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i

A. Summaxy : . S " S

. This. opinion. revzews thc rcasonableness of SOthern“:'ﬂf“”
Cal;fornla Gas Company’s (SoCalGao) gas. supply and storageN" o
operations from April 1, 1988 through March 31, 1989. The
Commission concludes that the. company s operatxons were generally
reasonable with certain exceptions. F;rst the cOmmlssxon finds
that SoCalGas imprudently managed 1£s storage operatlons dur;ng the
review period. NoAspecaflc d;sallowance 1, attached to th;s ‘ '
finding. However, the Commission will impose a $2, 229 000 h‘”’ o
disallowance on SoCalGas fox famllng to purchase 1nexpensxve spot '
gas in .the fall of 1988. . _ o

The cOmmzssxon.adopts the vaxsxon of Ratepayer ?L"; L
Advocates’ . (DRA) recommendatlon that.Sl 47 mllllon in replacement )
gas costs arising out of the August 1988. curtazlment be shzfted to
the noncore porttolmo. , .

The Commission rejects DRA’s recommendatxons regardxng
Rancho Cucamonga franchise fees and affll;ate concerns.’

SoCalGas filed its applicarion"in?theJaone:caﬁiionéd"
proceeding on June 14, 1989 in support of its claim that. lt o
reasonably conducted its gas supply,operatmons durlng the review
period (from April 1, 1988 through March 31, 1989 ) Othor partxes
disputed the reasonableness of. SoCalGas’ actaons.ﬂ Hearangs were .
held from February 20, 1990 untll March 9, 1990.r Testmmony in :wf:
favor of a variety of dl sallowances agaanst SoCalGae was provmded f
by DRA, the Southexrn Californmia Ut;l;ty Power Pool (SCUPP), ,
Imperial Irrigation District (IID), and Southern Callfornla Edison
Company (Edison). In addition, the. 01ty of Long Beach (Long Bcach)
cross—examined SoCalGas witnesses . and filed a br;ef xn favor of
disallowances for certain activities..

- e
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The assigned admxnxstratmve law'judge (ALT) properly
denied SoCalGas’ motion to strike portions of DRA’s testimony
except as to the cogencration monitoring issue. At hearing, DRA
¢concurred that the nore approprxate forum for that issue had”
already been desxgnated by the Commission as SoCalGas’ 1989 Annual
Cost Allocation Proceedlng (ACAP) (Deczsxon (D ) '90=01=015, ‘
p. 120). The other issues were properly left in the case for
Commission revxew on thezr merxts which will be addressed below.:

‘ Forty exhlb;ts were received in evidence’ as part of-
eleven days of hearxngs. Openzng briefs were filed by ‘the above-
nentioned partles on Apr;l 10 1990 wmth reply'brlefs recelved
April 27, 1990. e

As is tradltxonally the cace with reasonableness reviews,
SoCalGas bears the burden of proot by clear and conv;ncnng ‘evidence
regarding the reasonableness or the costs it requests that
ratepayers bear. The areas challenged by‘varlous partmes asto the:
reasonableness of SoCalGas’ actions are discussed below. ™ As will -

be seen, out of total operat;ng revenues of over $3 billion in’
1988, resultxng in a net 1ncome ‘of $184° million, the" dmsallowances
sought are approximately $5 million in total. ' S

3. Did SoCalGas Prudently;yanage, |

2.1 _Overview

e SocalGas' management of its storage- operatlons was ati
controver51a1 toplc of this proceedmng.” SoCalGas maintains’ that it
prudently operated its storage racalrtles ‘while “other’ ‘parties- :
contend that SoCalGas' m;smanagement of storage “largely caused the’
tWo curtallments experlenced ‘by noncore- customers dur;ng the ‘review
perlod (August 1988 ‘and ‘February" 1989). R ‘ -

In partlcular, parties focused in- ‘some’ detail on -

SoCalGas' storage ”targets” which wexe" lowered ‘several times' during
the review period. Storage targets are a- critical~element’ of“the
storage operating plan which SoCalGas produces.every yeaxi
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- SoCalGas maintains that it  purchased:and'stored-gas:: . .
throughout the record period in- support: of its principal-operating -
objective, to optimize system throughput and”minimize*co,ts,“wnilc“
maintaining adequate gas in storage to- meet core market:peak day -
and seasonal requirements’ (Exhibit (Exh.) 1). ST o

SoCalGas acknowledges the role of storage-in meeting this-
objective is a critical one, conceding that the effective use of .
SoCalGas’ storage facilities is necessary to meet core market peak .
day and seasonal regquirements and to maximize throughput.. = .-

At the start of this review period, SoCalGas claims its
operating plan provided for a ‘level- of service consistent with the
higher of Pl-P5 average year requirements or Pl-P4 cold year . .
requ:.rements.1 (Exh. 1.) That operating plan called for a .. .
November 1 storage inventory target of- 98 billion cubic feet (Bcf)
of gas to provide service to all its customers.in an. average year
(PL=P5). SoCalGas subsequently revised ' that number: three-times. .
First, SoCalGas lowered the target to 76 Bef because,. in its view,
the 98 Bef target became unobtainable. ' The storage target was:. = .=
later changed to 61 Bef and finally revised to 68 Bef.:! (RT Vol. '3,
P. 186.) SoCalGas’ witness Owens testified that ‘the :storage .
targets were changed because circumstances forced. SoCalGas to
change its abkility to serve (RT Vol. 3, 'p. 189). . ...~ .o o.m:-

SoCalGas claims it was not possible to store: enough gas:
to meet the original 98 Bef storage target, falling far:-behind-
schedule by May 1988. (Xd.) Therefore, the storagectarget-was ...
lowered by 22 Bef and with it the ‘seérvice objective of meeting all
the needs of PS5 customers (Utility Electric Generation: (UEG) -and
Enhanced 0il Recovery (EOR) customers).‘ S v : o

