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QRPINION

This decision resolves outstanding issues in oux
investigation into Pacific Gas and Electric Company’s (PG&E) gas
gathering operations. We initiated this investigation to determine
how gas gathering costs should be assessed, whether PG&E should.
form a separate subsidiary to offer gas gathering services, and
whether PG&E should continue to install gas gathering facilities.
Summaxy

our objective in developing gas gathering costs is to
permit PGLE to compare, on a more equivalent basis, the prices of
California gas to prices of out~of-state gas supplies. We find
that PG&E’s definition of the gas gathering system is consistent
with that objective. We adjust PG&E’s gathering cost study by
reducing its estimates of administrative and general expenses, and
certain other expenses. Using 1987 California production volumes,
we arrive at an average gas gathering cost of $.294 per decatherm.

To permit accurate comparisons of the cost of Califormia
gas to the cost of ocut-of=-state gas, the gas gathering charge
should reflect the much shorter distances PG&E must transport
California gas compared to out~of~state gas. Accordingly, we
discount the gathering charge by $.072 per decatherm. We will
therefore apply $.222 per decatherm as the cost of gas gathering in
reviewing PG&E’s sequencing decisions.

This decision also states our intent to phase out PG&E’S
gas gathering operations. To that end, we encourage PG&E to sell
certain gathering facilities when it receives offers for those
facilities which are at or above the net book value of the plant.
We will not include in future revenue requirement investments in
gas gathering plant, except those facilities which are required to
fulfill existing contract obligations. We also direct PGEE to
accelerate depreciation of its existing gathering plant. |
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We believe PG&E’s participation in gas gathering
operations should be phased out for several reasons. Because
investments are put into rate base, PG&E may have an incentive to
overbuild gathering plant. DPG&E ratepayers, under the existing
arrangenents, are at risk for these investments.

In addition, existing law creates certain pricing
distortions if PG&E is the primary provider of gathering services.
Producers who sell California gas to PG&E are affected by the costs
of gathering because PG&E uses those costs in making sequencing
decisions and in determining the fair market value of California
gas. Producers who sell to third parties, however, are not so
affected by gas gathering costs because PG&E may not charge
transportation customers for gathering services.

In summary, our treatment of PG&E’s gas gathering
services is intended to promote more efficient investments in

plant, and improve pricing signals among gas supplies from various
sources.

I. Proceduxal Backaround

Genera)l. We initiated this investigation following
issuance of a report written by CACD which provided an overview of
gas gathering services and charges. IX.88-11-012 directed PG&E to
(1) submit a cost study of its gathering operations, (2) show cause
why it should not be required to form a separate subsidiary for gas
gathering services, and (3) address whether it should cease
installing gas gathering and processing facilities for new wells
and fields. Xt also directed PG&E to file comments explaining how
it intended to comply with and implement Senate Bill (SB) 1937.

Subsecquently, we issued Decision (D.) 89=-02-030, which
addressed petitions for modification of I1.88-11-012 filed by PG&E,
Gas Producer Gathering Group (GPGG), and California Gas Producers’
Association (CGPA). That decision modified the parameters of the
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cost study we required PG&E to submit. It also denied the regquests
of GPGG and CGPA to eliminate the $.34 gas gathering charge which
was part of PG&E’s gas transportation tariffs. '

On April 26, 1989, we issued D.89~04~089 which responded
to applications for rehearing of D.89-02-030. In that decision, we
reversed our earlier decision in part and found that SB 1937
requires PG&E to eliminate the gas gathering charge included in its
transportation tariffs. We also directed PG&E to establish a
menmorandum account to track the gas gathering charge revenues
collected from the effective date of D.88-02-030 to the effective
date of D.89-04-89, pending a Commission order regarding the
disposition of those revenues.

D.89-04-089 also commented that a number of outstanding
issues remained unresolved:

Whether existing gas gathering operations

should be divested or made part of a separate
subsidiary;

Whether new gas gathering opefations should be
treated the same as existing operations, made

part of a separate subsidiary or not offered at
all by PG&E:

The appropriate level and allocation of gas
gathering costs, whether they remain within the
utility’s operation or are made part of a
separate subsidiary:;

The treatment of “processing” costs for
purposes of allocation and rate design; and

The actual cost of PG&E’s gas gathering

operations for segquencing purposes.

Eleven days of hearings were held in this proceeding.
The matter was submitted October 10, 1989. Briefs were filed by
PG&E, Division of Ratepayer Advocates (DRA), GPGG, Amerada Hess

Corporation (Amerada Hess), California Independent Petroleum
Association (CIPA), and CGPA.
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During the course of the proceeding, several parties
moved to strike testimony. GPGG moved to strike that portion of
PG&E’s testimony which recommended that the ¢ost of gas gathering
be allocated to interutility rates as it is currently allocated to
other transportation rates. The Administrative Law Judge (ALJ)
denied the motion on the grounds that the Commission sought
proposals for allocating gas gathering costs.

PG&E moved to strike portions of the testimony of GPGG,
Amerada Hess, and CIPA which addressed (1) reallocating costs not
related to gas gathering, (2) PG&E’s sequencing policies, and
(3) cost studies which did not use the “primary function test.”
The ALJ granted PG&E’Ss motion to strike testimony which addressed
reallocation of costs not related to gathering and PGSE’s
sequencing policies. Those topics are properly the subject of
other proceedings. The ALY denied PG&E’s motion to strike
testimony which presented cost studies that did not apply the
rprimary function test” because the Commission did not adopt that
test in I1.88-11-012. Rather, the Commission regquired PG&E to use .
that test as the basis for its cost study.

Finally, GPGG moved to strike those portions of PG&E’s
testimony which identified gas gathering facilities on the grounds
that PG&E failed to comply with the Commission’s order requiring
PGSE to base its cost study on the ”primary function test.” The
ALY denied the motion because the record did not demonstrate that

PG&E’s study was not based on the primary function test, a matter
which could be addressed on brief.

hearings, PG&E, DRA

entered into a settlement which PG4E filed on August 18, 1989. <The
settlement would apply a $.29 per decatherm gas gathering charge.
It anticipates the accelerated depreciation of remaining plant,
limits the construction by PGLE of new gas gathering plant, and
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assesses a $.06 per decatherm gas gathering charge after existing
plant is fully depreciated. ) .

The settlement was filed 11 days before hearings were to
begin in this case. Accordingly, PG&E requested that the hearing
schedule bhe suspended in order for the Commission and the parties
to consider the terms of the settlement. The ALY denied the motion
to delay hearings and set forth a schedule for submitting comments
on the settlement.

GPGG and Amerada Hess filed comments on the settlement,
contesting its terms and requesting hearings.

On September 28, 1989, the assigned ALY issued a ruling
stating that the Commission would not schedule hearings on the
settlement at that time because a full evidentiary record had been
created through the hearing process and because additional hearings
would create further delay in this proceeding.

We confirm the ALY’s ruling and deny PG&E’s motion to
adopt the settlement. We have a complete record upon which to base
today’s decision. Moreover, the settlement was reached between
three parties who did not contest one another’s positions on the
recoxd. TURN did not participate in this proceeding by f£iling
testinmony or cross-—examining witnesses. DRA’s primary proposal—-to
accelerate depreciation of existing plant--was not contested by
PG&E. DRA supported PG&E’s gas gathering cost study. The
settlement was strongly contested by GPGG and Amerada Hess.
Therefore, the settlement did not resolve any conflict between the

parties. We will decide the issues based upon the evidence in this
proceeding.

IXI.

PG&E performs gas gathering services for California gas
producers. Gas gathering generally refers to moving gas from
fields and wells to transmission pipelines. As the gas moves from
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the field to transmission pipelines, PG&E processes the gas to make
it commercially marketable. Gas processing includes<dehydration,
compression, odorization, and mixing to improve heating values.

The gas PG&E purchases from out-of-state sources ic
delivered to the California border already gathered and processed.
The price ¢f non-California suppliés therefore includes the cost of
gas gathering and processing.

The Commission has recoganized that PG&E has performed a
service to California producers which it did not need to provide to
out-of-state producers. Accordingly, D.85~12-102 directed PGSE to
impute $.34 into the cost of California gas for purposes of
determining the cost of that gas to PG&E’s ratepayers relative to
the cost of gas from other sources. Thus, the gas gathering costs
were to be used in determining appropriate “sequencing” of gas
supplies from various sources.

More recently, PG&E amended its transportation tariffs,
effective May 1, 1588, to include a $.34 gas gathering suxcharge
for customers who transported California gas. This charge was
eliminated in c¢ompliance with SB 1937, discussed above.

Currently, PG&E applies the $.34 cost in sequencing
decisions. ©PG&E also uses the $.34 gas gathering cost estimate in
determining the ”fair market value” of California gas when it
contracts with gas producers. That is, the price PG4E is willing
to pay for gas from individual producers is reduced to reflect the
cost of gathering. Third party transporters of California gas are
not charged for gas gathering and processing services. Currently,
costs of gas gathering and processing are included in PG&E‘’s
revenue requirement and are allocated to transportation rates.

IXX. Pefini c catheri Facilities

The issues in this case require us to determine which
facilities are used for gas gathering because such gathering plant
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has not historically been distinguished, for accounting purposes,
from transmission facilities. The definition of gas gathering
facilities was perhaps the most controversial issue in this
proceeding.

To determine which facilities are associated with
gathering, I1.88=-11-012 directed PG&LE to define gas gathering
facilities using the ”“primary function test,” applied by the
Federal Energy Regulatory Commission (FERC) and described in
various FERC decisions. Pursuant to that directive, PG&E filed, as
part of its affirmative showing, 46 maps identifying gathering
facilities consistent with its interpretation of the primary
function test.

PG&E states the FERC has set forth five main criteria in
determining whether the primary function of a facility should be
classified as transportation or gathering:

1. The diameter and length of the facility;

2. The location of compressors and processing
piants;

The extension of the facility beyond the
central point in the field;

The location of wells along all or part of
the facility; and

The gecgraphical configuration of the
system.

PG&E states it used the FERC criteria, to the extent
possibkble, in distinguishing gas gathering facilities from
transmission facilities. It cautiens, however, that the primary
function test is subject to considerable interpretation, and that
the FERC has applied the test on a case-by~case basis. PG&E is
unaware of any case where the FERC has applied the primary function
test to as large and diverse a system as PG&E’s.

PGLE used the primary function test in combination with a
conceptual framework which would permit an “apples to apples”
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comparison between California gas and out-of-state gas. That is,
it included costs for the type of gathering facilities which it
believed were included in out-of-state gas prices for out-of-state
facilities. DRA generally supports PG&E’s definition of gas
gathering facilities.

The gas producers object strongly to PG&E’s study.
Amerada Hess, like PG&E, observes the difficulty of distinguishing
gathering facilities from transmission facilities. It states the
primary function test requires subjective judgments according to
the circumstances of the field. It also believes that PG&E’s
gathering system is unlike other such systems because it is
integrated (performing transmission, pro¢essing, distribution, and
processing functions), and was built at PG&E’s sole discretion.

Amerada Hess, however, disagrees with PG&E’s application
of the test. Amerada Iess states that, ¢ontrary to the FERC test,
PG&E rigidly defined gas gathering as extending to the last point
of processing. Amerada Hess believes PG&E located processors
further downstream than they would have been located if gathering .
cost had always been separately determined. Amerada Hess arques
that FERC’s Uniform System of Accounts includes as “transmission
facilities” those compressors used to bring gas to transmission
pressure. Amerada Hess also believes that PG&E ignored the primary
function test by including in its study pipelines used te mix gas
so that PG&4E can distribute it in one of its specific thermal
billing areas.

In general, the breadth of facilities PG&E defined as
gathering often extend far from the field and occur where the
primary activity is transportation and accumulation of gas
supplies, according to Amerada Hess. Amerada Hess also believes
PGS&E should not have characterized pipelines as gathering
facilities simply because wells were located along the lines. It
argues that PG&E’s definitions are inconsistent with FERC decisions
and the Uniform System of Accounts.
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Amerada Hess undertook a detailed examination of the Rio
Vista facilities, applying its understanding of the primary
function test. Its study eliminates 55% of the pipeline PG&E
identified as gathering facilities. It alse eliminated
compressors, consistent with its conceptual fLramework.

GPGG believes that PG&4E has erred in defining gathering
as facilities upstream of the point where gas becomes “commercial
quality,” and comments in any event that PG&E’s definition of
7commercial quality” is too stringent. PG&E has applied the
primary function test incorrectly, according to GPGG. GPGG’s
comments on PG&4E’s application of the primary function test are
similar to those of Amerada Hess.

GPGG alse arques that the primary function test should
not be applied in this proceeding because it is used by the FERC to
ascertain the jurisdictional status of pipelines or facilities. 1In
this proceeding, all of PG&E’s facilities are within the
Commission’s jurisdiction. GPGG defines gathexring facilities as
those which PG&E would abandon if production in a particular
producing field were to cease. More specifically, GPGG proposes
four basic rules be applied in determining PG&LE’s gathering system:

Gathering facilities end where gas from two
or more fields is commingled;

Pipelines are not ”gathering” lines if
they distribute gas to an end user:;

Pipelines or facilities that are
downstream of dehydration, compression, or
nmixing facilities are transmission rather
than gathering facilities: and

Pipelines and facilities that perform any

function except gatherzng are not gathering
facilities.

GPGG applied its conceptual framework to all of the 46
gathering areas, elimimating numerous”za¢i1ities from PG&E’s study.
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CGPA makes comments similar to GPGG’s regarding PGSE’s
~liberal” inclusion of transmission mains in its definition of
gathering. It argues that gathering facilities should ke defined
according to those facilities which would be required for future
wells or groups of wells since “sunk costs” (those which have
already been invested in plant) should not be used to determine
pricing.

CIPA comments that drilling of and exploratien for
California supplies are discouraged by gas gathering charges,
contrary to the intent ¢f the California Natural Gas Act.

Discussion. We appreciate the parties’ attention to
defining gathering facilities, which was a complex and highly
technical endeavor. As the parties note, PG&E’s gathering system
is unusual because it was built by a single utility, rather than
individual producers, to serve a variety of functions. TFor these
reasons it is difficult to distinguish gathering facilities from
those which should be characterized as performing other functions.

In seeking to define gathering facilities, the parties .
debated the wisdom and application of the primary function test.
We required PG&E to apply the primary function test in its
gathering cost study because the test would provide some guidance
in defining gathering facilities. The primary function test is
used by the FERC to establish jurisdictional boundaries between
facilities which it requlates and gas gathering facilities, which
it does not regulate. ' .

As the parties point out, the test is not simple to
apply, requiring substantial judgment in its application.
Moreover, applying it in the case of PG&E is even more difficult
because of the unigue nature of PGLE’s gathering system, and
because the test was designed for a purpose we believe is unlike
our own. |

In applying the primary function test, or any other
costing methodology, we must consider our purpose in defining gas
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gathering facilities and their costs. As PG&E and CGPA recognize,
that purpose is to permit PGSE to compare interstate gas prices
with California gas prices and thereby assure that PG&E is
purchasing the most econenic gas supplies.

With that purpose in mind, the primary function test
provides a valuable framework. However, strict application of its
many parameters——even if they could be applied to PG&E’s system—-
would likely define PG&E’s gathering system in a way that would not
be useful in this proceeding.

After reviewing the proposals of the parties, we come to
several conclusions. Gas gathering, for purposes of this-
proceeding, includes certain processing facilities. Most
California gas purchased by PG&E is unprocessed. In contrast,
interstate gas supplies are delivered to the border compressed,
with adequate heating values, odorized, and dehydrated. Therefore,
we will not, as the gas producers suggest, define gas gathering in
California to include only those facilities which would move the
gas to the first point of processing. Compressors, mixing
facilities, dehydrators, and odorizing equipment which are used to
bring California gas to a quality comparable to interstate gas will
be considered gathering facilities for purposes of this proceeding.

Similarly, PG&E appropriately included pipeline used to
nix gas in order that it can distribute gas to one of its thermal
billing areas. As PG&E’s witness testified, thermal billing areas
were developed for the purpose of marketing California gas, which
has various heating values. Out-of-state gas sources do not
require such mixing.

For our purposes, gas gathering alse includes pipelines
required to carry gas to processing facilities, even if those
facilities are not in the fields or close to them. The gas
producers believe that pipeline serving remote processing plant
should not be cons;dered gathering plant s;nce it was a PG&E
management decision to site the plants in those locations.
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As PG&E points out, however, some processing plants were
sited some distance from wellheads in order to aveid construction
of duplicative facilities at each gas field. We believe these
siting decisions are likely to have made efficient use of remote
processing plant. Siting processors downstream from wells is
economic especially considering that processing facilities tend to
be useful long after the average producing life of a well. We
cannot determine from the record whether specific siting decisions
resulted in the most efficient use of processing facilities and
gathering pipelines. We believe, however, that the gas producers
would object to paying for processing equipment at every wellhead
or field and that they generally benefit from a system which was
designed to take advantage of economies of scale. Accordingly, the
cost of gas gathering should include the pipelines moving the ga
to processors. ‘ '

We believe the proposals of GPGG, Amerada Hecs, and CGPA
are too narrow. They apply methodolegies which do not permit
realistic comparisons of California gas to out-of=-state gas. .
Although their methodologies may be useful in defining gas
gathering facilities for some purposes, they do not fulfill the
purpose of this proceeding. Moreover, we believe the conceptual
frameworks proposed by the gas producers fail to recogniz:z the
economies of scale and scope inherent in PG&E’s system, and which
benefit California gas producers.

PG&E is correct that gas gathering, for purposes of our
proceeding, should include all necessary processing facilities and
all pipelines required to carry gas to those facilities. We
conclude that PG&E’s definition of gathering is the best available
on the record, and will use it to determine gas gathering casts.
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IV. The Cost of Gas Gathering

As required by D.88~02~030, PG&E submitted a ¢ost study
of gas gathering operations based on the 46 geographic areas and
using a 1987 test year. PGLE estimates the average cost of gas
gathering is $.48 per decatherm. PG&E’s ¢ost study estimates the
total revenue requirement for gas gathering sexrvices is $66
million. Of this amount, $33 million is for operating expenses and
$33 million is for capital cost. The cost study was developed
according to the outline established in D.89-02-030.

