibit 56, Table 2.
/2 Exhibit 51, Table 4-1.
Exhibit 20, page MAS=4.
ORA Opening Brief, pages 26 and 27.
Includes throughput estimates for P28, G-IND,. COGEN customer classes.
. Exhibit 57, page 8.
Exhibit 50, Table 3-1.

Exhibit 32, Table 6-1.

(End of Appendix D)
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A.8809-032/ALJ/KIM CACD/Kma/265% * APPENDTX C-5. Page 5
ADOPTED-HOMCORE TRANSPORT RAYE AND REVENYES

) : + ADJUSTED :HISYORICAL ¢ PRESENT
k. SFORECAST @ BILLING :  RATES REVENUES
NONCORE _sDELIVERIES :DETERMINANTS:
tCUSTOMER CLASS T O(MTH) 1 (MTH/CUST) :S/TH. OR. /MO

-
.

ADOPTED
RATE
$/TH OR /MO =

ADOPTED RATE
CHANGE
o

s P e we

T T T
T TI TS

(%)

(®) ) N <3

1]
s e wp sy xR wE

[T TR T}

1) (o

PRIORITY P2B :
Customer Charge :
Demand Charge D1:
Demend- Charge 02:
Summer :
Winter :
Volumetric Charg: 78,120
TOT/AVE P2B : 78,120

7% 156.80-3/ 143
79,596 10,0086k 7,039

203,66 =
0.08408 ¢

108,153
47,69

0.01513
0.03436
0.04353 .
0.17740

0.01029 :
0.01770
0.04208
0.15408

1,636
: 1,639
3,401
13,858

TR L L L LI T I Y )
4% B Mk gy we Ba ar a% Re

INDUSTRIAL G-IND 1/
Cuitomr Charge :
Demand Charge 01:
Demand: Charge D2:
Sunmer
vinter
Volunetric Charg:1,327,200
sINDUST Net of GC-2 11,327,200
z6C-2 Industrial 1 261,770

H fasunesnnw
- H

sTOTAL INDUSTRIAL  :1,588,970

[T TR TR TR Y B LI 1)
PO TR T TR T T ]

554,84 3 $,726
0.05963

860
1,339,485

$03.01
0.08500

a% T4 8s aw W% B1 BB

[T LI TR T I T

1,570,605
920,104

0.008677
0.02238-
0.046325.
0.13117-

0.00715
0.01320
0.04013.
0.94744

S sy ws R4 N B4 Se B 8w e Ay s ov s RE g @

sy wn ke
P T T R T T T T T L L L L L L L L B

NE T INELTNE TR T LI LI L]

SUTILITY ELEC GEN 2/
Customer Charge :
ODemand Charge :
Yolumetric Charg:
Ti{er 1 : 256,612
Tier 11 1,130,478 =
TOT/AVE UEG 1,387,090

ey w8 Be BY WS A% By e ¥ F¥ S

3e BE SE S Y PR WA GG A% %% 3L AR W e

,615.

T
o% S8 s 4s wE ¥r 4y a0y

T LT T U TR Y St

0.04443
0.01576 :
0.12487 =

S L LTI LI L I TR 1]

COGENERATION:
Cogen NetofGe-2
GC=2 Cogen
TOT/AVE COGEN

e % %E %L %3 wn Ba e e

329,750
130,260
460,010

0.12487

T TR TR T ]

0.10478 = -

-
a.
-
-
-
H
.
H
»
-
a
-
-
.
=
.
-
-
-
.
.
a
=
.

)
H
-
.
-
-
.
H
]
-
v
H
-
-
-
.
-
H
-
a
-
-
.

NONCORE SUBTOTAL
Ner of GC-2 13,922,160
Including GC-2 3,514,190

: 001355‘
448,564 o 0.12615

T T T ] ]

SWHOLESALE

: Demand Charges
2 Volumetric Charg:.
STOT/AVE WMOLESALE

-
a

2TOT NONCORE
Net of GC-2 13,226,420

‘ Including GC-2 03,618,450
1

Estimated billing determinants include UEC-SCE, ateam heat, interdepartmental volumes.
2/ Reverwe not based on. exiating tariff tiering.

3/ Customer charges for these schedules are tiered: demand charges for wholesale & UEG very monthly.
4/ Roverwes reflect exclusion of 49.4 MMTH from CPUC surcharge of $ .00076/therm.

(End of Appendix C)

9,108
1,243
10,356

1,086 ¢
10,015

0.01197
0.09953 =

&
g

wy BE 88 ¥w as Ay ¥R Sa R %e  an

A
2
.
:
.
:
.
:
3 . 8,93
p
H
.
:
.
:
.
:
.
:

0.13584 438,219
: 0.12673 ¢ 458,579

0.13609
012538

432,617
453,677 ¢
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