[

1 PL-P5 refer to customer classes priority of service‘rankings:”
starting with residential customers and ending with UEG customers.
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For the period April through August- 1988,.SoCalGas-claims.
it attempted to utilize allfavailablezcapacity‘tovﬁeet;eeeteﬁerw””“'
needs and to'make storage injections.- Despite its assertion.that. ..
it moved all-available gas, SoCalGas alleges that extremely. highk‘

demand led to-the implementation of a partial PS5 curtailment. .. ..
beginning August 16, 1988. SoCalGas declared. this: curtazlment a .
capacity curtailment because it claimed it was_not,ablewtp fully
sexrve P5. customers and move gas. into storage to- meet. its. lowered
November 1 storage target for service to its higher priority . -
customers at the same time. ... . . L cea e e _
- SoCalGas believes: it declared a capac;ty curtamlment on
August 16, 1988 consistent with. its own Rule 23. ,SoCalGas argues. .
it availed itsclf of every opportunityrtQ.fill,thetintexstd;e,L_‘
pipelines prior to the August 16 curtailment by nominating..the. V
available capacity with gas sources that. were expected -to flow-,__xr
SoCalGas maintains that the supply shortfall it experzenced during.,
this period was due primarily to producexr nonperformance,: lower., .
than forecast transport volumes through Pacific Gas &. Electr;c ‘
Company (PG&E) facilities, and maintenance downtime on the .El Paso .
Natural Gas (El Paso) system. -In addition, SoCalGas.pOLnt, out ..
that El Paso notified SoCalGas that capacity available for the
period April through July would average. less than 94% of normal ;
capacity. Also in the spring of 1988, PG&E informed SocCalGas. that
between 20 and 35 Bef of gas would be,ava;lableito SoCalGas during
the summer months from PG&E, as compared to the 4Q‘Bc:;assumedAip_
the operat.mg plan. . TR T i e e e
© SoCalGas argues that these above events, 1n add;tlon to
the. August 1988 curtailment, - justified decreasing the. storage R
taxgets as the record year wore-on.- SoCalGas maintains that this..
summer curtailment was fundamentally caused by demand on SoCalGas'
system exceeding its capacity to serve under existing Commission
policies. Thus, SoCalGas disagrees with the characterization by
other parties that the August curtailment was instead a supply -

AL e s T g .
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curtailment. SoCalGas argues that while increased capacity. could:: :
have prevented the-curtailment, supply availability:wouldinet:s .=
As to the second curtailment that occurred.during- the. "
record period, in February 1989, SoCalGas- disagrees that:it was- -
caused due to inadequate gas in storage facilities. SoCalGas
arques that during October and November 1988, it had:good reasons.:
to believe it -had adequate gas in storage.at the time in-question.- -
SoCalGas maintains-that the February. 1989 curtailment was:caused by:
a severe cold spell at the beginning of February which' required . -
extraordinary measures by SoCalGas to protect:its: core customers.
SoCalGas points out that the cold weather:resulted:-in -
well freeze-ups and other operational problems in the producing. .-
regions, reducing out=-of-state deliveries by as much as:800 million
cubic feet per day (MMcf/d) below normal during early  February:: .
1989. In southern California, the cold weather also resulted'in an’

extremely high core customer demand approaching 3 Bef on:.
February 6, 1989. SoCalGas at that time estimated that storxage: . .

withdrawals would. continue at above average: levels through' February:
12 and consequently curtailed sales sexvice to Priority 2B, 3, 4,
and 5 customers’ in February 1989.° . o rLuoco U oo
SoCalGas filed an’ emergency.motion with an: accompanymng -
affidavit’ seeking declaration of a. gas supply. emergency‘on"' B
February &, 1989 (Exh. 14). - The motion:'sought Commission': -
declaration of a gas supply emergency and the grant of: .
discreticonary authority to SoCalGas- to 'divert: customer-owned
transportation gas to serve Priority 1 and: 2A customers.:  .That same:
day the. Commission issued D.89-02-036 granting SoCalGas’s. motion in-
part, but indicating that a supply emergency did not yet .exist.
SoCalGas reported continually ‘on storage status: to the
Commission.” On February 14, 1989, the' Commission issued & .= .
D.89-02-040 which' lowered the triggering volume of gas in-storage :
that would cause an emergency to be declared. SoCalGas points out -
that as events developed, a gas supply emergency was not declared,..
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because: volumes .in. storage.did not-:reach the: low levels necessary-: -
under the Commission’s orders for.the emergency. to.be declared. .. .-

Therefore, SoCalGas-maintains that no: transportat;on gas . was
diverted for highexr priority users. P :

- SoCalGas concludes that-the: Pebruary 1989 curtamlment was -
caused by extreme weather conditions. resulting in both high-demand- .,
and low supplier performance. :SoCalGas alleges -that the severity . -
of these conditions was unpredictable, therefore impossible to-have-

been taken-into account in the storage .operation plan. .SoCalGas..
calls the curtailment of lower priority customers unfortunate but- .
points to the protection of. its core customers without service
disruption as the more important event. - . L PRI
Overall, SoCalGas concludes that it- storage plannlng -WaS-
reasonable throughout the record period. L

- -
. , r .o . . . N . e . Lo . Y
. - C e - T

DRA requests the Commission to find that-SoCalGas. .. .. .-

imprudently managed its storage: operations during the-record

period. 'DRA does not recommend a particular disallowance-be, - ;.
attached to:this finding of imprudence. DRA c¢ontends that:;SoCalGas-

failed to inject enough gas into storage to provide reasonable
levels of protection for its highest-priority customers.-:DRA

points out that SoCalGas’ residential customers faced the-threat of.

curtailment during the recoxrd.period.and other. customers actually. .-
experienced curtailments. L e R R

-DRA- ar¢ues that SoCalGas has £a;1ed to—explaln how: 1ts
storage targets, minimum curtailment: policy, and procurement_pgllcy;
were reasonable:; thus SoCalGas failed to meet its burdenmofgprpoft_@

- DRA-alleges that SoCalGas reduced: its storage targets ...

several times during the record period because it believed it would
have trouble meeting the targets then: in existence. By reducing .. -
its storage volume, SoCalGas  also -reduced protection to high. .. -
priority customers, as well as. to noncore service.. DRA believes
SoCalGas was imprudent in reducing. its storage targets. simply.
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because it realizead . it: would~be: difficult to-reach more appropriate
targets. DRA objects that SOCalGaS s;mply lowered’xts storage

goals rather than try;ng to. amellorate the smtuatlon in order to
meet its establxshed goals: (Exh. S ) "f o vw,—~

DRA contends that when gas supply securlty is uncertain,
SoCalGas should increase its storage minimum to provide more
storage protection. DRA points out -that significant uncertainty

about gas supply oxisted during the record period... . .

‘Since SoCalGas’ noncore customers. suffered major . Y
curtailments during January and.August-1988, DRA. believes. SoCalGas
should have been alerted to the possibility of a ¢oxe: curtailment
later in the review period. While DRA has not determined what'
storage level would have been appropriate, one prudent goal for
SoCaléas would have been to have “adhered to its original. operating.
plan targets...” (Exh. 5. p.-2-8. )' B . : ‘

DRA 2lso notes that the Comml smon found SoCalGas'
handling of its storage operat;ons unreasonable in the prev;ous
record period. There, the Comm1551on dlsallowed ccrtaln ‘costs
because the Commission’s. ”rev:ew of the record 1nd1cates,that
SoCalGas failed to prov1de a satlsfactory explanatlon of ,nen and
why it changed 1ts storage targets, monthly minimum, and storage
year end guidelines.”  (D.90-02- 044, p. 33.)