DRA generally supported PG&E’s cost study results and
methodelogy-

Amerada Hess and GPGG provided cost estimates which were
much lower than PG&E’s. Amerada Hess believes the gas gathering
charge should be zero because it believes PG&E is not treating
California producers on an ecqual basis with out-of-state producers.
CIPA implicitly advocates a similar position by pointing out that
the gas gathering charge discourages California gas production.

Although Amerada Hess believes there should be no gas
gathering charge, Amerada presented a cost study in the event the
Commission determined that a gas gathering charge was appropriate.
Amerada Hess estimates a total revenue requirement of $17 million,
or $.134 per decatherm. GPGG also presented a cost study,
estimating a total revenue requirement of $17.9 million, or $.1049
per decatherm. (Differences in the per unit rates are attributable
to differing assumptions regarding production veolumes.) GPGG and
Amerada Hess adjusted several elements of the PG&E cost study,
discussed below.

Administrative and Gepexal Fxpenses. In allocating
Administrative and General (A&G) expenses to gathering, PG&E
multiplied total Gas Department A&G expenses by the percentage of
California gas to total gas purchased in 1988. The producers
expressed particular concern with PG&E’s estimate of A&G costs.
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Amerada Hess believes PG&E’s estimate for ALG expenses of
$25 million, or approximately 84% of total gathering expenses, is
excessive. Most gathering overheads, according to Amerada Hess,
are likely to be included in the category f£or Operation and
Maintenance (0O&M) expenses, which comprise only about 15% of PG&E’s
estimate of gathering expenses. A&G costs include only those
overheads that cannot be readily categorized.

In determining its own estimate, Amerada Hess applied the
A&G amount identified in D.89-05=073 (PG&E’s Phase I Annual Cost
Allocation Proceeding (ACAP) decision) relating to gas
transmission, including gathering, for 1985. It multiplied that
amount by the percentage of gathering O&M expenses identified by
PG&E, and again by the percentage of California gas to total
supplies. This method allocates 10.6% of the transmission A&G
adopted in the ACAP, or $1.816 million, to gathering costs.

GPGG also recommends an adjustment to PG&E’s A&G
estimates. GCPGG used the cost allocation approved in D.89-05-073,
allocating 100% of A&G expenses attributable to production and
allocating transmission-related A&G costs according to the
percentage of Califormia gas purchases relative to total system
throughput. GPGG points out that PGAE agreed that storage and
distribution costs are not related to gathering, and that not all
items in the “general” A&G category are related to gathering. GPGG
believes its methodology therefore more accurately reflects, even
overstates, A&G costs attributable to gathering. Its recommended
A&G expense is $4.3 million. '

CGPA also believes PG&E’s A&G estimates are too high
given the capital intensive nature of the gas gathering function.

PG&E responds to proposals for lower ALG expenses by
referring to the cost study in D.89-02-030. PGLE states it
included all A&G expenses, all gas volumes, and all of its gas
system in determining A&G allocations to gathering, consistent with
the cost study parameters.
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We agree with CGPA, GPGG and Amerada Hess that PG&E’s
estimates of A&G expenses are higher than what we would expect for
a system that is as capital intensive as the gathering system. G&as
gathering A&G expenses are unlikely to be ecqual to the average
spent for all gas operations, as PG&E’s methodology assumes.
Allocating A&G based on production and transmission costs, as GPGG
has done, provides a reasonable estimate of A&G, and we will adopt
it. We believe this adjustment is consistent with the cost
methodology in D.89-02-030.

Depreciztion Expenses. CGPA, Amerada Hess and GPGG also
challenge PG&E’s depreciation methodology. PGSEE used a 23-yvear
average remaining useful life in determining its gathering system
rate base. It used an eight-year depreciation period to compute
the annual depreciation expense for 1987.

According to GPGG, PG&E’s approach improperly inflates
the rate base and increases the depreciation expense for the test
year 1987. In contrast to PG&E’s use of an accelerated
depreciation methodology, GPGG applied PG&E’s historical
depreciated plant values. GPGG used a 23-year average remaining
life for pipelines and an l8-year average remaining life for
facilities, significantly reducing the value of net plant.

In rebuttal, PG&E argues that GPGG incorrectly assumes
that plant with less than the average remaining life is fully
depreciated. However, plant may be older than the average and
still not be fully depreciated. T

CGPA argues that if plant is not originally priced
according to an appropriate depreciation rate, past depreciation
should not, as PG&E assumes, be “made up” with a faster rate at a
later time. If it is, it will cause inappropriate pricing signals.

Anerada Hess recommends a 1987 system average
depreciation rate of 15% compared to PG&E’S annual rate of 8.53%.
Amerada Hess agrees with PG&E that depreciation should be taken in
parallel with the useful life of the plant, although its
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calculation is different from PG&E’Ss. Amerada Hess used a current
depreciation accrual for the gathering facilities which is
consistent with the remaining life of California gas reserves,
estimated to be 6.4 years. Amerada Hess also adjusted PG&E’s cost
study by restating the accunulated reserve for depreciation.

PG&E takes exception to Amerada Hess’ use of the current
year’s accunmulated reserve without recognizing the impact of the
additional depreciation expense that would have been required in
each of the years that is being restated. This technique,

according to PG&E, underestimates the reserve at the expense of gas
customers.

PG&E’s use of an eight-year depreciation rate for
¢alculating annual depreciation expense is reasonable because, as
PG&E stated, gas wells have an expected production life of about
eight years. We agree with PG&E that all depreciation expenses
should be included in the cost study. Although PG&E’s study
attempts to “make up” some deferred depreciation expense, we
believe that alternative is preferable to allocating past .

depreciation expenses to PG&E’s ratepayers. Moreover, PG&E’S
method for determining the depreciation reserve is reasonable
because it reflects an appropriate historical allocation of the
reserve for each plant vintage. We will adopt PG&E’s depreciation
methodology for purposes of establishing the cost of gas gathering
plant.

Federal Taxes. Anerada Hess and GPGC believe PG&E should
use the current marginal tax of 24%, rather than the higher tax
rate that was effective in 1987. The companies make this
recommendation for the simple reason that the Commission will be
applying the gathering charge prospectively.

We agree with GPGG and Amerada Hess that using more

recent federal tax rates is an appropriate adjustment to PGSE’s
cost study. :
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Franchise Fees and Uncollectibles. Amerada Hess and GPGG
recommend that uncellectibles not be included in the cost estimates
because those costs are associated with distribution and retail
operations. GPGGC also believes franchise fees are inappropriately
included in PG&E’s study because they represent surcharges on the
revenue requirement to be recovered from end-use customers.

We agree with Amerada Hess and GPGG that PG&E’s cost
study should not include franchise fees or uncollectibles since
neither cost is associated with gas gathering functions. Gathering
functions do not result in franchise fees, nor are producers
responsible for causing uncollectibles.

Q&M Expenses. GPGG accepts PG&E’s allocation of
rproduction-related” O0&M costs, but altered the calculation of
7transmission~-related” O&M costs assigned to gathering based upen
its estimates of appropriate pipeline mileage.

We will not make any adjustment to O&M expenses since we
find PG&E’s definition of gathering facilities is appropriate.

Gas Volumes. PG&E estimates total volumes of
136,107 MMcf, based on actual 1987 volumes. GPGG uses an estinmate
of 170,962 MMcf. It arrived at that estimate by weighting
production volumes for the 1965-1987 period. It made this
adjustment to reflect the fact that PG&E’s system was constructed
to move volumes which are substantially higher than those moved in
1987. Moreover, according to GPGG, the low velumes of production
in 1987 reflect the high gathering charge: PG&E should expect
higher volumes if a lower gathering charge is implemented.

We believe PG&E’s volume estimate is a reasonable
estimate of California production in the‘future. Averaging past
production levels in this case is unrealistic because production
has fallen consistently in recent years. We do not agree with GPGG
that we should reduce the cost study estimates to improve
production. We seek an accurate estimate of costs. Addressing
production incentives is more appropriately considered in rate
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design and other policies, some of which are considered in this
opinion. .

Discussion. As our discussion on the determination of
gathering facilities implies, we do not believe the imputed gas
gathering charge used in sequencing should be eliminated. PG&E’s
determination of fair market value for Califernia gas does impute
the cost of gathering, a cost which it does mot apply to out-of-
state gas supplies, as Amerada Hess states.  The reasoen is simple:
PG&E performs gathering and processing services for California
producers which are neot required for out-of-state supplies.

On the other hand, California gas requires less
intrastate transportation than out-of-state supplies. In their
testimony, the gas producers ask us to consider that California gas
is cheaper to transport because it is closer to ultimate consumers.
We agree that California gas does require much less transportation
than gas supplies from Canada or the Southwest. Gas from the
Southwest and Canada travels through Lines 300 and 400 which
together span about 800 miles within the state. On average, that
gas moves about 400 miles before reaching ultimate consumers. In
contrast, California gas purchased by PGLE is mostly in the
northern central part of the state, not far from PG&E’s largest
markets.

To account for the shorter distances required to
transport California gas, we will discount our estimated cost of
gas gathering. The discount will be based on the approximate cost
of moving interstate gas 300 miles. We will apply the interutility
rate because it is derived from the embedded costs of Lines 300 and
400. To calculate the discount, we determine the average cost of
moving gas one mile ($.196 divided by 820 miles) over Lines 300 and
440, and multiply that amount by 300 miles. The resulting discount
is $.072 per decatherm. This estimate, while not perxfect, is
reasonable based on our review of the maps which PGLE presented
during hearings. We will subtract this amount from our adopted
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estimate of the unit cost of gas gathering in determining an
appropriate gas gathering charge.

After considering the analyses of GPGG and Amerada Hess,
we have concluded that some adjustments should be nade to PG&E’S
cost study. As stated above, the cost study should be modified to
reflect current federal tax rates and lower A&G expenses.
'Franchise and uncollectibles expenses should be removed from the
cost estimate. We also agree with PG&E that if we use the 1988
federal tax rate, we should also update the cost study for the
current cost of money and changes in rate of return. The resulting
total revenue recquirement is $40 million, or $.294 per decatherm,
as shown in Appendix B of this decision. Subtracting the discount
to reflect different transportation distances, the net cost of gas
gathering is $.222 per decatherm. We will consider this benchmark
value for purposes of reviewing PG&E’s purchasing practices.

1.88«11-012 sought comments on whether gathering chaxges
should be ”deaveraged” according to production areas. A deaveraged
rate would reflect the costs of serving each area, and may thereby
promote more efficient production.

PG&E’s cost study provides cost information by each of
the 46 gathering areas. PG&E’s estimated costs of serving those
areas range from $.05 to $14.67 per decatherm. PG&E recommends
against a deaveraged rate.

CIPA, GPGG, and Amerada Hess agree with PG&E that
deaveraging is not sensible at this time, primarily because of the
variability of production within ‘a production area, the associated
administrative burden, and the arbitrary nature of area boundaries.

In addition, GPGG argues against “unpundling” gas
gathering costs from transportation rates. Such unbundling,
according to GPGG, would be inequitable unless it were undertaken
in conjunction with unbundling other supply-related costs from
transportation rates.
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Riscussion. We agree that deaveraged rates create
adninistrative burdens which are unlikely to be offset by the
benefits of deaveraged rates. In addition, in the case of gas
gathering, they may fail to send appropriate price signals because
gathering costs are based on embedded plant and are calculated
according to volumes for each production area. Accordingly, areas
with low production during 1987 would be assessed an excessively
high gas gathering cost. This cost is unlikely to be recovered if
rates are set accordingly because gas production will be
discouraged.

A more efficient pricing method would be for PG&E to
negotiate rates which are at or above marginal costs. CGPA makes
this peoint throughout its testimony. We are not considering
marginal cests in this proceeding, in part because of the ‘
difficulty of determining them. Moreover, if PG&E applied marginal
costs to all gathering sexrvices, a portion of revenue requirement
night have to be recovered from other PG&E customers.

We have applied the concept of marginal cost pricing in
cases where such pricing would discourage uneconomic bypass. In
the case of gas gathering bypass does not appear to be a
significant problem at this time, although production levels may
fall as gas gathering charges increase. In any event, this type of
pricing option is available to PG&E because we have, in past
decisions, declined to set forth rules on sequencing policy or
PG&E’s contractual agreements with producers. ’

Although we have declined to review PG&E’s sequencing and
purchasing practices in this proceeding, it goes without saying
that PG&E should consider, in determining fair market prices,
maximizing revenues and minimizing costs. Therefore, circumstances
may exist where, in order to retain or increase California gas
production, PG&E imputes a gas gathering charge in sequencing which
might not recover all embedded costs, but would recover more than
marginal costs.
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No party proposed that processing costs should be
identified and charged for separately. We believe it may be
appropriate for PG&E to charge for processing services separately;
however, for the sake of administrative simplicity and because the
amounts in question are relatively small, PG&E should continue to
rpundle” the costs of processing with the costs of gathering. As a
general matter PG&E should, in determining gas gathering charges to
producers, consider the extent to which a producer provides its own
processing facilities, and thereby reduces PG&E’S costs.

We will continue to estimate gas gathering costs using a
"postage stamp” or averaged rate and will not require PG&E to
unbundle processing costs from gathering costs.

1.88-11-012 directed PG&E to show why it should not bhe
required to form a separate subsidiary for its gas gathering
operations. PG&E opposes placing existing plant in a separate
subsidiary because such an arrangement would create significant
operational and administrative inefficiencies. It expresses
concerns over gathering lines which serve customers near gas fields
and abkout gathering facilities which may be needed to assure safe
operation of PG&E’s system.

CIPA shares PG&E’s concerns regarding a PGAE subsidiary.
Moreover, CIPA opposes any divestiture of gathering plant“to 2
subsidiary unless a new cost study is examined. CIPA argues that a
regulated subsidiary would fail to improve efficiencies; it would,
in fact result in lost economies of scale and scope. CIPA
especially opposes the formation of an unrequlated PGLE subsidiary
because that subsidiary would, as a competitor with producers, have
an incentive to overprice gathering services.

DRA proposes as one of its alternatives that PGLE be
required to sell its gas gathering system. DRA points out that
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"getting PG&E out of the gas gathering business” will improve
efficiencies and promote competition between California gas and
out-of-state supplies. DRA recognizes, however, that ‘this course
could cause higher rates if PGE&E cannot recover its total remaining
investment costs through sale of its system.

GPGG recommends that if the Commission requires
divestiture that PG&E should be directed to present another study
identifying facilities which should be divested. That study should
be subject to cross-~examination. Further, producers using the
facilities should be given a first opportunity to purchase the
facilities at the cost identified by the Commission. If those
producers do not wish to purchase the facilities, the facilities
should be auctioned to the highest bidder, and then producers using
the facilities should have a right to match the highest bid. GPGG
believes PG&E should be able to retain existing facilities if bids
fail to meet some nminimum percentage ¢f the value of the
facilities.

Riscussion. We share PG&E’s view that placing PGLE’s gas
gathering operations in a separate subsidiary would create
inefficiencies by eliminating some economies ¢f scope (those which
occur when two or more products are jointly produced) realized when
PG&E offers gathering services while failing to resolve other
problems. Because PG&E owns most existing gas gathering operations
in its territory, a PG&E subsidiary would be, in effect, a near-
monopoly. Under these circumstances, the subsidiary would require
regqulatory oversight. On balance, any potential benefits of a PGLE
gathering subsidiary are likely to be offset by the costs.

We are concerned, however, that PG&E ownership of gas

gathering facilities creates several problems. PG&E may be able to

apply gas gathering charges so as to favor other supply sources.
Because of the difficulty of determining costs, gathering charges
may fail to promote optimal development of individual gas
resources. Additionally, existing law does not permit PG&E to

—23_
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charge transporters of California gas for the cost of gas gathering
sexvices, although those costs are reflected in the price of
interstate sources and California gas purchased by PGS&E. This
price differential cxeates a prefexence for transportation of
California gas over purchases of PG&E gas and out-of-state gas for
reasons unrelated to actual cost.

Finally, PG&E may overbuild its gathering facilities if
the costs of those facilities are included in rate base and PG&E
consequently faces little xisk foxr those investments. In general,
the existing set of circumstances does not promote efficient
investments in California gas production or efficient purchasing
decisions.

On the other hand, we hesitate to require divestiture at
this time. Divestiture of PGLE’s gathering system mays

© Create safety hazards on PG&E’sS system or
require PG&E to build duplicative
facilities for emergency needs;

Requixe PG&E to build new facilities to
continue tO serve customers located near
gathering fields;

Require PG&E to abrogate existing contract
obligations; or

Create many small public utilities which,

except under a limited set of

circumstances, would be subject to

Commission jurisdiction.
Limiting divestiture to sales whic¢h would not pose these problems
might be possible, but it would still raise uncertainties which
were not resolved by the evidence in this proceeding.

We will not order divestiture now. However, we strongly
encourage PG&E to sell gathering plant when it is offered net book
value or more for the plant, consistent with our view that PG&E
should phase out its gathering operations. In the event that an
affiliate or subsidiary of PG&E purchases any gathering facility,
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PG&E must seek Commission approval of the acquisition. We will
review the terms and conditions ¢of the sale to determine if the
transaction was at arms length, and to assure that the interxests of
the ratepayers are fully protected. If PG&E does sell such plant,
it should record those sales in appropriate accounts for future
consideration of gain-on-sale issues. We explicitly make no
decision on disposition of gains-on-sale herein.

VII. nt o t i ilities

I.88-11-012 sought comments on whether PG&E should be

permitted to install and operate new gas gathering facilities.

PG&4E opposes an ordex to cease installing new facilities because

such a prohibition may create market inefficiencies. As an

exanple, PG&E points out that it may be more expensive for a

producer to connect a new pipe to PG&E’s transmission system than

for PG&E to connect a new producer t© the existing gathering

system. PG&E suggests that when it builds new plant, the full cost .
of the plant be charged directly to the producer for whom the plant

was constructed.

Amerada Hess agrees that PG&E should continue to install
new facilities, providing that rules are developed to ensure that
PG&E will treat equally producers wanting to sell gas to PG&E and
producers wanting to sell gas to third paxties.

