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QRINIOQON

A. ummary
In Decmrlon (D. ) q0 12 119 the Commzss;on granted the

applicant, Pacific Gas and Electrzc Company (PG&E -3 certzflcate o
of public convenience and necesoaty for the expano;on or PG&E" ga,tQ‘
transmission facilities (Expansion Project), subject to .
conditions. Several petitions for modification and applacatlons
for rehearing were subsequently filed. ‘ .

This decision disposes of the rate desagn and cost
allocation issues that were ralsed Ln those pleadings. The
oxiginally adopted full- fixed rate desagn is replaced w;th a
modified-fixed variable rate design. Equlty-related costs wzll be
collected 1n a volumetric rate for firm transportatzon. The pure
incremental” cost allocation adopted in D.90-12- 119 is replaced by
rallocated incremental” cost allocation. The capital cost of the
portion of exastxng facilities to ke used by the Expans;on Project,
apportioned by 2 throughput ractor, will be paid by the Expanazon |
Project o existing ratepayers. The use of a s;ngle delave*y rate
based on a the cost of servace for the entare Expansaon Project 15
affirmed. Ne mod;:;cat;on to D 90-12 119 is made to address
rolled-in ratemaking or PG&E’S use of precedent agreements.,ifh

The ”Petition for Modlrzcataon and Clarlflcat;on of the “
Divisien of Ratepayer Advocates” (DRA) wao filed en February 13,
1991. The DRA recuests the Commasszon to mod;ry D. 90 l2 119 to
conform the rate design and cost allocat;on pollc;es adopted in
that decision with the positions taken by the Commission at tnellﬂ
Federal Energy Regulatory Commiss Lon (FERC) . DRA also requests"
nodification of the decision to d;sapprove of rolled—;n ratemak-nq
at the FERC and to deny PG&E the Tecovery of Expanalon ProJect ;
costs Irom existing ratepayers. . _ | fw

DRA seeks “clarification” of the Commass*on's vi ews'on_
PG&E’s use of precedent agreements, the use of a postage stamp rate
for Expansion transportation, and an acknowledgement that San Diego .
Gas and Electric Company (SDG&E) dces have access to firm
interstate capacity.

= 2 = -
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The ~Applicaticn for Renearinq'eﬁa Stay of Decisien No.
90~12-115” filed on February 11, 1991 by Toward Utility Rate _
Normalization (TURN) asserts that the decruxon to allow nxpancicn”
shippers to use the ex;strng PG&; plpelrne facilities wrthcut
paying any port;cn of exlstzng ccsts lg contrary tc recent o
pronouncements of Commission policy. | R

Kern River Gas Transmlsszcn Company s (Kern szer's)
Application for Rehearznq of Decision 90-12-119” was filed on’
Februwaxy 11, 1991. Kern R;ver clalms the CQmmmsuxon comm;tted
legal error in authorizing transpcrtat;on to'a s;ngle dellvery

point and a nonmileage based rate (postage stamp rate) and ‘erred by ‘

failing to allocate 2 port;on of the cost of existing facilities
and the cost of existing gas department services to the Expansxon.’

The ”Appl;catlcn of Altamont Gas Transmission COmpany
(Altamont) for Rehearing of Deczs;cn 90=12-119" was alsc filed on
February 11, 1991. Altamont claims that the adopted xncremental
rate design is inconsistent w;th prlcr Ccmm;SSLcn act;cns, that
approval of the 100% reservation charge is zncons;stent wish the
Commission’s goals of promoting gas compet;t;on, and that apnrcval
of a postage stamp rate undercuts ccmpetltlcn. Altamont cbjects tc“
the Commission’s conclusion that benefits from the Expansmcn
Project will outweigh the impact of FERC’S adoptzon of rolled-xn -
ratemaking of the cost of the Pacxf;c Gas Transmzssmcn Ccmpany |
(PGT) porticn of the Expans;cn. '

The Appllcat;on of Amoco Canade Petroleum Company Ltd.
(Amoco) for Rehearing of Decision 90-12- 119 was f;led on ’
February 11, 1991. This intervenor claxms that the adopted loo%
reservation charge is ccntrary to the publlc ;nterest and the
approved zncremental rated design is ccntrary £o cDmmlsglcn pol;cy.” )

The “Response of Pacific Gas and Electr;c chpany te S
Appllcat;ons for Rehearing and Mcd;f;catlon” was’ frled cn' -

February 26, 1991. The project appllcant agsertg that ncne_of'the’?:“
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. pleadings provide any reason why this Commission need reopen or
nodify its decision.

On February 26, 1991, 7Southern California Ediseon’s
(Edison’s) Response to. Applicatiens for Rehearing or Medificatioen: ..
of Decision 90~-12-119” was filed. Edison cbjected to:the . .z.: .7
assignment of common COsStS 0 the Expansion-Project onigrounds. -
similar to those asserted by PG&E. In: addition, Edison  fears that..
the resultant rates would place the  Expansion Project-at.a~ . '
competltxve disadvantage. RN

‘The claims of TURN, Kern River, and Altamont,:and: Amoce
which have been identified: above fall.short of. asserting legal - '
error. They should be disposed of in this-decision on modification:
since they were alsc raised in DRA’s petition for medification.

c. Issues o o . e e

In D.90-12-119, the Commission ‘established ‘a cne~-part. - °
rate for the Expansion Project. : Ninety-three percent of the
Expansion’s annual revenue requirement was to be collected through
a fixed monthly demand charge on firm transportation Customers.

The remaining seven percent of the revenue requirement was to be

collected through the rate for interruptikle transpertatien. Ne "
volumetric rate was assessed on firm transportation. This was '
described as “full-fixed variable'rate,design.”l, Co T

1 Although the Commission adopted PG&E’s lakel for this rate
design, a more accurate term would be “full fixed”. The ternm
7full-Zixed variable” is employed by the FERC to describe a rate
design wherein a demand charge is assessed to collect fixed ¢osts
and return on equity.  The demand charge excludes operatlonal Costs
which vary with throughput:; costs which vary with throughput are
then collected in velumetric rates. The Expansion Project would
Eqvednc volumetric rate, SO its rate design was actually “full
Zixed.”
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' DRA- and Altamont-.ask us:to.consider the 'rate design

adopted for. the Expansion Project in-the context.of prior-decisions:

on gas pipeline rate design. . The Commission has previously - '

distinguished- its treatment of the utility’s: returnion equity and” ="
associated taxes (equity-related fixed costs) from the means of - - -
recovery authorized for the other components of . gas transportat;on s

revenue requirement.
In the decision resulting from our. 1nvest1gatxon into

inplementing a rate design for unbundled gas utility services, this.

