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OPINION

In this order we address the annual cost allocation
proceeding (ACAP) applications of Southern California Gas Company
(socal) filed April 12, 1989, and San Dieqo Gas and Electric
Company (SDG&4E) filed, May 4, 1989.

Summary

This decision requires SoCal to reduce rates in the
aggregate by $43.6 million for the test period through’

Séptember 30, 1990. SoCal’s residential rates are decreased 0.5%,
and commercial rates are increased 5.5%. Avérage SoCal noncore
transportation rates, exclusive of forecast increases in the cost
of gas, are decreased by 50%.

The:decision concludes that an appropriate forecast
weighted average price for Low Sulfur Waxy Residual 0il (LSWR) in
the singapore market for thé ACAP test peériod is $16.25. Based
upon this oil price forecast, and othér factors, wé adopt an
average spot gas price for the ACAP period of $2.19. We forecast
that SoCal system demand will exceed systéem capacity and that
Utility Electric Genération (UEG) curtailment will bé neceéssary
during the ACAP test period. Wé also concludé that any fuel
switching that may occur during the ACAP period will occur during
the same periods of time that curtajilments will be neécessary, and
are therefore not expécted to haveée an impact on system throughput.
We adopt a core weighted average cost of gas (WACOG) of $2.36/MMBtu
and a noncoré WACOG of $2.20/MMBtu,

In addition, we also adopt an equitable sharing approach,
récommended by the Commission’s Division of Ratepayer Advocates
(DRA), for the allocation of the direct billed portion of
interstate pipeline take-or-pay costs.




A.89-04-021, A.89-05-006 ALJ/EWO/tcg

This decision also requires SDG&E to decrease rates hy
$46.8 million. SDG&E’s residential rates are decreased 2.1%, and
commercial rates 2.3%. Average SDG4E noncoré transportation rates,
exclusive of forecast increases iIn the cost of gas, are decreased
by 30.5%.

II. Procedural Background

On May 1, 1988 theé Commission established a new
regulatory framework for cCalifornia gas utilities under which the
utilities are required to file annual ACAP applications. The
purpose of thesé ACAP proceedings {s to adjust gas utility rateées to
reflect annual changes in cost. Among the principle factors
considered in these proceedings aré: any changes in authorized
revenue requirement not previously reflected in rates; the
amortization of balancés in authorized balancing and traéking
accounts} forecast changeés in the cost of gas supplies reflected in
core customeér rateés; forecast throughput to customersj and changes
neceéssary to fairly allocate costs among the various customer
classes for thé oné yéar ACAP test period.

This is thé first ACAP proceeding for both SoCal and
SDG&E.,

In Application (A.) 89-04-021, SoCal requeéested that the
Commission reduce its revenue requirément by $23 million for the
test period October 1, 1989 through Septembér 30, 1989, The
réequested reduction is a result of séveral factors including an
overcollection in balancing and tracking accounts, a forecast
incréase in the cost of gas, and a reviseéd forecast of system
throughput. SoCal’s proposed raté design would increase
residential rates by 2%, and commercial rates by 5%. Noncore
transportation rates, exclusive of gas costs, would decrease by an
average of 17%.
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SoCal’s application reflects the effects of new long-tern
contracts that SoCal negotiated with its two largest customers,
SDG4E and Southern California Edison Company (SCE). These
contracts require approval of the commission in order to take
effect. If approved by thé Commission, they would fix the rates to
be paid by SDG&E and Edison for the ACAP period and would theréby
have a number of conséguéences for this proceeding. The proposed
contracts have been considered in Case (C.) 89-05-016 and the
assigned Administrative Law Judge (ALJ) in that proceeding has
issued a propnsed decision recommending that the contracts not be
approved. As a result of this recommendation, the proposed
decision in this proceeding has been based upon the assumption that
the ALJ¥’s recomnendation will be adopted.

In A.89-05-006, SDG&E also requestéd an overall rate
decrease, the amount of which was contingént upon the commission’s
review of the néw long-term contract betweén SDG4E and Socal.

Under the terms of the new contract, costs allocated by SoCal to
SDG&E would bé reduced from current leévels., If the contract is
approved, SDG4LE requests that its rates be reduced by $43.3 million
for the ACAP test period. If the new contract is not approved,
SDG&E requests a smalleér overall decrease of $26.1 million.

SDG&E’s requested reduction is a result of several factors in
addition to the proposed contract with SoCal. These factors
include an overcollection in balancing accounts, a forecast
réduction in rates chargeéed to SDG&E by SoCal, a revised forecast of
system throughput, and a number of changes SDG&4E proposés, in the
event thé SDG&E-SoCal contract is not approved, to the allocation
of SoCal’s fixed costs to SDG4E.

By ruling of the assigned ALY, the SocCal and SDG&E
applications wereé consolidated for hearing and decision.

In addition to the applicants, the following parties
actively participated in this proceeding: the Commission’s
Division of Rateépayer Advocates (DRA), Toward Utility Rate
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Normalization (TURN), Pacific Gas and Electric Company (PG4E),
Southern california Edison Company (SCE), the Southern California
Utility Power Pool and the Imperial Irrigation District
(SCUPP/11D), the City of Long Beach (Long Beach), theé california
Industrial Group and the California League of Food Processors
(CIG/CLFP), the california Cogéneration Council (ccc), the
Cogenerators of Southern California (CSC), Salmon Resources Ltd.
and Mock Resources, Inc. (Salmon/Mock), the Kelco Division of Méerk
& Company (Keélco), and thé Western Mobiléhome Association (WMA).
In addition to these parties, a brief was filed by the Department
of General Services of the State of california (DGS).

Eighteen days of hearings were held from July 11 through
August 4, 1989, and Phase I of this proceeding was submitted with
the filing of reply briefs on September 15, 1989.

III. SoCa)l Issues

A. Gas Throughput
Gas throughput is a measuré of thé total demand for

natural gas that can be supplied during the ACAP period. It
reflects forecast gas demand, forecast gas supply, and any
curtailments forécast during the ACAP period as a result of gas
supply or systeém capacity constraints. Throughput éstimates are a
key factor used in allocating costs among thé variocus classes of
customers and thus havé a direct éeffect on rates. Accurate
throughput estimateées are important in order to fairly allocate
costs among customeérs, and to provide the utlility with a fair
opportunity to earn its authorized rate of return.

SoCal and the DRA were the only parties to preéseént
completée gas throughput forecasts. SoCal forecasts total
throughput of 1,051 MMdth baséd upon total demand of 1,081.6 MMdth
and forecast curtaflment of 30.4 MMdth. DRA forecasts total deémand
and throughput of 1,146 MMdth. DRA forecasts no curtailment.
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DRA’s throughput forecast is approximately 64 MMdth, or 6 percent
higher than the conmpany’s.
1. Demand Models

The primary differences between the company and DRA
demand forecasts are in their forecasts of the noncore commercial,
noncore industrial, utility electric generation (UEG) and enhanced
oil recovery (EOR) sectors. Both SoCal and DRA used a combination
of econometric modeling and noneconométric approaches to develop
their demand forecasts. Their eéstimates for thé noncore commercial
and noncore industrial classes weré based upon économetric
modeling. UEG and EOR forecasts were developed exogénous to their
econometric models.

The SoCal and DRA econometric models are fundamentally
different in design. DRA’s model is a doubleée-logarithmic model,
linear in design. This type of model has béen frequently used in
the past in Commission proceedings, and is a form with which the
Commission is familiar., SoCal’s model is of an unusual nonlinear
design. DRA was unaware of, and SoCal was unable to cite, any
other utility that useés a nonlinear model to forécast gas demand.
Because of its nonlinear design, SoCal’s model is considerably more
difficult than DRA’s to understand and evaluate., 1In fact, DRA
testified that they were unable to thoroughly évaluate SoCal’s
model within the time constraints of this proceeding. DRA cited
several reasons for this including incompleté explanations from
SoCal, and the neéd for special computer software to which the DRA
did not have access.

It is cléar that a considerable amount of time and effort
went into the deveélopmeént of both the DRA and SoCal eéconométric
demand forecasting models. It is far less cléar, however, which
provides more accurate forecasts of gas demand.

Both mnodels produced acceptablé résults when run to
*backcast” 1988 demand, although DRA’s model produced results
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closer to actual recorded demand. DRA’s model was in érror by less
than 1%, whereas SoCal‘’s was in erxor by 2.04%.

The inability of the DRA to thoroughly evaluate SocCal’s
model within the schedule allowed for this proceeding, which
appears to be primarily a result of its nonlinear structure, causes
us considerable concern. In PG&E’s reécent ACAP decision, Decision
(D.) 8%-05-073, we expressed concern about the complexity of the
demand forecasting models used. The record in this proceeding has
done nothing to allay our concerns about the use of increasingly
complex econometric demand forecasting models. The models used to
forecast demand in Commission proceedings must be made accessible
and understandable to all parties with feasonable sophistication in
modeling techniques and an intérest in évaluating them. This is a
fundamental prerequisite to our adoption of any model or its
output. So long as reasonablé and reliable results can be
produceéd, we favor the usé of less complex models wherever
possible.-

Because of the inability of SoCal to adequately explain
its model, and becauseé of counterintuitive results cited by the
DRA, weé aré reluctant to adopt thé company’s demand forecast. We
are also reluctant to adopt SoCal’s forécasts because the input
data does not include 1988 data, and thus does not incorporaté the
efféects of changing customer behavior undér the new gas industry
structurée. As a result of these concerns, wé will adopt DRA’s
demand forecasts for most customer classes. We will not, however,
adopt DRA’s demand forécast in its entirety. Testimony identified
several problems with DRA’s modél, and as a result of thése-
problems our adoptéd demand forecasts for the commercial ahd
industrial noncore sectors aré slightly lower that DRA’s forécasts.
These adjustments are discussed in the sections which follow.

In spite of our decision to base our démand forecast on
DRA’s basic model, we acknowlédge that SoCal’s approach may have
theoretical advantages. We encourage SoCal and DRA to evaluate
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ways in which SoCal’s approach might be simplified and made more
easily understandable, and do not intend by this decision to rule
out the use of nonlinear models in future proceedings.

2. Alternate Fuel and Spot
Gas Price Porecasts

Forecast oil and spot gas prices are key inputs essential
for the development of accurate gas demand and throughput
forecasts. They are necessary to detérminée whethor fuel switching
will occur, and the extent to which it will occur during the ACAP
test period. They are also necessary to deévelop reasonable
estinatées of demand within customer classes, and thus are of
significant importance to cost allocation.

Alternate fuel and spot gas priceée foreécasts wére
developéd by soCal and DRA, and critiqued by nearly every othér
party appearing in thé proceeding., The following average alternate
fuel and spot prices were forecast by DRA and SoCal for the ACAP
period:

DRA Socal
($/MMBtu) ($/MMBtu)

Low Sulfur Waxy Résid. $3.56 $2.79

Los Angeleés No. 2 Diesel 4.66 3.77

Low Sulfur No. 6 3.24 2,57

Propane 3.97 3.97

Spot Gas 2.19 2.36

The differénces betwéen the DRA and SoCal forecasts of

Low Sulfur Waxy Residual 0i1 (LSWR), Los Angeles No. 2 diesel,
No. 6 low sulfur fuel oil (LSFO), and spot gas prices are a result
of different forecasting méthodologliés. - They also reflect
different assumptions concérning Organization of Petroleum
Exporting countriés (OPEC) actions and thé effect of gradually
declining exceéss deliverability of gas, sometimes referred to as
#*the shrinking gas bubble.” DRA did not indépendéntly forecast
propane, but has accépted SoCal’s forécast for purposes of this

ACAP.
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LSWR, No. 2, and No. 6
Alternate Fuels

The differences between the SoCal and DRA forecasts of
LSWR, No. 2 diesel fuel, and No. é fuel oil are a result of the use
of different methodologies for forecasting oil prices, and
differences in the oil price forecasts which result from the use of
these different methodolecgies.

DRA’s alternate fuel price forecasts are based upon DRA’s
forecast price of LSWR in the Singapore market, and upon trends in
the prices of No. 2 and No. 6 fueél oil. DRA forecast LSWR
Singaporée using several statistical methods that DRA has employed
in prior Energy Cost Adjustment Clause (ECAC) proceedings before
the Commission. Applying this approach, DRA forécast LSWR
Singapore to average $18.76/Bbl and to vary between $18 and
$21/Bbl. DRA developed alternate No. 2 and No. 6 fuel prices by
using two models which trend altérnate fuel price changes, and by
correlating alternate fuel prices with the forecast LSWR price
using the historical price relationship of éach fuel to LSWR.

SoCal’s alternate fuel price forecasts, including LSHR,
are based primarily upon the company’s forecast of the Refiners
Acquisition Cost of Crude (RACC). SoCal forecast RACC pricés to
vary between $15.50 to $16/Bbl on the assumption that OPEC
producers will continué to excéed their assigned quotas, and that
as a result, RACC prices will not differ significantly from their
1986-1988 average. SoCal’s RACC forecast is based upon theé
experience and judgement of SoCal’s witness and is subjective in
nature. It was not based upon or supported by any quantitative or
statistical analysis. SocCal developed alternate fuel price
forecasts in a manner similar to that uséd by the DRA. SocCal’s
forecasts were based upon the historic relationship of each
different fuel to oil prices. Thé primary difference was that
SoCal used RACC prices (and spot OPEC crude prices as a proxy for
RACC prices) in the correlation, wheréas DRA used LSWR prices.
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To compare the oil price forecasts of DRA and SoCal it is
easiest to compare DRA’s forecast LSWR price with SoCal’s forecast
LSWR price. (SoCal’s LSHWR price was derived from 1its forecast RACC
price.) Socal forecasts LSWR to average $14.30/Bbl and to vary
from $13.80 to $14.65/Bbl. This compares to DRA’s forecast average
of $18.76/Bbl and range of $18 to $21/Bbl.

A variety of oil price forecasts and published prices
were introduced in evidence to corroborate or impeach the forecasts
of SoCal and DRA. Included among this additional inforrmation were
independent price forecasts of the U.S. Energy Information
Adnministration (EIA) and Data Resources Inc. (DRI)}-futures market
prices for West Texas Intermédiate crude (WTI); and recent LSWR
pricés publishad in Platt’s oOilgram. .

DRI and EIA forécast RACC prices for thé ACAP periocd in
vicinity of $16.75 to $17.95/Bbl. Relativé LSWR and RACC prices
have varied substantially over time. RACC prices havé generally
exceeded LSWR prices, but LSWR has occasionally exceeded RACC.

Oover the last threeé years, howeéver, SoCal calculatés that RACC
pricés havée excéeded LSWR by an average of $1.68/Bbl. Assuming
this recent avérage historical differéntial, thé DRI and EIA RACC
forecasts‘can be roughly equated to LSWR pricé forecasts of between
$15.07 and $16.27/Bbl.

DRA testified that futures market prices for WPI, a
bénchmark crude, for thé ACAP period reéflected a RACC équivalent
price of $16.88/8bl. This is roughly equivalént to an LSWR price
of $15/Bbl.

Platt’s published pricés for LSWR weére $18.95 on Juneé 15,
1989, but dropped to $15.95 on July 11, 1989, and to $15.35 on
July 24, 1989,

Forecasting altérnate fuel prices {s far more of an art
than a scieénce. Accordingly, we will base our adopted forecast on
the weight of both the statistical analyses and informed expert
judgement preésented.
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After several years of wild price fluctuations, oil
prices have stabilized somewhat. Although the price forecasts
introduced in this proceeding range fairly widely, the data upon
which these foreécasts have been based show signs of increéasing
price stability. This is due to a variety of factors inciuding
increased cooperation among OPEC members, the end of the Iran-Irag
war, and a gradual but steady increase in world demand. We are
persuaded by DRA that curreéent prices will firm as we move into the
ACAP period, and find DRA’s statistical approach to oil price
forecasting preferable to SoCal’s heavy reliancé on informed
judgement unsupported by statistical analyses. DRA’s forecast is,
however, considerably higher than otheér forecasts and current
prices reported after DRA’s forecast was prepared. It appears that
DRA’s forecast may have beéen influenced, to a greater degree than
warranted, by significant pricé increéasés for LSWR experienced in
the first half of 1989. Based upon the evideéence offered in this
proceeding, it appears that these price increases evidence a
general firming of the market, but that the absoluté price levels
reached also reflect a market responsé to temporary supply and
demand imbalances.

Based upon all of theseé considerations, we will adopt an
average LSWR price of $16.25/Bbl. This equates to approximately
$3.12/MMBtu.

We will also adopt No. 2 and No. 6 alternate fuel prices
consistent with this adopted average LSWR pricé. Based upon
historic relationships betweeén LSWR and alternative fuels, we find
$4.15/MMBtu a réasonable avérage pricé for Los Angeélés No. 2 diesel
fuel, and $2.86 a reasonable averagé price for No. 6 low sulfur
fuel oil for the ACAP period.

b. Spot Gas Pricé Forecast

DRA foreécasts spot gas priceés at thé california-Arizona
border (commonly called the *border price”) to average $2.19/MMBtu
and to vary from $2.06/MMBtu to $2.35/MMBtu during the ACAP
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forecast period. DRA’s forecast was developed through the use of
three different models: one based upon the historlical price
relationship of LSWR to spot gas, and two based only upon past
history of spot gas prices.

SoCal forecasts spot gas border prices to average
$2.36/MMBtu and to vary from $2.03/MMBtu to $2.59/MMBtu, SocCal’s
forecast is based primarily, but not entirely, upon the company’s
forecast RACC price and the historic relationship of RACC and spot
gas prices. SocCal developed a spot gas price in this manner, and
then made a judgmental adjustment to the resulting price to reflect
what it belieéves will be the éffect of the gradually disappearing
national surplus of gas deélfiverability. oOn this basis Socal
adjusted its spot gas price upward by 20 to 35 cents/MMBtu. This
adjustment results in a higher forecast price than DRA, and a
steady increasé in SocCal’s forécast pricé of gas relative to oil
during the forecast period. _

DRA made no such adjustmént to its spot gas price, and
took the position that the gradually changing supply and demand
balance doés not warrant making any such adjustment.

We are persuaded by DRA and will adopt a spot gas border
price of $2.19/MMBtu. The relationship of oil pricés to spot gas
prices is a strong indicator of future spot gas prices, but clearly
does not account for all of the changés that have beéen observed in
spot gas prices in recent years. SoCal has illustrated this well
in citing variations up and down from 55% to 82% in the spot gas to
RACC price ratio over the period from 1985 through 1989. For this
reason, we find DRA’s methodology which includes two models based
upon historic spot gas priceés preferablée to soCal’s approach,
Although weé have adopted a lower LSWR pricé than DRA uséd in
forecasting theé spot gas price, DRA’s spot gas price of $2.19/MMBtu
appears reasonablé in light of historic spot gas prices and will be
adopted. We also agree with DRA that there is insufficient
evidence to warrant any adjustment to this price forecast to
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reflect the gradually changing gas demand/supply balance,

particularly since uncontroverted evidence indicates that excess

deliverability will continue to exist throughout the ACAP period.
3. System Capacity

Anong the most hotly contested issues In this proceeding
was whether gas throughput will be constrained by limitations on
systen capacity. This is a critical issue because {t has a direct
effect on total forecast throughput, and on throughput to the
various customer classes upon which costs are allocated.

SoCal contends that demand eXceeds system capacity.

SoCal forecasts demand of 1,081.5 MMdth, capacity of 1,051.2 MMdth,
and curtailment of 30.4 MMath. Edison, PG4E, SDG&E, and SCUPP/IID
generally concur with Socal.

TURN and DRA contend that theoretical capacity exceeds
demand. DRA forecasts demand of 1,146 MMdth, and adequate capacity
to meet this demand. TURN concurs. TURN and DRA thus forecast
system capacity approximately 94.8 MMdth greéater than SoCal’s
forecast capacity.

The debate concerning systeéem capacity was focused on
three principle issues: (1) the interutility transport capacity
availablée to SoCal from PG&E over PGEE’s Line 300, (2) the 1ével of
utilization of gas supply availableé on thé El Paso system that
should bé forecast, and (3) the storage injection capability of
SoCal and the effect of gas storagé on SoCal’s system capacity.
Each of these issues is discusséd in the sections which follow.

a. Interutility Transport

Capacity

Estimates of the availability of interutility
transportation service to SoCal from PG4E are extreéemely important
to the resolution of throughput issues in this procéeding. All
parties concede that SoCal has insufficient capacity to serve all
of the demand that DRA and SoCal forécast using only its own
facilities and interstate pipeline facilities directly connected to
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SoCal’s system. The only way SoCal can serve all of the demand
forecast during the ACAP period is through interutility
transportation service from PG&E, if that service is available when
needed, and at a sufficient capacity level.

Socal forecasts that it will havée avallable, and will be
able to utilize, 150 MMcf/d of PG&LE interutility transportation
service, expressed as an average daily amount over the 12-month
ACAP period. This amount of interutility capacity would not be
sufficient to meet the déemand SoCal has forecast, and as a résult,
SoCal has forecast significant curtailment.

TURN contends that sufficient additional gas will be
available to SoCal through interutility transportation to avoid any
curtailments, even assuming DRA’s higher demand forecast. SocCal’s
take-away capacity from thé PG4E system is 1,070 MMcf/d, subject to
gas availability and local pipeline pressure at any glven time, and
TURN points out that only 342 MMcf/d of average annual capacity is
nécessary in order to avoid curtailments. TURN contends that gas
démand on the PG4E system during the ACAP period will be enough
below PG&E’s systéem capacity to providée these additional volumés to
SoCal. TURN points out that SocCal’s forecast of 150 MMcf/d was
based upon 1987-88 data which the company concedes weré dry years.
Thé dry weather caused abnormally high UEG demand on the PG4E
system and réduced the interutility transport capacity available.
TURN contends that assuming average hydro conditions may be
sufficient by itself to support TURN’s conclusion that theré will
bé no curtailment.

DRA concurs with TURN, and agrees with TURN’s conclusion
that additional capacity should be available to avoid any
curtallments under avérage year conditions, evén under DRA’s higher
demand forecast.

SoCal, PG4E, and Edison strenuously disagree with TURN
" and DRA. They contend that SoCal’s forecast of 150 MMcf/d is
consistent with the Ccommission’s adopted forecast of 176 MMcf/d of
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PG4E interutility service adopted in PGLE’s recent ACAP,
D.89-05-073. Since this decision was based upon average hydro
conditions, they argue that it corroborates SoCal’s 150 MMcf/d
forecast, and refutes TURN’s claim that assuming average weather
conditions requires an upward adjustment in the forecast. They
also claim that a lower forecast than was adopted in PGS&E’s ACAP is
now warranted becauseé since our decision in that case, Sacramento
Municipal Utility District residents have voteéd to shut the Rancho
Séco nuclear power plant down. This, they contend, will increase
PG&4E UEG requireéments above what was assumed in the PG4E ACAP,

TURN counters that D.89-05-073 provides no support
whatsoever for SoCal’s position because thée adopted interutility
transport forecast was baséd upon thé assumption that interutility
transport would bé constrained by demand on SoCal’s system. Since
wé now Xnow that déemand on the SoCal system is forecast to beé far
higher than assumeéd in thé PG&E ACAP, D.89-05-073 provides no
support for Socal.

This is a very complex issué argued largely on the basis
of qualitative evidence, but requiring a quantitative resolution.
séveral important facts seém relativély clear, however. First,
SoCal’s éstimaté is baséd upon dry year data. Sincé it is our
pollcy to forecast throughput in ACAPs on avérage year conditions,
SoCal’s estimate cannot bé adopted without adjustment to réflect
avérage hydro conditions. sSecond, it is clear that assuming
average year conditions, considerably more interutility capacity
should eéxist than SoCal has forecast. Third, the interutility
forecast adopted in PG&E’s recent ACAP, D.89-05-073, was based on
average yeaAr hydro conditions, but also on theé assumption that
interutility salés to southern cCalifornia would be demand
constrained not capacity constrained. As a result, the probative
value of the forecast adopted in D.89-05-073 is not particularly
great.
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Unfortunately, the amount of additional capacity that
should be forecast as a result of assuming average hydro conditions
has not been quantified with much precision, and is subject to
considerable dispute. TURN estimates that assuming average hydro
conditions should increase available interutility capacity by 275
MMcf/d. PG&E argues for a much lcwer values citing, among other
things, the interutility transport capacity in 1984 and 1985. TURN
counters that 1984 and 1985 data is of little current value because
thée Diablo Canyon nucleéar power plant was not on line at that time,
and Diablo significantly reduces PG4E UEG requirements and thereby
increases available interutility capacity. Moreover, TURN contends
that, even assuming the validity of the relevant data PGLE has
provided, the adjustment should beé approximately 150 MMcf/d.

Based upon our évaluation of the conflicting evidence
presented on this issue, we conclude that an additional 162 MMcf/d
should be available, over and abové what Socal has assumed, as a
result of assuming avérage hydro conditions on the PG&E systeém. We
expect, however, that this increase will be largely offset by the
shutdown of Rancho Sé¢co. We estimate that the shut down of Rancho
Seco will increase PG4E’s UEG requirements by approximately 123
MMcf/d. Taking these offsetting considerations into account, we
will adopt an averagé available interutility capacity of 189
MMcf/d. This adopted average is 39 MMcf/d greater than SocCal’s
estimate, but well beélow the TURN and DRA estimates.

b. Use of Gas Storage

SoCal, PG4E, and Edison haveé also argued that regardless
of what theoretical capacity is available over PG4E’s line 300,
most of this capacity will not bé available during the periods of
time that SocCal will haveé the greatest need for it. Socal will
have the greateéest neéd for additional capacity during periods of
péak winter demand when the weather is unusually cold. During
these periods, they allege, it is 1ikely to be unusually cold on
the PG4E systenm as well. Coincident high demand during these
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winter periods will reduce the effective additional capacity
available to SoCal to well below the theoretical capacity of Line
300. As a result, they arque that the availability of theoretical
capacity in excess of SoCal’s 150 MMcf/d forecast is an
insufficient basis for rejecting socal’s estimate.

While not conceding that any significant periods of
coincident high demand should be assumed, TURN and DRA respond that
the effect of coincident high demand can, and should be réduced
through the effectiveé use of storage. They argue that Socal should
inject gas available from PG&E during periods of low demand and
withdraw it from storagée when coincident high demand reéduces
available interutility capacity. They arqueée that it is not only
advisable for SoCal to follow this course of action, but allege
that any other practice may be imprudéent. They further contend
that sufficient storage capability exists on the SoCal system to
use a majority of the theoretical Line 300 capacity and to avoid
curtailments éven if périods of coincident high demand do occur on
both SoCal and PG4E systems. They cite SoCal documents in support
of this arqument which they alleégedly indicate that SoCal has
average storage injection capacity of at least 700 MMcf/d.
Finally, TURN alleges that SoCal has failed to récognize the
availability of customer-owned gas in storage, and that this gas
will have the effect of incréasing throughput and decreéasing any
need for curtailment.

SoCal states that it maximized daily storage injéctions
in the spring of 1989 in order to reiach the coré protection level
of 70 Bcf as éarly as possiblé so as to avoid interruptions to UEG
customers in the summér and fall. As a result, Socal filled all
its storage fields to capacity by June 1, except Aliso Canyon, the
company’s largést field. SoCal forécasts that this field will be
only 43% full at start of ACAP period. Although various figures,
up to 700 MMcf/d, were introducéd concerning SoCal’s storage
injection capacity, SoCal contends that its injection capability is
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only 300 to 350 MMcf/d when all fields except Aliso Canyon are
full. This will be. the case, according to SocCal, during the
critical storage injection season.

SoCal further alleges that it has incorporated the
operation of storage fields in its forecast of throughput and that
its gas balance model opeérates to maximize the level of service to
customers. SoCal also contends that any model of storage
utilization must be developed by assuming that, on an annual basis,
storage injections and withdrawals will have a zero net balance.

As a result, SoCal claims that customer-owned storage does not add
any incremental gas to SoCal’s supply/demand balance.

Wé are pérsuaded that SoCal will not be able to take
advantage of the full theoretically available excess capacity on
Liné 300 because SoCal and PG&E can sometimes bé expected to have
high system demand during the same periods of time. Althiough the
.effect on interutility capacity of coincident high demand on both
systems was not quantified by SoCal, or any other party, it can be
expected to reduce available capacity below the theoretical
maximum.

We also agree with TURN and DRA that the effect of
coincident high demand on both systems can be mitigated through the
effective use of storage. The only difficulty with this position
is accurately quantifying this effect. No party presented any
quantification. Socal claimed that the effect of maximum
utilization of storage was accounted for in its estimate of average
annual interutility transport capacity, but presented 1ittle more
than argument on the point. We agree with SoCal’s explanation of
how storagé should be factored into thé company’s throughput
forecast. Any model should assume that, on an annual basis,
storage injections and withdrawals will have a zero net balance,
and should maximize the use of storage to mitigate curtailment. It
is unclear, however, whéthér soCal’s gas balancé model in fact
operates to maximize the level of service through the use of
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storage capability. SoCal offered no convincing evidence that
effective use of storage could not increase average interutility
capacity above the 150 MMcf/d level SoCal has forecast from PG4E
through interutility sales. SoCal also failed to demonstrate that
storage injection limitations on its own system, vrather than supply
or deliverability constraints on the interconnection capability
between SoCal and PG&E, limited its utilization of interutility
capacity to the 150 MMcf/d the company forecast. As a result of
the conflicting evidence and the incompleténess of SoCal’s
testimony on the issue, wé will assume that the company will have
available a maximum storagé injection capability of.-at least

300 MMcf/d, and up to 700 MMcf/d, during critical portions of the
storage injection season.

We also conclude that this assumed injection capability
will be sufficient for SoCal to accept the average annual
189 MMcf/d of gas we have eéstimated will be available to the
company from PG&E over Line 300.

c. Utilization of El Paso System

DRA contends that additional capacity can be obtained
through increased utillization of capacity on thé El Paso systemn.
Daily operating records of El Paso for 1987 and 1988 indicate that
the system had moré than 14% of its capacity unused during this
period. 14% of El Paso’s total capacity to california of 2890
MMcf/d equals 405 MMcf/d. DRA argues that if this unuséd capacity.
were utlilized, 405 MMci/d of additional capacity could be délivered
to california for use by SocCal.

TURN makes a slightly different argument. El Paso
capacity has not béen fully utilized since the institution of
transportation for end-users dué to scheduling and supply
performancé problems created by the néw program. TURN argues that
increased éxperience with the new opéen access system should allow
slightly better utilization on the El Paso system increasing
utilization from 96% to 97%. If this factor is applied to the
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El Paso capacity connected to SoCal of 1750 MMcf/d, it would
increase SoCal’s usable capacity by approximately 17.5 MMcf/d and
would reduce SoCal’s estimated curtailment by an equivalent amount.
TURN also contends that additional gas will be available over the
El Paso systen to serve SoCal both directly and through PG4E.

Socal disputes the premise of DRA’s and TURN’s argument
that utilization of the El Paso system will improve. Socal argues
that no improvement in El Paso utilization should be forecast,
because transport volumes are likely to increase which should
offsét increased experience with the new regulatory program. But,
SoCal has also alleged, however, that the long-term contracts the
company has negotiated with SCE and SDG&E, currentl? before the
Commission for approval in C.89-05-016, et., al., will permit
increased utilization of El1 Paso.

Even if utilization improves, SoCal contends that it wil}l
not make any diffeéeréncé in the company’s forecast curtailment.
SoCal claims that it has already assumed that it will utilize 9¢6%
of the 1750 MMcf/d of El Paso capacity connected to ScCal, after
adjustment for scheduled maintenancé and reduced summertime
take-away capacity and that as a résult, a significant portion of
the 14% DRA says should bé avallable has alréady been accounted
for. Moreovér, theé remaining portion that would theoretically be
available must come to SoCal through the company’s interconnection
with PG4E. SoCal claims that this portion will not increase
delivery capability because it will bé subject to the intrastate
system constraints over Line 300 discussed above. .

We conclude that increased eéxpérience with thé new gas
industry structure should bring improvément in the utilization of
the El1 Paso system. A majority of theée increase DRA cites has,
however, already been accounted for by SoCal and TURN in their
utilization estimatées of SoCal’s interconnéction capacity with
El Paso. A portion of the assumed increase has not been accounted
for and would be available to SoCal through PG&E, but this portion
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will not increase deliveries. This is because of intrastate
capacity constraints over Line 300 discussed above. Increased
utilization of capacity to 97% from SoCal’s assumed 96% will,
however, make additional gas avajilable to SocCal through SocCal’s
interconnection with El Paso. We agree with TURN that a 97%
utilization factor is reasonable to assume for the ACAP period.
This results in an increase in SoCal’s assumed usable capacity from
ts interconnection with E1 Paso of 17.5 MMcf/d.

d. Potential Economic curtailment

Edison recommends that throughput bé revised downward by
30 MMth to reflect the impact of what it has called *econonic
curtailment”. Edison uses the term économic curtailment to
describe circumstances which exist when available gas supplies are
not purchased by a gas utility because they are considered too
expensive, and as a result of this decision, low priority custorers
are curtailed. Edison contends that this adjustment should be made
because ¢conomic curtailment has occurréed in the past, and Edison
believés that the conditions which léd to such curtailments are
likely to exist during the ACAP peériod.