DRA strongly xrecommends that we decline to include any
future gas gathering plant in PG&E‘’s rate base. DRA makes this
recommendation on the grounds that PG&E may otherwise have an
incentive to overbuild plant. Requiring producers to install their
own facilities will, according to DRA, promote competition between
California gas and out-of-state gas supplies. DRA also believes
the transportation rate would eventually be reduced.
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CGPA agrees with DRA that gathering is not a monopolistic
market and PG&E may have an incentive to overbuild gathering plant.
It appears to support elimination of PG&E’s gas gathering function.

CIPA also proposes that PG&E should not install new
facilities in order to promote a more efficient and fair market for
California gas.

Discussion. Like CGPA, we do not consider it necessary
for gas gathering sexvices to be provided by a public utility. Gas
producers may construct and operate their own decentralized
facilities. Accordingly, we believe there is no compelling reason
for PG&E to continue to include in its revenue requirement the
costs and expenses associated with new gas gathering and processing
facilities. If gas producers invest in their own facilities, they
will make more economically efficient investments than PG&E is able
to make for them. Further, PG&E’s ratepayers will not need to
absorb the risk of those investments.

In the future, we will not permit PG&E to include in its
ratebase the costs assoclated with any new gas gathering or
processing facilities. Neither may it include in its revenue
requirement any O&M or other expenses for operating new plant. In
this context, we define ”“gas gathering” facilities as any pipelines
and/or processing facilities which connect wells to PG&E’s gas
gathering system as defined in Section III of this decision. In
addition, any pipeline which connects a well to PG&E’s transmission
system, as defined in Section IIXI of this decision, also
constitutes a gathering facility. PG&E shall therefore not include
in revenue reguirement the costs of installing any new processing
facilities not associated with transmission or any new pipeline
upstrean of those processing facilities.

The exception to our decision on this issue is any
contract obligatien, which became effective on or before
November 8, 1989, committing PGL&E to construction of new
facilities. As we stated earlier in this decision, we do not wish
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to require PG&E to abrogate contracts which were negotiated in good
faith and under a different requlatory framework. PG&E may build
new gathering plant or repair and replace facilities according to
existing contract terms. .

Finally, PG&E may, as it requests, contract with gas
producers and buyers for the construction of such facilities, the
costs and expenses of which should be fully recovered from the
contracting producers or noncore buyers. PG&E may not add to its
ratebase plant built in return for discounted gas.

VIXI. Ratemaking Issues

We have established a gas gathering cost which PG&E
should use in its sequencing decisions. The costs of gathering and
processing plant must still be allocated among ratepayer groups.
Currently, those costs are allocated to core and noncore
transportation rates. The rate design and cost allocation issues
addressed in this proceeding are as follows. .

Interutility Rates. PG&E recommends that we allocate a
portion of gathering costs to interutility rates. PG&E reasons
that otherwise PGLE’s on-system customers will be paying for gas
gathering costs while off-system customers would not when
California gas is transported off-system. PG&E does not propose to
implement any xate change in this proceeding.

GPGG strongly objects to PG&E’s proposal to allocate
gathering costs to transportation rates. According to GPGG, doing
so would discourage interutility transportation, and would be
unfair since interutility rates include interstate demand charges
which are not associated with California gas. Moreover, GPGG
argues that PGE&E’s proposal is not a proper subject for this
investigation.

PG&E responds to GPGG’s opposition by stating that its
interutility rate does not include demand charges; those charges




1.88=11=-012 ALJ/KIM/fLs #*w%

are paid by shippers directly. Discouraging interutility
transportation, according to PG&E, does not justify a cross-subsxdv
between on-system and off-system customers.

Discussion. We agree with PG&E that allocating a share
of gathering costs to the interutility rate will eliminate an
inequity which exists between on-system and off-system customers.
Currently, on=-system customers pay for the entire cost of
gathering. PG&E is correct that demand charges are not allocated
to the interutility rate. Therefore, alldcating gathering costs to
the interutility rate will not create further pricing distortions,
as GPGG argues.

We do not agree with GPGG that this ratemaking adjustment
should not be resolved in this proceeding. D.89-04-089, which .
addressed applications for rehearing in this proceeding, expressly
stated ocur intention to consider the allocation of gas gathering
costs.

Neither do we agree with GPGG that allocating gathering
¢osts to transportation rates is contrary to the Commission’s
objective in establishing an interutility tariff, which is to
benefit all customers on the PG&E system by reducing their rates.
Allocating gathering costs to the interutility rate reduces the
total costs allocated to transportation rates. Accordingly,
ratepayers are neo worse off. They are in fact better off because
rates more closely match costs, promoting more efficient purchasing
and transportation decisions. While we agree that we should seek
to promote California gas, a more important objective is to promote
low cost, reliable gas supplies, whatever their source.

PG&E should, in its pending ACAP application, propose
changes to its interutility rates which would include an allocation
of gathering costs ecual, on a cents per therm basis, to amounts
allocated to the transportation rates. The gathering cost should
not include the $.072 discount, which was derived for the purpose
of comparing gas prices.
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Accelexated Depreciation. DRA proposes that existing
costs be removed from rate base over a five- to ten-year period
consistent with its view that PG&E should phase out its gas
gathering operations. DRA recommends that no action be taken on
this matter until additional study be undertaken to determine an
7optimun” period of depreciation. DRA also states its accelerated
depreciation option should not be implemented until 1991, when the
prohibition on re-allocation under SB 987 is removed.

PGSE does not object to DRA’s proposal.

CIPA concurs with DRA’s approach but argues that DRA
incorrectly accepted PG&E’s cost study in determining undepreciated
plant. ,

GPGG objects to DRA’s proposal to accelerate depreciation

of gathering costs if the result would be to increase the gathering
charge.

Discgussion. We agree with DRA that accelerating recovery
of the cost associated with gathering is consistent with our

ultimate goal of gradually eliminating PG&E’s xole in gathering. .

Consistent with the depreciation rate adopted for
estimating costs, we will adopt an estimated period for full
depreciation of eight years. Assuming future volumes are ecual to
1987 volumes, and no plant is added or sold, gathering plant would
be fully depreciated after eight years. This period could be
lengthened or shortened depending upon changes in total gathering
plant which could occur because of contractual obligations or sales
of plant. It may also be longer or shorter depending on
transportation volumes over the depreciation perioed.

DRA is concerned that SB 987 would not permit this change
in depreciation until 1991. Under SB 987, we 8¢ not need to defer
implementation of accelerated depreciation if we do not change any
cost allocations. Our adopted accounting treatment of gas

gathering costs continues allocation of gathering costs using the
current methodology. '
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Contrary to GPGG’s assumption, accelerating depreciation
for this purpose would not necessarily increase rates or gas
gathering charges. Undexr PG&E’s proposal, an increase in revenue
requirement is avoided by assuming that the remaining life for
nongathering transmission plant is slightly longer. This does not
preclude PG&E from segregating gathering and nongathering plant for
the purpose of establishing appropriate depreciation rates for
nongathering plant in future general rate cases. We believe this

3)) 2l QN QG MNEMOTANAUN _ACCOUN BRALADCES .
D.89-04-089 commented that we must determine the disposition of
balances in the gas gathering memorandum account which accrued
between the issuance of D.88=02-030 in February 8, 1989, and
D.89-04-089 in April 26, 1989. The balances accrued for gathering
charges imposed on transportation customers prior to the
elimination of those charges, effective as of the date of ocur first
order in this proceeding which addressed the gathering surcharge.

PG&E does not have strong views about the treatment of
these balances. GPGG argues that they should be returned to the
customers who paid them. Moreover, according to GPGG, the
Commission should require PG&E to refund all revenues associated
with surcharges beginning January 1, 1989, the effective date of
SB 1937.

We will oxrder PG&E to refund memorandum account aceruals
to the customers who originally paid the gathering charges. We
will not order PG&E to make refunds back to January L, 1989.

PG&E’s charges at that time were pursuant to effective tariffs, and
to order refunds of utility revenues not booked inte the memorandunm
account might constitute retroactive ratemaking. PG&E should
terminate the memorandum account after refunds are made.
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We have found that $.222 per decatherm is the appropriate
current gathering charge that PG&E should use for sequencing of gas
purchases. In her proposed decision the ALJ created a Gas
Gathering Tracking Account, £for the purpose of determining when to
discontinue gas gathering charges. The tracking account would have
monitored utility plant in service, and gathexring charges would
have ceased only when net plant in service reached zero. We
conclude that such a tracking account is unnecessary. Instead we
rely on PG&E’s use of an eight year remaining life for depreciation
expenses. For the purposes of PG&E’s sequencing decisions and
determinations of book value, we will assume that PG&E no longex
incurs identifiable gas gathering costs after eight years, which
will be at the end of calendar year 1997.

At that time gas gathering revenue requirement included
in transportation rates should be diminished by reduction of plant
in service, due to depreciation, the prohibition against new plant .
entering rate base, and possible sale of properties. We recognize
that some plant may remain in service as capital additions are made
to keep existing plant working, so gas gathering rate base may not
disappear entirely. PG&E will also incur continuing operations and
maintenance expenses related to the plant it still owns.

However, to simplify gas gathering ratemaking and because
the remaining costs are likely to be small we will eliminate the
gathering charge completely at the end of 1997.

The remaining question is the appropriate level of
gathexring charges £oxr the intervening years from now until 1997.
The capital costs per unit ¢f gas throughput may be reduced due to
depreciation, which would argue for reduced gathering charges, but
ordinary inflation would increase operating expenses. Because
these factors are offsetting and because remaining producers using
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PG&E facilities after 1997 will be relieved of operating and
maintenance costs, we will continue the flat charge o! $-222 per
decatherm during every year through 1997.

CIPA and GPGG ask the Commission teo adopt specific rules
which seek to prohibit discriminatory treatment of California gas
producers who seek to connect to PG&E’s plant. CIPA states that
clearly-stated principles and procedures designed to limit
discrimination are essential in order to maximize the benefits of
California gas production. GPGG states that such rules are
necessary because of PGLE’s monopseony position in the market (that
is, PG4E is the sole purchaser of California gas).

CIPA and GPGG propose several specific rules. They
generally impose information requirements on PG&E, and require PG&E
to hook up new wells within certain time periods. y

Discussion. We decline to adopt specific rules regarding
producer interconnection to PG&E’s system for several reasons.
California gas producers are already protected from arbitrary
discrimination by PG&E under Public Utilities Code Section 453,
which states that ”No public utility shall, as to rates, charges,
service, facilities, or in any other respect...subject any
corporation or person to any prejudice or disadvantage.” Section
785 establishes policy which provides a preference for Californmia
natural gas when its price and quality are comparable to gas from
other sources. We expect PGLE to comply with these laws.

We did not anticipate addressing rules for access to PG&E
plant in this proceeding. On that basis alone, we could deny'the
relief sought by GPGG and CIPA. That procedural matter
notwithstanding, the evidence does not demonstrate that Califormia
gas producers are, because of PGLE’s market position, incapable of
negotiating fair and reasonable contracts with PG&E. PG&LE is no
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longer the only purchaser of California natural gas: under our new
regulatory program, third parties may purchase and transport
California gas. Nor does the evidence demonstrate that PG&E has
denied producers timely access to its systen.

Even if GPGG and CIPA had provided evidence to show that
PG&E possesses unequal bargaining power or denies producers timely
and fair access to its system, the evidence does not demonstrate
that the proposed rules would redress any imbalance in bargaining
power between PG&E and the producers.

In general, we believe PG&E and California producers
should negotiate contracts suited to the specific circumstances of
the producer, PG&E, and the facilities involved. We will not adopt
any rules at this time addressing producer access to PGLE plant.
gconclusion

This decision adopts gas gathering costs which PG&E
should apply in sequencing decisions and in determining fair market
value. In geperal, we find that PG&E should phase out its
investments in gas gathering in oxder to promote a more efficient .
and equitable gas market. To¢ that end, we encourage PG&E to sell
gathering plant for which it can receive at least net book value of
that plant and state our intention to discontinue including in
revenue requirement the costs and expenses associated with future
additions to PG&E’s gas gathering plant.

Our implementation of the framework adopted in this
decision is developed with administrative simplicity in mind. The
adopted gas gathering cost is an estimate which, while not perfect,
should fulfill our major objective of permitting PG&E to compare
more accurately the prices of California gas and gas from other
sources.

In recognition that perfect costing and pricing
information is not available, and its development is too costly for
the purpose at hand, we will not entertain any modifications to the
revenue requirement or ¢ost of gathering adopted in this decision.
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Finally, we believe our decision today is fully
consistent with code sections which seek to promote California gas
production, while assuring California gas consumers receive low
cost gas supplies. The gas gathering charge reflects both the cost
of a2 service PG&E provides to California gas producers, and the

relative efficiency of California gas supplies resulting from their
close proximity to PGLE customers.

Eindings of Fact

1. I.88-11-012 was opened to investigate the cost of PG&E’s
gas gathering facilities and whether PG&E should continue to- own
gas gathering facilities in Califormia.

2., D.89-04=-089 required PG&E to eliminate from its
transportation tariffs the gas gathering surcharge pursuant to the
Commission’s interpretation of SB 1937.

3. On August 18, 1989, PG&E, DRA, and TURN filed a
settlement in this proceeding. Because the settlement was filed
shortly before initiation of hearings, the ALY ruled that the
settlement would be considered after the completion of hearings.

4. PGLE performs gas gathering and processing services for
California gas producers.

5. The gas PG&E receives from out=-of-state arrives at the
California border already gathered and processed. The price of
that gas to PG&E includes the cost of gathering and processing.

6. PG&E has imputed $.34 into the total cost of California
gas for purposes of comparing California gas prices to the prices
of out-of=-state supplies and is a factor considered in determining
the 7fair market value” of California gas supplies.

7. The purpose of determining the actual cost of PGLE’s gas
gathering and processing operations is to permit more accurate
comparisons of the prices of California gas and out~of-state gas.

8. The FERC’s ”primary function test” provides general
guidance in defining PGSE’s gas gathering facilities. Strict
application of that test, however, would not permit a definition of
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PG&E’s gas gathering facilities which would fulfill the
Commission’s objectives in this proceeding. .

9. Gas gathering, for purpeses of this proceeding, includes
all processing facilities required to make the gquality of
California gas comparable to that of ocut-of-state gas supplies.

10. Gas gathering facilities which are required to make the
quality of California gas comparable to out-of-state gas includes
compressors, odorizers, mixing ecquipment, and dehydrators.

11. Siting processing facilities downstream from gas wells
and fields permits efficient use of those facilities, especially
since processing facilities tend to have a useful life which is
longer than the average producing life of a well.

12. PG&E estimates the cost of gas gathering to be $.48 per
decatherm. ‘

13. PGL4E’s estimate of A&G costs is higher than what would he
expected for gas gathering operations. Gas gathering A&G expenses
are unlikely to be equal to the average spent for all gas
operations because gas gathering operations are capital intensive. .

14. PG&E estimated depreciation by using historical values
for the depreciation reserve and by applying an eight-year
depreciation period to reflect the expected economic life of gas
production facilities.

15. The federal tax rate for 1988 was 34%.

16. Franchise fees and unceollectibles expenses are not caused
by California gas producers. '

17. Averaging past production volumes for use in determining
a per unit cost of gas gathering overstates potential future
production since California production volumes have fallen in
recent years.

12. In calculating ”fair market value,” of California gas,
PG&E considers the cost of gas gathering to California gas bdut not
for out-cof-state gas because PGLE does not perform gas gathering
services for out-of-state producers.
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19. The fact that California gas requires significantly less
intrastate transportation than out-of~state gas is one factor that
may be considered in other proceedings where PG&E’s purchasing
practices may be considered.

20. Applying a gas gathering charge according to the costs of
serving individual gas fields would create administrative burdens,
the disadvantages of which would not be offset by potential
improvements in efficiency or ability to recover revenue
requirement.

21. Requiring PG&E to form a separate gas gathering
subsidiary would cause lost economies of scope without providing
offsetting benefits.

22. PG&E’s ownership of gas gathering facilities may fail to
promote efficient pricing policies and investment decisions.

23. Ratepayers will not be barmed by divestiture if PG&E
receives net book value or more for gathering facilities.

24. Some of PGRE’s existing gas gathering facilities are
required to assure the safe operation of PG&E’s system, to serve
end-use customers, or to fulfill existing contract obligations.

25. Gas gathering operations need not be provided by public
utilities.

26. Gas producers are more likely than PG&E to make
economically efficient investment decisions regarding gathering
plant. ‘ .

27. The costs of gas gathering are currently allocated to
transportation rates but not to interutility rates. Accordingly,
on=system customers pay for the costs of gathering and processing
California gas but off-system customers do not.

28. Accelerating cost recovery of gas gathering plant is
consistent with the objective of phasing out PG&E’Ss investments in
gas gathering plant.

29. MAccelerating cost recovery of gas gathering plant will
not require a change in cost allocation.
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30. Accelerating cost recovery of gas gathering plant will
not increase PG&E’s revenue requirement if transmission plant not
related to gathering is assumed to have a remaining life which is
longer than the 23-year average for all transmission plant.

31. The evidence does not demonstrate that California gas
producers cannot, because of PG&E’s market position, negotiate fair
and reasonable contracts with PG&E, or that the rules proposed by
CIPA and GPGG would redress any problems related to unequal
bargaining power between PG&E and California gas producers.

32. D.89-04-089 ordered PG&E to- establish a gas gathering
memorandum account in which PG&E would enter revenues received for
gas gathering charges billed to transportation customers.
conclusions of Law

l. The Commission should deny PG&E’s motion to adopt the
settlement signed by PG&E, DRA and TURN.

2. PG&E’s definition of gas gathering facilities is
reasonable because it includes facilities which are required to
make California gas of comparable cquality to out~of=state gas. .

3. Nothing in this decision should be construed as a finding
of the reasonableness of PG&E’s investments in gas gathering
facilities.

4. GPGG’s method for estimating A&G costs associated with
gas gathering is reasonable.
5. PG&E’s use of an eight-year depreciation life for
calculating annual depreciation expense is reasonable because gas

wells have an average expected production life of about eight
years.