Commission designed transportation rates whereby equity-related
fixed costs were allocated based upen the capital expense of -
transnmission facilities: these expenses were allocated to various
customer classes based on their throughput over the utility s
transmission facilities. (D.86~12-009.) o

In D.87-12-039, the Commission subsequently examined the

appropriate level of risk assigned to the gas utilities:through the: .

adopted the principle that there should be “demand charge treatment -

default rate for intrastate-transportation.z The Commission -

for costs that are fixed and heyond the utility’s control, .
volumetric treatment for those over-which the company has

influence.” (26 CPUC 2d 213,275.) ' The Commission has :recently . - -

affirmed that the cost of return on preferred equity is to be
recovered in the volumetric rate (D.90~01=-QL5) and that franchise
fees and uncollectibles should also be recovered in volunetric
rates (D.90=-11-023).

The Commission recognized that if the default rates
removed virtually all risk from the utility, then the utility would
be unlikely to negotiate with customers concerning the structure

AT

RN

RN

2 The default rate appl;es to transportat;on servicevwhen the e
utility and- the customer are unable to reach a negctlated*~ e T
agreement. N , s s
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and level of rates. ”The r;sk transferred to ut;lztxes from
customers by the adoptod volumetrmc rate can be shared w;th
upstream plpel;nes ‘and producers.? (D. 87 12 039 andlng of Fact
79.) . |
~ As authorized by D.9o 12-119, the Expansmon Project rate o
design collects no portion of the flrm transportatron revenue B

requirement through volumetric rates. It is ancompatzble w;th the o

Commission’ 'S unbundled ;n;zgg;a;g gas transportataon rate
structure. _

The Commission’s position on inﬁe:sgase'gas .
transportatzon rate design was most recently presented in the '
#Comments of the Public Utllltles Comm1551on of the State of
California on Rate Design Policy Issues” filed in FERC Docket
No. PL89~2~005 (Interstate Natural Gas Plpelrne Rate Des;gn)
(Comments of CPUC).

The rate design prmncmples which we have advocated to the
FERC are equally sound in the context of lntrastate natural gas
transportat;on. They may be summarlzed as follows. Costs o
allocated to and recovered in demand charges or reservatzon charges
of f£irm transportation customers are treated by the mndustry as |
sunk costs. Once the plpellnes have executed long-term serv;ce )
agreements, their firm transportatlon customers must pay these “
charges so long as the regulatory body has approved the plpellnc
rates. Pzpellnes may attract shlppers by offerzng competltzve
volumetric charges.

To the extent that a p;pel;ne s volumetr;c charge are
too high in vzew of competlt;on, the p;pelane can dmscount 1.s
rates to be compet;t;ve. The efficient pipeline 15 rewarded by .
fully earning its authorized return and recover;ng all of mts frxcd -
costs due to the high throughput level it Ls able to ach;eve. Th;s‘ﬁ
is superior to demand charge recovery of the entire cost ‘of service

where the pipeline need not, worry about its sunk costs and has no =

incentive to control costs in order to compete.
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from our deczslon to adopt a full fzxed rate des;gn. We reasoned
that the operatxons of PGT belng rcvzewed at the FERC were those of'"’
a merchant of natural gas while the proposed operations of its
parent, PG&E, would be those of a transporter of natural gas.
Nonetheless, we find it appropr;ate to amend tne rate dealgn ror

the Expansion Project in order to promote 1ncreased prmce e
competition between gas producers.

While the role of pipelines and local dlstrmbutlon
companies as merchants of natural gas is declining because of the
unbundling of the transportation function in the gas 1ndustry, we
believe that the impact of plpellnes on gas prxces should not be
underestlmated. Other things being equal,_lower demand and
reservation charges will tend to increase the abmllty of sh;ppere
to obtain gas economically from different produclng reglons ‘and
will tend to increase interregional compet;tlon among produccro.‘

In addition, by increasing the pexcentage of pmpellne costs
allocated to volumetric rates, the desxre of the p;pelmne to
maintain low velumetric charges can bhe harnessed to reduce the
overall cost of gas transportation. With lower transportatlon
costs, a pipeline should be able to develop 2 broader market or
potential gas suppliers. The end result ‘should be greater '
diversity of supply and lower przces to California consumers.

The Expansion Project is intended to provzde lntrastate ‘
transportation just as existing PG&E facilities prov;de unbundled
intrastate gas transportation. We would prefer to adopt a H“‘“ '
modified-fixed variable rate desmgn for the Expansxon Project
consistent with the prlnclples announced in D.87- 12=-039 and appl;ed‘“ﬂ
in D.90-01-015 and D.90-11-023. A volumetrlc rate would be ' R
assessed for firm transportatlon on the Expans;on Project. Sueh a
modification would make our rate des;gn for the Expanszon Project
consistent with previous Commis xon dcc:.s:.one on xntraftate o
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transportation rate design and ‘with pos;t;onS-we have expressed tol.
the FERC. _

In its Prellmlnary Determlnat;on of Non-Envmronmental
Issues for PGT’s portion of the Expansmon (Prel;mmnary s
Determination), the FERC allocated 51s of equx y-related costs to
PGT’s volumetric rate. FERC’S final determ;natxon of the
percentage will be based on the outcome in PG&T'e pendlng general
rate case. There, the Commission had recommended that 100% of the
Expansion’s interstate equ;ty-related costs be recovered through
its volumetric rate. Consistent with our recommendatxon to the
FERC, we will require 100% of the equity related costs to be’
collected through the Expansxon Project's,volumetrlc rate. .

We prefer a rate deszgn for firm transportatlon serv;ce
consisting of a two-part rate calculated to recover 93% of the
project’s anmual revenue requlrement mhe volumetrlc rate should o
be computed to recover revenue requirement assocxated wzth the
following cost items: '

a. 100% of return on equlty and associated taxe

b. Shrznkage and fuel use.