We aré not pérsuaded. The possibility of conditions
occurring during the ACAP peériod under which Socal would have an
incentive for what has been describéd as economic curtailment has
not been sufficiently demonstrated to warrant incorporation into
the adopted throughput foreécast.

4. Discount Adjustment

The Commission has authorizéed gas utilities to discount
rates in order to increase the salés volumé ovér which the
utilities? fixed costs are spread. The discount adjustment is a
mechanism uséd to adjust the noncore reveéenue éstimate to reflect
the amount of incremental, or additional, revénue a utility can
earn from noncore industrial sales through discounting. The
adjustment is expressed as a percentage reduction in forecast
industrial noncore demand. It is sét at the appropriate percentage
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so that forecast sales (including sales achieved through
discounting) multiplied by the ceiling rate equals total forecast
revenue.

DRA has estimated that incremental revenue of $3,478,000
can be obtained through discounting. SoCal has estimated
incremental revenue from discounting of $2,600,000. The difference
is due to several factors: (1) different methods of calculation,
(2) different price elasticitles used to calculate the response to
various discount levels, and (3) different assumed volumes of gas
forecasted to beé sold at undiscounted cost of service rates.

There are a number of differences between the
methodologies used by SoCal and DRA to calculate the discount
adjustment. Both parties appear to use variations on the discount
adjustment methodology proposed by TURN in PG4E’s recent ACAP,
A.88-09-032, and they produce similar results. The significant
difference is reé¢lated to an adjustment which SoCal has applied to
the results of thé company’s calculation. The company has proposed
what it has referred to as a "practical adjustment”, The
justification for this adjustment, according to Socal, is that to
obtain maximum revenues through discounting rates, it must have
perfect knowledge of its customers’ willingness to pay, i.e., ~it
must know which customers réquire a discount and which customers do
not, and it must know éxactly how much of a discount is required
for each customer.” SoCal argues that it is unrealistic to expect
the company to have perfect knowledgeée, and that as a result, some
adjustment to theé calculation of the revenue that can bé achieved
through discounting should be adopted.

Both TURN and DRA object to SoCal’s proposed “practical~
adjustment. Théy allege that the discount adjustment can nevér beé
so precise as to justify the kind of adjustment that socal is
advocating, and that in any event, there aré a number of factors
which tend to offset any imperfections in Socal’s discounting
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practices embedded within the basic approach SoCal and DRA have
used to estimate discount revenue,

SoCal’s proposed “practical adjustment” has the effect of
reducing the incremental revenue forecast to be obtainable through
discounting. It would reduce the percentage of actual industrial
volumes used for cost allocation purposes in this proceeding from
99% to 97%. Although the effect of this adjustment is not
particularly significant f{n this proceeding beécause the amount of
discounting is not expected to be great, the percentage change in
the discount adjustment is significant and could have dramatic
effects in other proceedings where more discounting-is forecast.

We have considered SoCal’s proposeéd *practical” adjustment and have
decided not .to adopt this approach. Although there undoubtedly areé
imperfections in SoCal’s negotiation of raté discounts, the
discount adjustment can at best only approximate the actual reveénue
to be gained through discounting, and wé aré persuaded that it
would be better policy to basé the discount adjustment upon optimal
rather than deficient rateé discount negotiation. We also agree
with TURN that there are featureés embédded within the discount
adjustment calculation méethodology that ténd to offset
inpérfections in SoCal’s negotiation of rate discounts. For these
reasons, we will adopt DRA’s basic approach for calculating the
discount adjustment.

5. Throughput Estimates

A numbér of issues weére raised with réspect to the
throughput forecasts for specific customér classes. These we
address in the sections which follow.




A.89-04-021, A.89-05-006 ALJ/EKO/tcg

a. MNoncore Commercial and
Industrial

Among the most significant difference between DRA and
SoCal throughput estimates were their estimates of noncore
commercial and noncore industrial throughput. They forecast the
following throughput for these classes:!

Commercial Industrial

DRA 22.9 MMdth 72.5 MMdth
Socal 12.6 MMdth 63,8 MMdth

SoCal‘’s forecast would reflect a 6.5% decline in
industrial throughput from recorded 1988 levels desﬁite a forecast
decline in transport rates (which should increase industrial
demand), and only a modest 1% decline in manufacturing employment.
DRA’s forecast, in contrast, reflects a significanc increase in
industrial demand.

Socal attributes the majority of the decline it forecasts
in commercial noncore throughput and industrial noncore throughput
to an incréase in cogéneration. cCogeneration reduces commercial
and industrial deémand, and increasés cogéneration demand. This
effect is referred to as thé “cogeneration offset factor.” other
factors which allegedly account for theé decline in noncore
commercial and industrial throughput forécast by SoCal are a small
decline in industrial émploymént, and a small shift in employment
away from intensive énergy facilities.

DRA disputes SoCal’s estimate and the company’s
explanation of the cause underlying its forecast decline in demand.
DRA doeés not believe that SoCal can develop a diréct estimate of
thermal savings due to cogeneration bécause SoCals’ model does not
control for the effects of othér changes in thé éfficiency of
energy using capital eéquipment. Moreover, DRA conteénds that
SoCal’s model predicts cogeénération offseét effects which are
illogical when artificial constraints SoCal placed on the model are
removed. Because of these problems with SoCal’s model, DRA
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recommends that the cogeneration offset factors SoCal derived be
rejected, and the throughput forecasts of DRA for commercial and -
industrial noncore be adopted.

CIG also disputes theé accuracy of SoCal’s cogenération
offset factor. CIG claims that SoCal’s cogeneration offset does
not explain the decline in commercial and industrial noncore demand
reflected in SocCal’s forecast.

Socal attributes the majority of the difference bétween
DRA and company forecasts of noncore commercial and industrial
demand to the effects of increased cogéeneration, but has not made a
persuasive case that it_has properly calculated or accounted for
the cogeneration effect. The amount of thermal savings due to
cogeneration should vary considerably from industry to industry,
but SoCal constrained the coefficients on its cogeneration variable
to identical values across all threeée industries in thé commercial
séctor and all efight industries in the industrial sector. Wwhen
these constraints were removed, at DRA’s requést, SoCal’s model
generated dubious results. An increase in cogeneration increases
cogeneration gas demand, but reduces process gas demand. Process
gas demand is reduced by somé pércéntagé reflecting the relative
efficiency of the cogéneration unit as compared to the thermal
process that it is replacing. Expressed in this manneér, the
cogeneration offset factor for a particular application, or
industry, should generally beé a negative numbeér between 0 and -1.0.
In some sectors SoCal’s model generated positive cogeneration
offset factors which indicates that increaséd cogeneration will
increase, rather than decrease the demand for gas for process heéat.
Furthérmore, SoCal uséd data only through 1987 in developing its
forecast. 1988 data was éxcluded from SoCal’s model runs due to
alleged concerns about its format and accuracy. When DRA requeésted
that SocCal run its model incorporating 1988 data, the cogéneration
coefficients were essentially zero, indicating no thermal
efficiency. This result is counterintuitive, and indicates
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instability in SoCal’s model. We are not persuaded that the
problem is a result of the data. DRA’s model produced consistent
results with and without the 1988 data. Incorporating an
additional year of data should not result in such significant
qualitative changes in model results. Although we prefer DRA’s
econonetric model over SoCal’s, and have serjous difficulties with
SoCal’s forecast of the cogeneration offset, we are not persuaded
that DRA’s forecasts of commercial and industrial noncore demand
should be adopted without adjustment. DRA’s forecast of noncoré
commercial and industrial throughput appears somewhat high in light
of the inputs assumed. Epployment is one of the primary
independent variables used by DRA in forecasting commercial and
industrial demand. DRA has assumed a 2 percent increase in
employment in the commércial sector and a 3/4 percent decrease in
employment in the industrial seéctor during the ACAP period, yet is
predicting increasés in gas démand of 28 percent for comméercial and
10 percent for industrial. DRA attributed this somewhat surprising
corrélation to a predicted decline in the gas to oil price ratio *-
and a consequent decline in fuel switching. Since we find DRA’s
forecasts high relative to predicted employment, and sincé we have
also adopted a lower forecast oil pricé than DRA assumed, we have
adopted slightly lower and more conservative values for noncore
commercial and industrial throughput than DRA foreécast. We
forecast 20 MMdth for noncore commércial and 70 MMdth for noncoré
industrial.
b. Cogeneration_ (Other than EOR)

DRA forecast cogéneration (other than EOR) throughput of
76 MMdth. Socal forecast throughput of 73 MMdth for this class.
Both estirates weré based upon cogeneration capacity data obtained
from SCE. SoCal adjusted thé data downward by 3.8% to refléct the
fact that a portion of thé cogeneration included in the SCE data is
not gas fired and therefore will not increase gas demand or
throughput. DRA did not make this adjustment, but failed to
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provide any adequate justification for using the unadjusted SCE
data. .

SoCal’s adjustment appears justified. As a result, we
will adopt SoCal’s forecast of throughput for this oclass,

c¢. UEG

DRA forecast UEG demand and throughput of 193.4 MMdth,
SoCal forecast demand of 177 MMdth, curtailment of 13.4 MMdth, and
throughput of 164.4 MMdth for this class., The difference {s due to
SoCal’s forecast of UEG curtailment, and to the useée of different
forecast gas and oil prices which results in different conclusions
regarding UEG fuel switching. DRA‘’s forecast reflects DRA’s
expectation that there will be no curtailment or fuel switching
during thé ACAP period. SoCal forecasts that the gas price will be
higher than the price of alternate fuel in Januvary 1990 and as a
consequence, foreécasts fuel switching during that one month.

SCUPP/IID take issu¢ with the forecasts for LADWP,
Burbank, and Pasadéna which are included in both the SoCal and DRA
forecasts of UEG throughput. SCUPP/IID conténd that Socal falled
to properly account for LADWP’s Scattergood Unit 3, uséd outdated
data in forécasting LADWP, Burbank, and Pasadena demand, and made
several other inaccurate assumptions. SCUPP/IID.contend that DRA
incorrectly adjusted the demand SoCal assumed for Scattergood
Unit 3 to correct for the effects of curtallment, when SoCal had
not forecast any curtailment of this unit. SCUPP/IID also take
issue with soCal’s forecast UEG igniter fuel volumes.

SCE objeécts to DRA’s throughput forecast on several
grounds previously mentioned and in addition, on the ground that
DRA UEG gas deémand does not refléct thé DRA’s own cogénération
demand forecast for facilities that sell poweér to Edison. DRA’s
forecast of cogeneration démand was approximatély 3.8% higher than
SoCal’s. Increased cogeneration results in decreased UEG demand,
but DRA did not take this into account in forecasting UEG demand or
throughput.
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Forecast oil and gas prices are critica) to UEG
throughput estimate; beécause UEG customers have an econonic
incentive to fuel switch anytime that the dispatch price of oil
falls below the dispatch price of gas. SoCal’s forecast is based
upon the company’s estimate that LSWR prices in the singapore
market will vary between $13.80 and $14.65/Bbl. Since we have
adopted a forecast average price of LSWR of $16.25/Bbl and expect
more stability in oil prices over the ACAP peried than has been
experienced in the récent past, we do not foresee any significant
econonic fuel switching by SoCal’s UEG customers during theé ACAP
period. To the extent any economic fuel switching may occur, it is
likely to occur only during a short period in the winter. We have
not attempted to quantify the amount of UEG fuel switching which
may occur on SoCal’s system because such a forécast does not appear
nécessary in this proceeding. Fuel switching is likely to occur,
if at all, only during the winter which is also the period of time
that we have forecast UEG curtailment. Given the differential
between our adopted LSWR and spot gas price forecasts, and the
difference betweéeéen our adopted demand and supply forecasts, we
éxpect UEG curtallment to exceed économic UEG fuel switching.

Since our UEG throughput forecast already reflects UEG curtailmeént
during the period whén économic fuel switching may occur, theére is
no need to separateély forecast the amount of fuel switching.

Since we have adopted DRA'’s forécast spot gas price, we
will in géneral adopt DRA’s UEG démand forecast which was developéd
using that gas price. We aré persuaded, however, that the noncore
UEG demand of LADWP should bé reduced by approximately 5 MMdth to
correct errors cited by SCUPP/IID. We will adopt a demand forecast
for LADWP of 47 MMdth, We are not pérsuaded of the necessity to
adjust the throughput forécasts for Burbank or Pasadena. SoCal’s
forecast of UEG igniter fuel volumés was not adequately supported.
As a result, we will adopt SCUPP/IID’s forecasts of UEG igniter
fuel volunes for its members. Since we have not adopted DRA’s
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cogeneration forecast, we do not find any adjustment to SCE’s UEG
demand necessary. -

We will adopt a UEG throughput forecast of 152.6 MMdth.
This value has been derived from the DRA’s forecast of UEG demand
adjusted to correct errors cited by SCUPP/IID (188.4 MMdth), 1less
our forecast level of'UEG curtailment (35.9 MMdth).

d. EOR Steaming and Cogeneration

DRA and SoCal agreeé on a forecast of 122 MMdth for
enhanced oil recovery (EOR) cogeneration demand and throughput.
They disagree, however, in thelr forecasts of EOR steaming demand
and throughput. ;

DRA forecasts EOR steaming deéemand and throughput of
38.7 MMdth, whilé SocCal forécasts demand of 24.4 MMdth and
throughput of 20.1 MMdth. The diffeérence in the estimates is due
to two factors: (1) their use of different oil and gas price
ferecasts with resulting différénceés in forecast fuel switching,
and (2) different assumptions concerning EOR steaming curtailment.
SoCal forecasts some fuel switching, whereas DRA forecasts no fuel
switching. Socal forecasts EOR curtailment of 4.3 MMdth, whilé DRA
forecasts no curtailment.

Based upon the gas and oil price forecasts we have
adopted, we conclude that theré should be no significant economic
EOR fuel switching. To thé eéxtent that any eéconomic fuel switching
may occur, it is likely to occur only during a short period in the
winter. For the reasons discussed more fully above, we expect any
fuel switching to be offset by EOR steaming curtallment., As a .
consequence, weé have not attempted to quantify the amount of EOR
fuel switching which may occur.

Since we have adoptéd DRA’s forecast spot gas price, and
bécause we expect any EOR fuel switching to be offset by
curtailment, we will adopt DRA’s EOR demand forecast. Baseéd upon
these assumptions, we will adopt an EOR throughput forecast of
150.9 MMdth. We have derived this value by taking DRA’s forecast
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of total EOR demand and reducing it by our forecast level of EOR
steaming curtailment (9.8 MMdth).
€. Hholesale
(1) SDGSE
DRA, SoCal, and SDG&4E developed estimates of SDG4E
demand. Their estimates were similar for non-UEG, but differed
markedly for UEG. The different estimates were in summary:
Non-UEG UEG
DRA 69.2 MMdth 38.4 MMdth
SoCal 72.2 MMdth 35.1 MMdth
SDGLE 68.8 MMdth 20.1 MMdth
The differencé in the UEG forecasts is due to the
parties’ use of different forecast oil and gas prices, which
produce different levels of forecast ¢conomic fuel switching. bDRA
assumed no fuel switching. SoCal assumed three months of fuel
switching., SDG&E assumed six months of fuel switching.
As discussed in more detail bélow, since we have adopted
a higher price for oil and a lower price for gas than SoCal and
SDG4LE, we forecast far less economic fuel switching than either
company. We have not attempted to quantify the amount of fuel
- switching which may occur becausé fuel switching is 1likely to occur
only during the peak winter months, which is a period of time
during which we have forecast UEG curtailment. We have assumed,
for purposés of this proposed decision, that UEG curtailment will
equal or éxceéed économic fuel switching. sSignificant fuel
switching by SDG&E UEGs is far more likely than by other Socal
customer classes though. This is because of a slightly higher gas
price assumed for SDG&E and a lower oil price (due to SDG4E’s
ability to use less expensive higher sulfur content oil (LSFO)).
We recognize the possibility that the models run by DRA, SoCal, and
SDG&E to forecast fuel switching may produce results which differ
from our assumption that curtailment will offset fuel switching.
As a consequénce, we will permit any of the parties whose models
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have been explored on the record in this proceeding to include an
attachment with their comments, a summary of the amount of fuel
switching their model predicts using our adopted oil, gas, demand,
and curtafilment values. We will consider any such information
offered, together with the record testimony on tho nodels used,
prior to issuing a final decision in this proceeding.

With the caveat mentioned, we will adopt a throughput
forecast for SDG&E of 101 MMdth, based upon DRA’s dermand forecast
less the level of curtailment we eéxpect SDG&E to experience during
the ACAP period (8.0 MMdth).

(2) lLong Beach -

DRA and SoCal agreeé on Long Beach demand: UEG
demand of 18.3 MMdth, non-UEG demand of 10.2 MMdth, and total
demand of 28.5 MMdth. DRA and SoCal also appear to be in agreement
that Long Beach should be allocated a proportional share of any
necessary UEG curtallment, assuming the adopted demand and supply
forecasts require curtailment of UEG customérs. Long Beach has,
however, contested the proportional allocation of UEG curtailment.

Long Beach has arguéd that the adopted throughput to
Long Beach should not be reduced below the forecast level of demand
to reflect partial curtailment of P-5 requireéménts. The basis of
its contention is that Commission decisions, and Socal’s tariff,
permit *capacity curtailmént” only when there is a shortage of
capacity on SoCal’s own facilities, Long Beach contends that there
is no récord evidence that soCal lacks sufficient capacity on the
southern portion of its system to meet all Long Béach démand. O©On
this basis Long Beach arqués that it should be allocated no
curtailment, and no curtailment of Long Beach démand should be
forecast.

Long Beach’s argument is dependent upon questions of
tariff interpretation, and to adopt it in practice would require
changes in SoCal’s currént curtailment practices. The issues
raised by Long Beach, while intriguing, are beyond the scope of
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this ACAP proceeding. They should be considered in the context of
a proceeding such as Long Beach has recently finitiated through its
petition to modify D.86-12-010.

We have forecast that curtailment will occur on
SoCal’s systen inspite of the maximum possible use of available
supplies and system capacity. When conditions requiring
curtailment arise, SoCal will beé required to meat the requirements
of its system demand according to established curtailment practices
and policies. This will be required regardless of whether the
conditions requiring curtailment are ‘characterized as ”capacity
curtailment” or “supply curtafilment.” Until SoCal’s curtailment
practices are reviewed and modified, if in fact that is the future
result of Long Beach’s petition, we are not persuaded that Long
Beach’s éxplication of Socal’s tariff and prior Commission
decisions warrants excluding Long Beach fron a prorata portion of
the curtailment we have forecast.

We will adopt a throughput forecast for Long Beach
of 23.9 MMdth based upon foreéecast curtailment of 4.6 MMdth.

6. Cold Year Throughput
Cold year throughput is one of the bases used for the

allocation of system costs. SoCal conténds that throughput is
constrained by system capacity, and that as a result, increméntal
cold year démand merély results in additional curtailment over and
above what the company forécasts undeér average year conditions.
TURN contends that system capacity exceéeeds avorage year démand and
that socCal should be able to sérve 20 MMdth of additional demand
undeér cold year conditions. TURN concedes that any additional cold
year démand abové this lével would lead to curtailment. DRA
originally forecast sufficient additional capacity through
interutility sales to avoid any cold year curtailment, but later
accepted TURN’s cold year forécast.
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We forecast curtailment under our adopted average year
demand and gas supply forecasts. Our adopted cold year throughput
simply reflects curtailment of the fincremental cold year denmand.

B. Cost of Gas

Gas costs must beée forecast in order to éstablish bundled
core rates, and for usé in forecasting noncore demand. MNoncore
rates are developed monthly on the basis of current prices and are
not established in the ACAP. Various elements of SoCal’s payménts
to pipelines, which represent part of the cost of gas, must also be
forecast so that they may be allocated to various customer classes.

1. Core WACOG .

The gas portfolio for core customers contains all
long-térm supplies and any short-term suppliés needed to meet
forecast core demand. ScCal’s proposed core portfolio consists of
natural gas from the following sourcés: cCalifornia production,
Federal offshore production, Pacific Offshore Production Company
(POPCO), Pacific Interstate Transmission Company (PITCO), pipéline
and direct purchases via thé Transwestern and El Paso systems, and
spot gas purchases. :

Thé DRA recomménds adoption of a core welghted avérage
cost of gas (WACOG) of $2.36/MMBtu (after adjustment for Minimum
Purchase Obligation (MPO) transition costs) for thé ACAP period.
SoCal recommeéends adoption of a corée WACOG of $2.46/MMBtu {also
after adjustment for MPO transition costs). SoCal and DRA weré the
only parties to foreécast the core WACOG. The difference betwéen
DRA and SocCal is a reésult of highér price estimates by SoCal of
five of the six sources of supply, and slight differences in the
volunés of gas forecast to be taken from séveral of the sources of
supply.

For the reasons discusséd beélow, we adopt a core WACOG of
$2.36/MMBtu for the ACAP period.
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a. california

SoCal estimates that California production will account
for approximately 605 MMth of gas during the ACAP period and
forecasts a weighted average price of $2.53 MMBtu for this supply.
DRA accepts SoCal’s forecast, but has raised questions about the
form of SoCal’s california contracts, and its purchases of
Elk Hills gas.

Gas purchased from Elk Hills is purchased from the U.S.
Department of Energy through a competitive bidding process every
four months and is included in SoCal’s forecast of cCalifornia
production. SoCal expects to take a significant portion of its
california source gas, 104 MMth, from Elk Hills at a forecast price
40 cents/Dth above the forecast price of spot gas. Long Beach,
TURN, DRA, and CIG/CLFP all question whéther Elk Hills should be
considered a firm supply for core customers, and whether SocCal .
should be paying such a premium for it.

We shar¢ these concérns, and as a résult, haveée assumed
that any gas purchased from E1K Hills during the ACAP period will
be purchaseéed at a weighted avérageée pricé equal to the core WACOG.

We will adopt a forecast of 605 MMth at weighted avérage
pricé of $2.48 MMBtu for California production.

b. Federal Offshore

SoCal and DRA both éstimaté that 42 MMth of federal
offshore gas will be taken during the ACAP period. SocCal estimates
a weighted average price of $3.48/MMBtu, whéréas DRA eéstimatés a
price of $3.42/MMBtu. Since most federal offshore gas is indéxed
to Natural Gas Policy Act (NGPA) priceé categories, SoCal assumed
that the price for all feéderal offshorée gas will escalate in the
future at an assumed inflation rate. DRA revieéewed the récorded
price of this supply since 1986 and found that the total price for
this gas has actually decreased during this periocd. 1In light of
this analysis, DRA assuméd that the total weighted average price of
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federal offshore gas will remain the same during the ACAP pericd as
during the past vear.

We find DRA’s price forecast more persuasive, and have
adopted 42 MMth at a weighted average price of $3.42 for this
supply.

¢. PITCO

Both the DRA and SoCal have foreécast that Socal will take
835 MMth from PITCO at a weightéd average price of $2,30/MMBtu. We
will adopt these forecasts.

d. POPCO

Socal estimates that it will take 105 MMth of POPCO gas
at a weighted average price of $2.80/MMBtu., DRA estimates 114 MMth
at a price of $2.,65/MMBtu.

DRA reviewed recorded POPCO pricés and volumes over the
past 30 months and found that the total average price paid for
POPCO gas by SoCal has genérally been deécreasing. To estimate
POPCO delivéries and prices for the ACAP period, DRA assumed that
both deliveries and price would be conparable to last year. DRA
also estimated thé take-or-pay surchage applicable to theése
purchases based upon theé recent Federal Enérgy Regulatory
commission (FERC) order approving uncontested settlement. Socal
appears to have made an érror in calculating the eéffect of the FERC
order which accounts for a significant portion of the différence
between DRA’s and SoCal’s price foreécast,

We find DRA’s estimate more persuasive, and as a reésult
have adopted 114 MMth at $2.65/MMBtu for this supply.

e. Interstate Pipeline and

Direct Purchases

SoCal estimateés that it will take 2420 MMth from direct
purchases and pipeliné supplieés via the Transwéstern and El Paso
systems at a weighteéd average price of $2.52/MMBtu. DRA forecasts
southwest supplies of 2466 MMth at a weighted average price of
$2.42/MMBtu.
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Pipeline and direct interstate purchases via the
Transwestern and El. Paso systems represent the major core supply
source for the ACAP period. These sources are forecast to provide
approximately 58% of the core supply. Most of this gas has been
acquired over the past year under a variety of one year direct
purchase contracts which expired in October. SoCal anticipates
obtaining this supply under similar contracts during the ACAP
period. Because SoCal’s prior contracts expired, and new contracts
had not yet been negotiated at the time of hearings in this
procéeeding, the actual volumes of gas and the prices to be paid for
these supplies were unknown. Because of these uncertainties,
neither Socal nor DRA attempted to develop specific forecasted
volunmes or prices for the different components represented by this
supply category. Both company and DRA foreécast supply and price in
an aggregate fashion upon the basis of rather general assumptions.

SoCal’s estimate of the aggregate price for direct
purchases and/or pipeliné supplies is based on the assumption that
the price for this supply will, in the aggregate, increase during
the ACAP period by half as much as the company foreécast spot gas
prices to increase during the ACAP period. This assumption was
" based upon SoCal’s view that gas demand and supply are gradually
coming into balance.

DRA accepteéd SoCal’s assumption, that the price for these
supplies will increase half as much as spot gas prices, but not
necessarily SocCal’s underlying rationale. The difference in
SoCal’s and DRA’s forecast price is a result of DRA’s lower
forécast spot gas price.

Forécast volumes of direct and pipeline purchases are a
function of the forecast of core demand. As a result, we have
adopted a forecast consistent with our adopted core demand. The
forecast price for thése supplies is a function of the foreécast
spot gas price, and since we have adopted DRA’s spot gas forecast,
we will adopt DRA’s forecast price for these supplies. The adopted
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volume and price for these supplies are: 2548.1 MMth at a weighted
-average price of $2.42/MMBtu.
f. Spot Gas

DRA has accepted SoCal’s estimate that {t will take
596 MMth of spot gas for the core portfolio. oOur adopted spot gas
border price of 2.19/MMBtu equates to a weighted average price of
$2.22/MMBtu for these supplles.

2. Noncore WACOG

The gas portfolio for noncoreé customers, consistent with
D.87-12-039, contains only short-ternm supplies with prices that are
firm for up to 30 days. SoCal estimated that it will take
2064 MMth of short-term suppllies for noncore custon&rs at a
weighted averagé cost of $2.41/MMBtu during the ACAP period. DRA
estimated that 2521 MMth at a weighted average cost of $2.20/MMBtu.
The difference in supply forecasts reflects differences in the
parties estimates of noncore demand and SoCal’s assumption that
there will be somé noncoré curtailment during the ACAP peérioed.

Both price estimatés are based upon the parties’ respective
estimates of spot gas prices, but also réeflect a differénce in the
way the parties have accounted for PG&E interutility transportation
costs. SoCal has included theéeseé transportation costs in its
estimaté of thé noncore WACOG, while DRA has treated theéem as a
debit to interutility revenues.

The adopted level of noncore supply is a value which
results from the forecast gas demand and supply wé have adopted,
and the resulting level of forecast curtailmeénts. Based upon the
supply and demand forecasts we have adopted, we forecast noncore
supply of 2075.3 MMth. We will adopt the DRA’s récomménded noncore
WACOG of $2.20/MMBtu since it reflects the spot gas cost we have
adopted. We also will adopt DRA’s accounting treatmént for PG&E
interutility transportation revenue which is reflécted in this
adopted value.
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3. Transition Costs

In D.87-12-039 we determined that certain unavoidable
costs which were incurred for the benefit of all ratepayers prior
to December 3, 1986, should be considered transition costs and
should be recovered from all customers. We identified four
criteria which should be meéet for transition cost treatment. We
stated that a cost item would bé considered a transition cost if it
resulted from a gas purchase contract, tariff, or-arrangement
which:

1. Took effect before Decembér 3, 1986}

2. Was incurred for the benefit of all
ratepayers

3. Was intended to bé recouped from all
ratepayerst and

4, Now results in costs in excess of a

currently reasonable level.

A number of issues arose in the proceeding concerning
costs which were alleged to be within the definition of transition
costs. Thesé are discussed in the sections which follow.

a. Excess Purchased Gas Costs

DRA contested the treatmént of $6,771,000 in ~excess”
purchased gas costs as transition costs. Theé costs at issueé were
allegedly incurred by SocCal for the purchase of gas in 1986-87 and
1987-88 in order to avoid curtailment of P3B, P4, and UEG
customers. These costs are currently at issue in SoCal’s pending
reasonableness reviews for 1986-87 (A.87-12-057) and 1987-88
(A.88-07-006). Sinceé no decision has yet been issued in the
consollidated réasonablenéss reéview proceeding, the issue raised by
DRA concerning the manner in which such costs should bé allocated
will be deferred to SoCal’s next ACAP, )
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b. Minimum Purchase Obligation
Costs

In D.87-12-039 we determined that there are ninimum
purchase obligation (MPO) costs associated with the POPCO and
california supplies which should be considered transition costs.
DRA and SoCal have estimated these MPO transition costs and
generally agree on the manner in which they should be estimated.
The differences between the DRA and company estimates generally are
due to different forecast prices for the different price components
that make up the MPO costs. DRA, TURN, and Long Beach have,
however, raised objections to considering excess costs of Elk Hills
purchases as MPO transition costs. ‘

Elks Hills gas is part of the supply SoCal intends to
purchase for the corée porfolio. The pricé SoCal forecasts for Elk
Hills purchases exceeds SoCal’s forecasted core WACOG by
approximately 20 cents/Dth. On the basis of transition cost
principles adopted in D.87-12-039, SoCal has proposed assigning
this gas to the coré portfolio at the core WACOG price and
classifying the differéence between the cost of Elk Hills gas and
the coré WACOG as a minimum purchase obligation (MPO) transition
cost. Classified in this manner, the excess cost of Elk Hills gas
would bé paid for by all customérs; core customers would pay the
coré WACOG for Elk Hills gas while all customers (including the
core) would pay the éxcéss cost.

Long Beach, TURN, and CIG/CLFP object to this treatment.
They argue that Elk Hills purchasés are discretionary purchases
made through a competitive bidding process every four months, and
that it is not a sécureé long-term supply and should not be included
in the core portfolio. If this supply was replaced by spot gas or
other short-term gas, core customers would presumably benefit from
reduced gas costs, and noncore customers would be spared the
additional MPO transition costs. DRA concurs.
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In response to these arguments, SoCal has recommended
that the Commission defer any décision on the reasonableness of Elk
Hills purchases, and simply assume that SocCal will pay a price
equivalent to the core WACOG for this supply. 1If this approach is
adopted, SoCal would recover the amount, if any, above the core
WACOG through the core gas cost balancing account and through the
noncore transition cost tracking account. Determination of the
reasonableness of thesé purchaseées, and whether any amount paid
above the core WACOG should be treated as transition costs could
then be deferred until it was known whethér any such excess cost
was paid. .

We agree, for the reasons stated by TURN, Long Beach, and
CIG/CLFP that the forecast price of Elk Hills should be assumed to
be equivalent to the core WACOG. We also agrée with Socfal that the
reasonabléneéss of any purchases of Elk Hills gas above the core
WACOG should be consideéered in SoCal’s annual reasonabléness review
and not in this ACAP. 1Issues concerning management prudence or
reasonableéeness aré not appropriate for consideération in Acap
proceedings. Although Elk Hills gas may be purchased by SoCal, we
maké no judgemént about the reasonableness of such purchases.

We have included such supplies in the supply forecast for
purposes of this ACAP at the adopteéd core WACOG price. Consistent
with this decision, weée will assumé no eéxcess costs from Elk Hills
purchases and no MPO transition costs associated with Elkx Hills
purchases. We feel we should also provide guidance on the queéestion
of transition cost treéatment for these purchases. In our opinion,
Elk Hills purchases do not meet thé definition of transition costs
established in P.87-12-039 and should not receive transition cost
treatment on that basis. We have not considered or decided,
however, whether éxcess costs assoclated with Elk Hills purchases
should for othér reasons be allocated in a manner consistent with
our treatment of transition costs. This issue should be addressed
in a future proceeding if and when SoCal requests such treatment.
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We will adopt MPO costs consistent with the price
forecasts we have adopted for the different components that makeup
this cost element.

c. Direct Billed Take-or-Pay
Costs

Take-or-pay costs are amounts billed to SocCal fron
interstate pipelines as a result of varlous orders of the FERC
which allocate take-or-pay buydown and buyout costs arising from
uneconomic contracts betwéen interstate pipeline companies and gas
producers. Direct billed take-or-pay costs are distinguished from
volunmetric take-or-pay costs. Direct billed take-or-pay costs are
billed directly to pipeline customers on the basis of their
historical purchases. Volumetric take-or-pay charges are applied
as a surcharge on every unit of current pipeliné throughput. In
this proceeding, only the treatment of direct billed take-or-pay
costs is a significant issue.