6. PG&E’s use of a 23-year average remaining life for
purposes of determining rate base is reasonable because it reflects
historical treatment of gathering facilities.

7. Xt is reasonable %o use 1988 federal tax rates, méoney
costs, and rate of return in calculating the cost of PG&E’s gas
gathering system.
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8. TFranchise fees and uncollectibles should not be allocated
to the cost of gas gathering because California gas producers are
not responsible for the incurrence of those ¢osts.

9. It is reasonable to use 1987 California gas production
volumes in determining the per unit cost of gas gathering services.
10. A reasonable estimate of PGLE’s cost of gas gathering

through the end of 1997 is $.294 per decatherm.

11. It is reasonable to discount the cost of gas gathering to
account for the shorter distances required to transport California
gas compared to out-of-state gas supplies. That discount should be
based on the embedded cost of Line 300 and Line 400, which
transport out-~of=-state gas supplies.

12. It is reasonable to assume that California gas is
transported within California, on average, approximately 300 miles
less than out-of=state gas supplies.

13. It is reasonable to discount the gas gathering cost by
$.072, for purposes of determining the cost of California gas
relative to out-of-state gas, to account for the shorter distances
required to transport California gas.

14. The Commission should not regquire PG&E to ”deaverage” gas
gathering charges by production area for purposes of sequencing.

15. PG&E should not be required to calculate and charge
separate rates for processing. The gas gathering charge and costs
used to determine them in this proceeding should include the costs
- of processing.

16. PG&E should not be permitted to include in future rate
base or revenue requirement the costs or expenses associated with
additions to gas gathering plant, except new construction which is
required to fulfill existing centract obligations.

17. PG&E should be permitted to construct gas gathering plant
if the costs of that construction are fully recovered from the
buyers of that construction service.
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18. Gas gathering ceosts should be allocated to interutility
rates equal, on a cents per therm basis, to the amounts allocated
to transportation rates. PG&E should modify, in its test year 1990
ACAP, interutility rates to reflect an allocation of the costs of
gas gathering as set forth in this decision.

19. PG&E should be required to implement accelerated
depreciation of its gas gathering plant.

20. SB 987 will not be violated if PG&E accelerates
depreciation of its gas gathering plant because costs will not be
reallocated between customer classes.

21l. The period of depreciation for nongathering transmission
plant should be assumed to be longer than the 23-year average so as
to aveid a revenue requirement increase which would otherwise occur
due to accelerating depreciation of gathering plant over an
eight-year period.

22. Section 453 protects California gas producers from any
prejudice or disadvantage by PG&E.

23. Section 785 establishes policy which states a preference .
for California gas when the price and quality of that gas is
comparable to gas from othexr sources.

24. PG&E should be ordered to refund revenues for gas
gathering charges billed between February 8, 1989 and April 26,

1989. Those refunds should be made to the customers who originally
paid the charges.

QRPRPENR

IT IS ORDERED that:

1. The motion of Pacific Gas and Electric Company (PG&E) to
adopt its settlement with the Division of Ratepayexr Advocates (DRA)
and Toward Utility Rate Normalization (TURN) is denied.

2. PG&E shall file, in its 1990 Annual Cost Allocation
Proceeding, a rate proposal allocating an equal share of gas
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gathering costs, on a cents per therm basis, to interutility rates
and transportation rates. ,

3. PG&E shall refund the balances in the memorandum account
established in Decision (D.) 89-02-030. The refunds shall be made
to those customers who paid the gas gathering surcharge for
services rendered between February 8, 1989 and April 26, 1989.

This order is effective today.
Dated December 6, 1989, at San Francisco, California.

G. MITCHELL WILK
President
FREDERICK R. DUDA
- STANLEY wW. HULETT

JOHN B. OHANIAN
PATRICIA M. ECKERT
Commissioners

| CERTTIFY THAT THIS Decsszc_,\:
WAS APPROVEDIBY THE ABOVE
COMMISSIGNERS TODAY.

).
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Respondent: Judi K. Mesley, Joshua Barlev, and shlrley A. Woo,
Attorneys at Law, for Pacific Gas and Electric Company.

Interested Parties: g__ﬂgxggn_&mgﬁ Attorney at Law, for
Chickering & Gregory; Patrick J. Power, Attorney at Law, and
Randy Baldschun, for City of Palo Alto; Barkovich & Yap, by
Barbara R. Barkevich, for State of New Mexico Oil Conservation
Division; Brady & Berl;ner, by Roger Berliner, Attorney at law,
and Tom Beach, for Canadian Producer Group (Anderson
Exploration, Amoce Canada, Chevron Canada, Gulf Canada, Home
0il, and Petro Canada); M._J. Qactro, for Casex Company; Kaxen
Edson, for KKE & Associates; Mighel Peter Florio, Attorney at
Law, for Toward Ut;l;ty Rate Normalization; Messrs. Armour, St.
John, Wilcox, Goodin & Schletz, by Barbara Snider, Attorney at
Law, for Steve Harris, for rranswestern Pipeline Conmpany:;
Messrs. Armour, St. John, Wilcox, Goodin & Schlotz, by Barbara
Snider, Attorney at law, for James Squeri, Attorney at Law, for
Enron Corporation; Rand L. Havens, for Mission Resourxces:;
Messrs. lLuce, Forward, Hamilton & Seripps, by Steven S. Wall,
John W. Leslie, and Daniel A. Lawton, Attorneys at lLaw, for Gas
Producer Gathering Group (Chevron USA, Inc., Union Oil Company
of Callrornza, Texaco, and Mobil 0il Corpeoration): Kenxy Y.

, Attorney at law, for California Gas Producers
Association; Messrs. Graham & James, by Martin A. Mattes,
Boris H. Lakusta, and Peter W. Hanschen, Attorneys at law, for
Amerada Hess Corporation; Messrs. Squire, Sanders & Dempsey, by
Keith McCrea, Attorney at Law, for California Industrial Group:
Ratrick McDonnell, for Agland Energy Services, Inc.; Steven M,
Cohn, Attorney at Law, for California Energy Commission; Judy
Obst and Barton M. Mversen, Attorneys at Law, for San Diego
Gas & Electric Company; O’Rourke & Company, by Ihomas J.
O’Rourke, for Southwest Gas cOrporatlon, Andrew Safir, .for Gas
Producer Gathering Group and City of Palo Alter J. Russell
Sherman, for Atlantic Oil Company: Dennis Shigene, for UNOCAL;
Messrs. Skaff & Anderson, by pndrew J, Skaff, Attorney at Law,
for Natural Gas Clearinghouse; Messrs. Downey, Brand, Seymour &
Rohwer, by RBhilip A. Stohx, Attormey at Law, for California
Independent Petroleum Association and David Choisser, TXO
Production Corporation; DRavid Cheoissex, for TXO Production
Corporation and California Independent Petrocleum Association;
Brian Sway, for Capiteol 0il Corpeoration; Messrs. Morse, Richard,
Weisenmiller & Associates, by'th@u:Lju__ggﬁgnmgllgz tor Morse,
Richard, Weisenmiller & Associates, Inc.; Richard O. Baish,
Michael Ferguson and Randelpb L. Wu, by Phyllis Huckabee,.
Attorney at Law, for El Paso Natural Gas Company; E. R. Yates,
for California League of Food Processors; L, Erkie, for Southern
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California Gas Company:; Kevin Woodruff, for Henwood Energy
Services, Inc.; and Adxian J, Hudson and Messrs. Barakat, Howard
& Chamberlin, by Nan¢y Thompson, for themselves.

Division of Ratepayer Advocates: Kathleen ¢, Maloney, Attorney at
Law, and Brian schumacher.

Commission Advisory and Compliance Division: Lorann King and
Ramesh Ramchandani

(END OF APPENDIX A)
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PACIFIC GAS AND ELECTRIC COMPANY
SUMMARY OF GATHERING CHARGE REVENUE AND RATE

FACILITIES

Plant Carried in Primary Accounts
Accunulated Depreciation

Net Plant

Rate Base

CAPITAL RELATED COST OF FACILITES

. Return on Rate Base at 11.44%
Income Taxes (34%)

Property Taxes

Depreciation

Total Capital-Related Cost
. Unit Cost

OPERATING EXPENSES

Transmission

Production

ALG

Payroll and Other Taxes
Franchise and Uncollectible

Total Operating Expenses
Unit Cost

SUMMARY

Capital Related Cost of Facilities
Operating Expenses.

Total Revenue Requ;rement
Total Unit Cost.
Transport Discount
Gathering Charge

137,963

46,422

91,541
84,501

(END OP APPENDIX B)

- RATE
($/MMCF)

(@126,107 MMCF VOLUMES)
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QPINION

This decision resolves outstanding issues in ou
investigation into Pacific Gas and Electric Company’s (PG&E) gas j
gathering operations. We initiated this investigation’ to determine
how gas gathering costs should be assessed, whethex/éZ&E should
form a separate subsidiary to offer gas gathering/;ervices, and
whether PG&E should continue to install gas gatﬁéring facilities.
Summary

Qur objective in developing gas gathering costs is <o
permit PG&E tO compare, on a more equivaléht basis, the prices of
California gas to prices of out-of-staté/gas‘supplies. We find
that PG&E’s definition of the gas gatnéring system is consistent
with that objective. We adjust PG&E’s gathering cost study by
reducing its estimates of administrative and general expenses, and
certain other expenses. Using %ﬁé? California production volumes,
we arrive at an average gas gathering cost of $.294 per decathern.

To permit accurate comparisons of the cost of California
gas to the cost of out-of-stdte gas, the gas gathering charge
should reflect the much shaéter distances PG&E must transport
California gas compared tdfout-of-statergas. Accordingly, we
discount the gathering charge by $.072 per decatherm. PG&E should
therefore apply $.222 per decatherm as the cost of gas gathering in
sequencing decisions and determining its “fair market value.”

This deciiibn also states our intent to phase out PG&E’S
gas gathering operetions. To that end, we require PG4E to sell
certain gathering facilities when it receives offers for those
facilities which are at or above the net book value of the plant.
We will not include in future revenue requirement investments in
gas gathering ﬁ&ant, except those facilities which are required to
fulfill existfhg contract obligations. We also direct PG&E to
accelerate depreciation of its existing gathering plant. '
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QEINION

This decision resolves outstanding issues in our
investigation into Pacific Gas and Electric Company’s (PG&E)
gathering operations. We initiated this investigation to deXermine
how gas gathering costs should be assessed, whether PG&E
form a separate subsidiary to offer gas gathering servides, and
whether PG&E should continue to install gas gathering/ facilities.
Sumpary

Our objective in developing gas gatherifig costs is to
pernit PG&E to compare, on a more equivalent badis, the prices of
California gas to prices of out-of-state gas gupplies. We find
that PG&E’s definition of the gas gathering/system is consistent
with that objective. We adjust PG&E’s gathering cost study by
reducing its estimates of administrative/and general expenses, and
certain other expenses. Using 1987 Ca}ifornia production volumes,
we arrive at an average gas gathering/cost of $.294 per decatherm.

To permit accurate comparisons of the cost of Califormia
gas to the cost of ocut-of-state gas, the gas gathering charge
should reflect the much shorter distances PG&E must transport
Califernia gas compared to out/of-state gas. Accordingly, we
discount the gathering chargg by $.072 per decatherm. We will
therefore apply $.222 per decatherm as the cost of gas gathering in
reviewing PG&E’s sequencing decisions.

This decision/also states our intent to phase out PG&E’s
gas gathering operations. To that end, we require PG&E to sell
certain gathering facilities when it receives offers for those
facilities which are at or above the net book value of the plant.
We will not inclué; in future revenue requirement investments in
gas gathering pXant, except those facilities which are required to
fulfill existinhg contract obligations. We also direct PGLE to
accelerate dépreciation of its existing gathering plant.
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‘ We believe PGLE’s participatioen in gas gathering
operations should be phased out for several reasons: Because

investments are put into rate base, PGLE may hagg/;n incentive to
overbuild gathering plant. PG&E ratepayers, deer the existing
arrangements, are at risk for these investments.

In addition, existing law creatgg/éertain pricing
disteortions if PG4E is the primary provider of gathering services.
Producers who sell California gas to PGSE are affected by the costs
of gathering because PG&E uses those costs in making sequencing
decisions and in determining the fair market value of California
gas. Producers who sell to third arties, however, are not so
affected by gas gathering costs because PGLE may not charge
transportation customers for gathering services.

In summary, our tﬁgatment of PG&E’s gas gathering
services is intended to p:7mote more efficient investments in

plant, and improve pricing signals between gas supplies from
various sources.

- Exocedural Backaround
/

angxgl.,/we initiated this investigation following
issuance of a repoit written by CACD which provided an overview of
gas gathering se;%ices and charges. X.88-11-012 directed PG&E to
(1) submit a cost study of its gathering operations, (2) show cause
why it should‘ﬁot be required to form a separate subsidiary for gas
gathering se;&ices, and (3) address whether it should cease '
installing gés gathering and processing facilities for new wells
and fields. It also directed PG&E to file comments explaining how
it intended to comply with and implement Semate Bill (SB) 1937.

/ Subsequently, we issued Decision (D.) 89-02-030, vhich
addressed petitions for modification of I1.88-11-012 filed by PGLE,
Gas Prgéucer Gathering Group (GPGG), and California Gas Producers’
Assoc%ption (CGPA). That decision modified the parameters of the

/

/
/

[ 4 |
, {
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the field to transmission pipelines, PG&E processes the gas to make
it commercially marketable. Gas processing includes dehyééxéion,
compression, odorization, and mixing to improve heating yz ues.

The gas PG&E purchases from out-of-state sounces is
delivered to the California border already gathered and processed.
The price of non-California supplies therefore includes the cost of
gas gathering and processing.

The Commission has recognized that PGAE has performed a
service to California preducers which it did/ ot need to provide to
out-of-state producers. Accordingly, D.857}2—102 directed PGLE to
impute $.34 into the cost of California gas for purposes of
determining the cost ¢f that gas to PG&E/s ratepayers relative to
the cost of gas from other sources. gpus, the gas gathering costs
were to be used in determining appropriate “sequencing” of gas
supplies from various sources. /;E

More recently, PG&E amended its transportation tariffs,
effective May 1, 1988, to—include/a $.34 gas gathering surcharge
for customers who transported California gas. This charge was
eliminated in compliance with/SB 1937, discussed above.

Currently, PG&E agplies the $.34 cost in segquencing
decisions. PG&E also uses sthe $.34 gas gathering cost estimate in
determining the ”fair magxet value” of Califoernia gas when it
contracts with gas-prodgcers. That is, the price PG&E is willing
to pay for gas from individual producers is reduced to reflect the
cost of gathering. THird party transporters of California gas are
not charged for gas gathering and processing services. Currently,
costs of gas gathering and processing are included in PG&E’S
revenue requirement and are allocated to transportation rates.

I¥X. Defining Gas Gathexing Facilities

The /issues in this case require us to determine which
facilities aye dedicated to gas gathering services because such -
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gathering plant has not historically been distinguished, for
accounting purposes, from transmission facilities. The definition
of gas gathering facilities was perhaps the most controvef;ial
issue in this proceeding.

To determine which facilities are associated with
gathering, I1.88=-11-012 directed PG&E to define gas/gathering
facilities using the “primary function test,” applied by the
Federal Energy Regulatory Commission (FERC) and described in
various FERC decisiens. Pursuant to that diréétive, PG&E filed, as
part of its affirmative showing, 46 maps idéﬁtifying gathering
facilities consistent with its interpretation of the primary
function test. t///

PG&E states the FERC has s%, forth five main criteria in
deternmining whether the primary fungtion of a facility should be
classified as transportation or gathering:

1. The diameter and length of the facility;

2. The location of compressors and processing
plants;

The extension of the facility beyond the
central point/in the field:;

The location of wells along all or part of
the facility: and

The geographical configuration of the
system. /
/

PGSE states it used the FERC criteria, to the extent
possible, in distipéuishingrgas gathering facilities from
transmission facilities. It cautions, however, that the primary
function test iSjéubject to considerable interpretation, and that
the FERC has applied the test on a case-by-case basis. PG&E is
unaware of anx/base where the FERC has applied the primary function
test to as lgége and diverse a system as PG&E’s.

PGA&E used the primary function test in combination with a
conceptual/éramework,which'would permit an ”apples to apples”
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calculation is different from PG&E’s. Amerada Hess used a current
depreciation acerual for the gathering facilities which is
consistent with the remaining life of California gas resexves,
estimated to be 6.4 yvears. Amerada Hess also adjusted PG&E‘’s cost
study by restating the accumulated reserve for depreciation.

PG&E takes exception to Amerada Hess’ use of the current””
year’s accumulated reserve without recognizing the impact of
additional depreciation expense that would have been required in
each of the years that is being restated. This technique,
according to PG&E, underestimates the reserve at the e
customers.

PG&E’s use of an eight~-year depreciation rate for
calculating annual depreciation expense is reasog&ble because, as
PG&E stated, gas wells have an expected production life of about
eight years. We agree with PG&E that all deg;ééiation expenses
should ke included in the cost study. Although PG&E’s study
attempts to ”"make up” some deferred depreciation expense, we
believe that alternative is preferable to allocating past

depreciation expenses to PG&E’S ratepeyérs. Moreover, PG&E’s
method for determining the depreciation reserve is reasonable
because it reflects an appropriatg/historical allocaticn of the
reserve for each plant vintage. /We will adopt PG&E’s depreciation

methodology for purposes of establishing the cost of gas gathering
plant.

Federal Taxes. Amerada Hess and GPGG believe PG&E should
use the current marginal tﬁ& of 34%, rather than the higher tax
rate that was effective iﬁ 1987. The companies make this
recommendation for the sémple reason that the Commission will be
applying the gathering/;harge prospectively.

We agree with GPGG and Amerada Hess that using more

recent federal tax r@tes is an appropriate adjustment to PG&E’s
cost study.
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design and other policies, some of which are censidered in this
opinieon.