. .As further ev;dence of SoCalGas’ 1mprudence mn storage d
operat;ons, DRA p01nts to the supply emergency that occurred ln .
February 1989. DRA questmons SoCalGas' bellef that ;ts January 31
1989 storage. level of 36 Bef was adequate to protect both Aits an'“'
highest priority customers and its noncore customers. As DRA o
states, just eight days later SoCalGas filed an emexgency motion
with the Commxssxon for an lmmedlate order declarlng a gas supply
emergency.. . . : : .

SoCalGas' motlon 1nd1cated the severlty of the emergency
in its eyes-

o
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”SoCalGas is presently- -experiencing.a. ‘gas supply -

. emergency which will necessitate.diverting .. ...
customex—owned transportation gas from Lower-"""
priority customers-to core. (Pl-P2A) customers - .
to prevent core curtailment ox to prevent .
SoCalGas’s storage levels from fallrng to such

“a- low level that core requirements on a peak .
demand day could not . be met.” (Exh. 14, p..2)

DRA notes that SoCalGas started.curtailing its-UEG and:
EOR customers on February 6, 1989 (Exh. 1, p. 32)< Onarebruaryﬂlox
SoCal extended the curtailment to include-all noncore and’ core-
elect sales to P2B-P5 customers (Exh.-'5, p. 2-15, and.Exh.:), .
p- 32). Thus DRA c¢concludes that- SoCalGas:came’ very close to!
curtailing its corxe customers. ' li LT iy soT L R

‘DRA testified to the serious doubt the supply’ emergency .
casts on the reasonableness of SoCalGas’ storage targets. : S

#It is inexplicable for Socal to be right on.
‘target’ at the end. of January 1989, have a few
days of cold weather in February (not an
unusual condition), and then have a supply -

emergency. . Given the original higher .

guideline, Socal must have known the’ revxscd
lower gquideline of 35 Bef for January was
unreasonable. .. Yet SoCal chose to take a risk
in operating its storage system. (Exh.'s, -
p. 2=8.) o R

DRA finds lt lnconcemvable that storage levels were "
normal and reasonable at the end of January, and yet low enough a
few days later to justlfy the beglnnxng of a sevcre curtaxlment and“
a supply emergency. When th;s occurs, DRA’ malntarns that ‘the ~ '
storage 1evels selected are 1nadeguate to protect hlgh pr;orlty e
customers. o

DRA does not fault’ SoCaIGas for declar;ng a’ supply
emergency and curtailing noncore customers in February to’ protect
core service. However, DRA declares SoCalGas was lmprudent to
allow itself and its customers to’ be caught in ‘such ‘a dangerous
situation. R
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" DRA-discounts SoCalGas’ two-defenses.to this chargetof': ...
inmprudence. -First, DRA disagrees with 'SoCalGas’ :characterization
that unusual or unanticipated events caused-the -February supply
problems. DRA believes SoCalGas should have and could-have :planned
for every -factor which contributed to:the:1988-89 wintexr: supply
problem. : e T I
‘DRA pointed out that- SoCalGas was aware“thatvitvhad~
experienced storage problems during the .previous record perioed:: -
(D.90=-02~044, pp. 20-34). ' During.the  current record-period,
SoCalGas was' aware- that it had  experienced a summer curtailment, an-
event which DRA believes should have forewarned SoCalGas that.

further trouble might be c¢oming during the winter.. R
SoCalGas points to cold weather. in' February as the -
primary unanticipated factor which led to the emergency. - However,
DRA argues that SoCalGas’ storage planning is supposed' to.cover
precisely the possibility of cold weather.. Supposedly, .SoCalGas: .
plans its storage to allow for sexrvice to Pl to P4 customers during:

a cold year and to allow for continued service to P1 and P2A high
priority customers. DRA does not understand how SoCalGas’:storage
plans take cold weather into-account. . SN

DRA rebuts SoCalGas’ claim that the weather was not only -
¢cold, but was “unusually” cold for three days (Exh. 1, p. 20). DRA
cites the testimony of SoCalGas’ witness Owens admitting. that the..
winter of 1988-89 was not a cold wmnter, nor February 11989 acold-.
month (Rm Vvol. 3, p. 253). ST S ST

- " DRA-agrees that the'weather for a few: days in.early

February was ¢old. However, SoCalGas states that it plans £or.pedk
cold days colder than apy which it experienced during February of ..
1989 (RT Vol. 3, pp. 254 and 255). ‘SoCalGas acknowledges.that when
one cold day ‘arrives in winter, it is gngg;gg “that it will ke
accompanied by other cold days. - = 7 o o R TR

- SoCalGas alse states that it plans<1ts.storage with -
several successive cold days in mind. (RT- Vol.-llwﬂp..89zy;v;1njs'~-—
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DRA’s opinion, the several days.of cold weather.is-another exanple

of an event SoCalGas claims. itrcould not anticipate,-yet planned- -

for. DRA has-no idea how SoCalGas.can claim events: are
runanticipated” and still plan for them. .. ool o0 T :
-DRA prepared a number of charts from historical data

supplied by SoCalGas to demonstrate that the weather which occurred

in February 1989 was not unusual for .cold winter weather. in
southern California (Exh. 29). . :

DRA axgues that- the charts: show twc th;ngs. Pirstt¢cold¢;
weather days or groups of days can.occur;at any time-during the ..
winter, and can represent different degrees of severity. - Second,. ...

the cold weather in February 1989 was not-atypical of cold weather, -
expericenced at other times. For example, the data; compiled by DRA
show that during December: 1968, SoCalGas experienced coldex weather.
than any experienced during the record period. The charts also
show that for virtually all examples, a peak cold day  is-