A number of issués were raised concerning direct billed
take-or-pay costs. They are genérally related to elther the amount
that should bé forecast for different take-or-pay amounts, or to
the question how such costs should be allocated. Disagreements
concerning forecast amounts were resolved prior to the conclusion
of the hearings. Allocation, however, was perhaps thé most hotly
contested issue in the proceeding.

(1) Forécast Take-or-Pay Amounts

A number of disagreéments were raised initially
concerning the forecast of take-or-pay amounts, but théy have since
been resolved by the parties. 1In summary, the parties have agreed
to the following forécast amounts,

SoCal accepts DRA’s forecast of $30,668,000 for
El Paso take-or-pay billings for the ACAP period, and $14,705,000
for El1 Paso také-or-pay billings prior to October 1, 1989. SocCal
has also agreed to DRA’s forecast of take-or-pay amounts billed by
Transwestern before October 1, 1989 of $47,370,000. There are no
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forecast direct billed Transwestern take-or-pay liabilities for the
ACAP period since all these amounts will have been paid prior to
October 1989. And, finally, SoCal also accepts DRA's forecast of
take-or-pay amounts billed by POPCO before October 1, 1989 of
$625,000. The payment previously made by SoCal to POPCO reflected
in the CAM account should be adjusted to reflect the actual

payment.

(2) Allocation of Take-or-Pay
Charges

(a) Background
The circumstances that gave rise to the gas
industry’s take-or-pay problems are well explained in FERC
decisions, particularly FERC Order No. 436, and Order No. 500. We
take notice of the findings and conclusions of the FERC reached in
these decisions.

The take-or-pay costs now at issué¢ in the industry
arose as a result of contracts entered into in the late 1970’s and
early 1980’s. This was a period of gas shortages and rising
prices. During this period, pipeline companies attempted, with the
encouragement of the FERC, to maintain secure long-teérm supply
reserves. They often negotiated and signed contracts of 10 years
or more., These contracts commonly included ftake-or-pay”
provisions. These provisions required the pipelines to pay for a
specified percentage of the contract quantity of gas éven if the
pipelines took léss. The often high cost of gas under these
contracts had little initial effect on the marketability of the gas
because theé cost was rolléd-in to the pipeéelines’ computed avérage
cost of gas along with other low price price-controliéd gas for
ratenmaking purposes, theréby keeéping it competitive with the cost
of alternate fuels and interstate pipelines had take-or-pay
comnitments from their customers guaranteeing pass through of gas
costs. Elimination of customers’ take-or-pay obligations in FERC
Order No. 380, and a drop in the price of alternate fuel éventually
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brought the embedded cost of these long term take-or-pay contracts
vell above competitive prices. By 1985, pipeline companies found
themselves committed to purchase significant volumes of high priced
gas in what was then a period of falling prices and increasing
competition between gas and other alternate fuels, Inspite of the
growing competition at the wellhead, interstate pipelines still
retained market control over gas transportatfion. They reacted to
their growing predicament by refusing to transport third party gas
when to do so would havé the effect of displacing the pipeline
conpanies’ own deliveries. This discrimination in transportation
had the effect of denying consumers access to gas at the lowest
reasonable rate, but preserved much of the pipelines’ market for
what would otherwise have been unéconomically priced gas.

In Order No. 436 the FERC addréssed the growing
disparity between wellhead and pipeline prices in a comprehensive
manner. The FERC concluded that the prevailing pipeline practice
of generally refusing to transport gas for third parties where to
do so would displace their own sales, had caused serious markeéet
distortions. It found this practice funduly discriminatory” within
thé meaning of § 5 of the Natural Gas Act, 15 U.S.C. §§ 717 ét seq.
(NGA), and ordered a radical restructuring of the industry.
Pipelines’ transportation and mechandising roles were unbundled and
pipelines were required to transport gas for third parties in
competition with the pipelineés’ own supplies.

This decision resulted in significant new
competition in the industry, particularly between pipelines and
other gas sellers (producers and marketers), and providéd consumérs
with the economic benefits of more compétitive wellhead prices.

These changes did not occur, however, without
significant reépercussions in the industry. aAmong the more
problematic of thesé is the present industry take-or-pay problenm.
As pipeline customeérs took advantage of the new opeéen access rules,
the pipelines found it increasingly difficult to market gas that
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had been contracted for under long-term contracts at high prices.
The pipelines’ high priced supplies became unrmarketable as more and
more pipeline customers chose to purchase their own gas directly
from producers or narketers for transportation. This resulted in
drastic reductions in pipeline takes of high priced gas, and
significant 1iability under the pipelines’ take-or-pay contracts
with gas producers.

FERC took no action in Order No. 436 to relieve
pipelines of their take-or-pay obligations under high-priced
contracts or to otherwise resolve the take-or-pay problem. On
appeal, the United States Court of Appeals, in Associated Gas
Distributors v. FERC, 824 F.2d 981 (D.C. cir. 1987), upheld the
substance of the FERC’s restructuring of the industry, but found
problems with the FERC’s failure to deal with the take-or-pay
issue. The Court remanded thé¢ casé to the FERC for further
proceedings on the take-or-pay problen.

Thosé furtheér procéedings culminated in FERC
order No. 500. Order 500 is intended by the FERC to substantially
nitigate the effeécts of Order No. 436 on pipeline take-or-pay
probléms. Among the stéps FERC took in Order 500 to address the
problem was the adoption of two alternativeé mechanisms for
pipelines to usé to recover prudéntly incurred take-or-pay reélated
costs. Under the first option, pipelines may recover 100% of
prudently incurred costs through volumetric or commodity rates.
The second option has béen referred to as an ”equitable sharing”
mechanism. Undeér this option, pipelinés arée permitted to récover
anywhere from 25% to 50% of thelr takeé-or-pay costs from custonmers
through a fixed take-or-pay charge diréct billed to pipeline
customers, provided that the pipeliné agrees to absorb an equal
amount. Any amounts above what the pipeline is willing to absorb
would be permitted to be recovered through a commodity surcharge,
or volumetric surcharge, on pipeline throughput.
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The costs incurred by El Paso and Transwestern
to buyout and buydown their accrued take-or-pay liability with
producers are the costs subject to recovery through the alternative
mechanisms provided for in Order 500, Both El Paso and
Transwestern haveé chosen FERC’s *equitable sharing” approach and
have chosen to allocate 25% of their take-or-pay costs to their
shareholders and the remaining 75% to their customérs. Of the
remaining 75%, 1/3 (i.e., 25% of the pipelines’ total 1iability) is
recoverable through direct billing, and 2/3 (50% of the pipelinés’
liability) is recoverable through a volumetric surcharge applicable
to total pipeline throughput.

(b) Positions of the Parties

Against this background, the proposals of the
parties concerning the disposition of take-or-pay costs at issue in
this proceeding must be considered. oOnly the 25% of pipeline
take-or-pay costs direct billed are at issue, No party has
challénged the recovery of the 50% of take-or-pay costs the
pipelines are recovering through volumetric surcharges.

Three parties madeée specific proposals regarding
SoCal’s recovery of direct billed také-or-pay costs: SoCal, DRA,
and silmon/Hock.

SoCal claims that it is entitled to recover
100% of all take-or-pay costs, and proposes to récover the noncore
portion through demand charges with full balancing account
protection.

Edison supports SoCal and alleges that
utilities are entitled to an opportunity to recover all of their
costs unléss proven unreasonably incurred.

PG&E and SDG&E also support SocCal.

DRA recommeéends that the Commission adopt an
equitable sharing mechanism similar to that adopted by the FERC.

In support of its recomméndation DRA adopts the rationale of the
FERC that the causes of the pipelines’ .take-or-pay problems are
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many and complex, that it is difficult to assign blame, and that
all segments of the industry should shoulder some of the burden of
resolving the problem. DRA recommends that the Commission permit
SoCal to chooseé between two different methods of recovery! )
(1) recovering all take-or-pay costs through a voluretric surcharge
without balancing account protection, or (2) recovering, through a
direct billed demand charge, four times the percentage of direct
billed take-or-pay costs that the company agrees to absorb. Under
the second option, any remaining balance, after direct billed and
absorbed amounts, would be recoverable through a volumetric charge.
DRA proposes balancing account treatment for the portion allocated
to theé demand charge. i

TURN is in geneéeral agreement with DRA and noteés
that DRA’s reéecommendation is essentially the same as advocated by
TURN prior to D.87-12-039. TURN supports its recommendation on the
principlé that the costs of resolving the problem should be
allocated equitably among all segments of the industry.

#(A)11 of the other sectors of theé gas
industry--producers, pipelines and
éend users--have been forceéd to make
sacrificées and bear what they viewed
as unreéasonable costs in order to
move forward with the transition to
the new industry structure. The one
glaring exception to this ’sharé the
pain’ policy thus far has béén the
local distribution utilities such as
SoCal, who have paid nothing and
borné¢ no risks while others have
suffered. Clearly, the time has come
to remedy this blatant inequity.
While this eéxception is sure to be
met with criés of /it wasn’t our
fault,’ that argument has not beéen
sufficient to spare any other party
from bearing a portion of thése
costs.” (Exhibit 80 (TURN/Florio),
PP. 27-28.)

- 46. -




A.89-04-021, A.89-05-006 ALJ/EWO/tcg

TURN supports DRA’s recommendation with the proviso that in the
event SoCal elects not to absorb any of the take-or-pay costs,
there should be no balancing account coverage for the portion of
take-or-pay costs allocated to the core market.

Salmon/Mock object to SoCal recovering any
direct billed take-or-pay costs. They allege that the only way to
effect a truly equitable sharing of these costs is to require Socal
to absorb all amounts billed in excéss of the amount that theé FERC
permits the pipelines to recover through volumetric charges.
Salmon/Mock would permit the portion of take-or-pay costs reflected
in pipeline volumetric rates to be fully passed thrqugh to
ratepayers, but would preclude recovery of any and all direct
billed amounts. SCUPP/IID, and DGS support the proposal of
Salmon/Mock.

In response to the proposals of DRA and
Salmon/Mock, SoCal offered jin evidence testimony concerning the
reasonableness of the company‘’s practices with respect to
interstate purchases and thé absence of company responsibility for
the incurrencé of take-or-pay costs. Thé ALJ ruled this testimony
inadmissiblé on grounds that the reasonableneéss of SoCal’s actions
is not the basis of the récommendations of DRA or Salmon/Mock, and
is not an issue properly within the scopé of an ACAP procéeding.
The ALJ further noted that issués concerning reasonableness are,
under theé Commission’s current regulatory framework, appropriate to
raise in annual gas utility reasonablenéss review proceedings.
Consistent with this ruling, the ALJ indicated that the
réecomméndations of DRA, TURN, and Salmon/Mock could only be judged,
in this proceéeéding, on thé basis of policy considerations other
than the réasonablenéss of SoCal’s actions. SoCal took exception
to the ruling, and requested that its testimony on reasonablenéss
excluded from evidénce be received as an offer of proof. This
motion was granted.
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In support of its request for full recovery of
take-or-pay costs, SoCal argues that Salmon/Mock’s recommendation
would result in a substantial disallowance and is totally
inconsistent with FERC Order 500. SocCal interprets Order 500 to
provide alternative means of recovering take-or-pay costs, and
provides no basis for disallowing reéOVery of prudently incurred
costs by local distribution companies. The company also argues
that take-or-pay liability arose out of interstate pipelines’
contracts with their gas suppliers and that SoCal was not a
participant in pipeline-producer negotiations, and therefore not
responsible for the contracts which gave rise to the problen.
SoCal also arques that it is entitled to recover costs that the
Commission has previously authorized to be booked to a tracking or
balancing account for later recovery, and that such costs cannot

later be disallowed because the Commission has changéd its mind
~ about recovery after thé expensés havé been incurred and booked.
SoCal also argues that the Salmon/Mock proposal would violate the
principle discussed in Nantahala Power & Light Co. v. Thornbergq,
476 U.S. 953 (1986) and Mississippi Power & Light Co. v.
Mississippi, 101 LEd 24 322, __ U.S. ___ (1988) that amounts allowed
by a fedéral regulatory agency to be billed by a federal-
-jurisdictiOn utility to a local utility must be allowed in the
local utility’s rates by state régulators. SoCal asserts that thé
holdings of these casés, as applied to FERC authorized interstate
pipeline take-or-pay charges, require 100% pass-through at the
state level. Finally, SoCal argues that it would be cléar legal
error for the Ccommission to impose a disallowance on the cOmpany.
without having allowed thé company to put in evidence teéstimony
clearly relevant to this issue.

In responsé to SoCal’s arguments, DRA and TURN
note that FERC explicitly stated that it was not prescribing the
méthod by which take-or-pay costs were to be recoveréd at the state
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level. As a result of this explicit statement of the FERC, DRA,
and TURN allege that no federal preémption problem exists.

'CIG[CLFP supported Salmon/Mock in their opening
and reply briefs, but filed a motion on August 1, 1989 to defer
consideration of take-or-pay costs to a subsequent phase of this
proceeding. CIG/CLFP seeks an opportunity to more fully develop
the record on this issue. CIG/CLFP alleges that there was little
or no testimony concerning thé basis upon which the take-or-pay
costs were incurred, and insufficient time for the parties to
prepare rebuttal testimony in reésponse to the rebuttal offered by
SoCal on July 26, 1982, and that as a consequence, the record in
this proceeding is inadequate to permit the Commission to decide
allocation questions concerning take-or-pay costs.

(c) Discussion

Whether the take-or-pay costs which Ssocal seeks
to recover were reasonably incurred is not at issue in this
procéeeding. We do not view the testimony of DRA or Salmon/Mock as
contesting the reasonableness of the costs at issue, and éven if
we did, we would not address thé issué in this proceeding. ACAPs
are not the proper forum for consideration of management prudence
or reasonableness. Under the Commission’s requlatory program for
gas utilities, reéasonableness must bé considered in annual utility
réasonableness reéview proceedings. Thé ALJ was correct in striking
SoCal testimony on this issue. The only take-or-pay issues
properly before the Commission in this ACAP proceéding are issues
related to the allocation of costs.

CIG/CLFP has requestéd that we defer
consideration of these allocation issues. We will deny the motion.
Parties to this proceeding have been on notice at least since we
issued D.87-12-039 on December 9, 1987 that the allocation of
take-or-pay costs would be an important issue to résolve in future
ACAP proceédings. Parties have also beén on notice since April 12,
1989 when SoCal’s application was filed, that the company was
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requesting full recovery of all take-or-pay costs from its
customers. While we have no doubt that a more extensive record
could be developed, there has been no showing of good causé for
deferring the issue, and no showing that the present record o6n this
issué is deficient in any essential or even important réespect. We
will address the allocation issues presented.

SocCal has réquested regulatory treatment which,
in effect, assigns full responsibility for the economic and
requlatory risks which gave rise to take-or-pay 1iability, and the
consequential costs now being asséssed, to its ratepayers. Under
the circumstances, it is difficult to justify such a result. After
extensive review of the industries’ problems the FERC stated,

*The Comnission recognizés that it is
difficult to assign blame for the
pipeline industry’s take-or-pay
problems. 1In brieéf, no oné segment
of theée natural gas industry or
particular circumstance appears
responsible for theée pipeélinés’ excess
inventory of gas. As a result, all
segments should shoulder some of the
burden of reésolving the probleém.”*
{(Ordér No. 436, III FERC Stats. and
Regs., Paragraph 30,761 at
p. 30,779.)

”,..there Should bé an équitable
sharing of take-or-pay costs among
all ségments of the industry,
including producers, pipelines,
distributors and consumers.” (Order
No. 500, III FERC Stats. and Regs.,
Paragraph )

Wée agree with the FERC that no one seégment of the industry appéars
responsiblé for thé problém. We also agree with the FERC that,
under theé circumstances, all segments of the industry, including

distributors such as SoCal, should share somé portion of theée burden
necéssary to resolve the problém.
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SoCal may be entirely correct in claiming that
the economic and market forces which gave rise to the problem were
beyond the control of company management, but SoCal fails to
recognize that these forces were to an éven greater degree beyond
the control of SoCal’s ratepayers.

In defense of the right to recover take-or-pay
costs, SoCal and Edison contend that utilities are entitled to
recover all costs incurred eXcept such costs as are found to have
been due to management imprudence. This arqument {s contrary to
well established caseé law (seé e.g., Dugquésne Light Co. ¥. Barasch
(1989) _ U,S._, 102 LEd2d 646 and casés discussed therein), and is
premiséd upon a fundamental misunderstanding of utflity regulation.
Managemént imprudénce can certainly be the basis for the
disallowance of costs for ratemaking purposes and can affect the
earned réeturn of utilities, but it is equally true that the costs
of unforeseen évents, such as thosé which gave rise to the
take-or-pay probléms of thé gas industry, can also aftect earned
return. Utility regulation is a substitute for free market
competition, and although regulation has reélieved utilities of
substantial economic and competitive risks, it was never intended
to relieve utilities of all of the risks inherent in competitive or
réqgulated markets. Risk is inherent in doing business even as a
regulated utility., And more importantly, this risk is recognized
in theé rate setting process. Regulators are in fact required by
law to set rates so as to provide utilities with a reasonable
opportunity to eArn a return commeénsurate with returns on
investménts with similar risks. (See FPC v. Hope Natural Gas Co.
(1944) 320 U.S. 591, 603.) The law doés not aguarantee that
utilities will e¢arn the return authorized, howeéver, (see Hope,
supra. 320 U.S. at 603), and certainly does not réquirée utility
ratépayers to shoulder 100 percént of the economic burden of

unforeseéen events. (Conparé e.q., Duggesne Light Co. v. Barasch
(1989) __U.S.__, 102 LEd2d 646 upholding a rate base disallowance
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of costs associated with a cancelled nuclear power plant without
any finding of management imprudence. On the contrary, the mannér
in which utility rates are set generally contemplates that
unforeseen events will, from time to time affect company earnings;
and will sometimes cause earned return to fall below what was
authorized. Utilities are routinely conpensated for this very
risk. The rates of return granted utilities in each general rate
case include allowances to compensate utilities for economic and -
requlatory risks, including unforeseen risks.

' Under the circumstances, we conclude that it
would be inequitable to allocate all of the risks of the events
which gave rise to the take-or-pay problem and all of theé costs
incurred as a result of thesé events to ratepayers while allocating
noneé to SoCal’s shareholders.

SocCal, Edison, and PG&E have argued that any
ratemaking treatment short of 100% recovery of take-or-pay costs
would violate the holdings of Nantahala Power & Light Co. V.
Thornbérg, 476 U.S. 953 (1986) and Mississippi Pcwer & Light Co. v.
Mississippi, 101 LEd 24 322, __ U.S. __ (1988). They arque that
these cases require 100% pass~through of FERC approved costs at the
state level, and that since the takeé-or-pay costs at {ssue have
been approved by the FERC, they must be passed through to SoCal’s
customérs by this Commission.

We disagree. SocCal, Edison, and PG&E have
falléd to recognize that thé FERC’s declision approving take-or-pay
costs explicitly provides for, and éncouragés, an equitable sharing
of costs between local distribution companies, such as SocCal, and
thelr customérs. Thé FERC stated:

*(T)heé proposed policy statement does
not atteéempt to prescribée the méthods
by which approved pipeline
take-or-pay costs aré to be allocated
at the state 1leveél. However, it is
the Commission’s view that there
should be an équitable sharing of
take-or-pay costs among all segments
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of the industry.” (III FERC Stats.

and Regs, at p. 30,790.)

Clearly the FERC has not prescribed the methods by which this
Commission should allocate SoCal’s take-or-pay costs, and that is
the only take-or-pay issue that we are addressing in this decision.

SocCal has also argued that costs the Commission
has authorized to be booked into tracking or balancing accounts
cannot be disallowed from recovery by theée Commission after .the
expenses have been incurred. Since the Commission has previousliy
authorized take-or-pay costs to be booked to SocCal’s Core Fixed
Ccost Account and Noncore FiXed Cost Account, Socal argues that the
commission has no option now but to allow full recovery.

We disagrée. SoCal has completely misconstrued
the nature of tracking and balancing accounts and misconstruéed our
earlier decision authorizing take-or-pay costs to be booked to the
Core and Noncorée Fixed Cost Account. Balancing and tracking
accounts are always established for the explicit purpose of )
facilitating further rate adjustments, and often further réview of
the costs bookéd to such accounts. In many caseés, such accounts
have explicitly been made subject to futureée reasonabléness review
and, by clear implication, potential disallowance of costs after
they have beéen incurréd and booked. Moréover, recovery of
take-or-pay costs booked to the Core and Noncore Fixed Cost
balancing accounts was explicitly made subject to future régulatory
review by the Commission in D.87-12-039,

A moré difficult problem is determining an
appropriate allocation of take-or-pay costs, given the principle
that the risks and costs can and should be shared by distribution
companies as well as their customers. Again, we consider the
FERC’s findings instructive.

Under the FERC’s adopted alternative allocation
nmechanisms, pipelineés have been given a choice, They may choose to
recovér take-or-pay related costs through a volumetric surcharge,
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or they may recover a percentage through direct billings eqial to
the percentage they are willing to absorb. The former course
provides pipelines with a theoretical opportunity to recover all
take-or-pay costs, but also entails risk. Market forces are likely
to limit recovery of take-or-pay charges through volumetric rates.
The alternative ”equitable sharing” mechanism, provides pipelines
with a certain writeoff, in exchange for certain recovery of a
portion of the costs. Both El Paso and Transwestern have elected
the latter option, and have chosen to absorb 25% of their
take-or-pay costs. This leaves 50% to be billed through volumetric
charges, and 25% to be direct billed. As a result, El Paso and
Transwestern will récover a maximum of 75% of their fake-or-pay
costs from thelr customers.

The SoCal, DRA, and Salmon/Mock proposals can
be évaluated by comparing the results that would beé producéd by
" their adoption with the results produced under the approach adopted
by FERC. If one assumes that SoCal’s customers will be paying 50%
of E1 Paso and Transwestern take-or-pay costs through volumetric
surcharges and that thesé costs aré passed through to SoCal’s
customérs,1 then under all threée proposals beéfore us, SoCal will
recover at least 67% of the take-or-pay costs passéd through to
california from El Paso and Transwestéern to SoCal. SoCal requests
full recoveéry of thé remaining direct billed amount which if
granted would provide the company with 100% recovery. Salmon/Mock
has advocated no recovery beyond the amount included in volumetric
chargeés to SoCal. Under this proposal SocCal would recover 67% of
the take-or-pay costs billed to it, but would be réquired to absorb
the remaining 33%. DRA has advocateéd an alternative approach
simfilar in structuré to that adopted by FERC. If one assumes that

1 No party has challenged the volumetric portion of El Paso or
Transwestern take-or-pay costs in this proceeding. Only the direct
billed portion is at issue.
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SoCal elects to absorb the full $1 of direct billed amounts for
every $4 billed, then under DRA’s proposal, SoCal would reéecover 80%
of direct billed amounts, but SoCal’s customers would pay 93% of
all take-or-pay costs billed to california. The remaining 7% of
all take-or-pay costs billed to california represents the amount
SoCal would absorb under these assumptions.

He reject SoCal’s request because it is
inequitable under the circumstances. It would require all segments
of the industry to sharé the costs of reésolving the industry’s
take-or-pay problems, eXcept SoCal. As a distribution company,
SoCal was an intégral part of the industry which gave rise to the
probleéem, and as such SoCal should shoulder some portion of the
costs of resolving it and moving forward.

For different reasons, we find the proposal of
salmon/Mock to be egually inéquitable. In terms of simple
percentages, thé proposal of Salmon/Mock would require socCal to
absorb a greater percentagée of take-or-pay costs than El1 Paso or
Transwestern. Although as a distribution company, we view Socal as
having an important rolé¢ in énsuring that pipeline purchases are
structured so as to énsure markeétability of gas to end users, SocCal
was not a party to the pipeline-producer contracts which contained
the take-or-pay clauses, and has much léss control over the
negotiations to reduce take-or-pay liabilities than the pipeline
companies. For this reason, we conclude that it would be
inequitable to adopt a recovery mechanism that is harsher on SoCal
that the FERC mechanism is on interstate pipelineé companies.

DRA’s recommendation is inteéermediate between
these extremes. Assuming SoCal elécts to absorb $1 for every $4
direct billed, undéer DRA’s proposal SoCal’s customeérs would pay 93%
of take-or-pay costs billed to California, while Socal’s
shareholders would absorb 7%. This disparity may appear
inequitable to SoCal’s customers, but the equities cannot be fairly
evaluated without considering the circumstances which gave rise to
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the take-or-pay liability in more detail. The changes in the
industry which pernitted the transportation of customer-owned gas
significantly reduced customer gas costs. SoCal alleges that its
custoners saved $1.3 billion as a result of these regulatory
changes, and purchases that SoCal made under the new program.
Although SoCal received benefits from the changes in regulation
including increased reéecovery of forecast costs included in base
rates, and preservation of the company’s market share, most of the
savings obtained through reduced gas costs directly benefited
SoCal’s customers. In light of these considerations, we conclude
that the DRA recommendation should ke adopted. We conclude that it
will provide SoCal with a reasonable opportunity to recover
take-or-pay costs and strikes a fair balance in allocating risks
and costs between ratepayeérs and SoCal’s shareholders.

TURN has reécomménded that in the event Socal
elects not to absorb any of the take-or-pay costs under the
approach we have adopted, theré should beé no balancing account
coverage for the portion of take-or-pay costs allocated to the core
market. SoCal has opposed this recommendation on the ground that
weather affects sales to the core much more than any other factor
and that it would not maké sense to pérmit SoCal to be rewarded if
the weather is colder than normal, and penalized if the weather is
warm. We agree with SoCal on this point, and will not adopt TURN’s
recommendation.

In addition, we want to makeé clear that the
decision we have reached is limited to the allocation of costs. We
havé not considered or deétermined the reasonablenéss of any
take-or-pay costs SoCal may pass through to rateépayers under this
decision. Theé reasonabléneéss of take-or-pay costs 1is, as we have
stated previously, not an issue in this ACAP case. Any challenge
to the réasonablenéess of take-or-pay costs must be raised in
SoCal’s annual reasonableness review proceeding.
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In order to implement this portion of this
decision, within 20 days of the date of issuance of this proposed
decision, SoCal shall file comments indicating the rate treatment
it selects and proposed rate changes consistent with the company’s
selection of the rateéemaking options provided herein. wWe also
encourage SoCal to include in its comments on this decision any
comnents it may wish to make on the manner in which the resulting
rate changes can best be made.

d. Account 191

El Paso Account 191 direct billed amounts are dependent
upon the outcone of settlement negotiations in the El Paso general
rate case at the FERC. Settlemént negotiations are far from
concluded. Both SoCal and this Comnission have protested the
direct billing of Account 191 undercollections by both El Paso and
Transwestern. Because of thesé uncertainties, both SoCal and DRA
recomménd that no amount for El Paso or Transwestern
undércollections in Account 191 be included in rates in this
proceeding.

We agrée with the position taken by SoCal and DRA. No
undeércollections will be forecast in either the El pPaso or
Transwestern Account 191,

e.” Chevron/Southland Refunds .

$49.2 nillion has beéeén recéived by SoCal from El Paso as
a result of the Southland settlement. The Cheévron settlement is
still on appeal, and as a conséquence, SoCal has not .reéceived any
refund yet from the Chevron settlement. SoCal expects these
refunds to eventually total approximately $75 million.

DRA récommends that the Southland réfund be held by SocCal
as a potential offset to any Account 191 costs that may
materialize, and that these amounts bé trued-up in SocCal’s next
ACAP proceeéding.

- 57 -
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Rather than hold all Chevronf/Southland coredits for offset
against possible future Account 191 direct billings, soCal proposes
to use these refunds to offset direct billed take-or-pay amounts.

TURN is not opposed to using theése refunds to offset )
Account 191 billings, but recommends that the Commission consider
the option of a lump sum refund as an alternative.

SoCal‘’s proposal to use Chevron/Southland refunds to
offset take-or-pay charges would, in effect, permit SocCal to
receive full recovery of any take-or-pay charges offset in this
manner. This disposition is inconsistent with our intent to
allocate some of the risks and costs associated with the industry’s
takeé-or-pay problem to shareholders as well as to rétepayérs.
Because SoCal may receive substantial direct bills from El Paso and
Transwestern during the ACAP period for recovery of Account 191
balances, we will adopt DRA’s recommendation. Socal shall hold
Chevron/Southland credits in an interest bearing account for offset
against possibleée futurée Account 191 diréct billings.,

f. HMig-la/RFX Refund

SoCal has also réceived a $36.8 million direct credit
with respect to the El Paso "Mid-Louisianaf/RFX* proceeding.

DRA recommends that this credit also be held in an
interest bearing account for use as an offset against possible
Account 191 direct billings. SoCal concurs with this
recomméndation. TURN is not opposed, but recommends lump sum
refund as an alternative. SCUPP/IID contends that the mere
potential for Account 191 billings is insufficient justification to
permit SoCal to retain these refunds, and opposes the
recommendation of SoCal and DRA.

We will adopt DRA’s reécommendation for the same reason we
adopted this treatment of the Chevron/Southland réfund.
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C. Revenue Requirement

1. Angelus Litigatibn &
Settlement Costs

The Conservation Cost Adjustment (CCA) account is a
balancing account which was established by the Commissfon in
D.92854 as part of the demonstration solar financing program. The
purpose of the account is to reconcile authorized and expended
costs for conservation related programs, and to allow recovery of
reasonable consérvation progran costs.

" DRA auditors recommended several adjustments to the CCA
account. These related to the Fuel Cell Program, 1986 Tax Reform
Act, and litigation and séttlement costs related to Angelus,
et., al. v. SoCalGas. Prior to the close of hearings SocCal accepted
DRA’s Fuél cell adjustment, and the parties agreed to address the
effect of the 1986 Tax Reform Act in Socal’s test year 1990 general
raté case. Only the Angélus related costs remain at issue in this
proceeding.

a. Background i

The Angelus litigation arose from the Commission
authorized Weatherization Financing and Credits Program (WFCP).
The WFCP was established by the Commission in D.82-02-135 (8 CPUC
2d 167) in ordér to provide 8% financing, or cash crédits to
residential ratépayers for installation of up to thirteeéen cost
effective weatherization measures..

‘The Angelus lawsuit was brought by eight contractors who
installed résidential conservation measures pursuant to SoCal’s
WFCP program. The contractors allegéd various causes of action
against socal including negligence, misreprésentation, conspiracy
to monopolize, and conspiracy to prevent competition. Theé company
incurred approximately $3.86 million in legal fees and associated
litigation costs and eventually settleéd the case by paying the
plaintiffs $2.44 million.
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b. Positions of Parties

DRA asserts that the CCA balancing account was
established to allow SoCal to recover the actual.costs of
administering the WFCP program, and the costs of the low interest
loans and cash credits provided to ratepayers under the program.
DRA contends that the potential for litigation arising from
conservation programs was recognized by the Commissfon, but that
1itigation and settlement costs were never intended by the
commission to receive balancing account treatment or to be
récovered through the CCA. In support of this claim, DRA cites
language from D.92251, 4 CPUC 24 at p. 312 in which the Commission
indicated concern about the potential costs and legdl exposurée of
utilities under the demonstration solar financing program. DRA
contends that litigation and settlement costs related to the HWFCP
prograns were intended by the Commission to be récovered, along
"with all other litigation and séttlement costs, on a forecast basis
through thée allowanceé for administrative and general expenses
included in baseé rates.

DRA contends that the $6.3 million in settlément and
litigation éxpenses at issué should be removed from the CCA (i.e.,
the CCA account balancé should be reviséd upward by this amount)
and consideréed part of Accounts 923, ~"Outside Services”, and 325,
*Injuries and Damages.” Both of these accounts are included within
the accounting category of *Administrative and General Expenses”
(A&G) which SocCal recovers on a forécast basis through base rates
set each of the conmpany’s geéenéral rate cases. DRA notes that SccCal
was authorized $10,811,000 for Account 923 and $6,749,000 for
Account 925 in the company’s test yéar 1985 general rateé case.
Finally, DRA argques that to permit recovery on Angelus rélated
costs through the CCA would give SoCal *double recovery” for these
costs. In support of this contention, DRA cites evidénce that for
a period of at leéast four years, from 1985 through 1988, SocCal
booked conseérvation related claims expenses to base rate accounts.
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PRA infers that SocCal must therefore have included conservation
related claims and settlement expenses in the company’s A&G
forecasts in its last (1985) general rate case.