Discussion. As our discussion on the determination of
gathering facilities implies, we do not believe the imputed gas
gathering charge used in sequencing should be eliminated. ©PG&E’
determination of fair market value for California gas dZi;/{;§ute
the cost of gathering, a cost which it does not apply to/out-of-
state gas supplies, as Amerada Hess states. The reason is simple:
PG&4E performs gathering and processing services for,California
producers which are not required for out—of-stat%/éggglies.

On the other hand, California gas requires less
intrastate transportation than out-of-state suﬁplies. In their
testimony, the gas producers ask us to consxde* that California gas
is cheaper to transport because it is closer to ultimate consumers.
We agree that California gas does requzré(much less transportation
than gas supplies from Canada or the gputhwest. Gas from the
Southwest and Canada travels through ,/Lines 300 and 400 which
together span about 800 miles within the state. On average, that
gas moves about 400 miles before réachxng ultimate consumers. In
contrast, California gas purchaﬁed by PG&E is mostly in the
northern central part of the sFate, not far from PG&E’s largest
markets.

To account for the/:horter distances required to
transport California gas,‘y@ will discount our estimated cost of
gas gathering. The discount will be based on the approximate cost
of moving interstate gas/soo miles. We will apply the interutility
rate because it is derived from the embedded costs of Lines 300 and
400. To calculate thgidiscount, we determine the average cost of
moving gas one mile (éw196 divided by 820 miles) over Lines 300 and
440, and multiply tpﬁt amount by 300 miles. The resulting discount
is $.072 per decatherm. We will subtract this amount from our
adopted estimate ?é the unit cost of gas gathering in determining
an appropriate gqs gathering charge.

I
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After considering the analyses of GPGG and Amerada Hess,
we have concluded that some adjustments should be made to PGSE’S
cost study. As stated above, the cost study should be modified to
reflect current federal tax rates and lower A&G expenses.
Franchise and uncollectibles expenses should be removed from the
cost estimate. We also agree with PG&E that if we use the 1938’
federal tax rate, we should also update the cost study fo:rthe
current cost of money and changes in rate of return. Ihe resulting
total revenue requirement is $40 million, or $.294 per decatherm.
Subtracting the discount to reflect different trﬁpsportatzon
distances, the net cost of gas gathering is,s.azz‘per decatherm.
PG&E should consider this benchmark value Iogypurposes of
sequencing and in determining fair market value.

. p /

V-WW

1.88=-11-012 sought commen:s on whether gathering charges
should be ”deaveraged” according to production areas. A deaveraged

rate would reflect the costs of,servxng each area, and may thereby
promote more efficient productmon.

PG&E’s cost study provides cost information by each of
the 46 gathering areas. Pgéb's estimated costs of serving those
areas range from $.05 to $14.67 pexr decatherm. PG4E recommends
against a deaveraged rate.

CIPA, GPGG, and Amerada Hess agree with PGLE that
deaveraging is not senéible at this time, primarily because of the
variability of prodqc%ion within a production area, the associated
administrative burden, and the arbitrary nature of area boundaries.

In addition, GPGG argues against ~unbundling” gas
gathering costs from transportation rates. Such unbundling,
according to GPG&, would be inequitable unless it were undertaken

in conjunction with unbundling other supply—related costs from .
transportatxon/rates.
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estimate of the unit cost of gas gathering in determining Aan
appropriate gas gathering charge.

After considering the analyses of GPGG and jmerada Hess,
we have concluded that some adjustments should be mpBe to PC&E’s
cost study. As stated above, the cost study shoulf be modified to
reflect current federal tax rates and lowexr A&G/AXp
Franchise and uncollectibles expenses should bhé removed from the
cost estimate. We also agree with PG&E that/if we use the 1988
federal tax rate, we should also update th¢/ cost study for the
current cost of money and changes in rate/of return. The resulting
total revenue requirement is $40 milliory, or $.294 per decatherm.
Subtracting the discount to reflect different transportation
distances, the net cost of gas gathering is $.222 per decatherm.
We will consider this benchmark valye for purposes of reviewing
PG&E’s purchasing practices.

1.88-11~012 socught domments on whether gathering charges
should be “deaveraged” according to production areas. A deaveraged
rate would reflect the costé of serving each area, and may thereby
promote more efficient profuction.

PG&E’s cost study provides cost information by each of
the 46 gathering areas. / PGSE’s estimated costs of serving those
areas range from $.05 £0 $14.67 per decatherm. PG&E recommends
against a deaveraged x

CIPA, GPGG,/ and Amerada Hess agree with PG&E that
deaveraging is not sensible at this time, primarily because of the
variability of prodﬁction within a production area, the associated
administrative bu;den, and the arbitrary nature of area boundaries.

In add;tion, GPGG argues against “unbundling” gas
gathering costs/trom'transportation rates. Such unbundling,
according to GPGG, would be inequitable unless it were undertaken
in conjunctio/ with unbundling other supply-related costs from
transportation rates.
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Riscussion. We agree that &eavéraged rates create
adnministrative burdens which are unlikely to be offset by the
benefits of deaveraged rates. In addition, in the case of gas
gathering, they may fail to send appropriate price signals because
gathering costs are based on embedded plant and are calculated
according to volumes for each production area. Accordingly, areas
with low production during 1987 would be assessed an excessixely
high gas gathering cost. This cost is unlikely to be recovered if
rates are set accordingly because gas production will
discouraged.

A more efficient pricing method would ;m for PG&E to
negotiate rates which are at or above marginal costs. CGPA makes
this point throughout its testimony. We are mot considering
marginal costs in this proceeding, in part because of the
difficulty of determining then. Moreoven{/Zf PGSE applied marginal
costs to all gathering services, a portion of revenue requirement
might have to be recovered from other/PG&E customers.

We have applied the concept of marginal cost pricing in
cases where such pricing would diséiurage unecononic bypass. In
the case of gas gathering bypass/AOes not appear to be a
significant problem at this time, although production levels may
fall as gas gathering charges/ increase. In any event, this type of
pricing option is availabt;/&o PG&LE because we have, in past
decisions, declined to set/ forth rules on sequencing policy or
PG&E’s contractuai agreeménts with producers.

Although we eébe declined to review PG&E’s sequencing and
purchasing practices im this proceeding, it goes without saying
that PG&E should consﬁder, in determining fair market prices,
maximizing revenueﬁ/and minimizing costs. Therefore, circumstances
may exist where, in order to retain or increase California gas
production, PG&E/:mputes a gas gathering charge in sequencing
which might not /ecover all embedded costs, but would recover more
than marginal costs.




@
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No party proposed that processing c¢osts should ke
identified and charged for separately. :We believe it may be
appropriate for PG&E to charge for processing services separately;.
however, for the sake of administrative simplicity and because tﬁé
amounts in question are relatively small, PG&E should contince to
7pundle” the costs of processing with the costs of gathering. As a
general matter PG&E should, in determining gas gathering charges to
producers, consider the extent to which a producer provides its own
processing facilities, and thereby reduces PGLE’S oééts.

We will continue to estimate gas gathexdng costs using a
rpostage stamp” or averaged rate and will not r‘ﬁpize PG&E to
unbundle processing costs from gathering costs{g

Finally, we agree with GPGG at thiértime that gas
gathering ¢osts should not be unbundled frdﬁ the transportat;on
rate since other costs are allocated to that rate which may not be
incurred by California producers.

inq_Gas Gathering §

I.88~11-012 directed PG&E to show why it should not be
required to form a separate subsi&mary for its gas gathering
operations. PG&E opposes placxng existing plant in a separate
subsidiary because such an a angement would create significant
operational and admxnmstratzve inefficiencies. It expresses
concerns over gathering lines which serve customers near gas fields
and about gathering fac;llt;es which may be needed to assure safe
operation of PG&E’Ss system.

CIPA shares PG&E’s concerns regarding a PG&E subsidiary.
Moreover, CIPA opposeifany divestiture of gathering plant to a
subsidiary unless a new cost study is examined. CIPA argues that a
regulated subsidiary/would fail to improve efficiencies; it would,
in fact result in %ost economies of scale and scope. CIPA
especially opposes/the formation of an unregulated PGLE subsidiary
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because that subsidiary would, as a competitor with producers, have
an incentive to overprice gathering services.

DRA proposes as one of its alternatives that PGLE be
required to sell its gas gathering system. DRA points out that
rgetting PG&E out of the gas gathering business” will improve
efficiencies and promote competition between California gas f?d//
out~-of-state supplies. DRA recognizes, however, that this course
could cause higher rates if PGLE cannot recover its total/;emaining
investnent costs through sale of its system.

GPGG recommends that if the Commission Te ires
divestiture that PG4E should be directed to present another study
identifying facilities which should be divested‘/ That study should
be subject to cross—examination. Further, p;oducers using the
facilities should be given a first opportunity to purchase the
facilities at the cost identified by the Commission. IL those
producers do not wish to purchase the facilities, the facilities
should be auctioned to the highest b%géér, and then producers using
the facilities should have a right/;o match the highest bid. GPGG
believes PG&E should be able to~ggtain existing facilities if bids
fail to meet some minimum percentage of the value of the
facilities. /

Discussion. We SEPTG PG&E’s view that placing PGLE’s gas
gathering operations in a separate subsidiary would create
inefficiencies by eliminating some economies of scope (those which
occur when two or more products are jointly produced) realized when
PG&E offers gathering sérvices while failing to resolve other
problems. Because PG&E owns most existing gas gathering operations
in its texritory, é/PG&E,subsidiary would be, in effect, a near-
nonopoly. Under tpese circumstances, the subsidiary would require
regqulatory overs%ght- On balance, any potential benefits of a PG&E
gatheringﬂsubsie;ary are likely to be offset by the costs.

We are concerned, however, that PG&LE ownership of gas
gathering facilities creates several problems. PG&E may be able to
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apply gas gathering charges so as to favor other supply sources.
Because of the difficulty of determxning costs, gathering charges
may fail teo promote optimal development of individual gas
resources. Additionally, existing law does not permit PG&E to
charge transporters of California gas for the cost of gas gatherin
services, although those costs are reflected in the price of
interstate sources and California gas purchased by PGAE. This
price differential creates a preference for transportation of
Califeornia gas over purchases of PG&E gas and out-of-state gas for
reasons unrelated to actual cost.

Finally, PG&E may overbuild its gatherépg facilities if
the costs.of thosce facilities are included in rate base and PG&E
consequently faces little risk for those 1nvestments. In general,
the existing set of circumstances does not.promote efficient
investments in California gas production or efficient purchasing
decisions. '

In order to mitigate these problems and reduce the period
over which ratepayers are liable for gathering facilities, we will
require a very limited divestituré/of the existing system. We will
require PG&E to sell those gatggring and processing facilities for
which it can recover at least /the depreciated book value of those
facilities. Pexrmitting onl;/{;zse sales which would recover the
full value of the facilities will address DRA’s concern that
ratepayers should not pax/iigher rates as a result of divestiture.
We will not require PG&E/to.provide a right of first refusal of
plant at book value ta/broducers using the plant, as GPGG requests.
We believe PG&E shouLd seek to obtain the highest bid for the

property in order to protect ratepayers and producers in general.
| The framé@ork for divestiture we adopt today protects
producers. Divestiture will not result in the creation of an
unregulated monopoly which could overprice gathering services. A
party purchasing gathering plant and selling gathering sexrvices,
except under a/ limited set of circumstances, would be considered a

N
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public utility subject to our jurisdiction and the ratemaking
principles we would apply. We therefore expect that only
producers, producer consortia, and their tenants will seek to
purchase PG&E’s gathering plant.

Under the divestiture framework we adopt, gas producers
will not be forced to-pay'more for gathering services. e are not
requiring PG&E to sell its gathering system. We are only quuiring
PG&E to sell those portions of its system which a:;/attigctive te
producers at a price which is at or above net book/value.

Both PG&E and the gas producers have ﬁxpggééed concern
that existing contracts not be abrogated as a result of this
proceeding. We do not intend that PG&E be rdqp{;ed to sell
existing gathering and processing xacilitieé'éhich-are required in
order for PG&E to fulfill existing contzﬁgéfgbligations. When
those contracts expire, however, we expect PG&E to offer such plant
for sale. '

PG&E has stated that if d%péstiture is required, it
should be permitted to retain certain gathering facilities. Those
facilities include pipelines whicﬁi in addition to serving
gathering functions, transport‘}ocal gas to PG&E customers. Some
plant, according to PG&E, should be retained for safety reasons.

We will not requiré’PG&E to offer for sale any gathering
plant which is dlStlthlsh?d in the ways identified above. That
is, we will not require PGEKE to offer for sale any gathering plant
which, if it were sold, /would-

o Create safety hazards on PG&E’s system;

© Require/PG&E to build new facilities to
continge to serve customers located near

ga::;;ung rzelds, and
Re fie PG&E to abrogate existing contract
obYigations.

Te i nmify facilities which should be offered for sale,
we will requir PG&E to submit to-the CACD, within 60 days of the
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public utility subject to our jurisdiction. We do/mot intend to
create new regulated utilities by our action toddy, therefore, PGLE
should sell its facilities only to producers, producer consortia,
and their tenants. In the event that a subsjfiary or affiliate of
PG&E purchases any portion of the divested gJathering facility, PG&E
must seek approval of such acquisition frgm the Commission. The
Commission will review the terms and copditions of any such
acquisition by a PG&E subsidiary or affiliate to determine if the
transaction was at arms length, and t4 ensure that the interests of
ratepayers are fully protected.

Under the divestiture framework we adopt,; gas producers
will not be forced to pay more for gathering services. We are not
requiring PG&E to sell its gathering system. We are only requiring
PG&E to sell those portions of Ats system which are attractive to
producers at a price which is At or above net book value.

Both PG&E and the gas producers have expressed concern
that existing contracts not be abrogated as a result of this
proceeding. We do not intend that PG&E be required to sell
existing gathering and proCessing facilities which are required in
order for PG&E to fulfil) .existing contract obligations. The
contracts shall not be yenewed. When those contracts expire,
however, we expect PG&4E to offer such plant for sale.

PG&E has stAted that if divestiture is required, it
should be permitted /o retain certain gathering facilities. Those
facilities include/pipelines which, in addition to serving
gathering functigfis, transport local gas to PG&E custonmers. Some

plant, according to PG&E, should be retained for safety reasons.
. For example,

emergencies.
We will not require PG&E to offer for sale any gathering
plant whici is distinquished in the ways identified above. That

is, we wi)l not require PG&E to offer for sale any gathering plant
which, if it were sold, would:




_ sell only that plant which the marke
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effective date of this decision, maps which identify gas gathering
facilities which should not be offered for sale, consistent with
this decision. The maps shall be those submitted by PG&E in this
proceeding. Each map should highlight those secti?ﬁs which should
not be sold and shall be accompanied by an explanftion of why each
facility should not be sold. Each map should be modified when '
existing contracts with producers expire and r%}ease PG&E'S/’//”#f
obligations for serving a producer with plant’yhich shouﬁé'be
offered for sale. 2all maps will remain on file for lic
information, and PG&E should provide copieS'éf the’maps, upon
request, to all interested parties. We do/not pelieve we need to
review these maps in additional hearinqi;/ YP/QZe requiring PG&E to
sell plant under certain conditions in order to mitigate the
ratemaking effects of plant ownershiﬂ/é: atepayers. PG&E must

/,alues to be at or above a
7floor price” which is net book value. We retain regulatory
oversight over plant which is not/déld. Therefore, we believe gas
producers are adecquately protecggd.

PG&E shall auction all appropriate facilities to the
highest bidder and should so%ﬁcit bids for those facilities within
120 days of the effective % e of this order. After the initial
auction, PG&E shall sell plant at or above net book value to any
interested buyer. /

In determining/an appropriate floor price, PG&E shall use
the cost study it has mitted in this proceeding. The value of
plant in each of the gathering areas shall be determined by
reducing PG&E’sS es}d ated cost of each facility by 9%, which is the
percentage change /we¢ make to the capital compenent of PG&E’s cost
study. If PG&E‘Fe ls pipeline facilities in increments which ave
smaller than tgpgp identified in its ceost study, the net book value
of the plant shall be deterxrmined by calculating the proportion of
plant sold te/h e proportion of plant identified in the cost study.

/
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Create safety hazards on PG&E’s gystem or
require PG&E to build duplicative
facilities for emergency needss

Require PG&E to build new facilities to
continue to serve customers/ located near
gathering fields; and

Require PG&E to abrogatelexisting contract
obligations.

To identify facilities which should be offered for sale,
we will require PG&E to submit to Ahe CACD, within 60 days of the
effective date of this decision, /maps which identify gas gathering
facilities which should not be ¢gffered for sale, consistent with
this decision. The maps shall/be those submitted by PGLE in this
proceeding modified to acco for additions and retirements which
have occurred since 1987. ch map should highlight those sections
which should not be sold | shall be accompanied by an explanation
of why each facility should not be sold. Each map should be
modified when existing cdgtracts with producers expire and release
PG&E’s obligations for gerving a producer with plant which should
be offered for sale. 1 maps will remain on file for public
information, and PG&E/should provide copies of the maps, upon
request, to all intefested parties. We do not believe we need <o
review these maps in additional hearings: we are requiring PG&E to
sell plant under ¢ertain conditions in order to mitigate the
ratemaking effecks of plant ownership on ratepayers. PG&E must
sell only that plant which the market values to be at or above a
7flooxr price” which is net book value. We retain requlatory

plant which is not sold. Therefore, we believe gas
adequately protected.
&E shall auction all appropriate facilities to the
highest bjidder and should solicit bids for those facilities within
120 days/of the effective date of this order. After the initial

auctior/, PG&E shall sell plant at or above net book value to any
intergsted buyer.
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' VII. Ixeatment of New Gag Gatherinag Facilities

D.88-11~012 sought comments on whether PG&E should’i;:
permitted to install and operate new gas gathering facilities.

PGLE opposes an order to cease installing new facilities because
such a prohibition may create market inefficiencie As an
example, PG&E points out that it may be more expensive for a
producer to connect a new pipe to PGLE’S transm{;sion systen than
for PG&E to connect a new producer to the existing gathering
system. PG&E suggests that when it build;/new plant, the full cost
of the plant be charged directly to the producer for whom the plant
was constructed.