¢. Franchise fees and uncollectxbles.

The demand charge should be set resmdually o collect the
remainder of the firm transportatlon annual revenue requmrement. '
The rate desxgn adopted by D.90- 12-119 ror ;nterruptzble )
transportation need not be revised.

3

.The foregolng describes our prezerred rate des;gn for the

Expansion Project. We recognlze, however, that the Expans;on
Project must compete against other 1nterstate p;pellnesﬁto serve

3 Although the CPUC fee is collected as part of the default
volumetric rate for intrastate transportation, the CPUC fee - -
associated with the Expansion should be collected from. the T
golumetr;c interruptible transportat;on rate as ornglnally proposedi ‘

Yy PG&E. _ s
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California®, and as a conseodence”we”gfant°tﬁe”pfoject”pfopohént“"’
and shippers leeway to negotiate other transportatlon rates that
may better serve thelr needs. The Commlssmon s preferred rate '
design would be used in the’ absence of any negot;ated rate des;gn.-
Regardless of the methodology chosen by the sponsor and the
shippers, PG&E is required to present zts proposed rate des;gn for
approval in the first Expanszon general rate case.

Since the p;pellne and Lts shlppers may negot;ate a rate -
design, those parties mlgnt attempt to minimize ‘their risk by R
shifting liability for plpelzne costs to PG&E's non-Expan51on
ratepayers. D.90-12-119 should be modified to spec;ty that
regardless of the adopted rate deslgn or any other arguments on
risk allocation that may be made at the Expanszon Project s f;rst
general rate case or in subsequent proceed;ngs, the Expansxon
Project’s revenue requirement shall not be recoverable from PG&E'- -
non-Expansion ratepayers. ' ‘

2. QQﬁS.AllQEQSiQn

Under the “pure lncremental” allocatlon methodology
adopted by D.90-12-119, all costs of the Expanslon would be " borne
by Expans;on shippers. They would not pay any of the costs of the
exlstan system even though the Expans;on must use portlons ‘of the
system. Conversely, all of the costs of the ex;stxng system will
continue to be borme by existing ratepayers; they will not pay for o
any of the costs of the Expanslon even though the Expansxon
provides scme operational beneflts to them. '

In the PGT general rate case pendlng before the FERC the T

Commission advecated an ”“allocated 1ncremental” cost allocatxon of

4 Since adm;n;strat;ve and general (A&G) costs are not «
recovered in the commedity charge of FERC-tariffed interstate
pipelines, we will similarly exclude all A&G costs from the
volumetric part of the Expansion’s default rate.
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costs to PITCO, on whose behalf ”added facilities” had heen
constructed. Sl T R RTINS
Under this methodology, existing. ratepayers bear the- cost

of original facilities and anremental.ratepayers.pay,the;costmof_f¢~ﬂ

added facilities. However, the cost: of the portion of the original
facility to be used by customers of the added facilities is
allocated between existing and incremental ratepayers based on .
their relative usage of the upgraded facility. As in the case of
the Expansion Project, the existing pipeline was upgraded with
additional facilities to accommodate .the. incremental user. The -
added facilities are not capable of providing service for PITCO in
the absence of the original facilities. o o

In its petition for modification, DRA,proposes to -
allocate to Expansion Shippers. the capital cost -of the: portions oz
the existing system to be used by those shippers. DRA calculates -
the cost as the average of the net book value and:replacement.cost. - -
In its testimeony, Kern River had recommended that a portion of the .

depreciated cost of those facilities should be assigned based on
the throughput of existing and-incremental users..

We determine that the Expansion Project should pay - fee .
for the use of the existing facilities without which the Expansion
Project could not operate. A portion of the net book value of the.
facilities to be used, based on the ratio of Expansion Project . .-

throughput to the total throughput over the:augmented. system,--will
be allocated to the Exbansian.. We choose the net hook value, and
not the average of net book value and replacement-cost as suggested
by the DRA, because the use of replacement cost would negate our

determination that Expansion Shippers should realize the-economies . -

of scale inherent in maximizing the use of. an existing pipeline.. . -
Replacement cost may be an appropriate factor under other
circumstances.

Using the numbers introduced on the record by DRA, the
capitalized net book value of the portions of lines 400 and 300 B... ..

Vi,
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to be used by Expansion Shippers is $4,516,888. We then calculate.. ..
the percentage of ‘total (orxiginal plus Expansion) velume .-

represented by Expansion throughput. . ~Assuming transportation-
capacity on the ex;stlng PG&E system from Malin te Kern River.
Station of 1,017 MMcr/d and. Expansion Capacity of 755 MMcf/d .
yields an allocation factor of:roughly..43. -The cost of oxiginal.. -

facilities allocated to the Expansion Project should be $1,942,26L. -

This allocation increases capital expenditure for the- Expans;on
from $736 million to $738 million. R '
Allocation of a portion of existing A&G and operat;on and
maintenance (0O&M) expense to the Expansion is not-warranted.: . .
Altamont argues that those expenses would not be- incurred but for
the operation of the Expansion. - This-is wrong; existing-.A&G-and . -
O&M expenses are incurred to serve: ‘existing PG&E- ratepayers. . . . )
Tncremental A&G and O&M expenses: clearly have- been: asszgned_to the - -~
Expansien. , ~ , ‘
We modify D.90-12-119-to'apply the allocatednincremental;,.,
cost allocation methodology to. the Expansion: Project..:The:annual-
revenue requirement should be increased by the amount necessary to
recover the-allocated cost of the existing facilities over 30.
years. PG&E should demonstrate that" its rates are sufficient- to
recover this cost and propose an accounting mechanism for. cred;tlng
the ratepayers of the existing system with'these annual- revenues in-
the Expansion’s £irst general rate. case. - :
Altamont asserts that by approving the . Expansion Project: - -

the Commission has endorsed rolled-in ratemaking:at the: FERC. .. DRA - .-

claims that rolled-in ratemaking:at the FERC would- produce-adverse

5 See, D. 90-02 016 deczs;cn on the Commlssmon s ;nvestzgatlon
into interstate natural gas pipeline supply and capacity,
deliveries to PG&E Line 300 at Malin. .
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econonic impacts on-ratepayers: both parties .challenge the