SoCal responds that the CCA was intended to include all
costs related to the WFCP program including any and all litigation
and settlement costs, and that the Comnission intended to allow
recovery of all costs found to. have been reasonably incurred.
SoCal relies primarily upon D.82-02-135 (1982) 8 CPUC 167, at
p. 241 in which the Commission stated that, *In this manner, all
expenses and revenues associated with WFPC and RCS will be
accounted for in the CCA balancing account.” SoCal_also cites
several Commission decisions related to the Commission’s solar
financing program in support of its position. 1In D.92305 (1980)

4 CPUC 24 396, the Commission indicated that reasonable start up
and administrative costs for the solar program should be booked to
a balancing account. In D.92854 (1981) (unreported) in A.59869 at
mimeo. p. 8, the Commission clearly indicated that overhead burden
rates and indirect costs related to the solar demonstration progranm
could beé booked to the balancing account. Finally, in D.92251
(1980) 4 CcPUC 24 258 at 312, the Comnmission indicated its concern
that the role of utilities in referring contractors, conducting
inspections, énforcing standards, and providing credits or
financing undér the demonstration solar financing program could
give rise to legal exposure to ratepayers as weéll as to the
utility. sSocCal concedes that consérvation related claims were
booked to base rate accounts rather than to thé CCA for several
years, but alleges that this was an inadvertent érror. Socal
further asserts that conservation related litigation and settlemént
costs were not included in the company’s A&G forecast in its last.
general rate case, and that as a result, peéermitting recovery
through the CCA will not create any double recovery problém.
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a. Discussion

Providing balancing account treatment for litigation and
claims reduces, if not eliminates, any econonmic stake utilities
have in claims and litigation. There generally are strong policy
reasons for ensuring that qtilities-retain a significant econonmic
stake in litigation. Retaining an economic stake in litigation
provides a significant incentive for utiiities to ninimize claims,
litigation, and legal exposure by eénsuring that company practices,
procedures, and employee conduct conform to laws, regulations, and
prudent business practices. It also provides an incentive to
evaluate claims, litigation strategies, and settlement options in a
realistic manner, and to take a cost effective apprdéch to
litigation and settlement negotiations. Balancing account

 treatment serves none of thése policy objectives.

In light of these policy considerations, we are reluctant
to infer intent to include WFCP litigation and settlement costs in
the CCA balancing account unless theré¢ is a cleéar éxpression of
intent to do so. We find no such evidence of intent. .

The Commission authorized that WFCP program expenses be
booked to and récovered through the CCA account in D.82-02-135 at
p. 239. Thé program éxpenses authorized to be recovered through
CCA are separately listed under two headings on p. 208 of the.
decision. The two headings are "Program Incentives,* which
includes the estimated cost of loans and credits to be provided
under the program, and “Marketing, Administration, Etc.” which
includeés administrative and overhéad costs authorizéed to be booked
to the CCA. The only subcategories listed under the latter heading
aret ~advertising,” *Public Affairs,” “Marketing &
Communications,” *Referral Program,” *1981 EECP,” *Account
Administration & Inspections,” and “Franchise and Uncollectibles.”
Litigation and settlement costs are not séparately listed, and do
not appear to be encompassed in any of the othér program categories
listed.




A.89-04-021, A.89-05-006 ALJ/EWO/tcq

Although the Commission did say that all expenses and
revenues associated with the WFCP would beé accounted for in the CCA
balancing account, this statement was prefaced by the phrase *in
this manner”. We interpret this to méan that the Commission
considered the categories and accounts listed on p. 208 of the
decision to encompass all of the costs that it considered properly
associated with the WFCP program.

Since litigation and settlement costs are not included in
the accounts listed, we concluded that these costs were inténded by
the Commission to continue to be recovered in the unusual manner,
i.e., on a forecast basis through the allowance for administrative
and géneral expenses included in base rates., The evidence offered
indicates that this conclusion is consistent with Socal’s
interpretation of the Commission’s intent at the time. This is the
most logical inferénce to bée drawn from the fact that the company
booked conservation related claims expensés to base rate accounts,
rather than to the CCA for four yeéars.

We conclude that the Angelus litigation and settlemént
costs weré improperly bookéd to the CCA.

2. 0il Revenues

' Socal produces oil in connection with the operation of
its Honor Rancho underground gas storage field. Prior to May 1,
1988, cCommission decisions required Socal to credit révenueés
received for oil production incidental to operation of Socal’s gas
storage fields to the Cost Adjustment Mechanism (CAM) balancing
account. Through this mechanism oil revenues were uséd to offset
revenue requirement for the bénefit of SoCal’s ratepayers.

On May 1, 1988 the Commission abolished the CAM procedure
and substituted its new program for the regulation of the gas
industry. Since May 1, 1988 SocCal has booked oil revenues to the
Miscellaneous Reveénues account which is a base rateé account.
Revenues booked to this account do not receive balancing account
treatment and are not used to offset revenué requirement, eéxcept on
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a forecast basis in each general rate case. Since ofl revenues
were subject to balancing account treatment under the CAM procedure
at the time of SoCal’s last general rate case, they were not taken
into account in forecasting the Miscellaneous Revenues account. As
a result, of SoCal’s accounting treatment of these revenues, since
May 1, 1988 ratepayérs have beéen denied the benefit of these
revenués, and they have gone directly to benefit the company’s
shareholders. i

The problem applies only to the period from May 1, 1988
to December 31, 1989, SoCal and DRA have agreed to include all
prospective o0il revenues on a forecast basis in Miscellanéous
Revenues (above-the-line) in SoCal’s test year 1990-genera1 rate
case, A.88-12-047. At issue is approximately $3.0 million.

DRA claims that as a result of accounting workshops held
to develop new accounting meéchanisms to implement the Commission’s
restructuréd regulatory program for the gas industry, it understood
that thesé o0il revenues would be booked into the Other Revenue
account that is part of the Coré and Noncoré Fixed Cost Account

(GFCA). A detaliled accounting stipulation was developed as a
result of the workshops DRA meéntioned, which was later submitted to
and approved by the Commission. The GFCA section of the accounting
stipulation requires that revenues subjeéct to balancing account
treatment bé credited to the GFCA. DRA recomménds that SoCal be

required to credit the GFCA with the réveénués réceived by SoCal
from the sale of oil in theé amount of $1.6 million from May 1, 1988
to March 31, 1989, and such actual oil revenues as SoCal will
receive between April 1, 1989 and Décember 31, 1989, According to
DRA, this would be consistént with thé prior treatment of oil
révenues under the formér CAM procedure, and consistent with the
Commission’s intent in establishing the new progran.

ScCal contends that since May 1, 1988, theré has béen no
explicit réquirement that SoCal reduce customer rates by the amount
of oil revenues. SoCal contends that, as a consequence of the
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absence of any such explicit requirement, the DRA proposal amounts
to unlawful retroactive ratemaking. SoCal also clafms that DRA’s
fajilure to obtain a Commission order requiring crediting of oil
revenues against rates after May 1, 1988 does not necessarily
create a windfall for SoCal., SoCal argues that oil revenue is only
one source of revenue out of thé many possible sources of reveénue
forecasted generally as "miscellaneous revenue” {n general rate
cases, and there has been no showing that SocCal has received pore
miscellaneous revenue than it was forecast to receive in the
company’s last general rate case.

The issue, as we view it, is one of interpretation. We
agree with DRA that the accounting stipulation should be
interpreted to require that oil revenues, which were formerly
subject to balancing account treatment, be credited to the GFCA.
To allow SoCal to book 0il revenues to the misceéllanéous revenue
account would résult in a direct transfer of revenue from
ratepayers and a windfall for Socal. In implementing our new

. requlatory program, there was néver any intent to change our
existing practice of using oil revenues to offset other éxpeéenses.
They weére not included in forecast miscellanecus revenues in
SoCal’s last genéral rate case, and we nelther intended nor
authorized SoCal to book theéem to this account in impléménting the
requlatory structure. :

SoCal argues that requiring oil revenues to be booked to
thée GFCA would violate the rule against retroactive ratemaking.

We disagree. SoCal’s argument would haveé meérit if the
issue did not involve a question of interpretation of our prior
intent. Since, howéver, the issue is a question of how the
regulatory changes madé last yéar should bé interpreéeted, and not
wheéther changes should be adopted now and applieéd retroactively, no
rétroactive ratemaking probleéem is involved.

The interpretation we have adopted applies prospectively
from the date the regulatory changes at issue were adopted, May 1,
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1988. SoCal shall be required to book all oil revenues received
between May 1, 1988 and December 31, 1989 to the GFCA.

3. Interutility Transportation
Revenue

In addition to PG&E providing interutility transportation
service to SoCal over Line 300, SoCal also provides interutility
transportation service to PGS4E. This service is generally provided
to serve EOR customers in localized parts of the San Joaquin Valley
where PG4E does not -have sufficient facilities and .socal has
available capacity.

DRA forecasts interutility revenue of $1 million whereas
Socal forecasts $0.5 million. The difference is due to two
factors: - (1) a higher demand forécast by DRA because of new PG4E
customer load which DRA indicates will be served through Socal in
early 1989, and (2) SoCal’s forecast of curtailment. DRA foreécasts
- demand and throughput of 11,633 Mdth. SocCal forecasts interutility
demand of 7,391 Mdth, but only expects to be able to serve
6,150 Mdth.

SoCal does not deny that thére will be increased PG4LE
déemand in early 1989, but alleges that this increase will be offset
later in the year through the construction of new facilities by
PG&E. SocCal has not adequately established when, or the exteént to
which, this demand will be reduced during the ACAP period through
construction of new facilities by PG&E. As a result, we will adopt
DRA’s interutility demand forecast, but will adopt throughput of
8,700 Mdth that reflects the 2,933 Mdth of curtailment which
follows from thé system demand and capacity values we have adopted.
These adopted valués result in an interutility revenue foreécast of
$0.8 million.

4. Exchange Revénue

DRA forécasts that 29,915 Mdth of exchange gas will be
sold by SoCal during the ACAP period bringing $8.685 million in
revenue. SoCal forécasts that ft will sell 29,566 Mdth which will




A.89-04-021, A.89-05-006 ALJ/EWO/tcg

bring revénues of $8.484 million.

SoCal’s forecast of 346 Mdth of curtailment.
We will adopt exchange volume and revenue forecasts of
$8.5 million and 29,427 Mdth respectively, which are consistent
with the 488 Mdth of curtailment we forecast for this service as a
result of our adopted system demand and capacity forecasts.

5.

agrees with SoCal’s forecast.

Storage Banking

SoCal estimates that it will receive $1,040,000 in
storage banking reservation fees during the ACAP period.

DRA

revenue will be credited to reduce the storage related costs
allocated to noncoreée customers.

6.

Brokerage Fees

Iin D.86-12-010, we indicated our intent to remove fixed

The difference is a result of

As required by D.89-02-082, this

costs associated with utility brokering activities from core and

noncoré transmission rates.

intent to establish brokerage fees for noncorée customers and
indicated that such costs should be based on émbedded costs.
also ordered PG&E and SoCal to includé appropriate cost information
in their next ACAP proceedings in order to impléement such fees.
PG&E’s recent ACAP, wé addressed this issue in further detail, and
adopted general guidelines for determining appropriate brokerage

fees,

In D.89-03-014, w¢ reaffirmed our

HWe

We indicated that brokerage fees should include all costs

In

associated with brokerage type servicés, including marketing costs.

¥ (B) rokerage cost eéstimatés should include

(1) the costs of developing and maintaining
gas supply and customer information:

(2) communications costs{ (3) computing,
accountin? and billing systems costs}

(4) assoclated leyal and regulatory eéxpenses?
(5) theé costs of letters of credit and
uncollectibles;. (6) working capital for
inventory gas, gas temporarily unaccounted for,
and gas purchased but not paid for by the
customér; and (7) lost and unaccounted for gas.
.+ (E)stimates of brokerage costs should ‘
includeé not only opeérating costs, but capital
costs as well, to the extent capital
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investments are required for procurement

operations.” (D.89-09-094 at pp. 10-11.,)

We further stated that absent a compelling showing to the contrary,
we would consider these gquidelines to reflect methodology to be
applied in future ACAP proceedings.

ScCal submitted éestimony to quantify its brokerage
related costs and estimated brokerage costs in the amount of
$1,494,000. This estimate was developed from 1983 cost data and
includes only procurement related costs., SoCal contends that it
incurs no marketing related costs on account of gas brokering.

DRA, Salmon/Mock, TURN, and SCE all disagpee with socCal’s
estimate. ‘

DRA contends that ScoCal has excluded marketing related
costs contrary to clear Commission policy, and has used outdated

" data for estimating procurement related costs. DRA contends that

using 1983 data cannot possibly capture costs now incurred due to
the many changes in thé industry that havé occurred sinceé then.
Because of changés made in SoCal’s organizational structure and
accounting procédures, DRA was not able to update SocCal’s cost
estimate to correct for theseée deficiencies. DRA récommends that an
interim brokerage feé be éstablished baséd upon the best available
data, and that SoCal be ordereéd to perform a complete study of
marketing and procurement costs using current information. DRA
reviewed data filed by SoCal in the company’s 1990 general rate
casé to dévélop an estimateée of brokerage costs, that inciudes both
procurément and marketing relatéed costs, that can be uséd on an
interim basis. Baséd upon this data, DRA estimates brokeéerage costs
of $3,878,000, which includes $2,378,000 for procurement related
costs, and $1,500,000 for marketing rélated costs. .

Salmon/Mock also contends that SoCal’s cost estimate ‘is
both incomplete and based upon outdated information. Salmon/Mock
agrees with DRA that SoCal should be ordéred to conduct a detailed
new study to quantify all embedded brokerage related costs as
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defined by the Ccommnission in D.89-09-094, and recommends that this
study be considered in SoCal’s next ACAP. Salmon/Mock has ‘
attempted to quantify SoCal’s brokerage related costs and
recommends that an interim brokerage fee be adopted on this basis
pending completion of a new study by SoCal. Salmon/Mock estimates
SoCal’s brokerage costs at $5.2 million, and recommends that the
revenue be allocated to reduce noncoré transmission rates.

TURN agreeés that SoCal’s brokerage cost estimate is
incompléete and joins other parties in advocating that socal be
required to prepare a new cost study consistent with Commission
policies. TURN agrees with DRA and Salmon/Mock that an interim
brokerage fee should be adopted in this proceeding, and supports
the cost estimate developed by Salmon/Mock. TURN suggests that the
ratio implicit in DRA’s réecommendation (61% procurement and 39%
marketing) be utilized in allocating the costs. TURN adovocates
that the procurement portion be allocatéd (subtracted from} noncore
transportation rates. TURN récommends treating the marketing
portion as customer-related costs, and recommends that wé apply the
samé allocation beéetween core and noncoré as we have applied to
customer-related costs. Under this approach, 98.133% of the
markefing related costs would be applied to reduce core rates, and
1.867% to reduce noncore transportation rates. DRA supports TURN’s
recommended allocation of brokeérage costs.

SCE agreéeés with the recommendation that SoCal be required
to develop a néw cost study that includes marketing costs, but
objects to the recommendation that an interim brokerage feé be
éstablished pending completion of the néw study. SCE conténds that
no brokeragé feeée should be impleméntéd until an adequate cost study
has been conmpleted.

We agree with DRA, Salmon/Mock, TURN, and SCE that
SoCal’s estimate of brokerage costs is based upon outdated costs
information, and is clearly incompléte. As a result, we will order
SoCal to prepare a new cost study of brokerage related costs,
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consistent with the gquidelines contained in D.89-09-094, for
consideration in SoCal’s next ACAP.

‘We also agree with DRA, Salmon/Mock, and TURN that an
interin brokerage fee should be established pending consideration’
of the new cost study we have ordered SoCal to develop. 1In the
interim, we will set a brokerage fee based upon the costs estimated
by DRA. Although it is not entirely clear whether DRA has captureéd
all costs included in the guidelines specified in D.89-09-094,
DRA’s overall estimate appears reasonable in light of the record on
this issue. We accept the breakdown between procurement and
marketing related costs implicit in DRA’s cost estimate for cost
allocation purposes, and will adopt TURN’s recommended basis for
allocating the marketing portion between core and noncore
customers.

7. Cogeneration Shortfall Account

The Cogéneration Shortfall Account (CSA) was established
for the purpose of tracking the difference beétwéen the monthly
average UEG rate and theé othérwisé applicable commercial or
industrial cogeneration rate. Anytime the otherwise applicableé
rate is less than the UEG rate, the resulting #shortfall” may be
booked to this account. (See D.88-03-041 at mimeo. pp. 18-19.)

SoCal has recorded $14.4 million in *shortfalls” in its
CSA and réquests that the balance be amortized in rates in this
proceeding. SDG&E and PG&E support SoCal’s request.

DRA, TURN, SCE, SCUPP/IID, CCC, and CSC oppose SoCal’s
réquest on the basis that the recorded “shortfall” is an artifice
of the way the account was setup, and doeés not reéally reépresént any
actual revenue shortfall. They contend that thé Commission did not
consider the effects of UEG curtailment or fuel switching whén the
account was éstablished, and that the reécorded *shortfall” reéflécts
nothing moré than increases in the monthly average UEG rate as a
result of fuél switching and curtailment. They contend that under
these circumstances, the recorded ”shortfall” really répresents a
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potential windfall for SoCal--a windfall that will be realized if
the commission allows the company to recover the balance in the
account. In suppor£ of this argument, they offered evidence that
the actual contribution of cogenerators to non-procureénment costs
was higher, not lower, than projected.

Furthermore, because the account has not functioned as
originally intended, and will not function as intended under any
reasonably forseeable set of circumstances, TURN, SCE, SCUPP/IID,
and CSC advocatée that the account be abolished altogether.

' SocCal argues that the cCommission considered and rejected
proposals to abolish the account in PG&E’s recent ACAP. The
company doés not, however, oppose abolishment of the account if the
company’s proposal to base cogeneration rates on forecast UEG
throughput is adopted.

We agreeé with TURN, DRA, and others that the balance in
the account is primarily a consequence of unexpeécted dramatic
increases in theé recorded averagé monthly UEG rate which resulted
from UEG fuel switching and curtailments. When UEG curtailment or
fuel switching occurs, thé avérage monthly UEG rate increases
dramatically bécause theré is much leéess volume over which to spread
the fixed monthly costs allocated to UEG customers. When this
occurs, the monthly avérage UEG rate increasés well above the
otherwise applicable commercial or industrial cogéneration rate,
and the difference between these rates is reflected as a
#shortfall” in thé CSA. This can and doés reésult évén though
actual revenues received by SoCal aré at or aboveé forecast levels.
As a résult of these effécts, the preésént account balancé doés not
réflect any real révenué shortfall. We agree that allowing SocCal
to recover the CSA, balance under theése circumstances, would
provide thé company with a windfall. Accordingly, we will not
allow SoCal to amortize the balance in the CSA.

We have addréssed SoCal’s claim that it is entitled to
recover expenses authorized by the Commission to be booked to
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tracking accounts earlier in this decision. As previously
indicated, authorizing costs to be booked to a tracking account is
no guarantee of future recovery. Thé Commission may authorize such
treatment for the purpose of permitting further review of the costs
recorded in such an account, and that is precisely the purpose for
which the CSA was authorized. '

We also agree with TURN, SCE, SCUPP/IID, and CSC that the
account should be abolished. It has not worked as intended, and is
not likely to work as intended under any reasonably foréseeable set
of circumstances. For these reasons, we will abolish the account.

8. Company Use and Lost and
Unaccounted for Gas

‘DRA recommends that revenue réquirement associated with
company use and Lost and Unaccounted for (LUAF) gas be
proportionally reduced if forecast throughput is reduced due to
 curtailments. ;

We agree. Revenue réquirement associated with company
use and LUAF gas will reflect the effects of forecast curtailments
on throughput.

D. Cost Allocation

1. Public Utilities Code
§ 739.6 Restrictions

Public uUtilities (PU) Code § 739.6 limits Commission
discretion to modify its existing methodology for allocating gas
company costs among thé various customer classés. Thé statute

states, in part:

#, . . Theé cost allocation methodology adopted
for gas corporations by the commission in
Decisions 86-12-009 and 86-12-020, as .
supplemented by Deécisions 87-05-046 and
87-12-039, 1is consistent with this policy, and
shall be retainéd by the commission At least
until Decémber 31, 1990, éxcépt that the
conmission may modify this cost allocation
methodology to addréss customér hardships and

inequities if residential customeérs as a class

are not, on balance, adversely affectéd and the
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purpose of the modification is not solely

protection of gas corporation revenues, . , .”*

(PU Code § 739.6.)

In our opinion, it is the cleéar intent of the statute to
maintain the Comnission’s existing cost allocation practices, at
least until January 1991. The Commission is, however, extended
latitude to modify existing practices in limited circumstances.
The conditions undeér which a change can be considered are limited
to situations of customer hardship or inequity. Even where theése
conditions are met, the statute prohibits cost allocation changes
unless the hardship or inequity can be eliminated without, on
balance, adversely affecting residential ratepayersf

Given the eéxpress limitations of the statute and its
clear intent, we will not entertain modifications to our existing
cost allocation practices unless a cleéar and compelling casé of
customer hardship or inequity is demonstrated. We have established
this high threshold for considering modifications not only because
of the clear intent of the statute, but also because thé statute
restricts our ability to provide comprehensive solutions to cost
allocation problems. Theé only remedies that can be considered
under the statute areée those which ”"on balance” do not adversely
affect residential ratepayers. As a résult, the customer classeés
to which wé may spreéad costs in order to reéemedy hardships and
inequities are limited, and there is a very real possibility that
in remedying one perceived inequity, we may create or aggravate
another. As a résult of thesé concerns, wé aré reluctant to change
our existing cost allocation practices in any significant respeéct
until weé have thé discretion to consider cost allocation in a
comprehénsive fashion. We will maintain existing cost allocation
policies, unless we find a compelling réeason for change that can be
made consistent with the requirements of the statute,
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2. Long-Term Contracts

SoCal has negotiated and signed long-term service
contracts with both ‘SDG4E and SCE. If approved, these contracts
will affect the allocation of costs in this proceeding in a number
of respects. SoCal’s request for approval of these contracts is
under consideration by the commission in C.89-05-016 and a decision
is currently pending. The assigned ALJ has recommended that the
commission disapprove the contracts. As a result of this
reconmendation, we have assumed, for purposes of this ACAP
decision, that the proposed decision will be adopted by the
Conmmission.

3. Purchased Gas Adjustment
Over _and Undercollections

The Purchased Gas Adjustment (PGA) is a balancing account
which reflects past period under or ovércollections of core
portfolio gas. SoCal proposés to allocate the PGA balance to core
customers only. DRA recommends that it should bé allocated to all
users of thé core portfolio including core-elect customers.

We agree with DRA and will allocate the PGA balance to
corée and core-élect customers.

4. EOR Overcollections

DRA and SocCal indepéndently identified a $33.5 million
allocation error in the allocation of the EOR révenueé creédit in the
company’s April 12, 1989 filing. Both DRA and SoCal agreée that the
credit should be allocatéed to all customers, rather than to noncore
only, but they disagree about the basis to use for the
reallocation.

DRA récormends allocating EOR revenué crédits on the
basis of the prospective foreécasts developed in this ACAP period.
soCal and SDG&E recommeénd that they beée allocated on thé basis of
prior period group revénue forecasts.

We agree with DRA. Allocating ovér and undércolleéections
on the basis of curreént forecasts is more convenient from an
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administrative standpoint, and provides a beéetter basis for
developing equitable rates than using prior period forecasts. For
these reasons DRA’s recommendation to allocate the EOR
overcollection on a forecast basis, on an equal percentagé of
#fixed cost” revenues (base plus pipeline demand) will be adopted.

5. Cogeneration-UEG Rate
Parity Subsidy

SoCal has proposed that the difference between the
revenues cogeéenerators will pay (paying the average UEG rate) and
the higher coést of serving cogéneration customers be spread to the
UEG and cogeneration classes. This is consistent with prior
Comnmission decisions.

SCUPP/IID and SCE have proposed that this cogeneration
subsidy be spread to all customer classes rather than just to theé
UEG/cogeneration classes. '

In D.87-05-046, we decided that the difference in the
revenues geénerated by cogeneration customers and the cost of
providing service to this class should be allocated to thé combined

UEG/cogeneration classes bécause thése are the classes responsible
for the shortfall. We are not persuaded that any change in this
policy is warranted. We will spread the revenue deficiéncy to the
UEG/cogeneration classes.

6. Allocation of Take-or-Pay
Costs

SoCal has proposéd that take-or-pay costs be recovered
from all customers. SCE agreeés that SocCal should be peéermitted to
recover all reasonably incurred také-or-pay costs, but argueées that
the portion of such costs allocated to UEG customérs should be
reduced to 25% of what would otherwise be allocated to UEG
customers using a standard equal cénts peér thérm allocation. SCE
claims that this reduction in allocation is warranted bécause SCE
took gas during the mid- to late 1970s and théreby incurred
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significant take-or-pay costs of its own under oil contracts the
company had entered into.

We are not persuaded. In our opinion, the equities
involved in this issue are far moré complicated than SCE
represents. While SCE did take gas and thereby incur its own
take-or-pay liabilities under oil contracts negotiated during this
period, SCE has already recovered all reasonably incurred
take-or-pay costs from its ratepayers. Moreover, to some
unquantified but argquably significant degreé, SCE benefited
directly from the requlatory changes and lower gas prices made
possible by these changes. Lower gas prices during this perfod
increased sales potential and the potential recoveré of forecast
revenués. The takeé-or-pay costs now at issue have arisen as a
result of dramatic market and régulatory changeés in the gas
industry for which, as FERC has observed, all segments of the
industry bear some responsibility. Maqréover, the Commission has
already decided that, to the extént transition costs areé recovered,
they should bé recovered from all customers, including UEG.

7. Allocation of Costs to
Wholesalé Customeérs

A variety of issues were raised, primarily by SDG4E and
Long Beach, concerning the allocation of costs to SoCal’s wholesale
customers. These are addressed in the sections which follow.
Issues related to the allocation of fixed costs between SocCal and
SDG&E are material to this proceéeding only if thé SDG&E-SocCal
long-teérnm contract is disapproved by the Commission. For purposes
of this decision, wé have assumed that the contract will be denied
since the ALJ in C.89-05-016 has récomménded this disposition.

a. Lost and Unaccounted
for Gas

SocCal filed cost studiés on LUAF and administrative and
general expenses (A&G) together with its application in this
procééding. These studies were filed to comply with earlier
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commission directives, but the company does not propose to allocate
either cost in this.procéeding on the basis of the studfes. SocCal
contends that these studies may require changes which would violate
the provisions of PU Code § 739.6, and proposes to allocate LUAF
and A&G costs to all customers in accordance with prior commission
decisions pending future review of these studies,

TURN moved to exclude the studies, and all testimony
related to the issues raised by the studies, on grounds that the
implementation of thé studies would violate PU Code § 739.6. The
motion was denied by the ALF on grounds that the statute contains
an exception for hardships and inequities, and that the parties
should at least be permitted to file testimony to make ‘a prima
facie case that the requirements of the statute could be met.

In view of the number and complexity of issueées raised in this
proceéding, the ALJ also decided that the hearing time available in
this phase of the proceeding was clearly inadequate to fully
évaluate the validity and implementation of SoCal’s LUAF and A&G
cost studies. As a consequence, the ALJ ruled that consideration
of these studies would be deférreéed to a subsequent phase of this
ACAP. We concur with an affirm this ruling. .

Wé concur with the ALJ’s rulings on this issue, but want
to éemphasize that we interpret thé statute to have established a
high thréshold that must bé mét in order to justify any change in
our existing cost allocation procedures. '

Following this ruling, Long Beach, SDG&E, DRA, and TURN
entered into a stipulation which, if implémented, would reliéve
SoCal’s wholesale customers from résponsibility for SoCal’s LUAF
gas costs on an interim basis pending review of SoCal’s LUAF study..
The stipulation states that the allocation of LUAF costs to SDG&R
and Long Béach constitutes an inequity and causes hardship. It
attempts to meet the requiréménts of PU Code § 739.6 by requiring
that any increased costs to SoCal’s residential ratepayers be
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offset by reductions in costs allocated to the residential
customers of Long Beach and SDG&4E.

SoCal, SCE, and TURHN oppose implementation of the LUAF
study this time. :

SoCal argues that partial implementation of these studies
is 111 advised. 1In support of this position, the company points
out that partial implementation of the studies for the benefit of
wholesale customers would increase the LUAF costs which must be
allocated to SoCal’s retail noncore customers even though the LUAF
study supports a reduction in the allocation to these customers.

TURN raises concerns about the accuracy of both the SoCal
A&G and LUAF studies. TURN also opposeés consideration of the A&G
and LUAF studies in a subsequent phase of this case on grounds that
the results of the study could not be implemented in a manner
~consistent with the intent of PU Code § 739.6.

SCE opposes consideration of the studies until their
validity has been consideréed by thé Commission. SCE supports
consideration in a subsequent phase of this proceeding.

SCUPP/IID are also opposed to the implementation of the
LUAF study, but for a different reason. SCUPP/IID argues that if
the relief requested by Long Beach and SDG4E is granted, it should
bé granted not on the basis of the fact that they are wholesale
customers, but rathér on the basis of theée fact that they are served
at the transmission rather than distribution lével. SCUPP/IID
further arqgues that on this basis, the same relief that Long Beach
and SDG4E seek should also be eéextended to SoCal’s retail UEG
customers., .

TURN has raised legitimateé concérns about the accuracy of
the Socal studies. The Commission is not inclined to make interim
rate changes on the basis of cost studies prior to determining
their validity, unless thé changes are beéeyond dispute. 1In this
instance, the need to reduce the allodcation of costs to wholesale
customers appears clear, but this conclusion still depends upon.the -
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validity of the SoCal study. And, even if this general conclusion
is valid, the amount of the reduction that may be warranted can not
be determined until the accuracy of the study is determined. Of
equal concern is the fact that wholesale rates could not be
reduced, consistent with PU Code § 739.6, without increasing other
nonresidential rates to potentially unjustified levels. This issue
requires further consideration. Because of these concerns, we are
persuaded that the implementation of SoCal’s A&G and LUAF studies
should be deferred until their validity has been determined, and
until we are confident that an equitable allocation of costs can be
made to all custoner classes. Accordingly, we will not adopt the
Long Beach stipulation. .

b. Long-Term Contract Shortfalls :

DRA, Long Béach, and SDG4E recommend that the cost of
SoCal’s long-téerm contract shortfalls not be allocated to SDG4E or
Long Beach. They assert that because Long Beach and SDG&4E operate
their own retail systems, they nay have to negotiate special
discounted long-term contracts to preserve load on their systens,
just like SocCal negotiates to preserve load on its system. They
arque that it would be inequitable to allocate SoCal’s long-term
contract shortfall to wholésaleée customers when wholesale customers
have no ability to reéciprocate by allocating a portion of their
shortfalls back to SocCal.

SoCal, SCE, and SCUPP/IID oppose this request on the
grounds that theé company’s long-term contracts provide additional
révenue that benefits all of SoCal’s customers, including wholeésale
custonérs, and that the Commission has already decided, in
D.87-05-046 that revenué shortfalls from éxisting long-term
contracts should be allocated to all customeérs. SoCal argueés, in
addition, that there isn’t really any shortfall created by these
special discounteéed long-term contracts bécause they contribute
additional reveénue to cover SoCal’s fixed costs which would not be
avalilable if theése customers reduced their purchases from SoCal, or
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left SoCal’s system. The shortfall is nothing more than additional
revenue requirement that would have been obtained, {f it had been
possible to maintain the same level of sales without discounting.

We agree with Socal that long-term contracts should
provide additional revenue to offset fixed costs. On this basis,
we have previously allocated revenue shortfalls from such contracts
to all customers. We are not persuaded, however, that the issue
raised by DRA, Long Beach, and SDG&E should be resolved solely on
this basis. Equitable problems are presented by the application of
the principle to wholesaleée customers. We agree that long-term
contracts Long Beach and SDG&E may negotiate can have the same
beneficial effects for SoCal that SoCal’s own long—ferm contracts
have. 1In light of this, one could légitimately arque, as DRA, Long
Beach and SDG4E have, that it is inequitable to allocate a portion
of SoCal’s contract shortfalls to wholesale customers when there is
no provision for allocating the long-term contract shortfalls of
wholésale customers back to SoCal. Even though we agreé with these
arguments of DRA, Long Beach, and SDG&E, we aré not persuaded that
a change in our currént cost allocation policy concérning long-term
contracts is warrantéed at this time. All of thé arquments offered
by DRA, Long Beach, and SDG&4E are theoretical. There has been no
evidence offéred concérning the long-term contracts that SDG&E and
Long Beach may have signed, or the amount of any revénue shortfalls
experiéncéed by SDGLE or Long Beach as a result of such contracts.
Absent such evidence, we cannot conclude that any real hardship or
inéequity within thé¢ meaning of PU Codé § 739.6 has béeén shown.
Until such a showing is made, we will continué to allocate a
portion of SoCal’s long-term contract shortfall to wholeésale
custonmers,

c. Company Usé Gas

Company usé gas is currently allocated to customérs on
the basis of forecasted throughput. SDG&E Alleges that this cost
allocation méthodology results in the allocation of more of SoCal’s
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company usé gas costs to SDGLE than is warranted. SDG&E proposes
that Socal’s company use gas be allocated instead on the basis of
the percent of total margin eéxpenses allocated to SDG4LE.

SoCal opposes SDG&E’s proposal on grounds that the vast
majority of company use gas is related to throughput and should
therefore be allocated on the basis of throughput to each customer
class. SoCal alleges that approximately 68% of company use gas is
incurrea for transmission of gas, and an additional significant
amount for gas storage operations.

We agree with SoCal. SDGLE’s proposal would effectively
reduce the wholesale customers’ share of company use gas from 13%
to 3% of total company use cost, and the company has failed to
preseént any convincing reason for such a change in our cost
allocation policies.

d. carrying Cost of Gas Storage
SDG&E and Long Beach contend that theéy should not be
allocated a portion of SoCal’s carrying cost of gas in storage.
In essence, they arque that they store their own gas, and that to
require them to pay a portion of SoCal’s carrying cost of gas in
storage would result in their customeérs being charged twice for
this ‘cost.