Amerada Hess agrees that PG&E should continue to install
new facilities, providing that rules are developed to ensure that
PGLE will treat equally producers wanting to sell gas to PGSE and
producers wanting to sell gas);g third parties.

DRA strongly recoqpends that we decline to include any
future gas gathering plant 4in PG&E’s rate base. DRA makes this
recommendation on the grgunds that PG&E may otherwise have an
incentive to overbuild plant. Requiring producers to install their
own facilities will, Fécording to DRA, promote competition between
California gas and gdt-of-state gas supplies. DRA also believes
the transportation /rate would eventually be reduced.

CGPA agrees with DRA that gathering is not a monopolistic
market and PG&F/hay have an incentive to overbuild gathering plant.
It appears to?support'elimination of PG&E’s gas gathering function.

CIPA also proposes that PG&E should not install new

facilities in order to promote a more efficient and fair market for
California/gas.

Discussion. Like CGPA, we do not consider it necessary
for gas gathering services to be provided by a public utility. Gas
produce§§~may construct and operate their own decentralized

tacilities. Accordingly, we believe there is no compelling reason

- 27 -
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In determining an appropriate floor price, PG&E/g;;ll use
the cost study it has submitted in this proceeding. The value of
plant in each of the 46 gathering areas shall be det

study (due to adjustments made to reflect the

funds). The floor price shall not change over time to reflect
changed depreciation. If PG&E sells pipelipe facilities in
increments which are smaller than those idéntified in its cost
study, the net book value of the plant siall be determined by
calculating the proportion of plant sold to the proportion of plant
identified in the cost study.

VII. ZIreatment of New Gas Gathering Facilities

D.88-11-012 sought comments on whether PG&E should be
permitted to install and oper:;g new gas gathering facilities.

PG&E opposes an order to cease’ installing new facilities because
such a prohibition may creaté/market inefficiencies. As an
exanple, PG&E points out that it may be more expensive for a
producer to connect a new pzpe to PG&E’s transmission system than
for PG&E to connect a new producer to the existing gathering
system. PG&E suggesta/@hat when it builds new plant, the full cost
of the plant be charged directly to the producer for whom the plant
was constructed. //?e

Amerada. ess agrees that PG&E should continue to install
new racilztmes,/provzding that rules are developed to ensure that
PG&E will treat/ equally producers wanting to sell gas to PG&E and
producers wanﬁ&ng to sell gas to third parties.

DRA strongly recommends that we decline to include any
future gas gathering plant in PG&E’s rate base. DRA makes this
recommendation on the grounds that PGSE may otherwise have an
incentive/to overbuild plant. Redquiring producers to install theix
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for PG&E to continue to include in its revenue requirement the

costs and expenses associated with new gas gathering and rocesszng
facilities. If gas producers invest in theix own taca; ties, they
will make more econcomically efficient investments thah PG&E is able ;
to make for them. Further, PG&E’s ratepayers w;ll/got need to
absorb the risk of those investments.

In the future, we will not permit PG&E to include in its
ratebase the costs associated with any new as gathering or
processing facilities. Neither may it ;nciude in its revenue
requirement any O&M or other expenses for operating new plant. 1In
this context, we define ”gas gather;ng’ facilities consistent with
our definition in Section IV of thme/declsmon. PG&E shall
therefore not include in revenue requlrement the costs of
installing any processing facil:.t:.es not associated with
transmission or any pipeline ugstream of those processing
facilities. /

The exception to oux decision on this issue is any
contract obligation, whxcp,became effective on or bhefore
November 8, 1989, committing PG&E to construction of new
facilities. As we stagg& earlier in this decision, we do not wish
_to require PG&E to abrogate contracts which were negotiated in good
faith and under a different regulatory framework. PG&E may build
new gathering plan@/&cccrding to existing contract terms.

Finally, PG&E may, as it recuests, contract with gas
producers and buyers for the construction of such facilities, the
costs and expegﬁés«of.which should be fully recovered from the
contracting pgoducers or buyers.

/

v
4
!}

/ VIII. Ratemaking Issues
/
We have established 2 gas gathering cost which PG&E
should use in its segquencing decisions. The costs of gathering and

process;ng plant must still be allocated among ratepayer groups.
f
ll’
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own facilities will, according to DRA, promote competition between
California gas and out-~of-state gas supplies. DRA also believes
the transportation rate would eventually be reduced. y;

CGPA agrees with DRA that gathering is not a monopelistic
market and PG&E may have an incentive to overbuild gatheriné'plant-
It appears to support elimination of PG&E’sS ¢gas gathering function.

CIPA also proposes that PG&E should not instAll new
facilities in order to promote a morxe efficient and Lair market for
California gas.

Discussion. Like CGPA, we do not consdder it necessary
for gas gathering services to be provided by a/public utility. Gas
producers may construct and operate their owp’ decentralized
facilities. Accordingly, we believe there As no c¢ompelling reason
for PG&E to continue to include in its revenue regquirement the
costs and expenses associated with new gas gathering and processing
facilities. If gas producers invest iy their own facilities, they
will make more economically efficient/investments than PGLE is able
to make for them. Further, PG&E’s ratepayers will not need to
absorb the risk of those investmenys.

In the future, we will not permit PG&E to include in its
ratebase the costs associated with any new gas gathering,or
processing facilities. Neither/may it ineclude in its revenue
requirement any O&M or other éxpenses for operating new plant. In
this context, we define ”gaa/%athering" facilities as any pipelines
and/or processing facilitigs which connect wells to PG&E‘’s gas
gathering system as defingd in Section III of this decision. In
addition, any pipeline ch connects a well to PG&E’s transmission
system, as defined in Section III of this decision, also
constitutes a gathering facility. PG&E sbhall therefore not include
in revenue requirement the costs of installing any processing

/
facilities not ::7pciated-with transmission or any pipeline
upstream of those processing facilities.
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Currently, those costs are allocated to core and noncore
transportation rates. The rate design and cost allocation issues
addressed in this proceeding are as follows.

Interutility Rates. PG&E recommends that we all
portion of gathering costs to interutility rates. PG&E redgéns
that otherwise PG&E’s on-system customers will be paying for gas
gathering costs while off-system customers would not/when
California gas is transported off-system. PG&E doé; not propose to
implement any rate change in this proceeding.

GPGG strongly objects to PG&E’s proposal to allocate
gathering costs to transportation rates. /Accordxng to GPGG, doing
so would discourage interutility transg9rtat;on, and would be
unfair since interutility rates 1nclude interstate demand charges
which are not associated with Callfcrnxa gas. Moreover, GPGG
arques that PGLE’s proposal is not/i proper subject for this
investigation.

PG&E responds to GPGG's opposition by stating that its
interutility rate does not mnclude demand charges; those charges
are paid by shippers d;rectly. Discouraging interutility
transportation, according to PG&E, does not justify a cross-subsidy
between on-system and off-system customers.

nigggggignyf'we agree with PG&E that allocating a share
of gathering costs};o-the interutility rate will eliminate an
inequity which exgsts between on-system and off-system customers.
Currently, on—sy;tem-customers.pay for the entire cost of
gathering. PG%E is correct that demand charges are not allocated
to the interutility rate. Therefore, allocating gathering costs to
the interut?}éty rate will not create further pricing distortions,
as GPGG arqpes.

We do not agree with GPGG that this ratemaking adjustment
should ng{ be resolved in this proceeding. D.89-04-089, which
addressed applications for rehearing in this proceeding, expressly

-
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The exception to our decision on this issue As any
contract obligation, which became effective on or before
November 8, 1989, Eommittinq PG&E to construction/Of new
facilities. As we stated earlier in this decisjon, we do not wish
to require PG&E to abrogate contracts which were negotiated in good
faith and under a different requlatory framework. PGLE may build
new gathering plant or repair and replace facilities according to
existing contract terms.

Finally, PG&E may, as it requésts, contract with gas
producers and buyers for the construcfion of such facilities, the
costs and expenses of which should bé fully recovered from the
contracting producers or noncore buyers. PG&E may not add to its ]
ratebase plant bujlt in return fof discounted gas.

VIIX.-

We have established a'gas.gathering cost which PG&E
should use in its sequencipg decisions. The costs of gathering and
processing plant must still be allocated among ratepayer groups.
Currently, those costs are allocated to ¢ore and noncore
transportation rates. he rate design and cost allocation issues
addressed in this prockeding are as follows.

nteru ity Rates. PGLE recommends that we allocate a
portion of gathering costs to interutility rates. PG&E reasens
that otherwise PG&E’s on-system customers will be paying for gas
gathering costs while off-system customers would not when
California gas ig transported off-system. PGLE does not propose to
implement any rate change in this proceeding.

GPGG /strongly objects to PG&E’s propesal to allecate
gathering cosfs to transportation rates. According to GPGG, doing
80 would discourage interutility transportation, and would ke
unfair since interutility rates include interstate demand charges
which are rlot associated with California gas. Moreover, GPGG
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stated our intention to consider the allocation of gas gathering
costs.

Neither do we agree with GPGG ‘that allocating gathering
costs to transportation rates is contrary to the Commission’s
objective in establishing an interutility tariff, which is to
benefit all customers on the PG&E system by reducing their rates.
Allocating gathering costs to the interutility rate reduces the
total costs allocated to transportation rates. Accordingly, -
ratepayers are no worse off. They are in fact bhetter off because
rates more closely match costs, promoting more efficient-purchasing
and transportation decisions. While we agree that we/ghould seek
to promote California gas, a more important objective is to promote
low cost, reliable gas supplies, whatever theé, source.

PG&E should, in its pending-ACAP'gpplication, propose
changes to its interutility rates which would include an allocation
of gathering costs equal, on a cents pexr’ therm basis, to amounts
allocated to the transportation rates.

aEWAan/ DRA proposes that existing
costs be removed from rate base'94;r a five~ to ten-year period
consistent with its view that’;G&E should phase out its gas
gathering operations. DRA recommends that no action be taken on
this matter until additionaf’study be undertaken to determine an
Yoptimum” period of deprg;éation. DRA also states its accelerated
depreciation option shqyid~not be implemented until 1991, when the
prohikbition on re-allocation under SB 987 is removed.

PG&E does Pbt object to DRA’s proposal. .

CIPA concurs with DRA’s approach but argues that DRA
incorrectly accepted PG&E’s cost study in determining undepreciated
plant.

GPGG objects to DRA’s proposal to accelerate depreciation

of gathering costs if the result would be to increase the gathering
charge.
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arques that PG&E’s proposal is not ‘a proper subject for this

investigation. /

PG&E responds to GPGG’s opposition by staXing that its
interutility rate does not include demand charges, those charges
are paid by shippers directly. Discouraging interutility
transportation, according to PG&E, does not Jjustify a cross—subsidy
between on-system and off-system customers.

Discussion. We agree with PG&E that allocating a share
of gathering costs to the interutility rare will eliminate an
inequity which exists between on-system And off-system customers.
Currently, on~system customers pay for/the entire cost of
gathering. ©PG&E is correct that demand charges are not allocated
to the interutility rate. Thereforeé allocating gathering costs to
the interutility rate will not cred@e further pricing distortions,
as GPGG arques.

We do not agree with GPGG that this ratemaking adjustment
should not be resolved in this /roceedinq. D.89-04-089, which
addressed applications for reuézring in this proceeding, expressly

stated our intention to»consf@er the allocation of gas gathering
costs.

Neither do we agree with GPGG that allocating gathering
costs to transportation rates is contrary to the Commission’s
objective in establishigg an interutility tariff, which is to
benefit all customers 9n the PG&E system by reducing their rates.
Allocating gathering costs to the interutility rate reduces the
total costs allocated to transportation rates. Accordingly,
ratepayers are no worse off. They are in fact better off because
rates more closelz/&atch costs, promoting more efficient purchasing
and transportation decisions. While we agree that we should seek
to promote California gas, a more important objective is to promote
low cost, reliable gas supplies, whatever their source.

chglshould, in its pending ACAP application, propose
changes to its interutility rates which would include an allocation
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Riscussion. We agree with DRA that accelerating recovery
of the cost associated with gathering is consistent with our
ultimate goal of gradually eliminating PG&E’s role in gathering.

Cconsistent with the depreciation rate adopted for
estimating costs, we will adopt an estimated period for full
depreciation of eight years. Assuming future volumes are equal to™”
1987 volumes, and no plant is added or sold, gathering plant-would
be fully depreciated after eight years. This perioed could be
lengthened or shortened depending upon changes in te;al gathering
plant which could occur because of contractualey}Agatmons or sales
of plant. It may alsc be longer or shorter depending on
transportation volumes over the depreciation/period.

DRA is concerned that SB 987 would not permit this change
in depreciation until 1991. Under SB :ﬁ?{rwe do not need to defer
implementation of accelerated depreciation if we do not change any
cost allocations. Oux adopted accounting treatment of gas
gathering costs continues allocation of gathering costs using the
current methodology.

Contrary to GPGG’s afsumption, accelerating depreciation
for this purpose would not necCessarily increase rates or gas
gathering c¢harges. Under PG@E'& proposal, an increase in revenue
requirement is avoided by slightly lengthening the depreciation
period for transmission plant not related to gathering. We believe
this approach is sensible and will adopt it.

Disposition/of the Memorandum Account. Balances.
D.89-04-089 commented that we must determine the disposition of
balances in the gad’gathering memorandum account which accrued
between the 1ssuance of D.88-02~030 in February 8, 1989, and
D.89-04=-089 in Aprzl 26, 1989. The balances accrued for gathering
charges ;mposed/on transportation customers prior to the
elimination off/ those charges, effective as of the date of our first
orxrder in thi7;proceeding which addressed the gathering surcharge.

/
L
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of gathering costs equal, on a cents per therm basis, to amountg/’
allocated to the transportation rates. 'The gathering cost s%gdld
not include the $.072 discount, which was derived for the purpose
of comparing gas prices.

Accelexated Depreciation. DRA proposes that existing
costs be removed from rate base over a five- tot::;yégz pericd
consistent with its view that PGSE should phase out its gas
gathering operations. DRA recommends that no action be taken on
this matter until additional study be undertakén to determine an
7optimum” period of depreciation. DRA also/states its accelerated
depreciation option should not be implez;yégz until 1991, when the
prohibition on re=allocation undexr SB 997 is removed.

PG&E does not object toc DRA/S proposal.

CIPA concurs with DRA’s approach but argues that DRA
incorrectly accepted PG&E’s cost ;ﬁﬁdy in deternining undepreciated
plant.

GPGG objects to DRA’ proposal to accelerate deprecistion

of gathering costs if the regult would be to increase the gathering
charge.

DRiscusaion. We/agree with DRA that accelerating recovery
of the cost associateiéﬂith gathering is consistent with our
ultimate goal of gradublly eliminating PG&E’sS role in gathering.

Consistent/with the depreciation rate adopted for
estimating costs, we will adopt an estimated period for full
depreciation of edght years. Assuming future volumes are equal to
1987 volunes, ayd no plant is added or sold, gathering plant would
be fully depreotiated after eight years. This period could be
lengthened of shortened depending upon changes in total gathering
plant whiclf could occur because of contractual obligations or sales

It may also be longer ox shorter depending on

tion volumes over the depreciation period.

DRA is concerned that SB 987 would not permit this change
in depreciation until 1991. Under SB 987, we d¢ not need to defer
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' PG&E does not have strong views about the treatment of
these balances. GPGG argues that they should be returned to the
customers who paid them. Moreover, according to GPGG, the ///,
Commission should require PG&E to refund all revenues associated
with surcharges beginning January 1, 1989, the erfectivé/aate of
SB 1937.

We will order PG&E to refund balancing account accruals
to the customers who originally paid the gather"é charges. We
will not order PG&E to make refunds back to Jaﬁi:ry 1, 1989.
PG&E’s charges at that time were pursuant gp effective tariffs and
therefore lawful. PG&E should eliminate the memorandum account as
soon as refunds are made.

IX.

The conclusions we reafh in this decision require the
establishment of a gas\gatherieg account which would track
remaining gathering plant costs and related expenses. Accordingly,

we will order PG&E to estab%;sh 2 Gas Gathering Tracking Account
(GGTA) . The purpose of the’ account will be to track the costs and
revenues associated with ggs gathering for the purpose of
determining when to-disgéntinue gas gathering charges. The account
will also provide ratemaking information regarding remaining gas
gathering rate base ap& expenses. The account will not be
considered a balancing account; that is, PG&E will still be at risk
for recovery of trgﬁsportation revenues pursuant to our requlatory
program. / ‘

PGSE will initially enter into the GGTA the total revenue
requirement adop&ed in this decision. That amount will be
amortized over}hn estimated eight-year period. PG&E shall deduct
from the amount revenues associated with gas gathering. The
appropriate rgte for calculating this revenue is the adopted total
revenue rqu@rement for gas gathering (not including the “discount”

. fv’
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implementation of accelerated depreciation if we do not change any
cost allocations. Our adopted accounting treatment of gas
gathering costs continues allocation of gathering costs using the
current methodology. '

Contrary to GPGG’s assumption, accelerating depreciation
for this purpose would not necessarily increase rates or gas
gathering charges. Under PG&E’sS proposal, an increase in revenue
requirement is avoided by assuming that the remaining life for
nongathering transmission plant is slightly longer. This does not
preclude PG&E from segregating gathering and rongathering plant for
the purpose of establishing appropriate depfeciation rates for
nongathering plant in future general rateo cases. We believe this
approach is sensible and will adopt it

* ne _Mem anguam A )

Halances.