Comnmissien’s’ finding that benefits assoc;ated wlth,PG&E's expanszonw_"

would offset-this impact. No party has. testlfled regardmng the

incremental cost impact on California ratepayers. lf PGT's expans;on LT

costs were rolled into PGT rates. . S . ,

Qur approval of the PG&E Expansmon Pro:ect LS based on
the overall costs and benefits of the p;pel;ne._ In lxght o£ ‘the
record before this Commission,.we have found that certz:;catmon of
the project will produce net benefits for California ratepayers.
We have promoted a policy of . zncremental cost allocatlon ln our own
proceedings and at the FERC. -Accordingly, we have. rejected rolled—
in pricing for jurisdictional pipelines. However, we. should not

predicate our CPCN decision on speculation.whether FERC wxll employ .

rolled-in pricing for the interstate portion of the Expanszon.A

Moreover, we note that the FERC may apply its,rolled—iﬁ'
ratemaking treatment to expansions of. other interstete bipelines
competing against the Expansion Project.  Kern R;ver wlll be‘:“
expanded to accommodate additional capacity on«behalf of Altamcnt
El Paso’s proposed expansions are pending. at the FERC.G,
California consumers cannot be shielded from rate lncreases due to |
FERC’s rolled-in ratemaking by a simple denial of the Expanalon
CPCN. Substantial benefits to California consumers would. be
foregone if the Expansion were denied due to fear of rolled—zn
pricing. No modification to. the decision is requlred due to the
potential for rolled-in pricing at the FERC.

4. Single Transportation Rate S S e e

In its Preliminary Determination, FERC. eStabiishe& the
conditions under which it would issue.a CPCN to PGT for _he o
interstate portion of the project, pending flnal env;ronmental
review. L . S

6 See, D.90-02-016 (35 CPUC 2d 196, 233).
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Among cther thlngs, “the FERC required PGT to offer.to..
make deliveries at the ‘interconnection between -the PGT and PG&E -

pipelines at theeregon—Callfornxa border. ' DRA asks the 'Commission: '«
to clarify “whether or not this would‘change oxr impact the single: ..

del;very point at Kerm River Statlon or the postage stamp rates -
adopted by...(D.90-12-119).% : R ‘

First, we clar;fy that D.90-12-119 does not Timit"'
Expanszon deliveries to a single delivery ‘point. “Expansion:
shippers may ‘require PG&E to del;ver gas-at any point along-the:
Expansion. There is, however, a single transportat;on-rate?based.
on the cost of service to Kern River -Station. The FERC decision
does not affect ouxr decision approving a ”"postage stanp rate”,. or,.

in other words, a single rate’ for transportatzon on the- Expansmon Co

Proj ect - " - T
The Commission’s adopticn‘of'aftransportationﬂrate based

on delivery to Kern River Station was challenged for its allegedly . -

anti-competitive effects. According to Kexrn River, the rate is
subsidized by noxrthern California shippers whose gas does not -
traverse the length of the Expansmon and should not be considered’
in setting the rate. ‘ o RN

We have already determined that the interests of-all> = 7"
ratepayers in this state would be served by allocating efficiencies
of scale and scope to incremental users of matural gas in southern @ °
California. To the extent southern California shippers-receive any -

benefits from shipments destined for northern Califeornia, we find
that such benefits are supported by publxc policy’ prﬁmot;ng
econonic development of the state as’ a  whole. ' , o

In the course of our investigation to unbundle gas-rates,
transportation rates were derived through a process of determzn;ng a

whether the expense was incurred to provide distribution,
transmission, Or storage. Those functionalized costs were then
allocated to different customer groups based on their usage under
certain conditions. (D.86-12=-009.)
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Here, the primary purpose of thé Expansion Projectﬁisﬂto TR
provide firm transportatlon of natural gas to the southern - A

Cal;forn;a market. Eighty percent- of 'the volumes- subject ‘to

precedent agreements is destined for southern California. I€ theA"'w

market for gas in southern Califormia did- not exist, ‘the’ Expanslon
Project would not be built. Shippers ‘wzshxng “£o deliver gas”
ult;mately to northern Califormia would have no means of bringing'
additional Canadian gas into the state. Thus, the rate paid by all.-
ratepayers, regardless of where the gas' is consumed, is based on
the cost of facilities to serve the class of custoners for‘whlch S
the Expansion is ~functionalized”. TS

New pxpellne will be’ constructed‘over 432°0f the 544
miles of the Expanszon Project, ‘or 80% of the expansion. New-
fac;lztles wzll be built from Malln, Oregon to Panoche: Meter'
Station, 432 miles to the south. Rates-based on the cost.ofv
facilities needed to deliver gas to northern California-would allow’
northern California shippers to use the Expansion-while avomd;ng~
the full cost of fac;l;t;es bullt to accompllsh the prlmary
functlon of the Expanszon. ‘ SRS :

Ir incremental shlppers are allowed to pay PG&E’S
tariffed rate for its exlst;ng facilities, “they would avoid- the.
tariff rate that’ collects the cost of the facllltles constructed .
expressly for them. ‘ ' R

The reasonableness of a postage stamp rate for-use’of the.
Expansmon is supported by the fact that the Expansion Projcct gas -
will be delivered by displacement. Without the use of
d;splacement,‘the capacity ot the Expansion would be-less'than its .-
755 MMcf/d des;gn caoac;ty. The pipeline looping in" northern ;
California alone cannot deliver 755 MMcf/d. That' capacity is made™. '
possible by Bxpans;on looping at the southern end of- PG&E’S 'systenm..
That extra capacity'will enable southwest supplies’ currently .
flowing to northern California to Be diverted to southern . 1
California. Only through the operation of the southern portion of
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the Expansion can the‘nortnerugseotioqﬁog;the_Expdnsion accept
Canadian gas. - e : : o i, .