SoCal concedes, as it must, that to the extent that Socal
is actually relieved of some carrying costs by requiring léss of
its own gas in storage, then the argqument of the wholesale
customérs makes seénse., ScCal arques, however, that wholeésale
customers should not be reéliéved of all carrying costs because
theseé customers still have the right to éléct core procuremént
service from SoCal and as a result, SoCal cannot ignore the
potential for such an election.

We conclude that wholesale customers should be eéxcused
from somé, but not all carrying costs of gas in storage. To the
extent wholesale customers élect core procurerent service, storage
related costs are directly incurred for their benefit. Storage

- 81 -
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costs are also incurred for the indirect benefit of customeérs
purchasing gas from SoCal’s noncore portfolio because it is storage
of core gas that permits noncore service to continue during pefiods
of peak demand. Moreover, the right of wholesale customers to -
elect core procurement service compels SoCal to adopt storage goals
and strategies that take the potential for such olection into
account. As a consequence of thése factors, storage retated costs
are incurred for the benefit of wholesale customers whether or not
they avail themselves of the core eléct option. To the extent that
wholesale customers store their own gas they incur carrying costs
themselves, and SoCal is relieved of some storage costs that would
otherwise beé incurred by the company for the benefit of wholésale

customers. .

In light of all of thése considerations, we conclude that
wholésalé customers should bé givén a credit based upon thé amount
of gas they actually store on their own account during the ACAP
period. Weé concludé that it would be inequitable within the
méaning of PU Code § 739.6 to allocate the carrying cost of gas to

wholésale customers under thése circumstancés, and conclude that
this inequity can be remedied without adversely affécting
résidential ratepayers.

Wée will allocate storage costs to wholésale customérs in
this proceeding on the basis of forecast throughput. Each
wholésale customer shall, however, be entitled to claim a credit
against the storage costs allocated to it, equal to the carrying
cost of gas stored by thée wholesalé customer during the ACAP
period. This credit may be claimed in SoCal’s next ACAP
proceeding, and will be useéd to offsét costs allocated to wholésale
customers in that proceeding provided that residential customers
are not, on balance, adversely affected.
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Allocation of socCal
Transmission Facilities
to SDG&E

SDG&E has proposed to change the existing allocation of
SoCal’s Moreno to Rainbow transmision lines 1027 and 1028, and the
orange County portion of Line 1026. SDG&E proposes that the cost
of these lines be treated as demand related transmission costs, and
allocated to all customer classes in the same manner at SoCal’s
general transmission system, i.e., on the basis of cold year annual
throughput. SDG&E accepts full cost responsibility for facilities
which are devoted 100% to serving SDG&E, such as the Dana Point
Compreéssor Station and Line 1026 San Diego County, but .arqgues that
Moreno to Rainbow and the Orange County portion of Line 1026 should
be tréated differently because theése¢ lines serve other customérs in
addition to SDG&4E. SDG4E argues that its proposal is consistent
with PU Codeé §739.6 becaus¢ the increase to SoCal’s residential
ratepayers will be offset by a decréase to SDG&E’s residential
ratépayers.

SoCal opposes the proposal of SDG&E on thé grounds that
these facilities aré used primarily to serve a singlé large
custorer, SDG&E, and that under these circumstances, it is
appropriate to make a diréct assignzent of costs. SoCal also
argues that SDG&E requested and was granted such a direct
assignment in D.87-05-046. SoCal also notes that SDG&E’s proéosal
would reduce the amount allocated to SDG4E from a majority to
approximately 10% of the costs of these lines.

DRA supports SDG&E’s proposal evén though the lineés in
question are used 7almost éxclusively” to servé SDG&E. DRA draws a
distinction between lines dedicateéed 100% to seérving a particular
customeér, and lines which are not éxclusively devoted to a single
customer. The former, DRA féels should be allocated to the
customer to whom the facilities are dedicated. The latter DRA
asserts should not be allocated in any different manner than other
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transmission lines which are allocated to all customers. DRA
"argues that lines devoted mostly to serving a customer cannot be
allocated in a separate manner without also allocating in a
separate manner many other facilities which are located far from
the customer and are used little, if at all, to service the
customer.

Although we find theoretical merit to the arguments of
SDG4E and DRA, we are not persuaded that this change shéuld be
adopted at this time. There has beéén no real showing that the
present method has resulted in hardship or is inequitable, and as a
result, we are not persuaded that the requirements of PU Code
§ 739.6 have been met. SoCal’s proposed methodology is closer to
the méethod previously used to allocate the cost of these facilities
and will be adopted.

f. Allocation of Balancing
Accounts from ScoCal to
SDG&E

SDGLE proposes to change the manner in which various
balancing account balances are allocated from SoCal to SDG&E in
ordér to remedy what SDG&E contends is an inconsistency between
SoCal’s core and noncore balancing accounts and SDG&E’s core and
noncore balancing account balances. SDG4E believes that the réason
for these differences is that SoCal allocates balancing account
balances to SDG4E as though it were oné noncoré customer. SDG&E
proposes to remedy this perceived problem by, in effect, treating
SDG&E as two separate customers, a core customer representing all
of SDG&E’s core load, and a noncore customér representing all of
SDGLE’s noncore load. This would change thée allocation of a number
of balancing account balanceés, and reésult in a net decrease in theé -
‘allocation to SDGLE of approximately $0.6 million.

SoCal opposeés SDG&E’s proposal on several grounds,
including: (1) that it is inconsistént with prior Commission
décisions which indicate our intent to treat wholesale core and_
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noncore load in the same manner, (2) that all of SDGLE’s throughput
was used in allocating costs to SDG&E as a single custorer in
D.87-12-039 and thaf as a result, true-up of differeéences betweén
forecast and recorded costs should be done on the samé basis,
(3) inconsistencies in the way SDG&E records its account balances
should not control the amount of SoCal’s costs that should be
allocated to SDG&E, and (4) that the commission has indicated its
intent to amortize account balances for entire classes on the basis
of forecast throughput, not recorded individual customer group
throughput.,

We agree with SoCal.. In D.86-12-009 at p. 59, we stated
that wholesale customer core and noncore load would be treated as a
singlé entity for rate setting purposes, and we are not persuaded
that the perceived inconsistenciés cited by SDG&E warrant the kind
of remedy SDG&E advocates.

g. Allocation of PITCO and
POPCO Demand Charges

Long Beach argués that it should be allocated no PITCO or
POPCO demand chargés becausée it allégedly réquested and was refused
transportation service from those co:npanies.2

In D.86-12-009 at p. 32, the Commission decided that
interstate pipéline fixed charges should bé allocateéed to all
customers on the basis of cold year annual throughput. This
allocation was based upon the conclusion that cold year throughput
best matchés the costs of interstate pipeline capacity with the
customers that benefit from thé availability of this capacity. To
the extent that service to Long Beach can beée providéd undeér cold

2 Long Beach introducéd no evidence in substantiation of this
répresentation, and although no party explicitly disputed it, socal
diqd obiéot to Long Beach raising this argumeént without having first

established, by record evidence, the factual foundation upon which
it is based.
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year conditions, Long Beach benefits, regardless of the source or
sources from which that capacity is available, and regardless of
whether or not transportation service was denied Long Beach by a

particular pipeline. Accordingly, we will not alter our existing
method of allocating PITCO and POPCO demand charges.

h. Allocation of Pranchise
Fees to long Beach

Long Beach argues that it should not be allocated any
portion of Socal’s franchise feeés because the Long Beach Gas
Department pays amounts in lieu of franchise feés to the city of
Long Beach. As a result of these payments, Long Beach contends
that it would be inequitable to require its ratepayers to pay a
portion of SocCal’s franchise fee payments in addition to what they
already implicitly contribute to the City of Long Beach.

SoCal objects to consideration of this issue at this time
becausé Long Beach failed to raise the issue in hearings, and
thereby deprived SoCal of the opportunity to introduce evidence of
“the very substantial franchise fees that SoCal Gas pays to the
City of Long Beach.” 7 E

while we areée not persuaded by Long Beach’s arguﬁent, the
issue raised is not one that can bé resolved solely on the basis of
the argument of counsel. It appears to require testimony on -
factual matters in dispute. The seérvice Socal provides to
Long Beach, just like the service SoCal provides to its other
customers, cannot be provided without the use of facilities located
in public streets and rights of way spread throughout SocCal’s
sexrvice territory. As a consequence, at leéast some portion of the
franchise fees SoCal pays to cities and counties throughout its
service teérritory are incurred for theé bénefit of Long Beach. 1In
our opinion, it is immaterial how these franchise fee payménts are
computed, it is the purpose for which they are incurred that is
important for allocation purposes.
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If Long Beach desires to raise this issue in a future
proceeding, it must do so in a manner which provides SocCal with a
reasonable opportunity to introduce evidence concerning costs
incurred for the benefit of Long Beach., We will defer resolution
of this issue to a subsequent proceeding in which Socal is provided
notice and an opportunity to introduce evidence in rebuttal to Long
Beach.

E. Rate Design
1. Residential
a. Customer Charge

SoCal proposes to incréase the customer charge for
residential service from $3.10 per month to $5 per month. SocCal
claims that the actual fixed costs of residential service are

approxXimately $10.18 per month, and that its proposed increasé is
consistent with the Commission’s policy of bringing ratés more
closely in alignment with the actual costs incurred in providing
serviceé. DRA agrées that the fixed costs of providing residential
service justify an increéeasé in thé customer charge, but proposes a

more modest increase to $3.75 pér month. TURN opposes any increase
in thé customer charge on the ground that this change in rate
design will encourage greater résidential consumption. TURN
questions what public policy objectivé would bé served by such
action. '

We have consideéred the arguments made in support of
proposals to increase thé monthly customer charge, and are not
persuaded that an increase is warranted at this time.

Theé policy of designing specific rates to récover the
costs of providing specific typés of services, must be considered
in light of the objectives sought to be accomplished by its
application. Where competitive market forces exist, this policy
may be justified on grounds of increasing the efficiency of the
market and thereby, in theory, promoting overall cost minimization.
In the context of residential gas rates, however, competitive
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factors are severely restricted. Utllities still enjoy a wmonopoly
in this market. Any perceived economic benefits of increasing
residential customer charges must be considered in light of the
limited competition in this market, and must be weighed against
other policy objectives involved. Among the other policy
objectives that should be considéred in this context aret .
(1) maintaining or increasing customer control over monthly utility
bills through usage sénsitive rate design, (2) maintaining an
appropriate balance of risk bétweén ratepayers and utilities under
our new gas program, and (3) maintaining residential conservation
incentives. Other things being equal, these objectives are better
accomplished either by maintaining the présent allocation of costs
between custonér and volumétric charges, or by assigning fewer
costs to the customer chargeé, and more costs to volumetric charges.

We conclude that, in the residential context, thesé other
policy objectives outweigh any benéfits that might be achieved by
increasing the customer chargé to more closély match the fixed
costs of providing residential service. Accordingly, we will
maintain SoCal’s customer charge at the existing $3.10/month level.

b. Baseline Allowances

PU Code § 739(d) requires that baséline quantities be
established at from 60% to 70% of average residential consumption
during the winter heating season. In D.87-12-039, we adopted a
phased reduction in baseline allowanceés in order to bring SoCal’s
rate structure into compliance with this statutory mandate within
threée years. The purpose of this phased approach was to minimize
rate shock to residential customers. 1In ordér to accomplish this
objective, we fndicateéd that socal could increase residential
rates, due to baseline implementation, not moré than 15% above the
class average. .

DRA, TURN, and SoCal all agrée that a reduction in
SoCal’s baseline allowances is required, but differ in the amount
of the reduction which they recommend.
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SocCal proposeés to reduce baseliné allowances from their
present levels of 62, 81; and 108 therms to 50, 65, and 87 therms
per month for Climate Z2ones 1, 2, and 3, respectively. These
changes would bring SoCal’s winter baseline allowances into
compliance with the statute.

DRA recommends that we continue the phaso-in of new
baseline quantitites in order to minimize rate shock, and states
that any reduction should be kept within the maximum authorizead
under the guidelines adopted by the Commission in D.87-12-035. DRA
did not recommend a specific reduction bécause it felt that the
impact of any reduction could not be évaluated until the proposed
rates as a result of this decision are made available, °

TURN contends that thé proposal of SoCal eXceeds the
guidelines established by the Commission for the phase-in of
baseline reductions. TURN argués that the éfféct of SoCal'’s
proposal is in éxcess of theée 15% standard if the company’s proposed
baseline réductions are considered along with the company’s
proposed increase in the residential customer charge. TURN
proposés winter baseline quantities of 55, 72, and 96 therms for
Climate Zones 1, 2, and 3, respectively.

We sharé theée concérns éxpressed by DRA and TURN about the
éffects of rate design changes on residential customers’ bills. As
a result, we will reduce baselineé allowances consistent with our
previously adopted threé-phase program. ‘

c. Differential‘BetHéen
Tier I and Tier II Rates

Incréased residential gas consumption during the winter
séason and the large differential that has existed betweeén
résidential Tier I and Tier II rateées has resulteéed in wide swings in
many custonérs’ gas bills between the summer and winter seéasons,
and dramatic increases in winter bills. As a result, both this
conmission and the Legislature havé taken action to modify rate
design structures to reduce high nonbaseline residential rates,
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Senate Bill 987, now codified as PU Code § 739.7, directs
commission to address this recurring problenm. 7

SoCal, DRA, and TURN all agree that the differential
betweén Tiers I and II should be reduced, but differ in the manner
in which this should be acconplished.

SoCal proposes using the additional revenue obtained
through the company’s proposed increase in the rosidential customer
charge to reduce the Tier II residential rate. This would
significantly reduce the differéencé between Tier I and Tier II
rates.

~ DRA believes that the differential between tiers should

be reduced "to the extent allowed by rate impacts”, and proposés
decreasing the differential by applying any increase to Tier I
rates. _
_ TURN expressed general opposition to raising residential
rates in the context of a rate case which requires an overall rate
decrease, but proposed that the basélineé rate be increased first,
by up to 5%, and that any increaseé required beyond that point be
allocated to both tiers on an equal cents per therm basis. This
approach, TURN argues would moderateée the current tler daifferentials
without causing major customer impacts.

: We agree that customer impacts must bé consideréd in
reducing the differential betweén tiers. Proposals which change
only one of the two tiers would impact some customers in a manner
quite disproportionate to the overall residential rate change.
Allocating all of the residential increase to Tier I would, for
example, gréatly exaggerate the impact on low-usage customérs. We
agrée with DRA and TURN that these impacts should bé moderated,
while still moving rapidly to reduce the differeéntial.
Consequently, we will increase both Tier I and reduce Tier II.
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2. Commercial/Industrial
a. ‘Proposal to Combine P2b

and other Industrial

soCal has proposed combining its *P2B* and *Other
Industrial” rate schedules. In support of the proposed change,
SoCal states that the rates for these classes are essentially the
same, and they wish to combine them for administrative convenience.
DRA is opposed to this change.

Although thé rates for SoCal’s P2B and Other Industrial
classes are at present quite close, théy may not always be so. The
differences in these classes réflect not only differences in end
use priority, but also different alternate fuel capability. we
conclude that the differences in thése classes continue to warrant
separaté rate schedules.

b. Commercial/Industrial
Demand Charge

SoCal proposes to retain the same demand and volumetric
rate structure as is presently in effect for commercial and

industrial customers. CIG/CLFP recomnénds that this rateée structure
be fundamentally changed by eliminating the demand charge, and
substituting an all volumetric rate design. DRA joins SocCal in
opposition to CIG/CLFP’s proposal.

We have considered the arguménts made by CIG/CLFP and are
not persuaded that a change is warranted at this time. The
structure of our present commercial and industrial rate design is
an integral part of the balancing of risks which we undértook in
establishing thé new régulatory program for the gas industry. The
program is still quite new, and as a result, we aré reluctant to
make changes which would significantly alter the balancé of risk .
without a compelling reason to do so. The proposal of CIG/CLFP
would increase risk to SocCal, and would reliéve commercial and
jndustrial customers that fuel switch of cost responsibility for
fixed costs associated with facilities SoCal maintains for their
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benefit when they choose to use gas. Moreover, noncoré custonmers
that have special problems as a result of the demand charges
included in our default rate structure are free to negotiate
special contracts with SoCal to address their particular problenms.
We find no compelling reasgn to modify the existing rate structure
for commercial and industrial customers.

c. Definition of Winter/Summer
Seasons for Core Non-Residential

DRA proposes to change the definition of the wintér and
summer seasons for application to seasonally differentiated rates
to coreé non-residential customers from the present 6 month/6é month
periods to a 4-month winter and 8-month summer split. SoCal
opposes this proposed change on grounds that it could contribute to
high winter bills for temperaturé sensitive core customers during
cold spells.

DRA’s proposed seasonal definitions are the same
curréntly used for developing seasonally differentiated noncore
rates and would allow rates to bé designed that more closély match
the incurrence of cost to meet péak winter demand.

3. Cogeneration

a. Proposal to Usé Forecast
Basis

currently, the averagée cogénération transportation rate
is based on the recorded average UEG gas rate filed monthly, lagged
by two months. This rate setting approach occasionally produces
wide variations in the cogeéenération raté:; When UEG gas throughput
is low, the average UEG rate used in setting the cogeneration rate
increases dramatically. This occurs bécause the fixed monthly
costs allocated to UEG customers must bé spréad over a much smalleér
volume of gas. This problem is particularly acute during periods
of UEG curtailment, or économic fuel switching by UEG customers.

In order to address this problem, SoCal proposes to set
thé cogeneration rate for the ACAP period on the basis of the
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forecast average UEG rate, rather than the recorded lagged UEG
rate. This would eliminate rate swings due to both curtailment and
fuel switching.

SCE, TURN, and SCUPP/IID support SoCal’s recommendation.
SCE supports the proposal because it addresses the problem of wide
month-to-month variations in the cogeéneration rate, but also
bécause it would eliminate what SCE views as a perverse incentive
which presently exists for SoCal to curtail UEG customers. SCE
points out that curtailment of UEG customers increases the
lagged-récorded averagée UEG rate. This in turn causes the
cogeneration default rate and SoCal’s revenues from cogeneration
customers to increase.

cce, €sc, Kelco, and DGS also support SoCal’s proposal,
but only if this modification in gas rate design policy is
accompanied by a similar change in the method by which qualifying
facility (QF) payments are calculated. They oppose SoCal’s
recommendation unless this ”linkage” between theée cogeneration gas
rate, and the method of calculating payments to QFs is maintained.

SDG&E opposes SoCal’s recomméndation on two grounds.
First, SDG&E argues that the proposal of SoCal would place
increased emphasis on the accuracy of UEG throughput forecasts and
would make this already controversial issue in ACAP proceedings far
more controversial, Sécondly, SDGLE argués that the problenm
SoCal’s proposal is intended to address has béen greatly
overstated. SDG&E contends that cogeénérators are adequately
protected under thé present rate setting méthod because even when
fuel switching and UEG curtailment do drive the average UEG rate
up, cogenerator’s rates increase only up to the otherwise
applicablé commercial or jindustrial rate. As a result, they never
pay the extraordinarily high avérage monthly UEG rates which occur
from time to time as a result of fuel switching and curtailmeént.

We agrée with SDGLE that the problém cited by the
cogenerators is greatly ovérstated. Even when UEG ratés rise
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sharply duée to curtailment or fuel switching, the impact on
cogenerators is greatly reduced through the availability to
cogenerators of the otherwise applicable commnercial or ihdustr{al_
rate. SCE’s observation concerning a theoretical incentive to
curtail UEG customers inherent in the present method of calculating
cogenérations rates is interesting, but has not been shown to have
had any effect whatsoever on UEG curtailment.

Although weé do not view the problem raised by
cogenerators as particularly significant, we are open to
constructive suggestions to improve the equity and administration
of our present approach to cogenération rate design. Considered in
this light, we find SoCal’s proposal worthy of consideration. It
has the advantage of simplicity, would adequately address the
problems caused both by fuel switching and by curtailment, and may
be a reasonable alternative to our present approach. Cogenérator
represéntatives have, however, uniformly opposed SoCal’s
récomméendation unless it is tied to changes in the method of
computing payments to QFs.

We cannot accept this condition. Thereée is not présently
the kind of linkage between the calculation of cogenération gas
rates and QF payment methodology CCC, CSC, Kelco and DGS allége,
nor are we persuaded that PU Code § 454.4 requireés any such
linkage. Moreover, éven if we werée persuaded that thereée should be
such linkage, wé consider changes in the method of calculating QF
energy payments beyond the scope of this, or any other ACAP
procéeding. The ACAP procéss is in need of simplification and
streamlining, and cannot be efficiently managed if issues such as
modification of the method of calculating QF energy payménts are
introduced into these proceédings.

Sinceé we view changes in QF paymént methodology beyond
the scope of this proceeding, and will not adopt any such changes
in this proceeding, we consider cogéneérators to be opposed to
SoCal’s proposal.
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Because of the cogenerators’ opposition, and because we
are not persuaded that the problem is particularly significant, we
will not adopt the recommendation of Socal at this time. Until a
more compelling case for modification of our cogéneration rate
setting methodology is made, we will continue to set the
cogeneration transportation rate on a lagged-recorded basis.

b. Proposal to Include 0il Burn

Kelco and CCC have recommended an alternate approach for
addressing the swings in cogeneration rates caused by UEG
curtailment and fuel switching. If thée Commission does not accept
the linkage which €cC, CSC, Kelco, and DGS advocate between
cogeneration gas rate désign and QF payment methodology, Kelco and
ccC proposé that the Commission set the cogeneration rate on the

basis of the total UEG gas and oil throughput.
7 SDG&E, SCE, and PG&E all oppose this alternative. They
argue that it would virtually guarantee that the cogeneration rate
would be below the UEG rate, and thus would be inconsistent with
the réequirement of UEG rate parity required by PU Code § 454.4.
SDG&E also argués that this proposal should bé rejected because it
would produce changes in gas rates whén oil burns occur for reasons
that are totally unrelated to UEG curtailmént or fuel switching.
Under the proposal of Kelco and CCC, the cogéneration rate would go
down, for éxample, if oil was uséd as thé replacément fuel during
an unexpected nuclear plant outage even though UEG gas rates may
rémain completely unaffécted. Moreover, under some circumstances
the proposal of Kelco and CCC could result in double counting of
oil in the existing rate setting formula.

We agree with the arguments of SDG4E, SCE, and PG&E. The
proposal of Kelco and CCC would guarantee that the cogeneration
rate would be below the UEG ratée, It would also result in changeés
in the cogeneration rate completely unrélated to changes in the
average UEG gas rate. For thesé reasons, we will continue our
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present practice of basing the cogeneration rate on the average
lagged UEG gas rate. )

c. Proposal to Make Rate
UEG Specific

CCC also proposes that cogenerator transportation rates
be determined separately for each électric utility within socal’s
service territory. : ,

This recommendation was not well developed, would add
further complexity to an area in neéed of simplification, and
therefore will not be adopted.

d. Start-up and Igniter Fuel

Cogenerators aré currently charged gas transportation
rates that are-based on the averageé of all UEG transportation
rates. DRA recommends that UEG igniter fuel service should be
excluded from the calculation of the average UEG rate charged to
cogénerators. SCE and SoCal opposé this recommendation and submit
that the issue was préviously resolved by the Commission in
D.87-12-039.

We agree with SCE and SoCal. This issué was préviously
addresseéd and resolved in D.87-12-039 at p. 102 where we statedt

#The average UEG transportation rate will be the
total fixed and variable charges charged to the
UEG customer for transmission service, -
including the transmission charges for igniter
fuel in a given month divided by total UEG
throughput during the same month.” (Emphasis
added.)

e. Effect of long-Term Contracts
Socal has signed long-term contracts with both SCE and

SDG4E and proposes that they bé éxcluded from consideration in
calculating the cogeneration transportatien rate.

cce, ¢sC, and Kelco all object to SocCal’s proposeéed method
of treating long-term contracts in calculating the cogéneération
transportation rate. We will not, howeéver, address their
objections at this time, The commission is considéring whether to
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approve the long-term contracts SoCal négotiated with SCE and SDG&E
in C.89-05-016. The assigned ALJ has recommended that the
contracts be disapproved. For purposes of this deoision, we are
assuming that the proposed ALJ decision will be adopted. For this
reason, we do not consider this issue ripe for decision. We will
reconsider the issue, if and when the volumée of gas subject to
long-term contracts is sufficient énough to have a material effect
on the calculation of the cogeneration rate.

4. EOR Default Rate

) SoCal has proposed to include in its tariff an EOR
default rate of 4.569 cents per thérm. TURN and SCUPP/IID both
object to the establishment of a special default rate for EOR
customers. They objéct on grounds that theé proposed rate is
substantially lower than any other noncore transmission rate, there
is no necessity for such a rate bécause EOR customers have proven
quite capable of seécuring favorable contracts from SoCal, and there
is no justification for charging less than cost based ratés in the
absence of such a special contract.

We agrée with TURN and SCUPP/IID. EOR customers have
proven moré than able to négotiate special contracts with Socal to
suit their needs. In the absence of such a spécial contract, we
conclude that EOR customers should be required to pay a rate
equivalent to the industrial default rate.

5. UEG Issues

a. Proposals to Reallocate
Risk

Several proposals wéré made by DRA, SCUPP/IID, and othérs
to change UEG rate design. The changes récomménded were: (1) to
usé recorded UEG throughput instead of forécast throughput for
determining the UEG demand charge; (2) to réplace thé two tier UEG
rate design with a singlé volumetric raté; and (3) to increase the
percéntage of return on eéquity and tax costs allocatead to the
volumetric charge from the present 25% to 100%.
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Each of these proposals would result in changing the
allocation of risk associated with UEG throughput. Increasing the
costs allocated to the volumetric charge and eliminating the
present two tier UEG rate structure with a single volumetric rate
would make more of the revenue requirement allocated to UEG
dependent upon sales, and would thereby increase risk. The
proposals to base the demand charge on recorded throughput would
essentially reduce the demand charge to a delayed volumetric charge
and would also put SoCal at increased risk.

" The ACAP program is still quite new, and our experience
with the program at this point in time is insufficient for us to
consider making changes which significantly increase utility risk
without a compelling reason. No such compelling reason has beén
offered in justification of theseé changes to UEG rate design. In
.addition, the present two tier rate has the effect of making
incrémental gas moreée compétitive with the cost of alternate fuels
and purchased power. As a result, this rate design structure gives
UEG customers leverage in negotiating favorable non-gas fuel and

power purchasés. This leverage is reduced to the extent volumetric
charges are increased. This is another factor which mitigates
against the proposals made to modify UEG rate design.

For theseée reasons, we will maintain the current basis for
setting UEG rates, and the current two tier rate structure.
) b. Treéeatment of UEG Igniter. Fuel -

SCE and SCUPP/IID have proposed excluding distribution,
customer-related costs, and consérvation costs from the average
core transmission rate to be charged for UEG igniter fuel. 1In
support of this request, they argué that none of these costs are
properly allocable to igniter fuel service.

SoCal opposes this réecommendation and argues that issue
was already decided in D.88-03-085, when the Commission stated
that, ”...we will treat ignitor fuel as core load for cost
allocation and rateée design purposes in SoCal’s first cost
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reallocation proceeding.” (D.88-03-085, mimeo. p. 28,) In’
addition, -SoCal notes that the effect of the SCE, SCUPP/IID
proposal would be to reduce the UEG igniter fuel charge from
30.712¢/therm to 8.767¢/therm. -

When we stated that igniter fuel would be treated as core
load for cost allocation and rate design purposes in socal’s first
ACAP, we intended that the UEG customers pay an equitable rate for
the additional security of this high priority supply. We intended
that a rate similar, although not necessarily identical to the core
transmission rate should be applied to this UEG service. The rate
proposéd by SCE does not even approach the coré transportation
rate, and thus would pernit SCE to receive the security of this
supply without paying any significant percentage of the associated
costs. We are not persuaded by the arguments of SCE and SCUPP/IID,
and will apply the core transportation rate to UEG igniter fuel in
 this proceeding. )

c. Proposed UEG Discount Adjustment

SCE recommends that the Commission adopt UEG rates that
aré no higher than the cost of other alternatives available to UEG
customers, and that a UEG ”discounting méthodology” be adopted to
allow Socal to recover the cost of providing discount rates to UEG
customérs. SCE recommends that this discount methodology be
structured in a manner similar to the *TURMN method” the Commission
has adopted for allowing SoCal to recover the costs associated with
providing discount rates to industrial customers.

We areé not persuaded that any such adjustment mechanism
is necessary. The Commission can take all of the factors SCE has
cited into consideration in séetting the UEG rate without the
‘adoption of any special discounting methodology. Moreover, thé
commission has allowed SoCal to negotiate special contracts with
discount rates where necéssary to preserve load and maximize the
contribution to fixed costs. SCE should be well aware of this
option since the company has negotiated just such a contract with
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SoCal. The contract is presently beéfore the commission for
consideration in C.89-05-016.
6. Master-Meter Discount

Mobilehome parks that are masteér-meter customers of SoCal
receive & rateé discount to compensate thém for the cost of
providing subnetered service to mobile home park residents. The
discount under SoCal’s current_tariff (Schedule GS) is $5.40/month,
and is obtained through retention of the $3.10 pér space monthly
customer charge plus a $.07561 daily per space credit by the park
owner.,

WMA, a statewide association of mobilehomé park owners,
has recommended that the master-meter discount be increased to
$6.36/month. Their recommendation is based upon the cost socCal has
estimated it incurs for providing comparable submetered service.
WMA has also cited cost studies doné¢ for the PG&E and SDG&E service
territories in support of its recommendation.

SoCal and DRA have proposed no change in the amount of
the discount.

PU Code § 739.5 governs the establishment of the
master-meter discount. The statute provideées in part,

*The commission shall require the corporation
furnishing service to the masteér-meter customer
to éstablish uniform rates for master-meter
service at a level which will provide a
sufficient differential to cover the reéasonable
average costs to master-meter customers of
providing submeter service, except that these
costs shall not exceed the average cost that
the corporation would havé incurred in
providing comparable seérvices directly to the
users of the service.” (PU Code § 739.5 (a).)

The statute clearly requires that the discount be based.
upon the costs to the master-meter customer of providing submeter
service, not the comparable costs of the utility. The utilities’
cost of providing comparable service is releévant only as an uppeéer
1imit on the costs which can be reflected in the discount,
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In order to meet the requirements of the statute, WMA
nust present credible evidence of the average reasonable costs
master-meter customers have incurred in providing submeter service.
WHA should be well aware of this requirement since this issue has
been considered by the Comqission in prior proceedings. See
D.89907 (1979) 1 CPUC 24 172, 197. MNo évidence of the costs
incurred by master-meter customers in SoCal’s service territory was
offered. WMA instead sought to rely upon evidence of SoCal’s
costs, and cost studies of other serviceé territories. Neither of
these are a sufficient basis upon which to modify the amount of the
discount.,

Since WMA has failed to meet its burden of proof, no
change will be made in the master-meter discount. We welcome WMA
- to raise this issue again for our consideration whén a study of the
costs incurred by master-meter customers in SoCal’s service
territory has been prepared.

7. Long Beach Volumetrjc Rate
In D.87-12~039, wé adopted a wholesale rate design

consisting of a demand charge and a volumetric rate. We encouraged
SoCal and its wholesalée custormers to determiné the volumétric rate

through negotiation. We indicated that the rate should bear some
relation to the UEG volumetric rate, and could vary betwéen the
avérage UEG volumetric rate and 5% of all costs assigned to the
wholesale customer.

Long Béach and SoCal have apparently béen unable to
negotiate a volumetric rateé satisfactory to both partiés. Long
Beach has voiced strong objections to the rate SocCal proposes for
wholesale customers, primarily on grounds that it is allegedly
anticompétitive. The proposed rate is substantially above the rate
SoCal proposes to chargée SCE. As a conséquence, Long Beach is
effectively prevented from compéeting with SoCal for SCE load that,
aside from these pricé considerations, Long Béach alleges it has
the ability to serve. Long Beach requests that the Commission sét
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the volumetric portion of the wholesale rate "at the low end of the
range specified in D.87-12-039"7,

SoCal has responded by pointing out that the company is
simply continning the rate design last established by the
commission, and that Long Beach did not even sponsor a witness to
recommend an alternative rate.

The raté SoCal has proposed is equal to the
volune-weighted average of SoCal’s proposed UEG Tier I and Tier II
volumetric rates. We view this rate as within the range of
réasonableness for wholesale customers. Thé argqument Long Beach
offers in its brief concerning the anticompetitive effect of this
proposed rate design, may warrant further consideration, but there
is no evidence in thé record concerning the competitive issues that
Long Beach has raised. We invite Long Beach to raise this issué on
the evidentiary record in SoCal’s néxt ACAP, or by way of a
separate complaint. Until a more complete record is deveéloped on
this issue, weé will maintain our present approach to wholesale rate
design.