D.89-04-089 commented that we must determine the disposition of

order PG&E to refund balancing account accruals
to the customeys who originally paid the gathering charges. We
will not ordey PG&E to make refunds back to January 1, 1989. )
PG&E’s charges at that time were pursuant to effective tariffs and
therefore lawful. PG&E should eliminate the memorandum account as
soon as refunds are made.
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' which is adopted only for purposes of comparing the cost of
California gas to out~of-state gas costs) divided by eight. That
amount is to be divided by current transportation volumes
(including interutility volumes effective the date the interutml;ty .
rate includes an allocation of gathering costs) because revenue is
recovered through transportation rates. This amount shalr be used
for ratemaking purpeses until the account is zero. ,/’

PG&E will also be ordered to enter into that account any
reductions in revenue requirement associated with the sale of
gathering plant, including a factor for reduceﬁ expenses. It will
enter into the GGTA any increases in revequé”requirement associated
with the new investments in gathering plant which result from
existing contractual obligations. a/

When the balance in the GGTA is zero, we will assume, for
purposes of addressing PG&E’S squencxng decisions and
determinations of fair market veiue, that PG&E no longer incurs gas
gathering costs. At that time/'transportation rates will fall %o
reflect a lower rate base. PG&E will still incur 0&M and related
expenses for plant it may st111 own. For simplicity and because
those expenses are likely’ “to be small, we will require PG&E to
eliminate the charge alﬁbgether, even though 0O&M costs will
continue to be 1ncurred As PG&E’s gathering operations are phased
out, expenses will fell. In the meantime, O&M costs will be
allocated to transpcrtat;on and interutility rates unless we
determine that t@éy should be allocated elsewhere.

o‘.

x-‘\“r‘"‘ 1! ! . v » ! ! ! 2 E EE E] !

CIPA and GPGG ask the Commission to adopt specific rules
which seek/ﬁo»prohibit discriminatory treatment of California gas
producers who seek to connect to PG&E’s plant. CIPA states that
clearly-itated prineiples and procedures designed to limit
discrimipetion are essential in order to maximize the benefits of

J
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we Wwill order PG&E to establish a Gas Gathering Tracking Account

(GGTA). The purpose of the account will be to tragk the costs and
revenues associated with gas gathering for the purpose of

deternining when to discontinue gas gathering: rges. The account

will also provide ratemaking information regarding remaining gas \///
gathering rate base. The account will not/be considered a

balancing account; that is, PG&E will st¥ll be at risk for recovery
of transportation revenues pursuant to Our regulatory program.

PG&E will initially enter ixto the GGTA the net plant
adopted in this decision. PG&E sha)Yl deduct from the amount the
book value (net plant) for any facAlities sold and subtract the
average depreciation expense (copputed as adopted depreciation
expense divided by adopted California production) for each Mcf of
gas produced and flowing throwgh the gathering system.

It will enter into/the GGTA any increases in revenue
requirement associated witly the new investments in gathering plant
which result from existing contractual obligations. PG&E shall
also establish a memorandum account which tracks revenues received
for gas gathering plant/. Those revenues will be used to reduce
total revenue requirement.

When the bhalance in the GGTA is zero, we will assume, for
purposes of addresséng PG&E’s sequencing decisions and
determinations of /fair market value, that PG&E no longer incurs gas
gathering costs./ At that time, transportation rates will fall to
reflect a lower/rate base. PG&E will still incur O&M and related
expenses for pilant it may still own. For simplicity and because
those expenseg are likely to be small, we will require PG&E to
eliminate thg¢ charge altogether, even though O&M costs will
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California gas production. GPGG states that such rules are
necessary because of PG&E’s monopsony position in the market (that
is, PG&E is the sole purchaser of California gas).

CIPA and GPGG propeose several specific rules. They i
generally impose information requirements on PG&E, and require PG&E
to hook up new wells within certain time periods. -

Discussion. We decline to adopt spec;t;g/xules regarding
producer interconnection to PGLE’s system for sevexal reasons.
California gas producers are already protected ﬂrom arbitrary
discrimination by PG&E under Public Utilities ode Section 453,
which states that ”No public utility shally/é/cto rates, charges,

service, facilities, or in any other respeCt...subject any
corporation or person to any prejudice or disadvantage.” Section
785 establishes policy which provides & preference for California
natural gas when its price and quai}ﬁgaare comparable to gas from
other sources. We expect PGLE toj omply with these laws.

We did not anticipate addressing rules for access to PGEE
plant in this proceeding. On tHat basis alone, we could deny the

relief sought by GPGG and CIPA. That procedural matter
notwithstanding, the evidence does not demonstrate that California
gas producers are, because of PGLE’s market position, incapable of
negotiating fair and reasonable contracts with PG&E. PG&E is no
longer the only purchaser of California natural gas: under our new
regulatory program, thl'ﬁ-partxes,may purchase and transport
California gas. Nor goes the evidence demonstrate that PG&E has
denied producers timely access to its systen.

Even if GPéG and CIPA had provided evidence to show that
PG&E possesses unequal bargaining power or denies producers timely
and fair access td/lts system, the evidence does not demonstrate
that the proposed rules would redress any imbalance in bargaining
power between Pd&E and the producers.

In ge%eral, we believe PG&E and California producers
should negot;aée contracts suited to the specific circumstances of -




1.88=11-012 ALJ/KIM/fs *

continue to be incurred. As PG&E’s gathering operations are phased
out, expenses will, fall. In the meantime, O&M costs will be
allocated to transportation and interutility rates unless we
determine that they should be allocated elsewhere.

X. Nopdiscriminad to PGSE P]

CIPA and GPGG ask the Commission to adopt
which seek to prohibit discriminatory treatment of/California gas
producers who seek to ceonnect to PG&E’s plant. LIPA states that
clearly-stated principles and procedures desigfied to limit
discrimination are essential in order to ize the benefits of
California gas preduction. GPGG states t such rules are
necessary because of PG&E’s monopsony pofition in the market (that
is, PG&E is the sole purchaser of California gas).

CIPA and GPGG propose seveyxal specific rules. They
generally impose information requiréments on PG&E, and require PGSE
to hook up new wells within cert time periods.

Riscusasion. We declire to adopt specific rules regarding
producer interconnection to E’s system for several reasons.
California gas producers are/already protected from arbitrary
discrimination by PG&E undgr Public Utilities Code Section 453,
which states that ”No public utility shall, as to rates, charges,
service, facilities, or/in any other respect...subject any
corporation or person Lo any prejudice or disadvantage.” Section
785 establishes poli¢y which provides a preference for Califormia
natural gas when itg price and quality are comparable to gas from
other sources. We¢ expect PGAE to comply with these laws.

We did/net anticipate addressing rules for access to PG&E
plant in this pfoceeding. On that basis alone, we could deny the
relief sought by GPGG and CIPA. That procedural matter
notwithstanding, the evidence does not demonstrate that California
gas producers are, because of PGSE’S market position, incapable of
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the producer, PG&E, and the facilities involved. We will not adopt
any rules at this time addressing producer access to PG&E plant.
conclusion

This decision adopts gas gathering costs whicbhb PG&E
should apply in sequencing decisions and in determining ggir market
value. In general, we find that PG&E should phase out its
investments in gas gathering in oxrder to promote a more efficient
and equitable gas market. To that end, we-requ%;e/bc&z to sell
gathering plant for which it can receive at least net book value of
that plant and state our intention to disconﬂiﬁue including in
revenue requirement the costs and expenses/gssociated with
additions to PGLE’s gas gathering plant

Our implementation of the E;amework adopted in this
decision is developed with adminiss;ative simplicity in mind. The
adopted gas gathering cost is an estimate which, while not perfect,
should fulfill our major objec2y4é of permitting PG4E to compare
more accurately the prices of California gas and gas from other
sources.

In recognition that perfect costing and pricing
information is not available, and its development is too costly for
the purpose at hand, we/will not entertain any meodifications to the
revenue reguirement oxr’ cost of gathering adopted in this decision.
If the GGTA appears 63 be amortizing at a significantly slower or
faster pace than we/;nticipate in this decision, we will ¢onsider
changing PG&E’S %'ansportatian rates to adjust the pace of account
amortization. That adjustment and change in transportation rates
would require Q/correSponding change to the gas gathering charge.

Fine&ly, we believe our decision today is fully
consistent w%th code sections which seek to promote California gas
production, while assuring California gas consumers receive low
cost gas s?pplies, The gas gathering charge reflects both the cost
of a sexvice PG&E provides to California gas producers, and the

/
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negotiating fair and reasonable contracts with PG&E. Peﬁi’is no
longer the only purchaser of California natural gas: under our new
regulatory program, third parties may purchase and

California gas. Nor does the evidence demonstrate/that PGLE has
denied producers timely access to its systen.

Even if GPGG and CIPA had provided eyidence to show that
PG&E possesses unequal bargaining power or defiies producers timely
and fair access to its system, the evidence/does not demonstrate
that the proposed rules would redress any alance in bargaining
power between PG&E and the preducers.

In general, we believe PG&E and California producers
should negotiate contracts suited to Ahe specific circumstances of
the producer, PGLE, and the facilitfes involved. We will not adopt
any rules at this time addressing/producer access to PGSE plant.
conclusion

This decision adopts gas gathering costs which PG&E

4. should apply in sequencing de¢gisions and in determining faixr market
value. In general, we find Lhat PG&E should phase out its
investments in gas gathering in order to promote a more efficient
and equitable gas market. / To that end, we require PG&E to sell
gathering plant for whiclf it can receive at least net book value of
that plant and state ouy intention to discontinue including in
revenue requirement the¢ costs and expenses associated with
additions to PG&E’S gis gathering plant.

our impleméntation of the framework adopted in this
decision is developed with administrative simplicity in mind. The
adopted gas gathering cost is an estimate which, while not perfect,
should fulfill ouf major objective of permitting PG&E to compare
‘more accurately the prices of California gas and gas from other
sources.

In §ecognition that perfect costing and pricing
information is not available, and its development is too costly for
the purpese It hand, we will not entertain any modifications to the
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relative efficiency of California gas supplies resulting from their
close proximity to PG&E customers.
Pindi ¢ Fact

1. X.88~11-012 was opened to investigate the cost of PG&E’s |
gas gathering facilities and whether PG&E should continue to own
gas gathering facilities in Califormia. ’

' 2. D.89=-04-089 required PG&E to eliminate from its
transportation tariffs the gas gathering surcharéé pursuant to the
Commission’s interpretation of SB 1937.

3. On August 18, 1989, PG&E, DRA, 3na TURN filed a
settlement in this proceeding. Eecause the settlement was filed
shortly before initiation of hearings,
settlement would be considered after/the completion of hearings.

4. PG&E performs gas gathering and processing services for
California gas producers.

5. The gas PG&E receive from out-of-state arrives at the
California border already ggphered'and processed. The price of
that gas to PG&E includes the cost of gathering and processing.

6. PG&E has 1mputed $.34 into the total cost of California
gas for purposes of compérzng California gas prices to the prices
of out-of-state supplmes and determining the ”fair nmarket value” of
California gas supplfés. :

7. The purp?se of determining the actual cost of PG&E’s gas
gathering and prgpessing operations is to permit more accurate
comparisons of the prices of California gas and ocut-of~state gas.

8. The FERC's 7primary function test” provides general
guidance in dezmnan PG&E’s gas gathering facilities. Strict
application of that test, howevexr, would not permit 2 de:znit;on of
PG&E’S gas/gatherxng facilities which would fulfill the
Commission/s objectives in this proceeding.

9./fcas gathering, for purposes of this proceeding, includes
all processing facilities required to make the quality of
Calizorpia-gas,comparable to that of out-of-state gas supplies.

. ‘!'
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revenue requirement or cost of gathering adopted in this Qecision.
If the GGTA appears to be amortizing at a signiticantly;slower or
faster pace than we anticipate in this decision, we will consider
changing PG&E’s transportation rates to adjust the pdée of account
amortization. That adjustment and change in'transﬁbrﬁhtion rates
would require a corresponding change to the gas/gathering charge.

Finally, we believe our decision today is fully
consistent with code sections which seek to/promote California gas
production, while assuring California g:ﬁ/éonsumers receive low
cost gas supplies. The gas gathering chiarge reflects both the cost
of a service PG&E provides to Califorpia gas producers, and the
relative efficiency of California ¢g3é supplies resulting from their
close proximity to PG&E customers.
rindi ¢ Fact

1. IX.88=11-012 was opened to iavestigate the cost of PGLE’s
gas gathering facilities and )hether PG&E should continue to own
gas gathering facilities in/aliformia. '

. 2. D.89~04-089 required PG&E to eliminate from its
transportation tariffs tife gas gathering surcharge pursuant to the
commission’s interpretafion of SB 1937.

3. On August 1§, 1989, PG&E, DRA, and TURN filed a
settlement in this pYoceeding. Because the settlement was filed
shortly before initiation of hearings, the ALY ruled that the
settlement would bhe considered after the completion of hearings.

4. PG&E porforms gas gathering and processing services for
California gas producers.

5. The gas PG&E receives from cut-of=-state arrives at the
California botder already gathered and processed. The price of
that gas to/PG&E includes the cost of gathering and processing.

gas for phrposes of comparing California gas prices to the prices v//

the 7fair market value” of California gas supplies.

- 36 =




I.88~11-012 ALJ/KIM/fLs

10. Gas gathering facilities which are required to make the
quality of California gas comparable to ocut-of-state gas includes
compressors, odorizers, mixing equipment, and dehydratorxs.

11. Siting processing facilities downstream from gas wells .’W
and fields permits efficient use of those facilities, especia%}y”////
since processing facilities tend to have a useful life which/is
longer than the average producing life of a well.

12. PG&E estimates the ¢ost of gas gathering to $.48 per
decatherm.

13. PGLE’s .estimate of ALG costs is higher than what would be
expected for gas gathering operations. Gas gathering A&C expenses
are unlikely to be equal to the average spent/éor all gas
operations because gas gathering operations/are capital intensive.

14. PG&E estimated depreciation by ,asing historical values
for the depreciation reserve and by ap;!éing an eight-year
depreciation period to reflect the expected econcmic life of gas
production facilities.

15. The federal tax rate tog 1988 was 34%.

16. Franchise fees and uncollectibles expenses are not caused
by California gas producers. s

17. Averaging past pro%yéticn volumes for use in determining
2 per unit cost of gas gathgring overstates potential future
production since Californig’production volumes have fallen in
recent yeaxs. //

28. In calculating/”fair market value,” PGLE applies the cost
of gas gathering to california gas but not to out-of-state gas
because PG&E does not/ﬁerrorm gas gathering services for
out=-of-state produce;s.

19. California gas requires significantly less transportation
than out-of-state gas. California gas is produced relatively close
to PG&E‘’s largestjéas markets in contrast to gas received from
Canada and the southwest.

!
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7. The purpose of determining the actual cost of PG&E’s gas
gathering and processing operations is to permit more accurate
comparisons of the prices of California gas and out-of-state gas.

8. The FERC’s “primary function test” provides general
quidance in defining PG&E’s gas gathering facilities. Str%gt//
application of that test, howaever, would not permit a definition of
PG&E’s gas gathering facilities which would fulfill th
Commission’s objectives in this proceeding.

9. Gas gathering, for purposes of this prgceeding, includes
all processing facilities required to make the
California gas comparable to that of out-of-gtate gas supplies.

10. Gas gathering facilities which are required to make the
quality of California gas comparable to Sut-of-state gas includes
compressors, odorizers, mixing equipmefit, and dehydrators.

11l. Siting processing facilitjés downstream from gas wells
and fields permits efficient use those facilities, especially
since processing facilities tend/ to have a useful life which is
longer than the average producdng life of a well.

12. PG&E estimates the/cost of gas gathering to be $.48 per
decatherm.

13. PG&E’s estimate/ of A&G costs is higher than what would be
expected for gas gathering operations. Gas gathering A&G expenses
are unlikely to be equal to the average spent for all gas
operations because gis gathering operations are capital intensive.

14. PG4E estimated depreciation by using historical values
for the depreciation reserve and by applying an eight-year
depreciation igﬁiod to reflect the expected economic life of gas
production fagilities.

5. T /tederal tax rate for 1988 was 34%.

16. anchise fees and uncollectibles expenses are not caused
by California gas producers.

17/ Averaging past production volumes for use in determining

it cost of gas gathering overstates potential future
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20. Applying a gas gathering charge according to the costs of
serving individual gas fields would create administrative burdens,
the disadvantages of which would not be offset by potential '
improvements in efficiency or ability to recover revenueﬂf’////
requirement.

21. Requiring PG&E to form a separate gas gaghering
subsidiary would cause lost economies of scope without providing
offsetting benefits.

22. PG&E’s ownership of gas gatherxng/:acmlxt;os may fail %o
promete efficient pricing policies and 1nvestment decisions.

23. Ratepayers will not be harmed by divestiture if PG&E
receives net book value or more for gaxherxng facilities.

24. Some of PG&E’s existing gas gathering facilities are
required to assure the safe operatfbn of PG&E’s system, toO serve
end-use custonmers, or to ful:ill,exlstzng contract obligations.

25. Gas gathering operat;ons need not be provided by public
utilities. x

26. Gas producers are'more likely than PG&E to make

economically efficient 1nvestment decisions regarding gathering
plant. ’

27. The costs of gas gathering are currently allocated %o
transportation rates but noet to interutility rates. Accordingly,
on-system customers;pay for the costs of gathering and pro¢essing
California gas butiérf-system customers do not.

28. Acceleryting-cost recovery of gas gathering plant is
consistent with the objective of phasing out PG&E’s investments in
gas gathering_aiant.

29. Accelerating cost recovery of gas gathering plant will
not recquire - change in cost allocation.

30. Accelerating cost recovery of gas gathering plant will
not increase PGSE’s revenue requirement if transmission plant not
related tofgatherzng is depreciated over a period slightly longer
than the exzstxng per;od of 23 years.

{
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production since California production volumes have fallen in
recent years. '

18. In calculating ~fair market value,” of California gas,
PG&E considers the cost of gas gathering to Califormia gas but not
for out-of-state gas because PG&E does not perform gas gathering
services for out-of-state producers.

19. The fact that California gas requires signizzcantly less
intrastate transportation than out-of-state gas is one factor that
may be considered in other proceedings where PG&E’S purchasing
practices may be considered. )

20. Applying a gas gathering charge according to the costs of
serving individual gas fields would create administrative burdens,
the disadvantages of which would not be offset by potential
improvements in efficiency or ability to recover revenue
requirement.

21. Requiring PG&E to form a separate gas gathering
subsidiary would cause lost economies of scope without providing
offsetting benefits.

22. PG&E’s ownership of gas gathering facilities may fail to
promote efficient pricing policies and investment decisions.

23. Ratepayers will not be harmed by divestiture if PG&E
receives net book value or more for gathering facilities.

24. Some of PG&E’S existing gas gathering facilities are
required to assure the safe operation of PG&E’s system, to serve
end-use customers, or to Lulfill existing contract obligations.