The fact that the. entire Expansmon is. used to del;ver gas o
over only a portion of the. Expansmon's length renders a dlstance—':WL

based rate inappropriate in this case. ndeed sznce there is no .;ff
basis in the rxecord for calculating the cost of transportatxon on aﬂwé

nileage basis, any rate other than the adopted postage stamp rate

would be an arbitrary one.. o o
The fact that the Commlsszon has prevmously author;zed o

distance-based rates for intrastate transportation does not controlfd:

in this case. We bave allocated Expansion costs on a modified =
incremental basis to insulate existing. ratepayers £rom rzsk.' Thus;”
the Expansion tariff rate must allow PG&E.to. recover all or the
Expansion’s cost of service,. lncludlnq the cost ot servmce o
associated with facilities that will be. constructed ln southern
California. Without those facilities, the Expansmon cannot 5 '
accomplish its function of providing. California with aocess to,f‘ -
Canadian gas. . o
5. A!sAlekAlAIx;Qx_Bxlsslng_ﬁzﬁxsm_Bass .
Altamont cites the FERC’s statement in lts Prellmxnary
Determination that the Expansion Project’s szngle dellvery polnt
“may be an illegal tying arrangement between 1nterstate and o
intrastate transportation” in its argument agalnst the s;ngle
delivery point at Kern River Station. Altamont has taken uhe
FERC’s statement out of context. . ‘ . N
Altamont has raised the phanrom ”requ;rement of a s;ngle f'
delivery point” as a red herring. While the postage stamp , ‘L
transportation rate is based on.the cost of ferv1oe to the southerndf
terminus of the Expansion Project, Kern,Rlver Stat;on, an.Expansmon .
shipper may have its gas delivered to any point along the T
Expansion. The lntrastate taxifef does not block Expanszon Shlppe:‘j?
from competing with PG&E in its service terr;tory., .
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D.90-12-119 explains in greatex detail-that.approval of .. .
the Expansion facilitates greater access to. the Canadianigés_ﬂ_ ‘h” .
market. We expect that lower prices.and more security .of. supply . . ...
will result from this access. . The Expansion can provide. thosa;_
benefits to incremental shippers while shielding existing . _
ratepayers from the risk of pipeline overcapacity only if. Expansmon
costs are allocated to the incremental shippers. This is.
accemplished through allocated incremental cost. based-rates, as.
opposed to rolled-in pricing. 5 W §

Under our allocated incremental cost-based ratcmakzng,‘
the risk of overcapacity will be reflected in Expansion rates..
However, once existing capacity is oc¢cupied by incremental -
shippers, existing ratepayers would have to purchase capac;ty on
the Expansion for their needs. Thus, existing ratepayers.would.be
saddled with the risk of overcapacity. This is the exact result we
sought to avoid in D.90=-12-119 by imposing incxemental cost .. =
allocation and a separate Expansion rate base_and,generalfzate case
as a condition of certificate approval. _ ‘

If Expansion shippers utilize all ct the brokered ,
capacity on the existing PG&E facilities, they will force ex;stlng
ratepayers to pay Expansion rates for their incremental capacity .
needs. The average rate paid by the two groups, Expansion shippers . .
and existing ratepayers, for service over the two facilities would .
be roughly equal. The result would be rolled in pricing of .-
Expansion facilities, the result we consciocusly avoided by .
requiring Expansion rates based on incremental cost allocatlon.

In the course of restructuring of the gas industry in
California, we have decreased the utilities’ responsibility to
procure supplies and capacity for their non-core.customers. .
Thrusting responsibility for the cost of incremental facilities
upon existing ratepayers runs counter To our program. . Allocated
incremental cost-based rates are the only means of ensuring that
PG&E’s existing ratepayers are shielded from the risk of ...
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overcapacity represented by capacity additions such as the
Expansion. Interstate Expansion shippers must pay rates for -
intrastate transportation based on. allocated cost; the alternative -
would ultimately lead to rolled=-in rates and the attendant .xisk to .. -
existing ratepayers. S o R :
‘The single delivery rate does not represent a.tying

arrangement between interstate and intrastate transportation.: It. ..z

does enable PG&E to recover the cost of providing transportation ..
over the Expansion. A rate based on the actual cost-of the -
Expansion service is a necessary corollary to our decision to
establish allocated incremental c¢ost-based. rates: for Expansion:
service. ’ - v e

Qur decision to restrict PGTfExpansionoshippers;to-the

PGSE Expansion is based on our ratemaking principles and the facts .

before us. We expect that the capacity needs of existing. .. -
ratepayers will become more obvious by the time of the first -
Expansion general rate case. Therefore, the restriction of ..
Expansion shippers is an interim measure that will be revisited in
the first Expansion general rate case. ' oL

In D.90-12-119, we found that Expansion Project gas
destined for northern California would be subjoct to two
transportation charges, one charge for Expansion delivery and an
additional charge for delivery over existing facilities to a .point -
within PG&E’s service territory. The additional .charge would be
assessed at PG&E’s intrastate transportation tariff rate.

Te the extent that circumstances later change and, as a
result, a different allocation of intrastate transmission service
costs is found to be more appropriate, D.90~12-119% would not stand.
in the way of such a development. : s

Parties who assert that PG&E would enjoy - a competitive
advantage over other shippers of gas destined for northern.
California assume that PG&E is authorized tcfuse'thevzxpansion‘

Project to transport gas. These parties overlook the fact that in.
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D.%0=12=119, we questzcned the reasonableness of PG&E’s
subscription to firm capaczty on ‘the Expans;on Project.” It 4is -
premature to censider these arguments until the Lirst Expansion-
general rate case. If PG&E retains its subscription on the o
pipeline, the effect of its transportation’ of gas from Kern-River
Station to its service terr;tory on" compet;tmon wmll be revzewed~l
during the £Lrst general rate case. S ‘ ’

We are sensitive to issues bemng considered by the FERC
in the PGT Certificate proceedlng and other FERC proceedings;- such-

as the El Paso and Transwestern CapacitY‘Brckering'déses.”*Wé”ﬁﬁIlm”““‘

continue to review our decisions in light of the FERC’s evolvzng
requlatory program and the attendant changing ccndztzcns. s
6. PGSE’s Use of Precedent Aqreements B

DRA and Rerm River point out that the FERC’S Prelzm;nary
Determination regquires PGCT to hold a new open season for the ‘
initial allocation of all Expansion capac;ty According to Kern-
River, the Commission’s reliance on the contracts as evidence of
market interest is unwarranted. The DRA asks the Commission-to
consider whether, given the FERC’s findings, PG&E’s use of ite“
Precedent Agreements was ant;competxtlve and d;scrxminatory.v Tt is
not necessary £o address DRA’s questlan sznce ehe FERC hag alreadv
recquired PG&E to conduct a new open seasen. SR R