8. Take-or-Pay Costs

As previously indicated, we have adopted the DRA’s
reconnénded approach to allocation of thé direct billed portion of
interstate pipeline take-or-pay costs. In devéloping thé rates
contained in Appendix C to this decision, we haveée assumed that
SoCal will elect to absorb 80% of these¢ take-or-pay chargés and
absorb the remaining 20%. The actual allocation of take-or-pay
costs beéetweeén volumétric and charges cannot be determined until
SoCal notifies us of its election undeér the alternatives proposed
by the DRA and adopted in this decision. We will order socal to
file an advice letter within 30 days of the date of this decision
to indicate its election, and to implémeéent rate changes consistent
with its election. We have also invitéd Socal to include within
its comments on this proposed deécision, any comménts it may have on
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this proposed procedure for implementing our adopted method of
allocating direct billed take-or-pay costs.

IV. SDG&E Issues

A. Gas Throughput
There are differences in the DRA and SDGLE forecasts of

both SDG&E retail and non-retail throughput. The most significant
differences are in their forecasts of UEG throughput,
‘1. Retail Throughput
DRA’s forecast of total retail throughput for SDG&4E is

692.3 MMth. SDG&E forecasts 688.6 MMth. The primary difference
betwéen the two forecasts is in the noncore sector where DRA
exceeds SDG&LE by 22 percent.

DRA SDG&E

(MMth) (MMth)

Residential 324.8 328.7
Commercial 107.1 106.8
Noncore (excluding cogen) 50.4 41.3
Cogeneration 212.4 212.4

Both DRA and SDG&E deveéloped throughput forecasts for the
residential and commercial core classes through the use of
econoretric modéls. The models used incorporatéd a variety of
different input assumptions such as weather, thé price of natural
gas, and econonic activity in the service territory, but we find
DRA’s approach preferable because it also includes a wider variety
of econometric variables. DRA included personal income and
employment variablés which SDG&E did not incorporate. Accordingly,
we have adoptéd DRA’s throughput forecasts of reéesidential, core
comnercial, and noncore customer classes.

We also find DRA’s forécast of noncoré throughput more
peérsuasive than SDG&E’s., DRA used an econométric model to forecast
noncore demand. SDGAE uséd a trend analysis. DRA has forecast
slightly greater noncore demand for the ACAP period than was
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recorded in 1988, but recommends that we adopt the same demand as
1988 for forecast purposes. SDG&E has falled to justify to our
satisfaction the significant decline in noncore demand the company
forecasts. Accordingly, we have adopted DRA’s noncore forecast of
50.4 MMth, 4

DRA accepted SoCal’s forecast of 212.4 MMth for
cogeneration throughput, and we will adopt the same value.

2. UEG Throughput . _

SDG&E forecast UEG (interdépartmental) gas throughput of
201 MMth: This compares to much higher éstimates of 384 MMth by
DRA and 351 MMth by SoCal. The differeénces bétween these foreécasts
is primarily a result of differences in forecast oil and gas
prices, and different forecasts of UEG supply and capacity
curtailments. All models produced similar throughput forecasts
ranging from 372 MMth to 394 MMth when these differences were
eliminated.

Forecast oil and gas prices aré critical to UEG
throughput estimates because SDG&E will have an economic incentive
to fuel switch anytime that the dispatch price of oil falls below
the dispatch price of gas. SDG4E predicts that this situation will
occur during six of the twelve months of the ACAP period. SocCal
has forecast economic fuel switching during thréee months. DRA has
forecast no économic fuel switching. Some of the difference
between the SDG&E and SoCal forecasts is also a result of analytic
errors in the development of SoCal’s foreécast.

SDGLE’s forecast is based upon the company’s forecast
that LSWR prices in the Singapore market will vary between $12.15
and $14.06/Bbl during the ACAP period. SocCal’s eéstimate is )
premised upon LSWR ranging between $13.80 and $14.65/Bbl. Since we
have adopted a forecast average pricé of LSWR of $16.25/Bbl and
expect more stability in oil prices over the ACAP perjod than has
been experienced in the recent past, we forecast far less écononmic
fuel switching than either SDG&E or SoCal. We also expeéct less
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fuel switching because it appears that neither SDG4E nor SoCal have
adequately accounted for the increasing competition between
alternate fuels that has been promoted by changés in the gas
industry. We expect changes in oil prices to have-an increasing
effect on gas prices. As a result of the LSWR price we have
adopted and increasing competition between gas and alternate fuels,
we do not expect economic fuel switching except during a relatively
short period during the winter months. )

We have not attempted to quantify the amount of fuel
switching which may oéccur in this proposed decision. Fuel
switching is 1likely to occur only during the peak winter months.
This {s also the period of time that we forecast UEG curtailment.
We have assumed, for purposes of this proposed decision, that UEG
curtailment will équal or exceed economic fuel switching.

Significant fuel switching by SDGLE UEG is far more
1ikely than by other SoCal customér classes however. This is
primarily due to slightly lower assumed alternate fuel prices due
to SDG&E’s ability to use less expensive higher sulfur content oil
(LSFO). We recognizé the possibility that the models run by DRA,
soCal, and SDG4E to forecast fuel switching may produce résults
which differ from our assumption that curtailment will offset fuel
switching. As a consequénce, we will permit any of the parties,
whoseé models have beén explored on the record in this proceeéding,
to include in their comménts, the amount of fuel switching their
model predicts using our adopted oil, gas, demand, and curtailment
values., We will consider any such information offered, together
with the reécord testimony on the models used, prior to issuing a
final decision in this proceeding.

. We have adopted a UEG throughput forecast for SDG4E of
305 MMth. This value has beén derived from the DRA’s forecast of
SDG4LE UEG demand (384 MMth) léss the lével of curtailment we expect
SDGLE to experience during the ACAP period (79 MMth).
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B. Cost of Gas
1. Core and Noncore WACOG

SDG&E forecasts its gas demand will be supplied using
spot gas purchases and through theé use of gas purchased under
longer term contracts indexed to the spot price. As a result,
SDGLE forecasts that both its core and noncore WACOG will average
$2.25/MMBtu at the california border during the forecast period.
DRA forecasts that SDG&E’s core and noncere WACOG will average
$2.19/MMBtu at the border. Socal forecasts SDGLE’s core WACOG to
average $2.49/MMBtu, and noncore WACOG to average $2.36/MMBtu.

SDG&E provided little support for its gas cost forecast
beyond that discussed above concerning the cost of gas to SoCal.
For theé reasons discussed above, we will adopt DRA’s forecast.

2. Take-or-Pay Costs

The allocation of direct billed interstate pipeline
take-or-pay costs has a direct efféct on the cost of gas to SocCal
and SDG4E.

The allocation of take-or-pay costs direct billed to
SoCal was a hotly contésted issue, primarily because of the
recommendations of DRA and Salmon/Mock to adopt an allocation
approach which allocateés risks and costs rélated to take-or-pay
recovery to SoCal’s shareholdérs as well as SoCal’s ratepayers.

Thé allocation of direéct billed take-or-pay costs to
SDGLE was treated somewhat différently by the parties. SDG&E, like
So6Cal, seéks to recover 100% of direct billed takeée-or-pay costs
from its ratepayers through demand charges with full balancing
account protection. DRA has recomménded that SoCal bé givén an
option of recovering take-or-pay costs through volumeéetric rates, or
recovering $4 through demand charges for every $1 SoCal aarees to
absorb, but DRA has not exténded this recommendation to SDG&E.
Instead, DRA recommends that take-or-pay costs allocated to SDGLE
be recovéred only through volumetric rates. Salmon/Mock also
appear to have treated SDGSE differently. They have limited their
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recommendation to SoCal, and have stated no position with regard to
the recovery of take-or-pay costs by SDG&E.

We have considered the arguments of all parties on this
issue, and conclude that the policy ‘reasons supporting our decision
to adopt DRA’s approach to the allocation of take-or-pay costs
direct billed to SoCal apply equally to SDG&E. We find no good
réason to extend Socal, and deny to SDGL4E, the option of absorbing
a portion of take-or-pay costs and recovering a larger portion
through demand charges. Accordingly, for theé reasons discussed
more fully above with régard to SocCal’s application, we will adopt
the same optional approach to allocate take-or-pay costs direct
billed to SDGSE that we have adopted for SoCal.

C. Non-Gas Costs _
SDG&E’s non-gas costs consist of its previously

authorized gas margin and other fixed costs allocated to SDGSE by

SocCal,

Under the terms of the proposed contract, fixed costs
allocated to SDG&E by SoCal would be limited to $75 million, and no
issues would be in dispute concerning SDG4E’s non-gas costs.
Several issues were ralsed, however, concerning the allocation of
fixed costs in the absence of the long-term contract. Since we are
assuming that the long-teérm contract betwéen SDG&E and SoCal will
not be approved, we will address thesé non-gas cost issues.

The issues raised concerning SDG&E non-gas costs include:
(1) whether SDG4E should bé allocated a portion of SoCal’s Lost and
Unaccounted for gas (LUAF)$ (2) the basis for allocating SocCal’s
company use gas costs to SDG&E: (3) the basis for allocating theé
cost of SoCal’s Moréno to Rainbow Lines 1027 and 1029, and the
Coastline Orange County Line to SDG4E; (4) whether SDG&E should be
allocated a portfion of SoCal’s carrying cost for gas in storage)
(5) whether SDG4E should beée allocated any portion of Socal’s
long-térm contract shortfall, and (6) proposed changes in the
allocation of noncore balancing account undercollections to SDG&E.
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Each of these issues have been resolved in our preceeding
discussion concerning SoCal ACAP issues.’

In addition, SDG&E has requésted that the balance
recorded in its CSA be amortized in rates in this proceeding.
SoCal made a similar request. For the reasons discussed in more
detai) with regard to SoCal’s request, we will not allow SDGAE to
amortize the balance in its CSA, and will abolish tho account.

D. Rate Design |
1. carrying Cost Gas in Storage

DRA proposes allocating thé carrying costs of gas in
storage to SDG&E’s D2 demand charge. SDGALE proposes to recover
these costs through the D1 demand charge, but has no objection to
DRA’s proposal.

Storage related costs are seasonal costs. It is our
policy, as stated in D.86-12-009, to allocate costs which are
seasonal in nature to the D2 demand charge. We find no reason to
deviate from this established policy in this instance.

2. Seasonal Differential
for Core Commercial

SDGLE established seasonally differéntiated rates for the
core commercial class in accordance with D.87-12-039. Under the
current rate design, the seasonal differential causes bills for low
usage customers to be as much as two timés the average summer bill.
SDGLE proposes to reduce the current winter/summer differential by
one half in order to moderate the seasonal bill fluctuations of low
usage custonmers.

DRA is opposed to SDG4E’s récommendation. DRA proposes a
slight increase in the seasonal differéntial.

We sharé SDG&E’s concérns about the impact of wide
seasonal variations in core commércial bills, and as a result of
this concern will adopt SDG&E’s recomméndation.




3. Cogeneration Parity Rate

‘currently, the average cogeneration transportation rate
is based on the recorded average UEG gas rate filed monthly, légggd
by two months. This rate setting approach has resulted in wide
variations in the cogeneration raté during periods of UEG
curtailment, or economic fuel switching by UEG customers.

' In order to address this problem, SoCal has proposed
setting the cogéneration rate on the basis of the forecast aveérage
UEG rate. Kelco and CCC support thé implementation of SocCal’s rate
design approach in SDG&4E’s teérritory, but only if this modification
in gas rate design policy is accompanied by a similar change in the
méthod by which (F paymeéents aré detérmined. If the Commission does
not accept the linkage which Kelco and CCC advocate between
cogeneration gas rate design and QF payment methodology, Kelco and
CCC propose an alternate approach to seéetting the cogeneration gas
rate. Under their altéernate approach, theée cogeneration rate would
be based upon the total UEG gas and oil throughput.

SDG&E opposes all of the changes advocated by Socal,
Kelco, and CCC to cogéeneration raté design.

For the reasons discussed above concerning thesé same
issues raised in SoCal’s application, wé will not adopt thé changes
advocated by Kelco and CCC. We will continue to set SDG&4E’s
cogénération transportation raté on the basis of the lagged
recorded average UEG rate.

4. Igniter Fuel

DRA has proposed that igniter fuel révenues be excluded
from the calculation of the averagé UEG transportation rate used in
setting the cogeneration parity rate. SDG&LE opposeés DRA’s -
récommendation on grounds that it is inconsistent with Commission
policy stated in D.87-12-039,

We agree with SDG&E. This issue was considered and
decided in D.87-12-039, and we find no reason to deéeviate from our
prior decision on this matter.
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5. Borrego ING Service
"SDG&E proposes-a 10% average rate increase for liquified
natural gas (LNG) service to the Borrego area. This proposed
increase will bring rates more closely in alignment with the cost
of providing this service. Theré was no opposition to this
proposal, and it will be adopted.

V. Other Issues

A. Information Concernming Portfolio
Construction and Management

TURN has recomménded that SoCal be required to provide
additional information in future ACAPs concerning portfolio
construction and management. TURN claims that such information
would énhance.the ability of the parties and the Commission to
evaluate throughput and cost of gas issues. SoCal objects to
TURN’s proposal on grounds that the information TURN seeks on
purchasing practices and storage objectives would turn every ACAP
case into a "pre-reasonabléness review on gas costs and supply
operations. .

In D.89-04-080, we took stéps to require utilities to
provide information in their ACAP applications concerning portfolio
construction. We do not find any neéd for réquiring information
béeyond that already réquired. 3If TURN needs additional information
rélevant to ACAP issues in a particular case, the additional
information can bée obtained through the Comnission’s discovery
proceéssés. We will not éstablish any new informational
réquirements for ACAP proceedings concérning gas utility portfolio
construction or management at this time.

B. Proposed Revisions to Tariff Rule 23

Edison requests that the commission revise SocCal’s tariff
Rule 23 to add guidelines to défine whén economic curtailmént may
be conducted.
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It is far from clear what revisions to Socal’s tariff
Rule 23 Edison is recommending, and no récord was developed on the
implications of any such change. Moreover, the ACAP process is not
well adapted to consideration of changes in operational guidelines
for gas utilities. Any such recommendations should be addressed in
a separateé proceeding initiated for the purpose of reviewing the
relevant tariff rules, such as the petition of Long Beach to modify
D.86-12-010. We will not consider changées to SoCal’s tariff Rule
23 in this proceeding. '

C. Hotions Concerning Update of Record

Oon September 15, 1989 SoCal filed a petition to set aside
subnission and to reopen the proceeding for the purpose of
receiving updated information on balancing account balances, gas
prices, and volumes reflecting developments which occurred after
~ the close¢ of hearings. ) _

The petition was granted by the ALJ. the ALJ’s ruling
permitteéd Socal, SDG&LE, and any other party to file updated
information réflecting the following developnments which were
unknown or unavailable at the time of hearings: (1) executed gas
purchase agreements including GIC nominations: (2) FERC orders and
accepted FERC tariff filings: (3) uncontested settlement agreéements
filed with FERC; (4) recorded gas costs not yet available at
hearings; and later-récorded amounts in various balancing and

tracking accounts.

) Updated information was subsequently filed by both Socal
and SDG&4E. Following the receipt of the updated information
sevéral parties filed comments on the updates in accordancé with
the procedure éstablished in the ALJ’s ruling. TURN and SCUPP/IID
.did not object to the updated information, but contended that it
was incomplete, and that additional information should also be
required.

TURN expréssed the belief that new information concérning
possible lower prices for direct purchase gas supply contracts,.
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which make up approximately 58% of the core portfolio, may be
available, and could be incorporated into the decision in this
proceeding. TURN suggests that the Commission direct SocCal to
provide the actual cost of new oneé-year direct purchase gas supply
contracts for the record in its comments on the ALJ’s proposed
decision (along with workpapers), in order to allow the Commission
to reflect the most up-to-date information in its-final decision.

SCUPP/IID request that SoCal be directed to provide the
commission with copies of any curtailment notices it sends to
~ customers and reguests that the Commission take official notice of
such curtailment notices in resolving throughput questions raised
in this proceeding.

It is desirable for the Commission to base its decisions

on the most recent information available, but this objective must
be balanced against thé rights of the parties to Commission .
proceedings and our own need to.test thé credibility, reliability,
conpleteness and accuracy of the information presented. The
updated information provided by SoCal and SDG&E is of a

noncontroversial and readily verifiable nature. As a consequence,
réopening the record to receive this information will not adversely
affect the position of any party on any issue contesteéd. We
therefore concur with the initial ruling of the ALJ, and will
receive the updates of SoCal and SDG4E in evidence.

The additional information requested by TURN and
SCUPP/IID doés not appear to be quite of the same nature,
particularly the information concerning curtailments that SCUPP/IID
seeks to havée introduced. Information conceéerning curtailméents is
likely to be subject to varying interpretations, and may be subject
to legitimate challenge that cannot properly be résolved outside of
the hearing process. At somé point, notwithstanding continuing
developments, thée evidentiary record in each proceeding must be
closed and the case submitted for decision. That point has béen
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‘ reached in this proceeding. The requests of TURN and SCUPP/IID to

require additional updated information from So6Cal are denied.
D. Motion of SCE fur Interim Rate Relief

On August 2, 1989 Edison filed a motion requesting
interim rate relief for the period between October 1, 1989 and the
date rates established in this proceeéding are implemented. Edison
is requesting interim rate relief because the decision in this
proceéding will be decided later than anticipated by the Commission
wnen it established the ACAP hearing scheéedule. Edison requests
that its rates be reduced on an interim basis by approximately
$72 million annually which it allegés is the *minimum rate
reduction that the ACAP parties are proposing for UEG
transportation service.”

The motion is opposed by SoCal, DRA, snc&r:, and CscC.

We will deny motion. To grant Edison the *mininum
decrease” it seeks on an intérim basis would require the commission
to evaluateée numerous arguments raised in the proceeding that affect
UEG rates, would also require consideration of potential
adjustménts to the rates of other customér classes, such as
cogenerators that areé éntitled to UEG rate parity by statute, and
would take considerable time and effort that could better be spent
preparing a final decision in the ACAP.

E. Motion to Strike long Beach Brief
Oon September 15, 1989 SoCal filed a motion to strike

‘portions of theé opening brief of Long Beach. Thé motion was based

upon grounds that the brief relies on allegations of fact outside
the evidentiary record and seéeks to introducé new factual material
into the record through a written declaration that could and should
have béén presented through a witness subjéct to cross-examination
during evidentiary hearings in this case.

Long Beach has reéeplied to SoCal and asseéerts that no
evidénce is required of Long Beach in order for the Commission to
address the issues it has raised.
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Most of Long Beach’s brief {is based upon argument of
counsel. This is perfectly permissible and proper. Parties are
under no obligation to introduce evideéence whén they havé chosen
instead to rely upon argument of counsel or citation to prior
precedent. SoCal is correct, however, in noting that Long Beach
has made several allegations of fact which are not supported by
record evidence. These include allegations concerning (1) the
commitment of the Long Beach Gas De¢partment to pass throﬁgh savings
réeceived as a result of cost reallocation to its residential
customeérs; (2) payménts the Long Beach Gas Department makes in lieéu
of franchise fees to the city of Long Beach: and (3) requeéests by
Long Beach for transportation serviceée from PITCO and POPCO. The
Commission will disregard extra-récord factual claims concerning
these subjects in evaluating the arguments made on issues raised by
Long Beach, but finds insufficient cause to strike any portion of
the brief of Long Beach. SoCal’s motion is denied.

F. Request of TURN for Finding of
Eligibility for Compensation

TURN has requested a finding that it is eligiblé for
intervenor compensation under Rule 76.54(a) of the Commission’s
Rules of Practice and Procedure.

We concludé that TURN has demonstrated significant
financial hardship within the meaning of Rules 76.52(f), 76.53, and
76.54(a) as revised in D.85-06-126, and is found eligible for
compensation.

G. SDG&E Transcript Corrections

By letter dated August 22, 1989, SDGLE réquested that
certain corrections be made to the official transcript in this
proceeding. We accept the requested changes. They will bé made in
the commission’s official transcript of the proceeding.
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VI. JIssues Deferred

A number of issues which arose in the proceeding were
deferred by the ALJ to a subsequént phase of this proceeding, or to
other proceedings. Among the issues deferred aret (1) SoCals’ A&G
and LUAF cost allocation studies, and changes in cost allocations
resulting from these studies: (2) whether cogénerators that do not
meet FERC efficiency standards sét forth in Section 292.205 of
Title 18 of the Code of Federal Regulations should be entitled to
UEG-parity gas rates under PU Code § 454.4¢ (3) whether the
cogeneration gas limitation should be calculated on the basis of
incremental energy rates (IER) or incremental heat rates (IHR):
and (4) the adjustment recommendéd by DRA for past-due franchise
fees paid to City of Rancho Cucamonga. All but the last of these
issues will either be considered in Phase II of this proceeding, or
in a more generic proceeding. The DRA agreed to defer
consideration of the past-due franchise fees to SoCal’s 1988-89
réasonableness review.

Findings of Fact

1. The econometric models of both SoCal and DRA produced
acceéptable results when run to “backcast” 1988 demand, although
DRA’s model produced results closer to actual récorded démand.

2. SocCal’s gas throughput forecast is based upon a model
that does not include 1988 data, and thus does not incorporate the
effects of changing customeér behavior under the new gas industry
structure.

3. DRA‘’s alternate fuel price forecasts are based upon DRA’s
forecast price of LSWR in the Singapore market, and upon trends in
the prices of No. 2 and No. 6 fuel oil.

4. DRA forecast LSWR Singapore using séveral statistical
methods that DRA has émployed in prior ECAC proceedings before the
Commission.
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5. SoCal’s RACC forecast is based upon the experience and
judgement of SoCal‘’s witness, is subjective in nature, and is not
based upon or supported by any quantitative or statistical
analysis. .

6. Although the oil price forecasts introduced in this
proceeding range fairly widely, the data upon which thesé forecasts
have been based show signs of increasing price stability.

7. DRA’s statistical approach to oil price forecasting is
preferable to SoCal’s heavy réliance on informed judgerment
unsupporied by statistical analyses.

8. DRA’s forecast may have béen influenced, to a greater
degree than warranted, by significant price increases for LSWR
expérienced in the first half of 1989,

9. Based upon the evidenceé offered in this proceeding, an
average LSWR price of $16.25/Bbl is reasonable for the ACAP period.

10. $4.15/MMBtu is a reasonable average price for Los Angeles
No. 2 diesel fuel, and $2.86/MMBtu is a reasonable Average price
for No. 6 low sulfur fuel oil for the ACAP period.

11. We find DRA’s methodology for forecasting spot gas
prices, which includes two models based upon historic spot gas
prices, preferable to SoCal’s approach.

12. DRA’s spot gas pricé of $2.19/MMBtu appéars reasonableée in
light of historic spot gas pricés and will be adopted. :

13. There is insufficient evidence to warrant any upward
adjustment to DRA’s spot gas price forécast to réflect the
gradually changing gas demand/supply balance.

14. Uncontroverted evidénce indicatés that theée currént
national gas surplus will continue to exist throughout the ACAP
périod.

15. SoCal has insufficient capacity to serve all of the
demand that DRA and Socal forecast using only its own facilities
and interstate pipeline facilities directly connected to SocCal’s
system.
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16. The only way SoCal can serve all of the demand fofecast
during the ACAP period is through interutility transportation
service from PGLE, if that service is available when needed, and at
a sufficient capacity level.

17. SocCal forecasts that it will have available, and will be
able to utilize, 150 MMcf/d of PG&E interutility transportation
service, expresséd as an average daily amount over the 12-month
ACAP peériod.

18. SocCal'’s take-away capacity from the PGLE systenm is
1,070 MMcf/d, subject to gas availability and local pipeline
pressure at any given time.

19, SoCal’s estimate of interutility capacity to SoCal from
PG&E is based upon dry year data.

20. It is our policy to forecast throughput in ACAPs on
. average year conditions.

21. An additional 162 HMcf/d of interutility transportation
service to Socal from PG4E should be available, over and above what
SoCal has assumed, as a reésult of assuming average hydro conditions
on the PGLE system.

22. This increase will be largely offset by the shutdown of
Rancho Seco. i

23:. Theé shut down of Rancho Seco will incréase PG&4E’s UEG
requireméents by approximateéely 123 MMcf/d.

24. 189 MMcf/d is a reasonablé forecast of average available
interutility transportation capacity from PG4E to SoCal for the
ACAP period.

25, SocCal maximized daily storage injections in theé spring of
1989 in order to reach the core protection level of 70 Bef of gas
-in storage as early as possible.

26, SoCal filled all its storage fields to capacity by
June i, 1989 except Aliso Canyon.

27. Various figures, up to 700 MMcf/d, were introduced in
this procéeding concerning SoCal’s storage injection capacity.




.
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28. SoCal contends that {ts injection capability is only 300
to 350 MMcf/d when all fields except Aliso Canyon are full,

29. SoCal will not be able to take advantage of the full
theoretically available excess transportation capacity from PG&E
because SoCal and PG&E can sométimes be éxpected to have high
sttem dérmand during the same periods of time.

30. The effect of coincident high demand on both the Socal
and PG4E systems can be mitigated through the effective use of
storage.

31. It is unclear whether SoCal’s gas balance model opérates
to maximize the level of service through the use of storage
capability. socal offeréed no convincing evidence that effective
use of storage could not increase average interutility capacity
above the 150 MMcf/d level SoCal has forécast from PG&4E through
interutility sales. .

32, We find that SoCal will have available a maximum storage
injection capability of at least 300 MMcf/d, and up to 700 MMcf/d,
during critical portions of the storage injection season.

33. We conclude that SoCal’s injection capability will be
sufficient for SoCal to acceépt thé average annual 189 MMcf/d of gas
we have estimated will beé available to the company from PG&E over
Line 300.

34. Daily operating records of El Paso Natural Gas Company
(E1l Paso) for 1987 and 1988 indicate that the El Paso system had
more than 14% of its capacity unused during this peried.

35. 14% of El Paso’s total capacity to California of 2890
MMcf/d équals 405 MMcf/d.

36, SoCal has assumed that it will utilize 96% of the
1750 MMcf/d of El Paso capacity connected to SoCal, after
adjustment for scheduled mainteénance and reéduced summertime
také-away capacity.

37. Increased experience with thé new gas industry structuré
should bring improvement in the utilization of the El1 Paso system.
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38. A 97% utilization factor on the El Paso systenm is
reasonable to assume for the ACAP period which will result in an
increase in the assumed usable capacity from SoCal’s )
interconnection with El Paso of 17.5 MMcf/d.

39, The possibility of conditions occurring during the ACAP
period under which SoCal would have an incentive for what has been
described as *economic curtailmént” has not been sufficiently
demonstrated to warrant incorporation into the adopted throughput
forecast.

40. soCal’s proposed "practical adjustment” to the discount
adjustment calculation has theé effect of reducing the increméntal
revenue forécast to be obtainable through discounting.

41. Although there undoubtedly areé imperfections in Socal’s
negotiation of rate discounts, the discount adjustment methodology
can at best only approximate the actual revenue to be gained
through discounting. .

42, It is better policy to assume optimal rather than
deficient rate discount negotiation as a basis for applying the
discount adjustment methodology uséd to estimate the incremental
revenue that gas companies can obtain through negotiating rate
discounts.

43. There are features embeddéed within the discount
adjustment calculation methodology that tend to offset
imperfections in negotiation of rate discounts.

44. Socal'’s industrial throughput forecast reflects a 6.5%
decline from recorded 1988 levels.

45, Socal attributes the majority of the decliné it forecasts
in commercial noncore throughput and industrial noncore throughput
to an incré¢asé in cogeéneration.

46, SoCal has not made a persuasive case that it has propeérly
calculated or accounted for the cogeneration effeéct.

47. SoCal used data only through 1987 in developing its
throughput foreécast.
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48, DRA’s forecast of noncoré commercial and industrial
throughput appears somewhat high in 1light of the inputs assumed.

49, 20 MMdth for noncore commercial and 70 MMdth for noncore
{ndustrial are reasonable throughput forecasts for theése classes.

50. A portion of the cogeneration included in SCE data is not
gas fired and therefore will not increase gas demand or throughput.

51. Forecast throughput of 73 MMdth for the cogeneration
(other than EOR) is reasonable for the ACAP period.

52, We do not foreseée any significant economic fuel switching
by SoCal’s UEG customers during thé ACAP periocd.

53. To the extent any economic fuel switching may occur, it
is 1ikely to occur only during a short period in the winter which
is also the period of time that we have forecast UEG curtailment.

54, We expect UEG curtailment to exceed economic UEG fuel
switching. _ ‘

55. Since our UEG throughput forecast already ref{ects UEG
curtailment during the period when économic fuel switching may
occur, there is no need to separately forecast the amount of fuel
switching.

56, Since we havée adoptéd DRA’s foreécast spot gas price, it
is reasonable to adopt DRA’s UEG demand forécast which was
deéveloped using that gas price.

57. The noncore UEG démand of LADWP should be réducéd by
approximately 5 MMdth to correct errors cited by SCUPP/IID.

58. We are not persuaded of the neécéssity to adjust the
throughput forecasts for Burbank or Pasadena.

59. SoCal’s forecast of UEG igniteér fuel volumes was not
adequately supported.

60. SCUPP/IID’s forecasts of UEG igniter fuel volumés is
reasonable,

61, 152.6 MMdth is a reasonable UEG throughput forécast for
the ACAP period,
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62. Based upon the gas and oil price forecasts weé have
adopted, we conclude that there should be no significant eécononmio
EOR fuel switching. ' '

63. To the extent that any économic EOR fuel switching may
occur, it is likely to occur only during a short period in the
winter and will most likely bé offsét by EOR steaming curtailment.,

64, 150.9 MMdth is a réasonable EOR throughput forecast,

65. Since we have adopted a higher price for oil and a lower
price for gas than SoCal and SDG4E assumed, wé forecast far less
economic UEG fuel switching by SDG&E than either company.

66. We have not attempted to quantify thée amount 6f UEG fuel
switching by SDG&E which may occur because fuel switching is likely
to occur only during the peak winter months, which is a period of
time during which we havée forecast UEG curtailment.

67. We have assumed, for purposes of this decision, that
curtailment of SDG&E UEG demand will equal or exceed economic fuel
switching.

68, 101 MMdth is a reasonable throughput forecast for SDG&E.

69. Until we rule upon Long Beach’s peétition to modify
D.86-12-010, Long Beach should bé allocatéed a prorata portion of
the curtailment we have forecast.

70. A reéasonable forecast of Long Béach throughput is
23.9 MMdth based upon forecast curtailmént of 4.6 MMdth.

71. A forecast core WACOG of $2.36/MMBtu is reasonable for
the ACAP period.

72, A foreécast of 605 MMth at weighted average price of
$2.48 MMBtu is reasonable for california production.

73. 42 MMth at & welghted averagé price of $3.42 is a
reasonablé forecast for federal offshore -gas.

74, 835 MMth at weighted averagé price of $2,30/MMBtu is a
réasonable forécast for PITCO gas.

756. 114 MMth at $2.65/MMBtu is a reasonable foreécast for

POPCO gas supply.
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76. 2548.1 MMth at a weighted average price of $2.42/MMBtu is
a reasonable foracast for interstate pipeline and direct purchases.

77. 596 MMth of spot gas for the core portfolio at border
" price of 2.19/MMBtu which equates to a weighted average price of
$2.22/MMBtu i{s a reasonable forecast. .

78. 2075.3 MMth is a reasonablé forccast of noncore supply.

79, $2.20/MMBtu is a reasonable forecast of -the noncore
WACOG. T -
80. Elk Hills purchases are discretionary purchases made
through a competitive bidding process every four months.

81. It is reasonable to assume a forécast price of Elk Hills
gas equivalent to the coreée WACOG. ) )

82. $30,668,000 is a reasonable forecast for El Paso
take-or-pay billings for the ACAP period, and $14,705,000 for
El Paso take-or-pay billings prior to October 1, 1989.

83. A reasonable forecast of take-or-pay billings by
Transwéstern prior to October 1, 1989 is $47,370,000. Therée aré no
direct billed Transwestern take-or-pay liabilities for the ACAP
period.

84. A reasonable forecast of take-or-pay billings by POPCO
prior to October 1, 1989 is $625,000.

85. We take notice of thé findings and conclusions of the
FERC reached in Orders 380, 436, and 500 concerning the
circumstances that gave rise to the gas industry’s take-or-pay
problems. '

86. The take-or-pay costs now at issue in the industry arose
as a résult of contracts entered into in the late 1970‘’s and early
1980’s which was a period of gas shortages and rising prices.
puring this period, pipeline companies attempted, with the
encouragement of theé FERC, to maintain securé long-term supply
reserves and often negotiated and signed contracts of 10 years or
moré which included ~take-or-pay” provisions.
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87. The high cost of gas under these long-term take-of—pay
contracts had little initial effect on the marketability of the gas
because the cost was rolled-in to the pipelinés’ computed average
cost of gas along with other low price price-controélled gas for
ratemaking purposes. _

88. Elimination of customers’ take-or-pay obligations in FERC
order 380, and a drop in the price of alternate fuol eventually
brought the embedded cost of long term take-or-pay contracts well
above competitive prices. ‘ ’

89, Plpelines reacted by refusing to transport third party
gas when to do so would have the effect of displacing the pipeline
companies’ own deliveries. This had the effect of denying
consumers access to gas at the lowest reasonable rate.