accompanied by other cold days. Finally, DRA states. the charts in

Exh. 29 show that weather fluctuations within- a glvenﬁW1nter;month
are not unusual. « S : . e L
In sum, DRA argues that a: flndxng of 1mprudence is. needed
to help ensure that SoCalGas’ future storage planning- and:
operations do not come so.close to endangering residential customer.
service again. - T e
-4 's STV e e L e BT e e Ty
SCUPP/IID concur with DRA that SoCalGas- mismanaged: its-,..- .
storage operations during the: review. pexiod. - SCUPP/IID-argue that
this mismanagement caused- unnecessary. expenses, to all its.. ... ..o
customers. .In fairness, SCUPP/IID believe .SoCalGas should bear the .
consequences of those unnecessary losses. .. - ' o enel
' SCUPP/IID conclude. that the failure cf SoCalGas to store. .-
adequate supplies of gas during the review period constituted - ..~
nismanagement of the storage facilities. SCUPP/IID-point. to
testimony of. DRA witnesses which indicates that.-DRA has.never ... ..
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argued that 'SoCalGas has stored ‘too.much:gas. in-any-review:period,
but rather believes‘SoCalGasushould"havefstored*moreﬁgaSucw VI A
(th Vol 4, pp- 348-349 and-Vol. 7, PP-=558=59.) wil T nIoTi ot fon
' SCUPP/IXID conceded. that SoCalGas . is. obllgated. under all
circumstances, to provide a:fixm supply of gas: £oT LS corens. . :
customers and also arqued that SoCalGas has  an-obligation to’-. .-
provide transportation for its noncore customers.. T
SCUPP/IID cite SoCalGas' supply obl;gatlons in its: Tarlfff
Rule 23 (a): - Lo R PRSI
' 7The utility will exercise reasonable: dlllgence
‘and care to furnish and deliver a continuous
and sufficient supply of gas to the customer
and to avoid any shortage or 1nterruptlon of.
‘delivery of same.” - . L e
' SCUPP/IID believe that SoCalGas”™ famlure to store more - -
gas resulted in the curtailment of moncore customers and denial- of-
transportation- services. Thus, SCUPP/IID allege that -SoCalGas’ ..
choice not to store more gas violates its own Rule 23:(a)..u 7
SCUPP/IID believe both the August 1988 and .the February :.
1989 curtailments could have been avoided if SoCalGas had:.wi -
effectively managed its storage operations. SRS
AS to the August 1988 curtailment, SCUPP/IID contend that
SocalGas could have fully nominated inexpensive spot:.gas.-that ¢could
have resulted in an additional 3.0 Bef for core storage. . .XIm... . -
SCUPP/IID’s opinion, this could have elininated the need:for .any: .-
curtailment in August 1988. "Alternatively, SCUPP/IID argue 'that..
SoCalGas could have purchased 3 Bef .of ‘more. expensive commodity -gas
from E1 Paso prior to the August curtailment.  That.purchase could:
have avoided a curtailment because in fact that is all the gas .. -
stored by SoCalGas duxing the August curtailment. oo L oL oL
SCUPP/IID argue ‘that SoCalGas should have followed- the
accepted practice of nominating core El Paso gas dur;ngmtheﬂmonthsﬁ
prior to August rather than trying to rely upon.unreliable, albeit
cheapef-spot~gas.“3SCUPP/IID4maintainuthatnSoCalGas should-have: . . ::
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known. that. spot:gas. producers: would fail-to perform, pipeline .. ...
capacity would-lay: empty, the.core would-be left without, adequate. . .

gas to store and the August curtailment would occur:as-predicted.: .-
-Likewise, SCUPP/IID believe-the February 1989 curtailment

could have been avoided if SoCalGas has reasonably stored.-more.gas .
in October through November 1988. . (The availability of.gas.to.... ..
purchase in this timeframe will be addressed in another section: of. .

this decision.) S T N S
SCUPP/IID object that SOCalGas began withdrawing from . ..
storage during November 1988, when in: SCUPP/IID's opinion- .SoCalGas
could have stored enough gas to br;ng ztself back in lmne-w1th its
original storage goals. .. - . o zio S :A e
SCUPP/IID alse d;spute SoCalGas” attempts to»characterlze
the cold weather experienced. in ‘February 1989,as_an;unant;c1pated

event. SCUPP/IID believe prudence would dictate that- the system be.

able to accommodate such fluctuations. SCUPP/IID;arxgue.that ..

SoCalGas unreasonably lowered its storageaminimumyfo:‘Janug:y'is&a_&

to 35 Bef, choosing to take a risk in .operating- its storage system.
That imprudent choice, in SCUPP/IID'S view, caused the.February .
1989 curtailment. Co e e i e

o "'We.concur w;th.DRA and SCUPR/IID that SOCalGas -
1mprudently managed its storage operations during .the record A
period. SoCalGas’ decision to steadily reduce 1ts.storage targets
and minimum-during the year despite uncerxtainty surrounding gas .
supply remains unexplained -and unjustified. To allege that the -
higher numbers were unobtainable does not meet the burden of proof
SoCalGas bears. Greater uncertainty regardlngJgas”suppl;esmqnd the
knowledge of curtailments in the preceding record period would... ..
suggest to prudent management,thatmgreater storage -xather than less
would make sense. o SR e mp o

. our review of. the record does not support SOCalGas' L

contention that it utlllzed~all,avazlableuqapac;ty,tq;megthltsih?5{

‘ |
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customer needs and to make storage~1njectlons as; orxglnallxlhwm L
contemplated. The August curtallment w;ll be dlecussed 1n.greater
detail in a later section of this decusmon-- We- flnd here that
SoCalGas’ storage planning could have been much better durzng those
months preceding the curtailment. KA AN -
We flnd SoCalGas’ arguments’ that its storage plannlng was
adequate later in the record perlod even harder to accept. v ’
SoCalGas' claim that 35 Bef was adequate gas in storage onm "
January 31, 1989, desp;te its declaratlon of a supply emergency on
February g, 1989, is not ratiomal. No evudence supports an -
argument that the weather in early February 1989 was so unusually
cold as to catch the utility unaware.  February is a’ winter month
and cold weather should be contemplated ‘and’ planned for by e
competent’ utlllty management.' The charts’ prepared by DRA; using
SoCalGas weather data, indicate that February 1989 was not a
dramatically unusually cold and therefore unanticipated, - month :
over a 20-year timeframe. The crisis occurred in Fcbruary .989
because SoCalGas had too little gas in storage to deal with a ‘few:
days of very cold weather. SoCalGas came too close for comfort to
curtailing its core customers, and ‘forced 1ts noncore customers to
endure hardshlp during their curtailment. ' A e
This is the second record perlod in a row that SoCalGasﬁ'
storage operations were less than’ satisfactory. While DRA has not
recomnended a direct disallowance for SoCalGas’ imprudent storage
operations, we nonetheless conclude that SoCalGas’ storage
operations were managed inmprudently. We are compelled to.point. out
that sanctions could be 1mposed for such’ mlsmanagement. However,
since DRA did not recommend this actlon, we will: only admonish
SoCalGas and. place it on notlce to merove these operatlons in the
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Was the Augqust 1988 Curtailment -
Appropriately Designated a Capacxty
Curtailment and What Party(;es)

4.) _ovexrvicw ) C e
- The Commission issued an, order on August 25, 1988 ln
esponse to SoCalGas’ curtailment commenc;ng August 16, 1988 ,
(1.88-08-052 or Emergency Order). The Emergency Order was As sued {h
after the Commission informally consulted with SoCalGas, Edlson,, -
PG&E, San Diego Gas & Electric Company (SDG&E), and some mun1c1pal
public utilities. The Commission ordered Calxrornla onergy
utilities to take a number or steps. as qulckly as possmble to.
alleviate air quality problems associated with the curtallment.
The Commission expressed an intent that the cos t of lmplementlng
its plan to reduce oil-fired generation should ke borne by Los
Angeles (LA) arxea electric utilities’ ratepayers to whom gas was to
be provided. The rcasonableness of how SoCalGas handled theee
matters was left for determlnatlon_ln thls proceedzng-‘
(D.89-12-008.). |
Edison and Long Beach challenge SoCalGas' )

characterization of the August curtailment as being a propor
”capacxty .curtailment” under COmmlsSLon rules and SoCalGas' own
tarltfs. - Edison and SCUPP/IID do not bel;eve the extra costs of