Market interest did not d;sappear when theé FERC decided

to require 'a new open season. The lack of a writ en document ‘does

net vitiate the parties’ Lntent to contract., It is that intent, as
shown by market circumstances and the substahteal commitments that
the parties had undertaken under the . Precedent Agreementa, on which
we base our finding of ccnt;nued ma:ket lnterest zn the Expans.on
Project. ' ) ; Y

on January ll 1991, the ”Mot;on fox Leave to Refl
Comments of the SOutherﬁ Cali fcrnla Utzll.y Power Pcol (SCUPP)
Secause of Nenconiorming Certzﬂxcate of Servzce”lwaf ﬂaled. SCUPP
had attempted to Zile its comments on the proposed decision of the
adninistrative law judge on December 17, 1990. Its fZiling was
rejected due teo a faulty certificate ¢f service. The Commission
TOOK action on the propesed decision on December 27, 1990. The
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comments of SCUPP were moot at the t;me;phe}metdeﬁ.waeyfi;ed;:;_:“
motion is accordingly denied. = . u_“}:,n f ;‘e_:: I
E. gconclusion: : . ,

After thorough revxew or the lssues ralsed 1n DRA’s'
petition for modification and. the. related matters argued by TURN
Kern River, and Altamont in their applications ror rehear;ng, we
conclude that D.90-12-119 should be modified to adopt a modlf;ed
fixed variable rate design whereby the equ;ty-related costs. and
other expenses of the Expansion Project are. collected in a
volunetric rate for firm transportatlon. D. 90-12-119 should also
be modified to require allocated lncremental cost allocatmon.‘that,
is, the Expansion Project shall pay PG&E ratepayers a portlon of
the capital cost of the existing racilatles to be used by the
Expansion, based on relative. throughput.‘ We also acknowledge_
Resolution G-2921 does not affect SDG&E’s contanulng need for
access to the Canadian natural gas market.

In all other respects, the DRA petatlon for modlflcat;on
is denied. '
Findi .

1. In its ”“Petition for Modaflcatlon and Claritxcat;on of
the Division of Ratepayer Advocates (DRA)” filed on February 13
1991, the DRA requested the CemmlsSLOn to modlry D. 90 12 119 o
accomplish the following:

a. *to conform the rate des;gn and cost
allocation policies adopted in that
decision with the pOILCLes the Commission
has taken on these issues at the Federal
Energy Requlatoery Comm1551on (FERC), ’

to disapprove of rolled-;n ratemakmng at
the FERC,

to deny PGSE the recovery or Expansmon'
Project costs from ex;stzng ratepayers,

to clarlfy its views of PG&E's use of
precedent agreements, o




A.39=-04-022 ALJ/ECL/dyk *

to clarify its views on a single delivery point and a
nonmileage based transportatlon rate .(postage . stamp ;o
rate), and RETR w e e

to acknowledge that San'Diego Gas & .Electric Company
- (SDGSE) does have ‘access to firm interstate capacity..

2. Toward Utility Rate Normalization (TURN) ,.Kern River Gas
Transmission Company (Kern R;ver), Altamont Gas TransmL551on
Company (Altamont), and Amoco Canada Petroleum chpany, Led.

(Amoco) raised various challenges to the cost. allocat;on, postage
stanp rate, rate design, and rolled-in rate determinations of
D.90-12-119 in their applications for rehearing of D.90-12~119.

3. Ppacitic Gas and Electric Company (PG&E), the appllcant
for a certificate of public convenience and necessity to expand its
ex;st;ng gas transmission facilities (Expansmon Project), filed its
response to the pleadings of DRA, TURN Kern R;ver, and Altamont on’
February 26, 1991.

4. In D.87-12-029, the Commlss;cn specmfzed that the default
transportation rate should ;nclude 2 vclumetr;c rate that recovered"m -
the following elements of the ut;l;ty s revenue requlrement'a‘”‘
return on equmty and asuoczated taxes (equlty-related costs), the
percentage of administrative and general (A&G expenses allocated
according to amnual throughput, and other charges such as franch;se'
fees and unccllectlbles, lost gas, and fuel ‘use.

5. Fa;lure o collect any port;on of the f;rm transportat;on a
revenue requlrement through volumetrzc rates renders the rate o
design adopted in D.90~12-119 ;nccmpatlble wzth the cOmm;551on s
gas trans pcrtat;on rate structure.‘v)

6. We will use the pipeline’s desxre o ma;nta;n low |
volumetric charges to reduce the overall cost of gas h
transportation, to develop a broader market of potent;al gas o
suppliers, and to lower prices to Cal;:ornza consumera. ‘

7. We prefer a mcdlfled flxed varzable rate desxgn fcr ehe

. Expansion Project. B
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8. Because the Expansion Project would- not: operate in.a
monopoly. environment, the project sponsor and shippers .should have
the opportunity to negotiate a rate design that may better serve
their interests.

9. In the absence of agreement between the project: sponsor
and shippers, the rate design for firm transportation service over
the Expansion Project should consist of a two=part rate calculated
to recover 93% of the project’s annual‘revenue‘requirement.m¢

a. The volumetric rate should be computed. .to .
recover 100% of the portion of the revenue
requirement associated with equity related
costs, uncollectibles, shrinkage and fuel
use, and franchlse fees.