90. In Order 436 the FERC concluded that the prevailing
pipeline practice of generally refusing to transport gas for third
parties where to do so would displace their own sales was "unduly
discriminatory” within the meaning of § 5 of the Natural Gas Act,
15 U.S.C. §§ 717 et ség. (NGA), and ordered pipelines to transport
gas for third parties in competition with the pipelines’ own
supplies.

91. oOrder 436 resulted in significant new competition in the
industry, particularly between pipelines and other gas sellers,
and provided consumérs with the économic bénefits of more
competitive wellhead prices.

92, Among the more problematic repercussions of Order 436 is
the present industry take-or-pay problem. As pipeline customérs
took advantagé of thé new opén access rules, pipelines’ high priced
supplies beécame unmarketable as more and more pipeliné customers
chose to purchase their own gas directly from producers or
marketers for transportation. This resulted in drastic reductions
in pipeline takes of high priced gas, and significant liability
under the pipelines’ take-or-pay contracts with gas producers.
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93, FERC Order 500 provides two alternative mechanisms for
pipelines to use to recover prudently incurred take-or-pay related
costs. Under the first option, pipelines may recover 100% of
prudently incurred costs through volumetric or commodity rates.
Under the second option, pipelines are permitted to recover
anywhere from 25% to 50% of their také-or-pay costs from customers
through a fixed take-or-pay charge direct billed to pipeline
customers, provided that the pipeline agrees to absorb an equal
amount. Any amounts above what the pipeline is willing to absorb
would be permitted to be recovered through a commodity surcharge,
or volumetric surcharge, on pipeline throughput.

94. The costs incurréd by El Paso and Transwestern to buyout
and buydown their accrued take-or-pay liability with producers are
the costs subject to recovery through theé alternative mechanisms
provided for in Order 500.

95, Both El Paso and Transwestern have chosen FERC’s
#equitable sharing” approach and have chosen to allocate 25% of
their take-or-pay costs to their shareholders and the remaining 75%
to their customers.

96. SoCal claims that it is éntitleéd to recover 100% of all
take-or-pay costs, and proposes to recover thé noncore portion
through derand chargés with full balancing account proteéction.

97. DRA reécomménds that thé cCommission adopt an equitable
sharing mechanism, similar to that adopted by the FERC under which
SoCal choosé betweéen two différent methods of recovery:

(1) recovering all take-or-pay costs through a volumetric surcharge
without balancing account protéction, or (2) recovering, through a
direct billed demand charge, four times the percentage of direct
billed take-or-pay costs that the company agreées to absorb. Under
the second option, any remaining balance, after direct billed and
absorbed amounts, would be recoverablée through a volumétric charge.
DRA proposés balancing account treatmént for the portion allocated
to the demand charge. )




A.89-04-021, A.89-05-006 ALJ/EWO/tcg

98, Salmon/Mock object to SoCal recovering any direct billed
take-or-pay costs and allege that the only way to effect a truly
equitable sharing of take-or-pay costs is to require socal to
absorb all amounts billed in excess of the amount FERC permits the
pipelines to recover through volumetric charges.

99, Parties to this proceeding have been on notice at least
since we issued D.87-12-039 on Decémber 9, 1987 that the allocation
of take-or-pay costs would be an important issue to resolve in
future ACAP proceeédings.

100. Parties have also been on notice since April 12, 1989
when SoCal’s application was filed, that the company was requesting
full recovery of all take-or-pay costs from its customers.

101. SoCal has requested regulatory treatment which, in
_ effect, assigns full responsibility for the economic and regulatory
risks which gave rise to take-or-pay liability, and the
conséquential costs now being asséssed, to its ratepayers.

102. WYe agree with the FERC that no one segment of the
industry appears responsible for thé take-or-pay problem and that
under the circumstances, all segments of theé industry, including
distributors such as SoCal, should shareé some portion of thé burden
necessary to resolve theée problén.

103. Balancing and tracking accounts aré always established
for the explicit purpose of facilitating further rate adjustments,
and often further review of the costs booked to such accounts.

104. Market forces aré likely to limit recovery of take-or-pay
charges assessed through volumetric rates.

105. As a résult of their elections under the equitable
sharing mechanism adopted by FERC, El Paso and Transwestern will
recovér & maximum of 75% of their take-or-pay costs from théir
custoners.

106. If one assunmes that SoCal’s customers will bée paying 50%
of El Paso and Transwéstern take-or-pay costs through volumetric
surcharges and that these costs are passed through to SoCal’s
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customers, then under all three proposals before us, SoCal will
recover at least 67% of the take-or-pay costs passed through to
california from El Paso and Transwestern to SocCal.

107. SoCal requests full recovery of the remaining direct
billed amount which if granted would provide the company with 100% -
recovery.

108. Under the proposal of Salmon/Mock, SoCal would recover
67% of the take-or-pay costs billed to it, but would be required to
absorb the remaining 33%.

. 109. If one assumes that SoCal elects to absorb the full $1 of
direct billéed amounts for every $4 billed, then under DRA’s
proposal, SoCal would recover 80% of direct billed amounts, but
SocCal’s customers would pay 93% of all take-or-pay costs billed to
california. The remaining 7% represents the amount SocCal would
absorb under these assumptions. .

110. SoCal’s request would regquire all seéegments of the
industry to share the costs of resolving the industry’s take-or-pay
problems, except SoCal and is inequitable under the circumstances.

111. The proposal of Salmon/Mock would require SocCal to absorb
a qreatér percentagé of take-or-pay costs than El Paso or
Transwestern and would also be inequitable.

112. Although SoCal received benefits from the changes in
requlation of the gas industry including increased recovery of
forecast costs included in base rates, and preservation of the
company’s market share, most of the savings obtained through
reduced gas costs directly benefited SoCal’s customers.

113. The DRA recommendation for allocation of direct billed
take-or-pay costs will provide SoCal with a reasonable opportunity
to recover take-or-pay costs and strikes a fair balance in
allocating risks and costs between ratepayers and SoCal’s
shareholders.
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114. El Paso Account 191 direct billed amounts are dependent
upon the outcome of settlement negotiations in the El Paso géneral
rate casé at the FERC. .

115, $49.2 million has been received by SocCal from El Paso as
a result of the Southland settlement.

116. SoCal may receive substantial direct bills from El Paso
and Transwestern during the ACAP peériod for recovery of Account 191
balanceés. :

117. SocCal has received a $36.8 million direct credit with
respect to the El Paso ~“Mid-Louisiana/RFX* proceeding.

118. The CCA account is a balancing account which was
establishéd by the Commission in D.92854 as part of the
demonstration solar financing prégram. The purpose of the account
is to reconcile authorized and éxpended costs for conservation
related programs, and to allow recovery of reasonable conservation

program costs.
119. Thé Angelus litigation arose from the ¢ommission
authorized WFCP and was brought by eight contractors who installed

residential consérvation measures pursuant to SoCal’s WFCP program.

120. The contractors alleged various causes of action against
socCal including négligeéence, misreépresentation, conspiracy to
monopolize, and conspiracy to prevént competition.

121. SoCal incurréd approximately $3.86 million in legal fées
and associated litigation costs related to thé Angelus case and
evéntually settled the case by paying the plaintiffs $2.44 million.

122. Litigation and settleément costs are includéd in Accounts
923 and 925 on a forecast basis in SoCal’s geneéral rate casés, and
SoCal was authorized $10,811,000 for Account 923 and $6,749,000 for
Account 925 in the company’s test year 1985 genéral rateé case.

123. For a period of at least four years, from 1985 to 1988,
SoCal booked conseérvation related claims expensés to basé rate
accounts.
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124, Providing balancing account treatment for litigation and
claims reduces, if not eliminates, any economic stake utilities
have in claims and litigation.

125, There generally are strong policy reasons for énsuring
that utilities retain a significant economic stake in 1itigation.
Retaining an economic stake in litigation provides a significant
incentive for utilities to minimize claims, litigation, and legal
exposure by ensuring that company practices, procedures, and
émployee conduct conform to laws, regulations, and prudent business
practices. It also provides an incentive to evaluate claims,
litigation strategies, and settlement options in a realistic
manner, and to take a cost effective approach to litigation and
settlement negotiations. Balancing account treatment serves none
of thesé¢ policy objectives.

126. SoCal produces oil in connection with the opération of
its Honor Rancho underground gas storage fieild.

127. Prior to May 1, 1988, Commission decisions explicitly
required SoCal to credit révenues received for oil production
incidental to operation of SoCal’s gas storage fields to the CAM
balancing account. Through this méchanism o0il révenués wére used
to offset revenue reéequirément for the benefit of SoCal’s
ratepayers.

128. Since May 1, 1988 SoCal has booked oil revenués to the
Miscellaneous Revénues account which is a base rate account.
Revenues booked to this account do not receive balancing account
treatment and aré not used to offset reévenue requireément, exceépt on
a foreécast basis in each géneral rate case.

129, Sincé oil revenués were subject to balancing account
treatment under thé CAM proceduré at the time of SoCal’s last
general raté case, they wére not taken into account in forecasting
the Miscellanéous Revenues account.




130. SoCal and DRA have agreed to include all prospective oil
revenues on a forecast basis in Miscellaneous Revénues
(above-the~1ine) in socCal’s test year 1990 general rate case.

131. As a result of accounting workshops held to develop new
accounting mechanisms to implement the Commission’s restruoctured
regulatory program for the gas industry, DRA understood that ofl
revenues would be booked into the Other Reévénue account that is
part of the GFCA. A detailed accounting stipulation was déveloped
as a result of these workshops and was later submitted to and
approved by the Commission.

132. To allow SoCal to book oil revénues to the Miscellaneous
Revenué account would result in a direct transfer of revenue from
ratépayers and a windfall for SocCal.

133. SoCal’s forecast of brokerage rélated costs of $1,494,000
~was developed from 1983 cost data and includeés only procurement
related costs. )

134. DRA reviéwed data filed by SocCal in the company’s 1990
general rate case and estimates brokerage costs of $3,878,000,
which includes $2,378,000 for procuremént related costs, and
$1,500,000 for markéting related costs.

135. Salmon/Mock estimates SoCal’s brokerage costs at
45.2 million. .

136. Theé CSA was established for the purpose of tracking the
difference bétween the monthly average UEG rateée and thé otherwise
applicable commercial or industrial cogéneération rate. ’

137. SoCal has recorded $14.4 million in #shortfalls” in its
CSA.

138. The balance in SoCal’s cogéneration shortfall account is
.primarily a consequeﬂge of unexpected dramatic incréases in the
récorded avérage monthly UEG rateé which résulted from UEG fuel
switching and curtailments.

139, Thé présént CSA account balance does not reflect any reéal
revenue shortfall, )
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140. SoCal’s CSA has not worked as intended, and is not likely
to work as intended under any reasonably foreseeableé set of
circumstances.

141. SocCal has not adequately established when, or the extent

to which EOR demand served through interutility transportation
service by Socal will be réduced during the ACAP period through
construction of new facilities by PG&E.

142. Because PU Code § 739.6 restricts our ability to provide
compréhensive solutions to cost allocation problems, there is a
very real possibility that in remedying one perceived inequity, we
may create or aggravate another.

143. Long-term contracts SoCal negotiates generally provide
additional revenue to offset SoCal’s fixed costs..

144. Long-term contracts Long Beach and SDG&E may neégotiate
can have the same beneficial effects for SoCal that SoCal’s own
long-term contracts have.

145. There has been no evidence offered concerning the
‘long-term contracts that SDG&E and Long Beach may have signed, or
the amount of any revenue shortfalls experiénced by SDGSE or
Long Beach as a result of such contracts.

146. The najority of company use gas is incurred for
transmission of gas and for gas storage opérations and is therefore
related to throughput. )

147. There has been no showing that thé present method of
allocating costs of Socal transmission facilities to SDG4E has
résulted in hardship or is inequitable within theé meaning of PU
Code § 739.6.

148. The service SoCal provideées to Long Beach cannot be
provided without the use of facilities located in public streets
and rights of way spréad throughout SoCal’s service territory and
as a consequence, at least some portion of the franchise fées SocCal
pays to cities and counties throughout its service territory are
incurred for the benefit of Long géach.
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149. The proposal of CIG/CLFP to eliminate the commercial and
industrial demand charge would increase risk to SoCal, and would
relieve commercial and industrial customers that fuel switch of
cost responsibility for fixed costs associated with facilities
soCal maintains for their benefit when they choose to use gas.

150. The 4-month winter and 8-month summér seasons proposed by
DRA for use in setting seasonally differentiated non-residential
rates would allow rates to be designed that more closely match the
incurreéence of cost to meet peak winter demand and are the same
currently used for developing seasonally differentiated noncore
rates.

151. When UEG gas throughput is low, theé average UEG rate used
in setting the cogeneration rate increases dramatically. This
problem is particularly acute during periods of UEG curtailment, or
econoric fuel switching by UEG customers.

152. Wheén UEG rates riseé sharply due to curtaflment or fuel
switching, the impact on cogenérators is greatly reduced through
the availability to cogenerators of the othérwise applicable
comnercial or industrial rate.

153. We are not persuaded that the problem of variations in
cogenerator gas rates due to changes in the average UEG rate is
particularly significant.

154. Setting the cogeneration rate on thé basis of total UEG
gas and oil throughput would guarantee that thé cogeneration rate
would be below the UEG raté and would result in changes in the
cogeneration rate complétely unrelated to changes in the average
UEG gas rate.

155. There is no justification for charging less than cost
based rates for EOR customers in the absence of such a special
contract.

156. Proposals to (1) use reécordéd UEG throughput instead of
forecast throughput for determining the UEG démand charge; (2) to
replacé the two tier UEG rate design with a single volumetric rate;
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and (3) to increase the percéntage of return on equity and tax
costs allocated to the volumetric charge from the present 25% to
100% would change the allocation of risk associated with UEG
throughput and would put SoCal at increased risk.

157, SDG&E UEG fuel switching is likely to occur only during
the peak wintér months when we also foreéecast UEG curtailment that
will equal or exceed economic fuel switching. _

158. The findings, conclusions, and policy reasons supporting
our decision to deny SoCal’s request to amortize the balance in its
CSA and to abolish the account apply equally to SDG&E.

159. The findings, conclusions, and policy reasons supporting
our decision to reject the recommendation to base Socal’s
cogeneration transportation rate on total UEG oil and gas
throughput apply équally to SDG&E.

160. The carrying costs of gas in storage are seasonal costs.
Conclusions of Law )

1. The issues raised by Long Beach concerning SoCal’s tariff
provisions governing curtailment are beyond the scope of this ACAP

proceeding.

2. The reasonabléness of any purchasés of Elk Hills gas
above the core WACOG should be considered in SoCal’s annual
‘reasonableness review and not in this ACAP. A

3. Elk Hills purchases do not meet the definition of
transition costs established in D.87-12-039 and should not reéceive
transition cost treatment on that basis.

4. Whether the take-or-pay costs which Socal seeks to
reécover weré reasonably incurréed is not at issué in this
proceéding.

5. Under the Commission’s regulatory program for gas
utilities, reasonableness must be considered in annual utility
réasonablenéss review proceéedings.

6. The ALJ was correct in striking SoCal testimony on the
reasonableness review proceedings.
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7. The only take-or-pay issues properly before the
conmission in this ACAP proceeding are issues related to the
allocation of costs. .

8. Utility regulation is a substitute for free market
conpetition, and although régulation has relieéved utilities of
substantial economic and competitive risks, it was never intended
to relieve utilities of all of the risks inherent in competitive or
regulated markets.

9. Risk is recognized in the rate setting process.

10. Regulators are required by law to set rates so as to
provide utilities with a reasonable opportunity to earn a return
commensurate with returns on investments with similar risks.

11. Theé law does not gquaranteé that utilities will earn the
return authorized, and certainly does not require utility
ratepayers to shoulder 100 percent of the économic burden of
unforeseen events.

12. The manner in which utility rates areée set generally
contemplates that unforeséen events will, from time to time affect
company earnings, and will sométimes cause earned return to fall
below what was authorized.

13. The rates of return granteéed utilities in each general
rate case implicitly includé allowanceées to compensate utilitieés for
économic and régulatory risks, including unforeseen risks.

14. Under the circumstances, we conclude that it would be
inequitable to allocate all of thé risks of the évents which gave
rise to the take-or-pay problem and all of the costs incurréd as a
result of theseé events to ratepayeérs while allocating none to
SoCal’s shareholders.

15. FERC’s decision approving take-or-pay costs explicitly -
provides for, and encourages, an equitableée sharing of costs betweéen
local distribution companies, such as SoCal, and their customers.

16. The FERC has not preéscribed the methods by which this
commission should allocate SoCal’s take-or-pay costs.
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17. There is no absolute entitlement to the collection of
balances recorded in balancing on tracking accounts.

18. Recovery of take-or-pay costs booked to the Core and
Noncore Fixed Cost balancing accounts was explicitly made subject
to future regulatory review by the commission in D.87-12-039,

19. We have not consideréd or determined the reasonablenéss
of any take-or-pay costs SoCal may pass through to ratepayers under
this decision.

20. The options for direct billed take-or-pay recovery that
DRA recommended will provide SoCal with a reasonable opportunity to
recover take-or-pay costs and strikes a fair balance in allocating
risks and costs between SoCal ratepayérs and shareholders.

21. DRA’s reéecommendation for allocation of direct billed
_ take-or-pay costs is reasonable, equitable, and will be adopted.

22. No undercollections will be forecast in either the
El Paso or Transwestern Account 191.

23. SocCal shall hold Chevron/Southland credits in an interest
bearing accounts for offset against possible future Account 191
billings. ]

24. SocCal shall hold Mid-Louisiana/RFX refunds in an interest
bearing account for use as an offset against possible Account 191
direct billings.

25, We find no evidence of prior Commission intent to include
litigation and settlement costs in thé CCA balancing account.

26. Although in D.82-02-135 the Commission did say that all
expensés and revenues associated with thé WFCP would be accounted
for in the CcCA, weé interpret this to mean that the Commission
considered the categoriés and accounts listed on p. 208 of the
decision to encompass all of the costs that it considered properly
associatéd with the WFCP program,

27. Since litigation and settlemeént costs are not included in
the accounts listed in D.82-02-135, we concludéd that these costs
were intended by the Commission to continue to be recovered in the
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unusual manner, i.e., on a forecast basis through the allowance for
administrative and general expenses included in base rates.

28. In implementing our new regulatory program, there was
never any intent to change our existing practice of using oil
revenues to offset other expenses.

29. Since, the treatment of oil revenues is a question of how
the regulatory changes made last year should be interpreted, and
not whether changes should be adopted now and applied
retroactively, no retroactive ratemaking problem is involved.

30. The accounting stipulation adopted by the Commission to
implenent the Commission’s new gas program should be interpreted to
réequire that oil revenues, which were subject to balancing account
treatment under the CAM procedure, be credited to the GFCA under
the new procedure.

31. As required by D.89-02-082, storage bénking revenue shall
be credited to reduce the storage related costs allocated to
noncore customers.

32. Forecast interutility revenué for sérvice by SocCal to
PGLE of $0.8 million based upon forecast curtailment of 2,933 Mdth
and throughput of 8,700 Mdth is reasonable and will be adopted.

33, Exchange volume and revenue forecasts of $8.5 million and
29,427 Mdth, respectively, based upon 488 Mdth of forecast
curtailment for this service are reasonable and will be adopted.

34. SoCal has excluded marketing related costs from its
estimate of brokerage costs contrary to clear Commission policy.

35, Pending completion of a new study of brokerage costs
which includes related costs, it is reasonable to set an interim
brokerage fee based upon brokérage costs of $3,878,000, which
includes $2,378,000 for procurement related costs, and $1,500,000
for marketing related costs.

36. It is reasonable to use the ratio implicit in DRA’s
recommended brokerage cost estimate (61% procuremént and 39%

marketing) in allocating the brokerage.related costs. 1t is
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reasonable to allocate the procurement portion to noncore

transportation rates. It is reasonable to allocate 98.133% of the
marketing related costs to reduce core rates, and 1.567% to reduce
noncore transportatioﬁ rates. ’

37. SocCal’s estimate of brokerage costs is based upon
outdated costs information, and is clearly incomplete.

_ 38, Although it is not entirely clear whether DRA has
captured all costs in the guidelines specified in D.89-09-094,
DRA’s overall estimate of $3,878,000 in brokerage related costs is
a reasonable estimate for the ACAP period.

39, It is reasonable to deny SoCal’s request to amortize the
balance in its CSA, and to abolish the account.

40. Authorizing costs to be booked to a tracking account is
no guarantee of futuré recovery.

41. Revenue requirement associated with company use and LUAF
gas should be adjusted to reflect the effects of forecast
curtailments on throughput.

42. PU Code § 739.6 limits Commission discretion to modify
its existing methodology for allocating gas company costs among theé
various customer classes.

43, It is the clear intent of PU Code § 739.7 to maintain the
commission’s existing cost allocation practices, at least until
January 1991. The Commission is, however, exténded latitude to
modify existing practices in limited circumstances to remedy
customer hardships and inequities provided that they can be
eliminated without, on balance, advérsely affecting residential
ratepayers. ‘

44. Because of the restrictions contained in PU Code § 739.6,
it is reasonable to maintain existing cost allocation policies,
unless we find a compélling reason for change that can beé made
consistent with the requirements of the statute,

45, It is reasonable to allocate PGA ovér and
undércollections to both coré and coré-élect customers.

- 136 -
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46, It is reasonable to allocate EOR overcollections on a
forecast basis, on an equal percentage of "fixed cost* revenues.

47. It is reasonable to allocate the difference between the
révenues cogenerators will pay (paying the average UEG rate) and
the higher cost of sérving cogeneration customers to the UEG and
cogenération classes.

48. It is reasonable to allocate reasonably incurred
take-or-pay costs be recovered under this decision to a)l customers
without reducing the percentage allocated to UEG customers.,

49. It would not be appropriate to make interim rate changes
on the basis of SoCal’s A&G or LUAF cost studies prior to
determining their validity. ) '

50. Until a showing is made concerning the long-term
contracts signed by Long Beach and SDG&E and the revenue shortfall
experienced as a reésult of such contracts, it is reasonable to
allocaté a portion 6f SoCal’s long-term contract shortfall to
wholésaleée customers.

51. Company use gas is curréntly allocated to customers on
the basis of forecasted throughput, and it is reasonable to
continue this allocation policy. :

52. It would be inequitablé within the meaning of PU Code
§ 739.6 to allocate the carrying cost of gas to wholesale customers
that store their own gas.

53. Wholesale customers that-store their own gas can be glven
a crédit for the carrying cost of gas they store without adversely
affecting residential ratepayers.

54, It is reasonable to give wholesale customers a credit for
gas they store on their own account during the ACAP period.

55. SoCal’s proposed methodology of allocating the costs of
SoCal’s transmission facilities to SDG&E is closéer to the method
préviously used by the comnission to allocate the cost of these
facilities, is reasonablé, and will be adopted.
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56, SDG&E’s proposal to change the manner in which various
balancing ‘account balances are allocated from SoCal to SDGLE is
inconsistent with prior Commission decisions which indicate our
intent to treat wholesale coreée and noncore load in'the same manner.

57. It is reasonable to continue our eéxisting method of
allocating PITCO and POPCO demand charges.

58. In the context of residential gas rates, the policy
objectives of (1) maintaining or increasing customer control over
monthly utility bills through usage sensitive rate design,

{(2) maintaining an appropriate balance of risk between ratepayérs
and utilities under our new gas program, and (3) maintaining
residential conservation incentives outweigh any benefits that
might be achieéved by increasing the customer charge to more closely
match the fixed costs of providing residential service.
) 59. Due to concerns about the éffects of rate design changes
on residential customers’ bills, we will reduce SoCal’s winter
season baseline allowances consistent with our previously adopted
thréé-phasé progran.

60. 1In order to moderate customér impacts while still moving
rapidly to reduce the differéntial between residential Tier I and
Tiér II ratés, it is reasonable to increase both SoCal’s Tier I and
Tier II. '

61. The differences in the end use priority and alternate
fuel capability of customers in the P2B and Other Industrial
classes justifies continuation of separate P2B and other industrial
rate schedules,

62. DRA’s proposed séasonal definitions for seasonally
differentiatéed non-résidential ratées are reasonable and will be
.adopted.

63. We find no compelling reason to modify the existing
demand/volumetric rate structure for commercial and industrial
customeérs.




A.89-04-021, A.,89-05-006 ALJ/EWO/tcg

64. Changes in the method of calculating QF energy payments
beyond the scope of this ACAP proceeding.

65. Until a more compelling case for modification of our
cogeneration rate setting methodology is made, it is reasonable to
eet the cogeneration transportation rate on a lagged-recorded
basis. :

66. In D.87-12-039, we preéviously determined that the average
UEG transportation rate uszd in setting the cogeneration rate
should include the transmission charges for igniter fuel.

67. In the absence of a special contract, it is reasonable to
require that EOR customers be required to pay a rate equivalent to
the industrial default,

68. No compelling reason has béen offered to change the
structure of the UEG rateé design.

69. It is reasonable to apply the core transportation rate to
UEG igniter fuel in this proceeéding.

70. PU Code § 739.5 requires that the master-metér discount
bé based upon the costs to masteéer-meter customers of providing
submeter service.

71, WMA has failed to meet its burdén of proof concéerning the
costs incurred by master-meter customers in providing submeter
servicée in SoCal’s service territory.

72. Until a more completé record is developed on the
arqgquments Long Beach has raised concerning the alleéged
anti-competitive effect of SoCal’s proposed wholesale volumetric
rate, it is reasonablée to set the wholeéesale volumetric rate charged
Long Beach at the volume wéighted average of the UEG Tier I and
Tier II volumétric rates.

73. DRA’s forecasts of SDG&E residential, core commercial,
and noncore customér classées throughput aré réasonable and will be
adopted.

74. 212.4 MMth is a reasonablé forécast of SDGLE
cogeneration throughput and will be adopted.
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75. A UEG throughput forecast for SDG&E of 305 MMth based
upon SDG&E UEG demand of 384 MMth and curtailment of 79 MMth f{s
reasonable and will be adopted.

76, $2.19/MMBtu at the border is a reasonable forecast of
SDG&E’s core and noncore WACOG and will be adopted,

77. The policy reasons, findings of fact, and conclusions of
law supporting our decision to adopt DRA’s approach to the
allocation of take-or-pay costs direct billed to SoCal apply
équally to SDG&E.

78, Extending to SDG&E the options for direct billed
take-or-pay cost recoveéry that DRA recommended for SoCal will
provide SDG&E with a reasonable opportunity to recover take-or-pay
costs and strikes a fair balanceé in allocating risks and costs
. between SDGLE’s ratepayers and shareholders.

79. It is reasonable to dény SDG&E’s request to amortize the
balance in its CSA, and to abolish SDG&E’s CSA. _

80. We find no réason to deviate from our established policy
of allocating the carrying costs of gas in storage to thé D2 démand
charge in this decision.

81. 1t is reasonable to reduce the seasonal differential in
core commercial rates by one half in order to moderate the impact
of wide seasonal variations in core commeércial bills.

82. The findings, conclusions, and policy reasons supporting
our decision to continue to basé SoCal’s cogeneration
transportation rate on the basis of the lagged recorded averagé UEG
rate apply equally to SDG&E.

83. It is reasonablée to continue to set SDGLE’s cogénération
transportation rate on thé basis of thé lagged reéecorded average UEG
rate.

84, We find no reason to deviate from our éstablished policy
of including igniter fuel in the average UEG rate used to set the
cogeneration transportation rate.
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85. It is reasonable to increase SDG&E’s averagé rate for
liquified natural gas (LNG) service to the Borrego area by 10%.

86. We find no need to require utilities to provide any
additional information in ACAP procéedings concerning gas utility
portfolio construction or management at this time.

87. Suggested changés in operational guidelines for gas
utilities are beyond the scope of ACAP proceédings and should be
addressed in a separate proceeding initiated for the purpose of
reviewing the relevant tariff rules. ] ’

88. The updated information provided by SoCal and SDG&E is of
a noncontroversial and readily verifiable nature and as a
consequence, we will receive the updates in evidence.

89. TURN has demonstrated significant financial hardship
within the meaning of Rules 76.52(f), 75.53, and 76.,54(a) as
revised in D.85-06-126, and is found eligible for compensation.

ORDER

IT IS ORDERRD that!

1. Take-or-pay payments préviously made by Southern
california Gas Company (SoCal) to Pacific Offshore Production
Company and reflécted in SoCal’s Cost Adjustment Mechanism account,
shall be adjusted to reflect the actual payménts authorized by the
Federal Energy Regulatory Comnission (FERC).

2. Within 20 days of the date of issuance of this proposed
decision, SoCal shall file comménts indicating the rate treatment
it selects for recovery of diréct billed take-or-pay costs and
proposed rate changes to implément consistent with thé company’s
selection of the ratemaking options provided heérein.

3. SocCal shall hold Chevron/Southland credits in an interest
bearing accounts for offsét against possible future Account 191
billings. '
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4. SoCal shall hold Mid-Louisiana/RFX refunds in an interest
bearing account for use as an offset against possible Account 191
direct billings.

5. As required by D.89~02-082, storage banking reservatiOn
fees shall be credited to reduce the storage related costs
allocated to noncore customers.

_ 6. SoCal shall prepare a new cost study of brokerage related
costs, consistent with the guidelines contained in D.89-09-094, for
consideration in SoCal’s next ACAP,

7. wWholeésale customers shall be entitled to olaim a credit
for the cost of gas stored by the wholesaleé customer during the
ACAP period and may claim this credit in soCal’s next ACAP
proceeding.

8. The updated information provided by SoCal and san Diego
Gas and Electric Company (SDG&E) is of a noncontroversial and
readily verifiable nature and as a conséquence, the updates are in
evidence.

9. The requests of Toward Utility Rate Normalization and
Southern California uUtility Power Pool and the Imperial Irrigation
District to require additional updated information from SocCal are
denied. .

10. The motion of Southern california Edison Company
requesting interim rate relief is denied.

11. SocCal’s motion to strike portions of the opening brief of
Long Beach is denied.

12. This proceeding is continued to a subsequent phase to
consider the following issues which have beén deferred:

(1) SoCals’ Administrative and Genéral and Lost and Unaccountéd for
gas cost allocation studies, and changes in cost allocations
resulting from these studies; (2) whether coyenerators that do not
meet FERC efficiency standards seét forth in Section 292.205 of
Title 18 of the Code of Federal Regulations should be entitled to
UEG-parity gas rates under PU Code § 454.4; and (3) whether the
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cogeneration gas limitatfon should be calculated on the basis of
incremental energy rates or incremental heat rates.

13. cConcurrent with the issuance of this decision, Southern
California Gas Company (SoCal) shall file, in accordance with
General Order (GO) 96-A, tariff changes which implenment the rate
changes adopted in this proceeding, and which are shown in
Appendix C to this decision, using the revenue requirement
presented in Appendix B. Tariff changes will be effective
February 1, 1989. »

14.  Concurrent with the issuance of this decisién, san Diego
Gas and Electric Company (SDG&E) shall file, in accordance with GO
96-A, tariff changes which implement the rate changes adopted in
this proceeding, and which are shown in Appendix E to this
decision, using the revenue requiremént presented in Appendix D.
Tariff changes will be effective February 1, 1989.

This order is effective today.
Dated JAN 9 1490 . at San Francisco, California.

G. MITCHELL WILK
President
FREDERICK R. DUDA
JOHN B. OHANIAN -
PATRICIA M. ECKERT
Commissiocners

Connmissioner Stanley W. Hulett,
being necessarily absent, did

not participate.

I CERTTIFY THAT THIS DECISION
WAS APPROVED BY THE ABOVE
COMMISS!ONERS TODAY.

WESLEY FRANKUN, Acting Executive Director
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Barton M. Myerson, David R. Clark, and Judy Anderson, Attorneys
at Law, for San Diego Gas & Electric Company.