2. SoCalGas’ Rulc 23 reads as tollows:_‘, ke e

“rCurtailment: - Utility initiated suspension-of:
gas service resultmng from supply and/or,,,H
capacity shortage of gas A4
occurs when the utility doclarcf curtailment
due to a capac;ty shortage. A capacity

is a condition when, in the Utility’s

Judgement, there exists a restriction or
limitation on Utility’s transmission or

(Footnote continues on next page)
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targeted ‘gas during that.periocd should-be-borne~only:by-LA area
electric.utilities” ratepayers,. argumng ‘that. SoCalGas ;did-not . .~
comply with the Emergency Order.. .. ... = [: . e, U me i e
. ‘Finally, in the aftermath of the Angust curtallment, DRA,
argues that the cost of replacement.gas that was removed, £rom. .. -, .
storage during August should-be borxne by noncore customers. -The ..
extra ¢ost is estimated by DRA at $1,471,000 currently charged. to . -
the Core Purchased Gas Account. . SCUPP/IID and Edison believe that .
this anount more properly should be a disallowance . levied against

Socalcas. Lol . . . . DA I S L O IR Tl B S SRR o ey e

SoCalGas disputes the contentions of other parties. that.. .
the 2ugust 1988 curtailment: was anything . other than:a.capacity. . --.
curtailment. SoCalGas argues that the curtailment arose because,.-. ..
demand exceeded SoCalGas’ capacity to serve within: the Commiscion’s
rules relating to gas purchaseé (Exh. 22). - SoCalGas.maintains- that-
only  increased. capacity could have prevented the curtailment., not - -

] increased supply. SoCalGas believes: it was coxrrect in declaring a -
‘ capacity curtailment as it was required to do under its tariffs. .
This curtailment, in SoCalGas’ view,allowed it to replenish
inventories and to protect service to core customexrs.-:

(Footnote continued from.prevxous page) il L e e e
distribution pipelines. recessary .for. the e e ey
acceptance, transportation or subsecquent . (
redelivery of gas resulting’ in - vtility bemng“
unable to meet its operat;on, contractual or. -
gas customers’ requirements. Supply
Qurtajilment occurs when the utility declares | -
curtailment due to a supply shortage. A gupRly
_ is a condition when, in the Utility’s
Jjudgement, the Utility has a deficiency of gas
supply available to meet its operational,.. .
contractual or sales customers’ requmrements.””

(Emphasis in original.)

- 16 - -
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SoCalGas ‘concedes that economic: factors play:a role in. .- .
certain curtailments, when the utility. is. unable to-meet.all:demand.. |
after using all economically available capacity. SoCalGas:believes:
economics also play a role in its decision not to burden core
ratepayers with any unnecessary ¢osts -in order to. provide-a highexr .
level of service to utility electric generation customers:(like -

Edison). SoCalGas cites D.90-02-044;, its most recent .
reasonableness review decision in suppoxt:of these positions.. .

SoCalGas admits it.was unfortunate that in implementing -
new Commission policies which provided for only best effort serxvice:
to noncore customers, SoCalGas curtailed UEGs under its-capacity -
curtailment rules. SoCalGas believes it was obligated po% to
increase the cost of sexrvice to core customers in- order:torenhance- .
sexvice levels: to UEGs. S A CLA ST

As to costs associated thh.the.August curtazlmenm,

SoCalGas disagrees with SCUPP/IID: and: Edison: that:certain; . ... :
incremental’ costs should be refunded to UEG customers.. SOCalGas
argues that' the facts surround;ng the curtailment do not: support
their position. o o Conmeenoen oy .

SoCalGas contends that the month prior to the o
curtailment, SoCalGas requested UEG customers to reduce. the1r~usage
in order to aveid a curtailment in August. SoCalGas alleges that
the UEGs, particularly Edison, took no steps to reduce gas demand.
Therefore, SoCalGas took steps to get the Commission to issue
1.88-08-052. The utilities were instructed to take a number of
immediate actions to avoid burning oil which included the purchase
of certain targeted supplles of- gas by SeCalGas. on behalf: of UEG
customers. SoCalGas malntalns it was only follow;ng CommLSSlon
directives in appropr;ately charglng targeted gas costs to the UVEG
customers.

SocalGas objects to the Ed;son propasal~to requlre a
formal filing with the CQmmxesxon when ‘a curtallment occurs because
of timing problems and the very nature of emergency cuxtallments.
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L}_mmmugmm . : BT S o
, Long‘Beach’s.Gas.Department.;s & wnolesale customerzor
SoCalGas and- has been' affected adversely by.the:capacity ... . .o
curtailments on SoCalGas’ systenm. . Long.Beach' argues:that.the - . .

curtailment in Auqust 1988 was not a capacity curtailment.under .
rules in force at that time.. Long Beach. believes SoCalGas has
misrepresented the facts and circumstances surrounding. the. August -
curtailment. L c ‘ : .
By way of background Long Beach cites D. 86—12-010¢where
the Commission adopted rules that apply in the event: the.utility
nceds to curtail service to-.its customers.. There, .the Commission
identified two types of curtailment situations, ”supply” L
curtailment and ”capacity” curtailment. S

”A capacity-related-curtailment-would be due
enly to transmission constraints intrastate.
We do not want the utilities or this Commission
to have to determine whether the inability of
suppllers to .deliver sufficient gas to the
California border zs due to transmmssxon or
supply problems.” S R

* ok %

”We note that roalzstzcally, noncore customors

should practically, without exception, receive
- ‘the full amounts:of gas which have been .. . ..o i

. delivered.to the California borxrder. To our

knowledge, curtailments have been due only to~
out-of-state system operation, supply or local
distribution constraints, not to intrastate

transnission constraxnts. (D.86-12-010,'“ R
“PP- 24 and 26. ) A ' ‘ e o e e e e

Long Beach argues “from this language that ‘the~ CommlsSLOn
contemplated that a capacxty curta;lment would be a‘rare ¢ .
occurrence- Long Beach maintains that," unfortunately, there have~
been chronic ”capacxty curtaxlments” on SoCalGas’ system with- the
August 1988 curtaalment only the first. Long ‘Beach believes