25. Gas gathering operations need not be provided by public
utilities.

26. Gas producers are more likely than PGC&E to make
economically efficient investment decisions regarding gathering
plant.

27. The costs of gas gathering are currently allocated to
transportation rates but not to interutility rates. Accordingly,
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' 31. The evidence does not demonstrate that California gas
producers cannot, because of PG&E’s market position, negotiate fair
and reasonable contracts with PG&E, or that the rules proposed by .
CIPA and GPGG would redress any problems related to unequal
bargaining power between PG&E and California gas producers.

32. D.89-04-089 ordered PG&E to establish a gas gatiering
memorandum account in which PG&E would enter revenues/peceived for
gas gathering charges billed to transportation custoxers.
conclusions of Law

1. The Commission should deny PG&E’s motion to adopt the
settlement signed by PG&E, DRA and TURN.

2. PGLE’s definition of gas gathering facilities is
reasonable because it includes tacilitig which are required to
make California gas of comparable quality to out-of-state gas.

3. Nothing in this decision should be construed as a finding
of the reasonableness of PG&E’S igy@stmentS-in gas gathering
facilities. t//

4. GPGG’s method for estimating A&G costs associated with
gas gathering is reasonable.

5. PG&E’s use of an eight-year depreciation rate for
calculating annual depreg;ation expense is reasonable because gas
wells have an average expected production life of about eight
years. ' ///

6. PG&4E’s use /0f a 23-year average remaining life for
purposes of determining rate base is reasonable because it reflects
historical treatment of gathering facilities. .

7. It is-réasonable-toluse 1988 federal tax rates, money
costs, and ratg/éf return in calculating the cost of PG&E’s gas
gathering system.

8. Franchise fees and uncollectibles should not be allocated
to the cost gf gas gathering because California gas producers are
not responsi%le for the incurrence of those costs.
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on-system customers pay for the costs of gathering and processing -
California gas but. off-system customers do not.

28. Accelerating cost recovery of gas gathering plant i
consistent with the objective of phasing out PGLE’s investments in
gas gathering plant.

29. Accelerating cost recovery of gas gathering plant will
not require a change in cost allocation.

30. Accelerating cost recovery of gas gather%pg plant will
not increase PG&E’s revenue requirement if transmission plant not
related to gathering is assumed to have a remainiﬁg life which is
longer than the 23-year average for all transniésion plant.

31. The evidence does not demonstrate tﬁ&t California gas
producers cannot, because of PG&E’s market position, negotiate fair
and reasonable contracts with PG&E, or thﬁﬁ the rules propeosed by
CIPA and GPGG would redress any problemg/related to unequal
bargaining power between PG&E and California gas producers.

32. D.89-04-089 ordered PG&E to establish a gas gathering
menorandum account in which PG&E would enter revenues received for
gas gathering charges billed to-traﬁﬁportation customers.
conclugsions of Law

1. The Commission should/dé:y PG&E’s motion to adopt the
settlement signed by PG&E, DRAYand TURN.

2. PG&E’s definition of gas gathering facilities is
reasonable because it includes facilities which are required to
make California gas of compérable quality to out-of~state gas.

3. VNothing in this/decision should be construed as a finding
of the reasonableness of/ PG&E’s investments in gas gathering
facilities.

4. GPGG’s method for estimating A&C costs associated with
gas gathering is.readgnable.
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9. It is reasonable to use 1987 California gas production
volumes in determining the per unit cost of gas gathering services.

10. A reasonable estimate of PG&E’s cost of gas gatliering is
$.294 per decatherm. -

e

11. It is reasonable to discount the cost of ¢ gatherlng to
account for the shorter distances required to transport/galmfornxa
gas compared to out-of-state gas supplies. That discount should be
based on the embedded cost of Line 300 and Line/400,/which
transport out-of-state gas supplies.

12. It is reasonable to assume that C %;ornia gas is
transported within California, on average/ approximately 300 miles
less than out=-of~-state gas supplies.

13. It is reasonable to discoun She gas gathering cost by
$.072, for purposes of determining t e/cost of California gas
relative to out-of-state gas, to a 'ount for the shorter distances
recquired to transport California as.

14. The Commission shoulﬁ/not require PG&E to “deaverage” gas
gathering charges by production area for purposes of sequencing.

15. PG&E should not be <équzred to calculate and c¢harge
separate rates for processigg. The gas gathering charge and costs
used to determine them in f£his proceeding should include the costs
of processing.

16. PG&E should ég requ;red to sell gas gathering facilities
for which it can recover at least the depreciated book value of
those facilities, ané/:hich are not required to assure safe
operation of PG&E'%ngstem, to serve end-use customers, or to
fulfill existing oontract obligations. The plant should be
auctioned and soré to the highest bidder and bids for such
facilities should be solicited with 120 days of the effective date

/ Thereafter, PG&E should be required to sell
facilities to interested buyers at or above net book value.

17. PG&E should be required to submit to CACD maps which
identmry gas gather;ng facilities which should not be offered for

\\
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5. PG&E’s use of an eight~year depreciation rate for
calculating annual depreciation expense is reasonable because gas
wells have an average expected production life of about eig
years.

6. PG&E’s use of a 23-year average remaining life’ for
purposes of determining rate base is reasonable becausé'it reflects
historical treatment of gathering facilities.

7. It is reascnable to use 1988 federal rates, money
costs, and rate of return in calculating the cos¥ of PG4E’s gas
gathering system.

8. Franchise fees and uncollectibles ghould. not be allocated
to the cost of gas gathering because California gas producers are
not responsible for the incurrence of thoge costs.

9. It is reasonable to use 1987 c‘&ifornia gas production
volumes in determining the per unit cogt of gas gathering services.

10. A reasonable estimate of PGXE’Ss cost of gas gathering is
$.294 per decatherm. ' Sd// A

11. It is reasonable to-di/'ount the cost of gas gathering to
account for the shorter distances required to transport California
gas compared to out-of-state gdé supplies. That discount should be
based on the embedded cost o Line 300 and Line 400, which
transport out-of-state gas dﬁpplies-

12. It is reasonable/to assume that California gas is
transported within Caligﬁénia, on average, approximately 300 miles
less than out-of-state gas supplies.

13. It is reasq,able to discount the gas gathering cost by
$.072, for purposeslp: deternining the cost of California gas
relative to out-of-spate gas, to account for the shorter distances
required to transport California gas.

14. The Copm ission should not require PG&E to “deaverage” gas
gathering charges by production area for purposes of sequencing.

1s. PG%;'should not be required to calculate and charge
separate rates for processing. The gas gathering charge and costs
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sale, consistent with this decision. PG&E should be required to
provide copies of those maps to interested parties, upon request.

18. PG&E should not be permitted to include in future rate
base or revenue requirement the costs or expenses assoclated with
additions to gas gathering plant, except new construction which is
required to fulfill existing contract obligations.

19. PG&E should be permitted to construct gas gathering plant”
if the costs of that construction are fully recovered from th
buyers of that construction service.

20. Gas gathering costs should be allocated to 1nteruti11ty
rates equal, on a cents per therm basis, teo the amounts allocated
to transportation rates. PG&E should medify, in ;ﬁl test year 1990
ACAP, interutility rates to reflect an allocat;on of the costs of
gas gathering as set forth in this decision.

21. PG&E should be required to 1mplepent accelerated

depreciation of its gas gathering plant?;’

22. SB 987 will not ke violated r! PG&E accelerates
depreciation of its gas gathering plant because costs will not be

reallocated between customer classes-

23. The period of depreczation for transmission plant should
be lengthened so as to avoid 3;revenue requirement increase which
would otherwise occur due tgwaccelerating depreciation of gathering
plant over an eight-year period.

24. Section 453 proﬁécts California gas producers from any
prejudice or disadvantage by PG&E.

25. Section 785‘g§tablishes policy which states a preference
for California gas wgen the price and quality of that gas is
comparable to gas from other sources.

26. PG&E should be required to establish a Gas Gathering
Tracking Account CGGTA) to track costs and revenues associated with
gas gathering co;ts and expenses, as set forth in this decision.

27. PGLE should be ordered to refund revenues for gas
gathering chardés billed between February 8, 1989 and April 26,
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1

used to determine them in this proceeding should include the costs
of processing. '

16. PGSE should be required to sell gas gathering facilities
for which it can recover at least the depreciated boe}/value of
those facilities, and which are not required to assure safe
operation of PG&E’s system, to serve end-use custoﬁérs, or to
fulfill existing contract obligations. The piz?évshould be
auctioned and sold to the highest bidder and bids for such
facilities should be solicited with 120 days/of the effective date
of this order. Thereafter, PG&E should be/required to sell
facilities to interested buyers at or above net boox value.

17. PG&E should be required to-suﬁﬁit to CACD maps which
identify gas gathering facilities whic¢h should not be offered for
sale, consistent with this decision./ PG&E should be required teo
provide copies of those maps to ingprested parties, upon request.

18. PG&E should not be permitted to include in future rate
base or revenue requirement the cgsts or expenses associated with
additions to gas gathering plant{ except new construction which is
required to fulfill existing contract obligations.

19. PG&E should be pe R tted to construct gas gathering plant
if the costs of that construction are fully recovered from the
buyers of that constructio?/service.

20. Gas gathering costs should be allocated to interutility
rates equal, on a centsrpér thernm basis, o the amounts allocated
to transportation rates/ PGLE should modify, in its test year 1990
ACAP, interutility ragps to reflect an allocation of the costs of
gas gathering as set forth in this decision.

2)l. PG&E should ke required to implement accelerated
depreciation of its/gas gathering plant.

22. SB 987 will not be violated if PGSE accelerates
depreciation of f%s gas gathering plant because costs will not be
reallocated between customer classes.
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1989. Those refunds should be made to the customers who originally
paid the charges.

QRDER

ot

IT IS ORDERED that: /

1. The motion of Pacific Gas and Electric Company (PGEKE) to
adopt its settlement with the Division ¢f Ratepayer Advocates (DRA)
and Toward Utility Rate Normalization (TURN) is denied.

2. PG&E shall submit to the Commission Adg}gg}y and
Compliance Division (CACD), within 60 days of }he effective date of
this oxrder, maps identifying gathering plant pursuant to this
decision. It shall provide copies of those maps, upon request, to
all interested parties.

3. PG&E shall, within 120 dayg/ot the effective date of this
order, solicit bids for the sale of /gas gathering facilities,
pursuant to this decision. Following the completion of the initial
auction, PG&E shall sell to any/interested party gas gathering
facilities at or above depreeﬁﬁted bock value, pursuant to this

decisien.
4. PG&E shall filzyfi; its 1990 Annual Cost Allocation
Proceeding, a rate prop3 al allocating an equal share of gas
gathering costs, on a cents per therm basis, to interutility rates
and transportation ratés.

5. PG&E shall/establish a Gas Gathering Tracking Account
(GGTA) , and enter into that account revenues and costs associated
with gas gathering{ consistent with this decision.

/
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23. The period of depreciation for nongathering transmission
plant should be assumed to be longer than the 23=year average so as
to aveoid a revenue requirement increase which would otherwise occur
due to accelerating depreciation of gathering plant over an
eight-year period.

24. Section 453 protects California gas producers from any
prejudice or disadvantage by PGLE. '

25. Section 785 establishes policy which states a preference
for California gas when the price and quality of that gas is
comparable to gas from other sources.

26. PGSE should be required to establish a Gas Gathering
Tracking Account (GGTA) to track costs and revenues associated with
gas gathering costs and expenses, as set forth in this decision.

27. PG&E should be required to establish a memorandum account
which shall track revenues from the sale of gathering plant. Those

revenues shall be used in the future to reduce PG&E’s revenue
requirement.

28. PG&E should be ordered to refund revenues for gas
gathering charges billed between February 8, 1989 and April 26,
1989. Those refunds should be made to the customers who originally
paid the charges.

QRDER

IT IS ORDERED that:

1. The motion of Pacific Gas and Electric Company (PG&E) to
adopt its settlement with the Division of Ratepayer Advocates (DRA)
and Toward Utility Rate Normalization (TURN) is denied.

2. PGSE shall submit to the Comnission Advisory and
Compliance Division (CACD), within 60 days of the effective date of
this order, maps identifying gathering plant pursuant to this

decision. It shall provide copies of those maps, upon request, to
all interxested parties.
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' 6. PG&E shall refund the balances in the memorandum account
established in Decision (D.) 89-02-030. The refunds shall be made
to those customers who paid the gas gathering surcharge for
services rendered between February 8, 1989 and April 26, 1989.

This order is effective today.

Dated , &t San Francisco, California.

-
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3. PG&E shall, within 120 days of the effective date of this
order, solicit bids for the sale of gas gathering facilities, '
pursuant to this decision. Fellowing the completion of the initial
auction, PG&E shall sell to any interested party gas gathering
facilities at or adove depreciated book value, pursuant to this
decision. PG&E shall within 150 days of the effective date of this
order, designate the winning bidders. At this time, PG&E must
inform CACD and DRA of the identity of all winning bidderxs, and the
price paid. In the event that the purchase of gas facilities,
whether through the initial bidding procedure, or subsequent to the
initial auction, is by a PG&E subsidiary or affiliate, PG&E shall
so inform CACD and DRA, and the Commission reserves the right to
review the terms and conditions of any such transaction to '
determine that the transaction was an ”“arms-length” transaction.

4. PG&E ghall file, in its 1990 Annual Cost Allocation
Proceeding, a rate proposal allocating an equal share of gas
gathering costs, on a cents per therm basis, to interutility rates
and transportation rates.

5. PG&E shall establish a Gas Gathering Tracking Account
(GGTA), and enter into that account revenues and costs associated
with gas gathering, consistent with this decision.

6. PG&E shall establish a memorandum account in which it
shall enter amounts received zrog the sale of gathering plant.
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7.

PG&E shall refund the balances in the memorandum account
established in Decision (D.) 89~02-030.

The refunds shall be made
o those customers who paid the gas gathering surcharge for

services rendered between February 8, 1989 and April 26, 1989.

This order is effective today.
Dated

CEC 6198 , at san rrancisco, California.

G. MITCHELL WAK

President
FREDERICK R. DUDA
STANLEY W. HULETT
JOHN B. OHANIAN
PATRICIA. M. ECKERT

v/
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Respondent. Judi X. Mosley, Joshua Barlev, and Shirley A. Woo,
Attorneys at law, for Pacific Gas and Electric Company.

Interested Parties: §. Havden Ames, Attorney at law, for
Chickering & Gregory PAatXick J. Bowexr, Attorney at Law//end
Randy Baldschun, for City of Palo Alto; Barkovich & Xap, by

vich, for State of New Mexico 0il Conservation

Baxbaxa R. Barkovigh
Division; Brady & Berliner, by Regex Bexliner, Attorney at law,
and Tom Beach, for Canadian Producer Group (Anderson

Explorat;on, Amoco Canada, Chevron Canada, Gulf Canada, Home
0il, and Petro Canada); M. J. Castxo, for Casex Company; Kaxen
Edson, for KKE & Associates; Mighel Peter Florio, Attorney at
Law, for Toward Ut;lzty Rate Normalizations Messrs. Armour, St.
Jonn, Wilcox, Goodin & Schlotz, by Barbara Snider, Attorney at
Law, for Steve Harxis, for Transwestern/Pipeline Company;
Messrs. Axmour, St. John, Wilcox, Goodin & Schlotz, by Barbara
Snider, Attorney at lLaw, for James Squexi., Attorney at Law, for
Enron Corporation: Rand L. Havens, for Mission Resources;
Messrs. Luce, Forward, Hanmilteon & Scrxpps, by Steven S. Wall,
John W. Leslle, and Daniel A. Lawton, Attorneys at Law, for Gas
Producer Gathering Group (Chevroen USA, Inc., Unien Oil Company
of California, Texaco, and Mobil Oil Corporation):; Henxy E.
Lippitt, IX, Attorney at law, for California Gas Producers
Association; Messrs. Graham & James, by Maxtin A. Mattes,
Boris H. Lakusta, and Peter W. Hanschen, Attorneys at law, for
Amerada Hess Corporation; Messrs. Squire, Sanders & Dempsey, by
Keith McCrea, Attorney at.law, for California Industrial Group:
Pasrick Meponnell, for Agland Energy Services, Inc.: Steven M.
Cohn, Attorney at Law, for California Energy Commission; Judy
Obst and Barton M. Myerson, Attorneys at Law, for San Diego
Gas & Electric Company; O’Rourke & Company, by Ihomas J.
Q’Rourke, for Southwest Gas Corporatmon, Andrew Safir, for Gas
Producer Gathering Group and City of Palo Alto; J.

, for Atlantic 0il Ceompany: Dennis Shigeneo, for UNOCAL;

Messrs. Skaff & Anderson, by Andrew J. Skaff, Attorney at law,
for Natural Gas Clearinghouse; Messrs. Downey, Brand, Seymour &

Rohwer, by Rhilip A. Stohr, Attormey at law, for Callfornma
Independent Petroleum Association and David Choisser, TXO
Production Corporation; David_Choisser, for TXO Preoduction
carporatlon and California Independent Petroleum Association:

Bxian_Sway, for Capitol 0il Coxporation; Messrs. Morse, Richard,
Weisermiller & Associates, by Robert B. Weisenmiller, for Morse,

Richard, Weisenmiller & Associates, Inc.; Richard . Baish,
Michael Ferguson and Randolph L. ¥Wu, by Phyllis Huckabee,
Attorney at law, for El Paso Natural Gas Company: E.. D. Yates,
for Calxtornia‘neague of Food Processors, L. Exkie, for Southern

.
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California Gas Conpany; Kevin Weoodruff, for Henwood Energy .
Services, Inc.; and Adrian J. Hudsen and Messrs. Barakat, I-Iowa.rd .
& Chamberlin, by Nangy Thompseon, for themselves.

Division of Ratepayer Advocates: Kazthleen &. Maloney., Attorney at
Law, and Briap Schumaghexr. e
&t

Commission Advisory and Compliance Division: Leorann King and

(END OF APPENDIX A)
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