The demand charge should be set resxdually
to collect the remainder of the firm
‘transportation annual revenue requzrement.-
10. Under ocur default rate des;gn, lOO« of the equzty related

costs will be collected in the volumetric rate.
11. Regardless of any risks or benefits assoc;ated thn

operation of the Expansion Project that may be revmewed in the _
Expans;on Project rate proceedlngs, the Expanszon Project’s revenue‘ ’

12. The Commission has advocated tnev”allocated 1ncreﬁental”'

allocation of costs of a pipeline expansion before the FERC.‘ Underl“"

this methodology existing ratepayers bear the cost of orlglnal
facilities and incremental ratepayers pay the cost of added ”
facilities. The cost of the portion of the original faclllty that
is used by customers of the added facllltles is allocated between
existing and incremental ratepayers based on tnelr relatlve usage -
of the upgraded facilities. ' o
a. The only cost allocatlon methodology ‘that wmll

protect PG&E’s existing ratepayers from the risk’ of overcdpaCLty

represented by the Expansion Project is allocated lncremental cost.'f:“

b. PG&E must be authorlzed to collect the cost of
service for the Expanszon Project tnrough allocated lnc*emental

cost based rates in order to aveid rolled-in ratemaklng and the _

- 21 -
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resultant transfer of the r;.k of overcapac;ty to PG&E's exmstmng
ratepayers. R

13. The Expans;on Project will” pay for the use of the”
existing :ac;lltaes w;thout which the Expanflon could not operate.
A portion of the net book value of” the fac;lxt;es to be: used -based’
on the ratio of Expansxon project throughput to the total - 7
throughput over the augmented system, wlll ‘be allocatod to the
Expansmon. o ~ S SR

l4. The cost of orxglnal faczl;tzes allocated "to-the’
Expansion Project should be $1,942, 261. ‘The cost cap for the-
Expansion should be 1ncreased by this” amount and’ rlrst year annual
revenue requlrement should reflect this amount. R

15. PG&E should demonstrate that its rates are sufficient- to
recover the annual revenue requlrement associated with” this' cost. -
In the first Expanszon general rate case, PGSE should: propose an
accountlnq mechan;sm for credltlng PG&E ratepayers w1th these«'.‘
annual revenues. g o

l6. We do not pred;cate our dec151ons on - speculation whethex'
FERC will employ rolled=-in przcxng for the interstate portion of- -
the Expansion because, among other things, California consumers . =~
cannot be shielded from rate increases on competing pipelines due’
to FERC’s rolled-in ratemak;ng by a simple denlal of thevExpanszon
CPCN. Substantial consumer benefits arising from increased -
pipeline competition would be foregone if the Expansion were denxed
due to the possibility of rolled-in pricing by the FERC.' e

17. A postage stamp rate is consistent with the rates we~have
designed for othexr intrastate gas transportatlon because ‘it
reflects the functicnalization of the Expansion’ Project and the -
fact that delivery over the Expansmon will' be accompl;shed ln large
part through dlsplacement. a ‘ g :

a. Deliveries to northern celifornia”could”hot'be”'

accompl;shed without us;nq the facmlmt;es at the southern end of -
the PG&E system. ' o ‘ S

-
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, b. The single delmvery rate, 15 necessary to enable PG&B .
to recover its costs of the Expansion, part;cularly cince tne d o
Expansion rate is based on allocated incremental cost rate desagn.

€. Allowing Expansion shlppers to use exlstmng PG&E '

system capacity would negate, our allocated lncremental cost rato
design and ultimately impose the rlsk of overcapacaty from the o
Expansion project upen PG&E’sS ex;st;ng ratepayers. o N

18. Whether PGSE will enjoy a competitive advantage in ;; )
supplying gas to northern California because it has not proposed o
pay the rate for transportation rrom Kern Raver statlon to |
destinations within its. service terrztory cannot be determlned '
until the first Expansion general rate case. Ir PG&E malntalns xtsL?
subscription to Expansion capacity, competlt;ve lssues w;ll be S
reviewed at that tine. '

19. The FERC requlrement that PGT hold a new open season for o
the initial allocation of all Expansmon capacaty does not v;tmate L
our finding of market support for the Expanslon. The lntent to o
contract has been demonstrated by. evidence of shipper lnterest Ln
Canadian supplies, particularly by Southern Calafornla Edlson and o
SDGSE, which had contracted for 300 out.of 755 m»xcz/d of Expans:.on ’
capacity, and the commitment to the Expansaon as the exclusxve o
carrier for volumes specified in the Precedent Agreements., o ]

20. Resolution G-2921 does not affect SDG&E's contlnulng need‘
for access to the Canadian natural. gas market.

1. D.S0-12-1ll9 should be mod;fled so that the Comm;ssxon s
determination of rate design and cost allocatlon for the Expans;on N
Project is not incomsistent with the Commzss*on'“ posmt;on on these‘x
issues at the Federal Energy Regqulatory. Comm;QSLon. }

2. D.90-12-119 should be modified to take offlcaal not;oe of
a Commission resolution where the subject of the resolutmon is
relevant to a finding in the decision.

3. Because of the significant lmpact of our resolutlon of
the allocation and rate desicn issues on the efforts of PGSE to
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executive firm transportation contracts-for capacity rights on the
Expansion, this decision should-be-effective today.

IT IS ORDERED that:
1. D.90-12-119 is modified as follows:
a. The following findings of fact are added:

198. Because the Expansion Project is
being proposed in a-competitive,
instead of a monopoly environment,
the project sponsor and shippers
should be authorized to negotiate
rates for firm transportation serxvice
that may better accomplish their
objectives. The Commission will
adopt a rate design that will be used
if the parties have not negotiated
their own rate design proposal. PG&E
must submit its rate design proposal,
whether it is a negotiated proposal
or based on the Commission’s default
rate design, in the first Expansion
Project general rate case.

Under the Commission’s intrastate
default rate design adopted in
D.87-12-039, the revenue requirement
associated with return on eguity and
related taxes (equity-related cost),
the administrative and general (A&G)
expenses allocated according to
annual throughput, franchise fees and
uncollectibles, lost gas, and fuel
use has been assigned for recovery in
the volumetric portion of intrastate
transportation rates. - -

Before the FERC, the Commission has
advocated velumetric transportation
rates which recover 100% of the
equity-related costs of the pipeline
revenue requirement. -

The default rate design for the
Expansion Project is consistent with
prior Commission decisions and
policies.
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The default rate design for f£irm
“transportation service over:the~ o v ¢
Expansion. Project consists of a two-
part rate calculated to recover 93%

of the project’s annual revenue

requirement. The volumetric rate
should be computed to recover the
portion of the revenue requirement
associated with the following . cost
items: I

1003 of the Expansion’s return on
equity and associated taxes.

'<Shrinkagerapdwruel“usé:f

Franchisevfees‘and .
uncollectibles..