SoCalGas has masapplaed the rule adopted by the commission-in-
D. 86—12-010.‘ The sxgnaflcance of’ correctly designating-the type of
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curtailment relates to the difference in the rules that.apply:.to . .-
each designation. In a “capacity”: curtailment,: transportation gas
may be curtailed. However, a ”supply”. curtailment: allows-the.~ ..
continued delivery of transportation gas-except when an .emergency.. :
is declared by the Commission. In Long Beach’s case, its:velumes:. -
are in the first block for curtailment when a capacity curtailment .-
is declared but in the 17th block in the event of a -supply.. .
curtailment. Obviously, Long Beach has a legitimate concexn that. . -
curtailments not be misdesignated. R

“Long’ Beach contends that .SoCalGas’ witness Owens: conceded:
that SoCalGas had the capacity to receive .all of the volumes that. . -
were delivered to the border; Owens was. unable to.identify.a single
point on the SoCalGas system where insufficient -capacity was a .
factor in its decision to- curtall.. Long- Beach - takes exceptlon to
SoCalGas’ reliance on the phrase‘”xn the utlllty' : f _
judgement” in Rule 23, arguzng that this mnterpretatlon wrmtes out
of the tariff any dlstlnctmon between capaclty and supply
curtailments, leaving too much dlscretxon to- ”the utzllty s
judgement.” ,

Further, Long Beach belleves the Comm1551on order issued
in August 1988 was "absurd on its. face" 1f SOCaIGas was suffermng
from true capacxty curtallment. Long Beach. argues that it would be
frivolous to expect that 2a capac;ty constramnt could be cured by
the purchase of’ add;tlonal gas-n However, in SoCalGas' vmew, the
events that occurred after the order was lssued conf;rm -that the
curtailment related ent;rely to economic cons;deratlons and had
nothing. to,do with lack of capaczty on‘SoCalGas’ system.ﬂ SoCalGas
admits the order “gave SoCalGas the flexlbllmty to purchase e,
additional. suppl;es targeted for the noncore market.fT (Exh.vl, :::
p. 20.).

Long Beach supports the posxtmons of Ed;son and SCUPP/IID
regarding. the causes of the. curtallment and appropr;ate rcmed;es.mg
In conclusion, Long Beach calls SoCalGas' desmgnatxon of the August
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1988 curtailment:as-a-capacity-curtailment a fraud and:in;plain
contravention:of its own-tariffs. . o v smas DN Dazvoaenes v

[

4.4  Edison’/s Position .o LTL00 nDoaoms ol o lmun o muwn Do s
. -Edison.lays:the “necessity” of the August-curtailment at .
SoCalGas’ door,.arguing economic: considerations, led SoCalGas to. ..
invoke a curtailment. In the aftermath of that curtailment, Edison.
submits that the following recommendations should be adopted.by the:
Commission: o N T D S A AR S S S SO ST A
1. The Commission should find that SoCalGas
violated its tariffs and Commission rules
in declaring the August 1988 curtailment a--
capacity curtailment and did not-implement .. .- .

the emergency order in accordance with
¢commission directives; IR ‘ Vo

The Commission should order SoCalGas to
refund the costs of targeted gas paid-by
UEG customers and reallocate those costs. to. -
all customers;

The -Commission. should recquire; SoCalGas to.
subnit a formal filing, concurrent with tho
declaration of a curtailment, which' details -
the conditions of the. curtaillment-and - ... -
documents SoCalGas’ compliance with its
tariffs; and ' C ‘ oo
The Commission should require SocCalGas to
establish backstopping arrangements to =
replace its current practice of over= .. - -
nomination. Backstopping arrangements
provide insurance against a 'gas supplier’s’
inability to meet its supply commitments.
Backstopping assures that SoCalGas will
receive the amounts of gas agreed to in
arrangements with the backstopping
supplier.

In addition, Edison disagrees with DRA’s proposal to
reallocate storage replacement costs to noncore: customers.:

As to Edison’s £irst recommendation, Edison joins with
Long Beach in arguing that the curtailment in August 1988 was
improperly designated as a’capaCityuéu:tdiIment}f”T‘t_“Jgf
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Edison discounts’SoCalGas”-claim that there-was 'higher .
than expected USG demand in 1988 by pointing-to the factothat UEG:::
use was lower during 1988 than in 1987. SoCalGas‘admits"it-.should.:
base its forecast on actual volumes of the prior year. .However,
Edison points out that SoCalGas forecast significantly: lower ..
volumes of UEG demand for this record period. Edison argues. that. -
this forecast was faulty and the actual volumes taken during 1988
by UEG customers should have been expected by competent SoCalGas:
management. : : N -
Edison arques that SoCalGas has not refuted ‘the fact that
immediately prior to the curtallment, E1l Paso had avallable 200-250
MMcf/d of capacity from the San Juan Bas;n. (Exh. 16 } Edison
contends that had that addltlonal capac;ty be utxl;zed by SoCalGas,
the “need” for éurtailment of UEG cuctomers in August 1988 would
have been nearly eliminated.  Edison’s:arguments regardlng
SoCalGas’ storage practices have already been discussed.

While contestlng SoCalGas”" handlmng of events that led up
to the Emergency order, deson also crzt;clzes SocalGa ’ carxrying
out of the Commission’s dlrectxves. Speczfxcally; Edison claims
SoCalGas failed to cooperate with Edison and other UEG customers to
maximize the amount of gas brought to Callrornla as dlrccted by the
Emergency Order.’ (I.88-08-052, p. 26.). =

Edison claims Socalcas-notxtled Los Angeles area UEGs on
Septembex 6, 1988 as follows*”e

)k

3 The Emergency Order stated: | . .

r...The Commission desires. SoCal and. Edlson.to

‘work with the other utilities to maximize the‘,
amount of natural gas ‘brought' to California "on:

-~ the El Paso pipeline. It:is our understanding

from informal contacts with both the utilities
and El Paso that incremental supplies are -~ -~~~
available and that capacity exists to move such

gas....” (p. 7.)
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’...The Los Angelesarea electric: utalmtmes doer

not have the option to accept-or -decline . o

’targeted’ supplies, but as of the date of the.;

Emexgency Order are obllgated to purchase the

supplies before taking supplies from the Air:

Quality Episode Day Account.” (Ex. 19,

App- B.) |

Edison takes. umbrage thh SoCalGas' lnterpretatron of the
Emergency Oxder that all targeted gas volumes that SoCaIGas elected
to purchase at its own discretion became take-and-pay obllgatlons ;;
of LA area electric utilities. regardless of price (Exh. 19,\” o
pp. 4-5). Edison does not believe it was the intent of the
Commission to have UEG ratepayers. bear unnecessary targcted gas_y
costs or to prohibit UEGs from mak;ng economrc Xesource dec151ons
in the best interests of their ratepayers- _ o