Interested Parties: Michael P. Alcantar, Attorney at Law, for
Cogenerators of Southern California; Richard Owen Baish,
Michael D. Ferguson, and Randolph L. Wu, Attorneys at Law, for
El Paso Natural Gas Company! Tom Beach, for Crossborder
Services} Matthew V. Brady, Attorney at Law, for the State of
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Richard K. Durant, Frank J. Cooley, Michael Genzales, Carol B.
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at Law, for Southern california Edison Company! Karen Edson, for
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Mobile Homé Association} Steven M. Harris, for Transwestern/
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Pacific Gas and Electric Company} Bill Marcus, for JBS Energy!
Ssquire, Sanders & Denmpsey, by Keith R. McCrea and Michael 4
Mishkin, Attorneys at Law, for California Industrial Group and
california League of Food Processorsj Wayne Meek and Kathi
Robertson, for Simpson Paper Company; Leamon W. Murphy, for the
Inperial Irrigation District; Jones, Day, Reavis & Pogue, by
orman A. Pedersen, Attorney at Law, for Southern California
Utility Power Pool; Robert L. Pettinato, for the Los Angeles
Department of Water & Power$ David Plumb, for the City of
Pasadena; Patrick J. Powér, Attorney at Law, for the City of
Long Beachi Paul Premo, for Chevron USA} John D. Quinley, for
Cogéneration Service Bureau} Dr. Andrew Safir, for Recon ,
Réseéarch Corporation; Donald W. Schoénbeck, for RCS, Inc.} Skaff
& Anderson, by Andrew Skaff, Attorney at Law, for Natural Gas
Cclearinghouseé; shelléy Ilene Smith, Asst. City Attorney, and
Preston A. Mike, for the Ccity of Los Angeleés; Armour, St. John,
Wwilcox, Goodin & Schlotz, by James D, Squéri and Barbara Snider,
Attorneys at Law, for Kelco, Division of Merck; Nancy Thompson,
for Barakat, Howard & Chamberlin; wWilliam W, Wade, for Spectrum
Economics; Natalie Walsh, for the California Energy Commission}
Larry Watkins, for South Coast Air Quality Management District
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(SCAQMD) # Robert K. Weatherwak, for Sierra Energy & Risk
Assessment} Robert B. Weisenmiller, for Morse, Rlchard,
Weisenmiller & Assoclates; Harry K. Winters, for Reqents,
University of california; Michael Rieke, for Gas Dail
Newsletter; Patrick McDonnell, for Agland Energy Serv{ces:

John W. Witt, city Attorney, by HWilliam S. sha%(xgn and Leslie
Girard, Deputy city Attorneys, for the city of San blego} Brian
Sibold, for Energy Factors; Barkovich and Yap, by Barbara
Barkovich, for california Large Energy Consuneérs Association:
Luce, Forward, Hamilton & Scripps, by John W. Leslie and Kathryn
Fehrman, Attorneys at Law, for Salmon Resources, Ltd., and Mock
Reésourcés, Inc.} Graham and James, by Péter W. Hanschen, and
Martin A. Mattés, Attorneys at Law, for Trigen Resources
Corporation; Downey, Brand, Seymour & Rohwer, by Philip A.
Stohr, Attorney at Law, for Industrial Users; and Lindsay, Hart,
by Paul J. Rauiman, Attorney at Law, for himself,.

Division of Ratepayer Advocates: Patrick L. Gileau, John S. Wong,
Attorneys at Law, James Béothé, and Robert Mark Pocta.

commission Advisory and compliance Divisiont Karen Shea and John
- L DQL'Ch‘ero

. (END OF APPENDIX A)
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TABLE 1

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED GAS DEMAND & DELIVERIES

Forecast Period: October 1, 1989 to September 30, 1990

Residential 303,093.0
Ccommercial Core 76,448.0
Commeércial Non-Core 20,000.0
Industrial Core 23,422.0
ARIMA forecast 16,000.0
Industrial Non-Core 70,000.0
Retail UEG 188,386.0
Regular Cogeneration 72,967.0
EOR Cogeneration 121,984.0
EOR Steamflood 38,714.0
Company use 8,032.8
Unaccounted for 11,182.5
Long Béach - wholesale 28,523.0
san Diego - wholesale 109,128.8
Discount adjustment

29,915.0
11,633.0

- TOTAL GAS DEMAND 1,135,107.4

System capacity R 1,000,587.2
Supplies from PGLE

AVAILABLE SUPPLIES 1,072,345.4

AVERAGE YEAR CURTAILMENTS 62,762.0
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SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED DEMAND by CUSTOMER CLASS

Forecast Perlod:

SCHEDULE AND

CATEGORY

Residential demand

Commercial
Commercial
Conmercial
Comnercial
Comnercial
commercial
Conmercial
Comnercial
Commercial
Conmercial
Conmercial
comnercial
Conmercial
commercial
Commercial
Commercial
Commercial
Commercial

PRIO-

RITY
GN-10C P-1
GN-20C P-2A
GN-20T P-2A
GN-20C P-2B
GN-30N P-2B
GN-30T P-2B
GN-30N P-3A
GN-30T P-3A
GN-50C P-3A
GN-50N P-3A
GN~-50T P-3A

GN-50T(L) P-3A

GN-30C P-3B
GN-30N P-3B
GN-30T P-3B
GN-30C P-4
GN-30R P-4
GN-30T P-4

Total Ccommércial demand

Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
EOR Cogen
EOR Cogen
EOR Cogen

GN-10C pP-1
GN-20C P-2A
GN-20T P-2A
GN-20C P-2B
GN-20C P-2B
GN-20T P-2B
GN-30N P-2B
GN-30T P-2B

GN-30T(L) P-2B
GN-30N  P-3A
GN-30T P-3A
GN-30T(L)P-3A

GN-50C P-3A
GN-50N P=-3A
GN-50T P-3A

GN-SOT(L)P-3A

GN-40N P-3A
GN-40T P-3A
GN-40L  P-3A

APPENDIX B

TABLE 2

October 1, 1989 to Septembor 30, 1930

UNADJUSTED

DISCOUNT

DEMAND ADJUSTMENT

{Mdth)

303,093.0

72,954.3
3,340.8
152.9
18.0
1,352.0
38.0
3,407.6
831.8
4,210.2
3,531.6
4,115.3
874.0
12,478.0
860.0
304.0
38.0

(Mdth)

787.5
54,3

254.8
2.4

AILMENT
(Mdth)

CURT- DISCOUNT

ADJUSTED

303,093.0

72,954.3
3,340.8
152.9
18.0
1,465.9
41.2
3,407.6
1,014.2
831.8
4,210.2
3,531.6
4,115.3
874.0
13,265.5
914.3
304.0
4,292.8
40.4

113,558.8

23,398.6
14,833.6
1,166.4
133.0
119.0
23.4
9,730.0
35.0
3'59000
10,762.6
802.6
145.9
4,246.?
27,121.8
9,186.5
7,300.,0
1,360.0

113,324.0

1,216.1

819.9
179.9

114,774.9

23,398.6
14,833.6
1,166.4
133.0
119.0
23.4
10,549.9
2,314.9
35.0
3,590.0
10,762.6
802.6
145.9
4,246.7
27,121.8
9,186,5
7,300.0
1,360.0
113,324.0
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APPENDIX

B

TABLE 2 (cont’d)

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED DEMAND by CUSTOMER CLASS

Forecast Periodi

SCHEDULE AND
CATEGORY

GN-30C P-3B
GN-30N P-3B
GN-30T P-3B
GN-30T (L) P-3B
GN-30N P-4
GN-30T P-4
GN-30T(L) P-4
GN-40N P-5
GN-40T

Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
Industrial
EOR Stean
EOR Steanm
EOR Steéan

P-5
GN-40T(L) P-5

Total Industrial demand

P-2A
P-2A
P-3
P-3
pP-3
P-5
P-5
P-5

GN-60C
GN-60T
GN-60N
GN-60T
GN-60T (L)
GN-60N
GN-60T
GN-60N (L)

sales
trans
Noncore
S-Texrm
L-Term
Noncore
S-Térm
L-Térnm

UEG
UEG
UEG
UEG
UEG
UEG
UEG
UVEG
Total UEG deéemand
Exchangé w/other util P-1
onshore Cal. eéxch. P-1
Offshoré P.Point exch P-1
onshore Cal. eéxch. P-2A
Offshore P,.Point exchP-2A
Oonshore Cal. éxch. P-2B
Offshoreé P.Point exchP-2B
Onshore Cal. exch. P-3A
Offshore P.Point exchP-3A
Onshore Cal. exch. P-3B
Offshore P.,Point éexchP-3B
Onshoré Cal. éxch. P-4
Offshore P.Point eéxch P-4
Onshore Cal. eéxch. P-5
Offshore P,Point éxch P-5

Total Exchange demand

October 1,

UNADJUSTED

DEMAN

28,175.0
18,620.0
3,227.0
3,640.0
2,898.0
469.0
3,650.0
5,285.0
29,779.0

325,976.2

736.0
2,064.0
33,671.8
9,792.8
0.0
105,809.1
36,312.4

188,386.0

2,128,0
185.0
345.0

1,147.0

1,791.6
553,0
906.0

5,002.0

6,115,0

5,643.0

1,794.0

2,244.0
127.0
627.0

29,915.0

1989 to September 30, 1990

DISCOUNT
D ADJUSTMENT
(Mdth)

AILMENT

(921.5)
(1,334.3)
(7,518.1)

4,365.6 (9,773.8) 3

(26,712.8)
(9,167.5)
0.0

0.0 (35,880.3) 1

(158.3)
(330.2)

(488.5)

DISCOUNT
ADJUSTED

29,953.1
19,795.1
3,227.0
3,869.7
3,080.9
469.0
2,728.5
3,950.7
22,260.9

20,568.0

736.0
2,064.0
33,671.8
9,792.8
0.0
79,096.3
27,144.9

52,505.,7

2,128.0
185.0
345.0

1,147.0

1,791.0
553.0
906.0

5,002.0

5,643.0

1,794.0

2,244.0
127.0
468.7

29,426.5
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TABLE 2 (cont’d)

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED DEMAND by CUSTOMER CLASS

Forecast Period: October 1, 1989 to September 30, 1990

SCHEDULE AND PRIOR UNADJUSTED DISCOUNT CURT- DISCOUNT
CATEGORY ITY DEMAND ADJUSTMENT AILMENT ADJUSTED
(Mdth)

Fuel use - injection P-1
Fuél usé - mainline P-1
Misc. company use P-1
Misc. company use P-2A

Total company use

Unaccounted for P-1 56.2

TOTAL RETAIL DEMAND 980,144.3 5,678.3 (47,210.4) 938,612.2

LBeach sales S-T TRN P-1 9,016.0 9,016.0
LBeach co usé S-T TRN P-1 12.0 12.0
LBéach unacct S-T TRN P-1 330.0 . 330.0
Lesst own supply P-1 4,883.0 4,883.0
LBeach sales S-T TRN P-2A 753.0 753.0
LBeach S-T TRH P-2B 110.0 110.0
LBeach S-T TRN P-3A 24.0 24.0
LBeach reqg S-T TRN P-3B 3,712.0 3,712.0
LBéach S-T TRN P-4 1,162.0 1,162.0

Total Long Beéach 0.0 (4,616.8) 23,906.2

SDGLE salés S-T TRN 42,396.4
SDGLE co use S~T TRN (10.3) 130.0
SDGLE unacct S-T TRN ) {79.2) 1,001.3
SDG4E salés S-T TRN 794.9
SDG&E IGN S-T TRN C 163.0
SDG&E S-T TRN 8,744.2
SDG&E UEG S-T TRN

Total San Diégo

TOTAL WHOLESALE DEMAND 137,651.8 0.0 (12,614.6) 125,037.1

INTERUTILTY DEMAND P-5 11,633.0 0.0 (2,936.9) 8,696,1

TOTAL DEMAND 1,129,429.1 762.0)1,072,345.4
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Forecast Perlod!

APPENDIX B
TABLE 3

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED DEMAND by PRIORITY RANKING

PRIORITY

UNADJUSTED DISCOGURT
DEMAND ADJUSTMENT
(Mdth) (Mdth)
469,338.2 96.2
27,015.8 0.4
15,152.4 1,117.0
43,464.6 0.0
230,576.5 0.0
84,946.2 3,794.9
114,920.0 669.8

244,015.4 0.0

CURT~
AILMENT
{Mdth)

(1,153.2)
(4.1)

(61,604.7)

TOTAL DEMAND

1,129,429.1

Note!

curtailments.

October 1, 1989 to September 30, 1990

EF 3 1+ 1 1+ ++ 1 -+ 1+ - F > -t 4 F +- - F-F L L.+ S+ T XX L+ F - F ¢ 5 3 1

DISCOUNT
ADJUSTED
DEMAND

468,281.2
27,012.1
25,013.6
43,464.6

247,044.1
79,996.9
15,589.8

165,943.1

P-1 and P-2A curtailments réflect the reduction in "company use
and unaccounted for™ gas as a consequence of adopted P-5
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TABLE 4

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED DEMAND by PORTFOLIO CLAS

Forecast Period: October 1, 1989 to Septe

Residential demand

Commercial GN-10C
Industrial GN-10C
Non-Residential demand

commercial GN-20C
Industrial GN-20C
commercial GN-20C
Industrial GN-20C
Non-Residential demand

P-2B

P-2B
P-3B

Industrial GN-20C
Commeércial GN-30C
Industrial GN-30C P-3B
commercial GN-30C P-4

Regular Commercial & Industrial demand

P-2A
P-2A

UEG sales GN-~60C
UEG trans GN-60C
Rétail UEG demand

Commercial GN-50C P-3A
Industrial GN-50C ~ P-3A
Regular Cogeneration demand

Subtotal

Company use .
Unaccounted for

Commercial GN-30N
Industrial GN-30N

S

mber 30,

DISCOUNT ADJ,

72,954.3
23,398.6

3,340.8
14,833.6
18.0
133.0

119.0
874.0
819.0
304.0

736.0
2,064.,0

831.8
145.9

10,549.9

1990

DEMAND

303,093.0

96,352.9

18,325.4

2' 116.0

423,665.0
5' 167‘4
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APPENDIX B
TABLE 4 (cont’d)

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED DEMAND by PORTFOLIO CLAS

Forecast Period: October 1, 1989 to Septe

PRICRITY
Comnercial GN-30N P-3B
Industrial GN-30N P-38
Commercial GN-30N P-4
Industrial GN-30N P-4
Regular Commercial & Industrial demand
UEG Noncore GN-60N P-3
UEG Noncoré GN-60N P-5
Retall UEG demand
Commexrcial GN-30N P-3A
commércial GN-50N P-3A
Industrial GN-30N P-3A
Industrial GN-50N P-3A
. Regular Cogéneration demand
EOR ~ Cogéneération P-3A
EOR - Stéamflood P-5

Subtotal

Company use
Unaccounted for

—— TP ——— T D D S R o ——— A . - - . - ———

Commercial GN-20T P-2A
Industrial GN-20T P-2A
Industrial GN-20T P-2B
Non-Residential demand

Industrial GN-30T P-2B
Commércial GN-30T P-2B
Commercial GN-30T P-3B
Industrial GN-30T P-3B
Commércial GN-30T P-4

Industrial GHN-30T P-4

Regular Commercial & Industrial deémand

S

mber 30, 1990

DISCOUNT ADJ. DEMAND

(Mdth)
13,265!5
29,9531
4,292.8
3,869.7
63,397.0
33'671‘8
79,096,.3 ~
112,768.1
3,407.6
4,210.2
3,590.0
4,246.7
15,454.4
74300.0
2,728.5
201,647.9
2,459.5
3,423.8
207,531.2
152,9
1,166.4
23.4
1,342.7
2'314‘9
41.2
914.3
19,795.1
40.4
3,080.9
26,186.8
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TABLE 4 (cont’d)

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED DEMAND by PORTFOLIO CLASS

Forecast Period: October 1, 1989 to September 30, 1990

DISCOUNT ADJ. DEMAND

UEG S~Term GN-60T
UEG S-Térm GN-60T 27,144.9
Retall UEG deémand

Commercial GN-30T 1,014.2
Industrial GN-30T j 10,762.6
Ccommercial GN-50T _ 3,531.6
Industrial GN-SOT ) 27,121.8
Regular Cogenération demand 42,430.3

EOR - Cogeneration P-3A 1,360.0
EOR - Steamflood P-5 3,950.7

SDG&E IGN S-T TRN P-2A 163.0
SDG&E UEG S-T TRN P-3B 6,949.0
SDG4LE Wholeéesale UEG 30,528.6

SDG&E salés S-T TRN P-1 42,396.4
SDG&E salés S-T TRN P-2A 794.9
SDG&E S-T TRN P-3B 8,744.2
SDG&E S-T TRN P-3A 17,535.5
SDGLE Wholesale NON-UEG 69,471.0

SDG&E co usé S-T TRN P-1 130.0

SDGLE unacct S-T TRN P-1 _ 1,001.3
SDG&E company usé & unaccounted for 1,131,3

LBéach UEG S-T P-5 13,670.2

LBéach saleés S-T TRN P-1
Lesst own supply P-1
LBeach salés S-T TRN P-2A
LBeach S-T TRN P-2B
LBeach S-T TRN P-3A
LBeach reg S-T TRN P-3B
LBeach S-T TRN P-4

Long Beach Wholesalé NON-UEG




A.89-04-021 APPENDIX B
TABLE 4 (cont?’d)

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED DEMAND by PORTFOLIO CLASS

Forecast Periodt: October 1, 1989 to September 30, 1990

- 1 -1 - R e - b P 5§ R et T Y T T T T L T

PRIORITY DISCOUNT ADJ.

LBeach co use S-T TRN P-1
LBeach unacct S-T TRN P-1
Long Beach company use & unaccounted for

Industrial GH-30T(L) P-2B
Industrial GN-30T(L) P-3B
Industrial GN-30T(L) P-4

Regular Commércial & Industrial demand

UEG trans GN-60T(L) P-2A
UEG L-Term GN-60T(L) P-3

UEG L-Term GN-60T(L) P-5
Retail UEG deémand

Industrial GN-30T(L) P-3A
Commércial GN-SOT(L) P-3A
Industrial GN-50T(L) P-3A
Regular Cogéneration demand 14,104.5

SDG&E IGN S-T TRN P-2A

SPG&E UEG S-T TRN P-5

SDGLE UEG S-T TRN P-3B
SDGLE Wholesale UEG

SDG&E salés S-T TRH P-1
SDG&E salés S-T TRN P-2A
SDG&E S-T TRN P-3B
SDGLE S-T TRN P-3A
SDG4E Wholesalé NON-UEG

SDG&E co use S-T TRN P-1
SDG&E unacct S-T TRHN P-1
SDG&E company use & unaccounted for 0.0

Note: Adopted demand for SDG&E is reflected in "short-term transport®
as adopted in ALY Malcolm’s Proposed Decision in Order Instfituting
Rulemaking (OIR) 88-08-018,




A.89-04-021 APPENDIX B
TABLE 4 (cont’d)

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED DEMAND by PORTFOLIO CLASS

Forecast Period: October 1, 1989 to September 30, 1990

DISCOUNT ADJ. DEMAND

EOR - Cogeneration 113,324.0

EOR - Steamflood . 22,260.9

Exchange w/other util

onshore Cal. eéxch. P-1 185.90

offshore P.Point exch P-1 345.0
Hon-Residential demand

onshore Cal. éxch. P-2A . 1,147.0
offshorée P.Point exch P-2A 1,791.0
Non-Residential deéemand

Oonshore Cal. exch. P-2B §53.0
offshore P.Point eXch P-2B 906.0
Onshoré Calo éxchc p"jB 5' 643-0
offshore P.Point éxch P-3B 1,794.0
onshore Ccal. e¥Xch. P-4 2,244.0
Ooffshore P.Point exch P-4
Regular Commercial & Industrial demand 11,267.0

onshore Cal. éxch. P-3A 5,002.0
Offshore P.Point éxch P-3A 6,11
Régular and EOR cogeneration demand 11,117.0

onshore Cal, exch. P-5
offshore P.Point éxch P-5
EOR - Steamflood 1,446.5
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APPENDIX B
TABLE 5

SOUTHERN CALIFORNIA GAS COMPANY

Forecast Perlod!

Elk Hills

Misc. california purchases
Direct purchases - SHW USA
POPCO ~ Hondo Tiers 1 & 2
PITCO - Pan Albeéerta Tier 1
PITCO - Pan Alberta Tier 2
Fedéral offshore

Coré to Non-coré Adj.
Short-term purchaseés

MPO Transition Cost Adj.

Adj. Core/Coré-élect pur
Core & Coreée-élect WACOG

Storage

Storage Withdrawl
Storage Injeéction

Net storage

Non-Coreé Supplies

Non-core purchases & WACOG
Pipeliné Demand Charges (f
Transwestern

PITCO - Pan Alberta

POPCO - Hondo

PIOC - Pitas Point

ADOPTED COSTS
Octcber 1, 1989 to September 30, 1990

PRICE COSTS
(Mdth) ($/dth) (000’s of $)

24,500.7
125,550.6
616,905,9

30,186.2
116,993.2

74,743 .8

14,495,0
(91,329.7)
(14,719.2)

1,029,618.5
2.3647

180,798.3
(179,344.0

207,531 2.2014 456,863.4
ixed)
74,316.4
73,661.0
105,504.0
36,571.0 290,052.4

35,437.0
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TABLE 5 (cont’d)
‘ SOUTHERN CALIFORNIA GAS COMPANY

ADOPTED COSTS

Forecast Perfodt October 1, 1989 to September 30, 1990

VOLUMES PRICE COSTS
(Mdth) ($/dth) (000’s of $)
Transition costs
Direct bills:
El Paso Liquids 54,250.0
Take-or-Pay 30,668.0
FERC Account 191 0.0
Southland/Chevron 0.0
Subtotal 84,918.0
MPO Transition Cost Adj. 14,719.2
Excéss Purch. Gas Costs (carried over from 1988 0.0 99,637.2
Balancing/Tracking accounts
‘ Core Purchased Gas Account (CPGA) 152,890.0
Oother Core accounts!
Core Fixed Cost Account (CFCA) 5,215.7
Coré Implemeéntation Account (CIA) (39,043.5)
Conservation Cost Adjustment (CCA) (66,612.0)
Enhanced 011 Recovery Account (EORA) (25,119.0) (125,558.8)
Non-Core accounts:! 7
Negotiatéd Revénue Stability Account (NRSA) (1,856.0).
Enhanced 01l Recovery Account (EORA) (8,744.0)
Noncore Implementation Account (NIA) (41,911.0)
Minimum Purchase Obligation (MPO) 6,764.0
Pipeline Démand Charges (PDC) (20,491.0)
Noncore Transition Cost Account (NTCA) 2,639.0
Cogéneration shortfall Account (CSA) 0.0
carrying Cost of Storage (2,219.0)
Take-or-pay 34,044.0
Fixed Cost Acct. (NFCA) Marg. Shortfall (1,811,9)

conservation Cost Adjustment (CCA) (14,721.8) (48,307.7)




A.89-04-021 APPENDIX B
TABLE 5 (cont’d)

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED COSTS

Foreécast Perlodt oOctober 1, 1989 to September 30, 1990

Core Company Use
Coreé Unaccounted For

Total

Non-coré Conmpany Useé .
Non-coré Unaccounted For 2.3120

Total




A.89-04-021 APPENDIX B
TABLE 6

SOUTHERN CALIFORNIA GAS COMPANY
ADOPTED PORTFOLIO PRICES

Forecast Perlod: October 1, 1989 to September 30, 1990

Adj. Core & coreé-élect purchases 435,411 1,029,618.5
Net storage 1,454.3

Core & Core-élect portfolio démand 436,026 1,031,072.7
Less: Company usé & unaccounted for 12,361 28,578.9
Add: Core Purchased Gas Account (CPGA) 152,890.0

Subtotal 1,155,383.9
Add: FF&U 1.864% 21,536.4

CORE-ELECT PORTFOLIO PRICE $2.7779 /dth

Non-Coré Portfolio

Non-core porfolio demand 207,531 456,863.4
Lésst Company usé & unaccounted for 5,883 13,602.4
Add: pitas Ppoint 35,437.0

Subtotal 478,697.9
Add: FF&U at 1.864%

Subtotal 487,620.9
Add: Brokérage feés 3,950.3
Lesst Pitas Point 35,437.0

NON-CORE PORTFOLIO SALES 201,648 456,134.1

NON-CORE PORTFOLIO PRICE ($/dth) $2,2620 /dth
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TABLE 7
SOUTHERN CALIFORNTA GAS COMPANY
‘ ADOPTED REVENUE REQUIREMENTS

Forecast Perfod: October 1, 1989 to September 30, 1990

AMOUNTS
(000’s of $§)

Toétal Core Procurement Revenue 1,176,920.2
Total Non-core Procurement Revenue 456,134.1
TOTAL PROCUREMENT REVENUE REQUIREMENT 1,633,054.4

TRANSMISSION REVENUE REQUIREMENT

Auth. gas margin (less brokerage fees) (To be adopted in A.88-12-047)

Common distribution 343,%937.0
Demand related transmission 96,222.0
Demand related storage 115,938.0
Customer related 585,304.0
Commodity related 10.0
50% Adninistrative & General 110,381.0
Brokerage fee adjustment {2,456.3)
_ 1,249,335.7
Pipeliné demand charges 290,052.4
. Add: FF&U at 1.8640% 5,406.6
295,459.0
Transition costs 99,637.2
Add: FF&U at 1.8640% 1,857.2
101,494.5
Net EOR adjustment 0.0
CAM balancing accounts 0.0
Long-term contract adjustment 0.0
CCA révénue requirement 23,910.0
Carrying cost of storage 6,458.2
. Othér core Balancing/tracking accounts (125,558.8)
Non-Core Balancing/tracking accounts (48,307.7)
Adds FF&U at 1.8640% (3,240.9)
(177,107.4)
Coré Company usé and unaccountéd for gas 28,578.9
Non-Coré Company usé and unaccounted for gas 13,602.4
Add1 FF&U at 1.8640% 786.3
42,967.6
Storage banking {1,040.0)
Interutility transportation revenues 7,987.8
Exchangeé revénués {(8,702.4)

TOTAL TRANSMISSION REVENUE REQUIREMENT

{end of appendix b)
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A.89-05-006

Forecast Perlodt

APPENDIX D

SAN DIEGO GAS & ELECTRIC COMPANY

TABLE 1

October 1, 1989 to Septenrmber 30,

ADOPTED GAS DELIVERIES

Residential
Commercial Core
Commercial Hon-Core
Retail UEG
Cogeneration
Company use
Unaccounted for

Residential deliveries
Residential deliveries

Commercial GN-1C
Commercial GN-2C
commercial GN-2ST
conm/Ind GTCGC
Comn/Ind GTCGNC
Comm/Ind GTCGST
Comm/Ind GTHNCC
Comm/Ind GTHNCNC
Comm/Ind GTNCST

Total Comnm/Ind deliveries
UEG sales GPNC

UEG sales GPNC

UEG sales GPNC

Total UEG deliveries

company use
Unaccounteéd for

GAS DELIVERIES

32,4840
10'70713
8,744.2
30,528&6
17,535.5
130.0
1,001.3

15,791.4
1,644.1
- 298.1
8,276.2

36,987.0

163.0

23,416.6

30,528.6

130.0

1990

101,130.9




A.89-05-006 APPENDIX D

SAN DIEGO GAS & ELECTRIC COMPANY
Forecast Period! October 1, 1989 to Septembeor 30,

TABLE 3

ADOPTED DELIVERIES by PRIORITY RANKING

Residential deliveries
commercial GN-1C
commercial GN-2C
Comm/Ind GTNCC
Comn/Ind GTCGC

Subtotal
Company use
Unaccounted for

Comn/Ind GTCGNC
Comnm/Ind GTNCNC
UEG sales GPNC
UEG sales GPNC
UEG sales GPNC

Subtotal
Conpany use
Unaccounted

17,535.5
15,693.2
23,416.6

43,776.1

15,791.4
8’276.2
163.0
23,416.6
6,949.0

54,596.3
72.5

55,227.3 Mdth

1990




A.89-05-006 APPENDIX D
SAN DIEGO GAS & ELECTRIC COMPANY
Forecast Period: October 1, 1989 to Septembor 30, 1990
TABLE 4 {(cont’d)
ADOPTED DELIVERIES by FPORTFOLIO CLASS
GAS DELIVERIES

Residential deliveries
Commercial GN-2ST
Conm/Ind GTCGST
Comm/Ind GTHCST

==mssSSss=s====

TOTAL GAS DELIVERIES 101,130,9

=== == === ==nx=




A.89-05-006 APPENDIX D Page 4

SAN DIEGO GAS & ELECTRIC COMPANY
‘ Forecast Perjod: October 1, 1989 to Septémber 30, 1990

TABLE 5

ADOPTED COSTS

($/dth) (000’s of $)

Core/Core-elect purchase 43,776 96,368.7
Core & Core-elect WACOG

Non-Core Supplies
Non-core purchaseées & WACOG 55,227 2.2014 121,577.5
SDG&E’s Balancing/Tracking accounts (adjusted)

Core Purchased Gas Account (CPGA) 2,492.0

Other Core accountst
Core Fixed Cost Account (CFCA) (1,874.6)
Ccorée Implementation Account (CIA) {(4,090.,3) (5,964.9)

Hon-Core accounts!
Negotiated Revenue Stability Account (NRSA) (1,276.3)
Enhanced 011 Recovery Account (EORA) 0.0
Noncore Implementation Account (NIA) (6,348.9)
Minimun Purchasé Obligation (MPO) 0.0
Pipeline Demand Charges (PDC)

Noncoré Transition Cost Account (NTCA) 1,27
cogeneration Shortfall Account (CSA)

carrying Cost of storage

Take-or-Pay

Fixed cost Acct. (NFCA) Marg. Shortfall

(=N ===

(6,347.3)
SoCal’s Balancing/Tracking accounts allocated to SDGLE

Non-Coreé accounts?
Negotiated Revénue Stability Account (NRSA) (435.0)
Enhanced 0il Recovery Account (EORA) (1,444.90)
Noncoré Implementation Account (NIA) 0.0
¥inimum Purchasé Obligation (MPO) 1,585.0
Pipeline bemand Charges (PDC) (5,720.0)
Noncore Transition Cost Account (NTCA) 618.90
Cogeneration Shortfall Account (CSA) - 0.0
carrying Cost of Storage (888.0)
Take-or-Pay 6,382.0
Fixed Cost Acct. (NFCA) Marg. Shortfall (425.0)




A,89-05-006 APPENDIX D Page 5
SAN DIEGO GAS & ELECTRIC COMPANY
Forecast Pericd: October 1, 1989 to September 30, 1990
TABLE 5 (cont’d)

ADOPTED COSTS

(000*s of $)

Core Company Use
Coreée Unaccounted For

Total

Non-core Conpany Use
Non-core Unaccountéd For

Total
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SAN DIEGO GAS & ELECTRIC COMPANY
Forecast Period: October 1, 1989 to September 30, 1990

TABLE 6

ADOPTED PORTFOLIO PRICES

Core & Coré-elect purchases
Léss! Company useé & unaccounted for
Add: Coré Purchased Gas Account (CPGA) 2,492.0

Subtotal 97,759.5
Add: FF&U at 2.490%

B T T TS e R e o e  a e R R T

CORE & CORE-ELECT SALES 100,193.8

CORE & CORE-ELECT PORTFOLIO PRICE $2.3152 /dth

Non-core porfolio dermand 121,577.5
Less! Company use & unaccounted for 1,389.2

Subtotal 120,188.2
Add: FF&U at 2.490%

Subtotal

NON-CORE PORTFOLIO SALES 123,180.9
NON-CORE PORTFOLIO PRICE ($/dth) $2.2562 /dth
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SAN DIEGO GAS & ELECTRIC COMPANY
Forecast Periodt October 1, 1989 to Septembor 30, 1990

TABLE 7

ADOPTED REVENUE REQUIREMENTS

AMOUNTS
(000’s of $)

Total Coré Procurement Reévenue
Total Non-core Procurement Révenue

TOTAL PROCUREMENT REVENUE REQUIREMENT 223,374.7
TRANSMISSION REVENUE REQUIREMENT

SDG&E’s authorized gas margin:
Common distribution 43,119.5
Demand related transmission 8,855.6
Pepmand related storage - - 569.5
Customer reélated 66,190.7
Comnodity related 1,544.7
50% Administrative & General 9,859.0 130,139.0

carrying cost of storage 1,009.0
Other Core Balancing/tracking accounts (5,964.9)

Non-Core Balancing/tracking accounts (6,347.3)
Add: FF4&U at 2.4900% (306.6) (12,618.8)

Core Company usé and unaccounted for gas 1,101.2
Non-Core Company useée and unaccountéd for gas 1,389,2
Add: FF&U at 2.4900% 62.0 2,552.4

Net LIRA reveénues 168.0
Miscellaneous revenué adjustment (3,152.0)
SDG4E’s F&U on SoCal costs allocated to SDGAE’s retail 1,223.0

SoCal’s authorizeéd gas margin allocated to SDG&E!
Common distribution 0.0
Démand related transmission 11,832.,0
Demand related storage 13,110.0
Customér reélated 1,03%9.0
Commodity related 1.0
50% Administrative & General 2,346.0 28,328.0
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SAN DIEGO GAS & ELECTRIC COMPANY
‘ Forecast Period: October 1, 1989 to Septembor 30, 1990

TABLE 7 (cont’d)
ADOPTED REVENUE REQUIREMENTS

AMOUNTS
(000’s of $)

Other SoCal costs allocated to SDGLE:

Pipéline demand charges 36,331.0
carrying cost of storage . 730.0
Conmpany use 1,795.0
Unaccounteéed for 2,498.0
Net long-term shortfall 973.0
Net long-term cContract w/Socal {5,517.0)
Storage Banking (409.0)
Adjustment for uncollectibles (265.0)
Transition costs 9,886.0
Net EOR adjustment (1,992.0)
Non-Core Balancing/tracking accounts (327.0)
Interutility transportation révenues 882.0
- Exchangé réveénues

TOTAL TRANSMISSION REVENUE REQUIREMENT

{end of appendix d)
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