One of the reasons to require
recovery of equity-related costs
through the pipeline volumetric rate
is to create an incentive to maximize
utilization of the pipeline. .

None of the revenue requirements of
the Expansion Project may be
recovered from non-Expansion
shippers. This will prevent the
negotiations from shifting risk from
the project sponsor and shippers. to
PG&E’s existing ratepayers. This
will also encourage the parties to
maximize pipeline throughput.

At the FERC, the Commission has
advocated an “allocated- incremental”
alloecation of the cost of existing
pipeline facilities to the shipper
for whom added facilities were built.

Under the allocated incremental
methedology, the cost of the portion
of existing facilities used by the
incremental shipper is allecated
between existing ratepayers and the
incremental shipper based on their
relative throughput.
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The capitalized net book cost of the
existing PG&E pipeline that: will be- -
used by the Expansion Project is
$1,942,261. This amount will'be
amortized over 30 years and included
in the revenue requirement of the
project. PG&E must propese’ a method
in the first Expansion general rate
case whereby the Expansion Project
shall credit this amount annually to
existing ratepayers.- :

The Commission does not base its
decision to certificate the Expansion
Project on speculation whether FERC
will employ rolled-in pricing. - The
FERC may use rolled—-in ratemaking on
interstate pipelines seeking to
compete with the Expansion Project.
Denial of the certificate would not
protect California consumers from the
effects of the FERC’s rolled-in
ratemaking policy. Denial of the
certificate would prevent California
customers from realizing the benefits
of competition that would be provided
by the Expansioen Project.

The use of a normmileage based
transportation rate (postage stamp
rate) designed to recover the cost of
Expansion service to Kern River
Station is reasonable because of the
functionalization and actuwal
operation of the Expansion Project.
The Expansion Project is intended to
serve primarily .the southern
California market.

Transportation over the Expansion to
northern California Is accomplished
in part through displacement of
supplies currently received at PG&E’S
southern facilities. The receipt of
Canadian gas at Malin, Oregon, for
delivery in California depends on the
diversion of Southwest gas to
southern California. ‘
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211. The use of a postage:stamp. rate is’

‘ reasonably necessary to.recover the
Expansion’s cost of service and does
not discriminate against northern
California shippers nor unfalirly
lower the cost of transportation to
southern California shippers.

The Preliminary Determination of Non-
Environmental Issues- (Preliminary
Determination) for the PGT portion of
the Expansion Project issued by the
FERC on January 22, 1991 requires PGT
to hold a new open season for the
intial allocation of Expansion
capacity. - . _ o

The Preliminary Determination does
not vitiate our reliance on the.
Precedent Agreements as indicators of
market interest in the Expansion
Project. The lack of a written
document does not alter the market
interest in Canadian gas. It does
not necessarily follow that shippers
have altered their commitment to use
the Expansion as their sole means of
transporting the volumes of gas
specified in the agreements.

214. Resolution G-2921 does not affect the
need of SDG&E for access to Canadian
supplies of natural gas. .

k. Finding of Fact 88 is-déleféd;and-replaced with the

follewing: -

88. The Commission should assign the
benefits of economies of scale.- ‘
inherent in expanding PG&E’s existing
pipeline system to.the . incremental
shipper user as an efficient.
allocation of resources. Foxr this
reason, a portion of the net book
value of the existing facilities, and
not the replacement cost of
facilities, should be allocated to
the incremental shippers.
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. €. Finding of Fact 90 is‘de;gted_;gd_;eplacgd_withj;new

following:

following:

following:

following:

following:

90.

The adoption of'”incremeﬁtal ﬁluﬁ”u_

rates for the Expansion Project will
compensate existing ratepayers fox

the incremental shippers’ use of
existing facilities. ' ‘

d. Finding of Fact 190 is;deleted‘ahd replacéd'with_the

190.

$738 million, consisting of $698
million for construction and $40
million for environmental mitigation, -
is the reasonable construction cost
cap for the Expansion Project, as
that term is defined by § 100.5
Subsection (a) of the PU Code.

e. Conclusion of Law 14 is deleted and replaced with the

14.

£. Conclusion of Law 16 is deleted and replaced with the

16.

It is reasonable to alloecate a . . .-
portion of the cost of commonly used
facilities to the Expansion Project”
because the Expansion cannot function
without the use of such facilities.

\

The modified-fixed variable rate
design is appropriate for this
transportation-only pipeline.
However, the Commission may find that
alternative rate designs may equally
serve the Commission’s objectives for
the Expansion Project.

g. Ordering Paragraph 2 is deleted and replaced with the

2.

The maximum reasonable cost of the
proposed project pursuant to Public
Utilities (PU) Code § 1005.5 shall be
$728 million.
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5. PGS&E shall include testimony on its proposed-Expansion
Project rate deSLgn, including a propased tariff, in the first = -
Expansion Project general rate case._ ‘The rate deelgn may be either
the product of negotiations between PG&E and its shippexrs or based
on the default rate design described in this decision.

3. In its first Expansion Project general rate case, PGSE
shall show that the Expansion Project rates are adequate to recover
the allocated incremental cost for the Expansion’s use of existing’
facilities and shall propose a means of crediting existing PG&E
ratepayers with the allocated cost. | o

4. If PG&E retains its subscrzption to the Expans;on
Project, the effect on competltzon of. its transportatlon of gas
from Kern River Station to its service territory will be reviewed
during the first Expansion general rate case. o :

5. PG&E shall file with the Director of the Commlsszon s .
Advisory and Compliance Division a copy of the. Precedent Agreements
to be executed pursuant to the Preliminary Determination of Non-
Environmental issues for Pacific Gas Transmission Company’s portion
of the Expansion by the Federal Enexgy Regulatory Commission.

6. PG&E shall not collect any portion of the Expansion
Project’s revenue requxrement from non-Expansion Project
ratepayers.
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7. The "Motion for Leave to Refile Comments of the Southern
california Utility Power Pool Because of Nonconforming Certificate
of Service,” filed January 11, 1991, is denied.

This order is effective today.
Dated June 5, 1991, at San Francisco, Califormia.

PATRICIA M. ECKERT
President
¢. MITCHELL WILK
JOHN B. OHANIAN
DANIEL Wm. FESSLER
NORMAN D. SHUMWAY
Commissionexrs
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