Edison contends that most of the targcted gas suppl;cs ‘
purchased by SoCal were not requmred to prevent summex Oll burn 1n
the Los Angeles Basin. SoCalGas purchased 3,560 MMcf of targeted .
gas for the Los Angeles Basin UEGs between August 27 and .
September 15, 1988, and offered 2,656 MMcf to. Edlson. Edlson
rejected all but 224 MMctf of these targeted gas supplles sxnce
other more economic energy supplxes were available. . Edason advised
SoCalGas that the volume of gas offered was not’needed 1n oxrder to
avoid burning oxl in the Los Angeles Basin. (Exh 20, pp. 6=7.)
In accordance wath the Emergency Order, Edason bnlreves thls gas
should not have been procured without the przor consent of- Edlson,
and Edison’s ratepayers should’ not be reguared to pay for thrs )
unneeded gas supply- oo

The Emergency Order dad not rel;eve Edlson of ats
responsibility to make’ economlcally prudent resource deczsaon
The Emergency Order prov;ded certaxn condmtlons ror Edrson-

7Edison is hereby: authorlzed to- purchase gas
priced in excess of available oil supplies -
through the period ending November .l, 1988 to
the limited extent necessary to avoad oil- frred

generation during this period. Ediseon repains
ebligated to make prudent purchases Of gas
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compared with- - alternative sources of enerqy. ...

engn_ee.nnzgneeed;nexeru”rv(I~88-08-052,;wum ‘0

Edlson argues that SoCalGas, by unllaterally decld;ng the
amount and price of targeted gas supplmes ‘Edison’ and other UVEGs
would be requlred to purchase, and by refusing to 1nform ‘Edison of
either price or quantlty, precluded Edlson from mak;ng'reasonable
and znformed decisions on behalf of its ratepayor " Edison ‘- oY
concludes that if the Commission determines all targeted gas costs
should be pald solely by LA area electr1c utilities, that - )
determination should preclude any disallowance related té costs' - -
Edison may‘have incurred in purchasxng targeted gas supplies. '

As to Edison’s second recommendation, it believes the =
incremental costs of the targeted gas supplies should be *
reallocated to all customers because'soCalcaf”continued‘storage
lnjectzon to meet the needs of more customer classes than‘were
called for Ln The Emergency Order. The Emergency Order states:

#...we intend to assist all the gas utilities in’
lnjectlng enough gas . into storage to protect
high prioxity customers’ service reliability
dur;ng‘the upcoming winter.  As the term high
priorxity customer implies, these residential
and. commerc1a1 customers will retain first call
on the gas.” (I1.88-08- 052 PP- 3 4 )

. Based on the language, Edlson belleves SOCalGas _’
impropexly continued to make storage 1n3ectlons for P-ZB to P4 B
customers (most of whom are noncore 1nterruptzble cuotomers).',As'
Edison witness Huettemeyer stated: :

”7The Commission should recognize that whlle .
SoCalGas may have a business objective in -
serving - 1nterruptxble noncore .customexs (P-2B: -
through P4) in the forthcoming winter, this
objective cannot serve as a reason for lrmrtlng
gas to UEG customers in the summex, thereby.
exacerbating air ‘quality problems within the -
Los Angeles Basin.” . (Exh. 19, P. 4.) :vh:wrf
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- ‘Edison believes that the declaration of an- emergency .and . .’
the continued purchase of targeted gas supplies resulted in Los-- ..o
Angeles Basin UEGS paying increased:icosts-that would not:have been
incurred had SoCalGas injected gas into:storage earlier -in-the. .. . .-
operating year. - Edison argues that SoCalGas’ decision to refrain .-
from making purchases of available gas supply and.thexeby:leave . -
capacity idle benefitted higher priority-(P-2B.teo P4) customers
because SoCalGas ultimately was able to:.shift the higher cost gas-
to UEG customers (P5) as a result. .of targeting these supplies.. - -

Under these circumstances, Edison does not believe it is
fair for only the LA area electric utilities’ class to~pay the - .. -
incremental costs of the targeted gas supplies. Edison recommends
that the Commission order SoCalGas. to refund these.costs, with - -
interest, and require SoCalGas to reallocate these costs to-all
customers in its next cost allocation. proceeding. : RRCE U

Edison’s third recommendation calls for. the:establishment
of a formal f£iling documenting tariff compliance.for curtailments
declared on the SoCalGas system. The-'nature of SeCalGas’.:.:, ’
curtailment designation (either capacity or supply).has ... . -" .. .
substantially different economic consequences for its: customers.-

Edison believes SoCalGas should be required to - -
demonstrate in a filing to the Commission that the type-of. -~ - .-
curtailment being declared complies with' its tariffs,. specifically
docunenting- the reasons for the curtailment and the efforts: the
utility undertook to minimize and/ox. alleviate the curtailment.
Edison argues this procedure would enable the Commission to make a
decision regarding smecial actions which may be required due: to the-
curtailment. Edison believes the curtailments and orders- which
issued during this record period are:instances where more-and - .. -
better information could have assisted the Commission. .

Finally, as to Edison’s fourth recommendation, -it--
believes the Commission should require that SoCalGas establish

e e
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backstopping arrangements to. replace.the. current practzce of
over-nomination. S L R ST LS oo T e A TR A SR
. SoCalGas over=nominated .spot-gas supplxes during: the.

review period. In an .attempt.to mln;mlzeptho-effectmqﬂusupplmerdwuh
nonperformance, and 'in an effort to maximize the utilization.-of its
pipeline system, Edison argues that this.over-nomination process .- -
did not assure that additional volumes of gas would flow on the .. -
SoCalGas system; rather, noncore customers’. (primarily UEG . ... .. -
customers) transportation volumes were trimmed on:the possibility .-

that additional gas would flow. Edison:is- uncertain that gas
ratepayers benefit from this practice, but it is certain that

electric ratepayers pay higher costs. . Because of.SoCalGas’ over-
nomination practice and the resulting trimming, Edison_and-other - -
UEG customers are required to.purchase SoCalGas’ .own sales gas,-at-
higher prices, to make up for lower-cost third-party gas that.does

not flow due to trimming. - - o Lo S Ne s
Edison recommends that the Commission. order SoCalGas to
replace its practice of over-nominating. spot gas, supplies-with. -

backstopping arrangements.. Edison believes such-arrangements will -
provide for efficient utilization of SoCalGas’ interstate: pipeline

system, and provide a higher level .of service under today’s
capacity shortage conditions. Edison argues that all ratepayers
will receive some benefit from backstopping arrangement because
throughput on. SoCalGas’ system will be increased. -Backstopping. .-.-.
effectively counteracts suppliers’ nonperformance, and in.=dison’s-.
opinion, allows for increased competition as more noncore .. . oo
transportation volumes are allowed to flow. through:the:. SoCalGas-,
system. In instances whexre the: .cost of backstopping exceeds the..
benefit, Edison recommends those transportation. customers ‘with.

suppliers that do not pertorm should pay the cost £or backstopp;ng w

that nonperformance. .. A _ .. )
" Lastly, Edison opposed DRA's recommendatlon for

reallocation of storage replacement costs to noncore customers
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because it is unfair to all noncore customers and: especially: to- VEG.
customers. Edison sees this proposal as particularly onerous.in... -
light of the additional costs incurxed by noncere.customers. during. -
the record period due to SoCalGas’ gas.purchasing policy.. In
Edison’s view, :SoCalGas’ gas purchasing policy.during the record ..
period resulted in trimming and. curtailment of.noncore customers’. .
transportation gas. As a result, the noncore customer either.
switched fuel sources or purchased SoCalGas’ higher-priced .sales .
gas. . . oo LTI e RS e S SR R

- Edison also views DRA’s -recommendation as a double: burden.
because UEG customers were not. included in the final storage target.
adopted by SoCalGas even though UEG customers were;allocatedm$24.5j
million in storage costs pursuant to D.87-12-039. --Edison concludes
it would be inequitable to further burden UEG customers with..
storage replacement costs when SoCalGas did:- not plan.to store gas
for UEGcustomexs. . .. < e e T e

4. ’s ‘ L DL L PERCE I N
DRA recommends that $1.47 million in replacement gas. . ..

costs should be removed from the Core: Purchased Gas Account and
reallocated to noncore- customers. . DRA maintains that .the facts . - -
underlying this recommendation were uncontroverted at the hearings.
In late August and early Septembex, -1988, SoCalGas purchased . an, - .
additional 5.7 Bef of El Paso commodity gas, beyond the minimum . .
operating requirement (MOR). The price of this gas was RS
$2.84/MMbtu. Approximately 2.7 BcL of this gas was-allocated to-.
the noncore porxrtfolio. The remaining 3.0 Bef was allocated to-the‘
core portofolio. R T PRI G e g

. Prioxr to this tinme,. durxng July and early August 1988,
storage thhdrawals were\madewand\storage;levels-dropped.ncHowever,
in July 1988 core denmand was just.over 700 MMcf/d, while flowing ...
long—~term supplies weyre in excess ;0f 900 MMcf£/d. .Clearly then,
core’s requirements were satisfied by flowing gas, and there was no
need to withdraw gas from:.storage for.-core use.  .On. the-other hand,
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during July 1988, over 17 million Dth:of long=-term gas was . = L.o0 @
purchased- for noncore customers, while almost.5.9 Bef was wmthdrawn:
from storage' to meet noncore demand.”: (Exhi.5.)" R Fe N
- DRA believes that core customers’should not.be~expected.:

to pay “extra’ for the high priced gas which wasmpurchasedwto*a;-“-”
replenish the core’s storage.- The additional El Paso:commoedity: gas:
that was purchased to replenish core: storage in the end:of:August -
and early September was on-average $0.49/Dth more:expensive than -
the gas which was taken from core’s storage for noncore use. This
calculation is based upon a comparison of the price of. long-term
gas in July 'of $2.35/Dth and the El' Paso. commod;ty price of:
$2.84/Dth in August and September. . (Exh. 5.) - S B AP

The purchase of gas at the higher price resulted:in an
extra cost of $1,471,000, which SoCalGas has charged:to.the Core:
Purchase Gas Account. It is DRA’s recommendation that:SoCalGas .. .
should be allowed to recover this cost from noncore:customers,’ and
that this cost should be removed from the Core Purchased Gas. ..
Account. o R R KT SOTIE v

DRA points out that SoCalGas did not contest DRA’s
recommendation -at hearing. ' ‘SoCalGas presented no testimony;, eithexr
on direct or rebuttal, to challenge DRA’s facts: or -conclusions. “:
SoCalGas gquestioned the DRA sponsoring witness only. on how: the .
excess gas costs should be ‘distributed to the noncore. . DRA -~~~ "
recommended that the costs be "allocated -to-all noncore customers  in
SoCalGas’ next cost allocation proceeding. . ~ = S

DRA argues that the arguments against its propasal ‘raised
by Ediseon and SCUPP/IID suggest that the excess gas costs should -
more appropriately be treated as a disallowance, rationalizing that
if “extra” costs were incurred by customers as-a result ofw 1. .1or .
SoCalGas’ mismanagement of its storage operations, then SoCalGas, .’
not its customers, should suffer the consequences.: N R

While DRA does not disagree with this point in concept,
DRA does neot support this recommendatmonvbecausewlt»hasunotiau"v-~
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performed an analysis to support: the-necessary factual conclusdons.:
DRA witness Myers was: subject-to extensive.cross=examination:by. - ..
counsel for SCUPP/IID on this point. Myers.testified:that whilethe.
has no particular problem: thh a’ dmsallowance of: the. $1.47 million,
as long as core-does not’ have to pay thms extra amount his review
of the facts supported 2a recommendataon of reallocatxon of costs to
the noncore. (RT Vol. 6, P- 521 ) o

DRA. does take strong exceptlon to the SCUPP/IID back=-up
position that the excess gas costs be borne by thc ‘core if the
Commission does not treat them as a' disallowance. . DRA . argues that
SCUPP/IID have absolutely no basis for this recommendationmn,.othex. .
than a desire to shield the noncore from the excess gas costs.:.
SCUPP/IID witness Helsby admitted that all of his  information -about:
the purchase ‘and distribution of this .gas was:based upon:.the DRA '
report, that he' did not know where the gas went if ‘it was. notrused::
to replenish storage, and that he did not conduct any’ independent -
analysis of how: the gas costs. were incurred. = (RT Vol. 8, .5 0 -,
PP- 609-610.) - SCUPP/IID’s objection to DRA’S proposal.is result- -
oriented, and is not supported by any factual basis.  As.DRA.notes,
not even SoCalGas has contested that the high priced:EX Paso :: =
commodity gas was used in part to: replenlsh gas.wnach was: taken out
of storage for benefit of the -noncore. -~ o Lol ot

‘'DRAcontends that Edison’s .position on this issue is -
equally unpersuasive, and is evidently purely the product of .= -
Edison’s motivation, as a UEG customer, to avoid. sharing the burden
of the $1.47 million excess gas costs. ' Edison argues.in its oo
testimony that the core should bear the.cost of the high: priced: -
replacement gas because, ”...if -SoCalGas”s decision-does not:allow:
for enough pipeline space to meet 'the noncore market-demand with -- -
flowing supplies, and storage withdrawals occur, the core customers
still maintain the advantage of SoCalGas’ lower-priced purchase: :::
strategy for gas in storage which 'was. not'withdrawn and.replaced.”
(Exh: 16, p- 21.) DRA submits.that this:testimony entirely.misses:
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the . point,-as evidenced~by~Ms.wRadford’SWtestimony-on~cross-~
examination which: contradicted her. pre—flled testimony, and.

.supported DRAs position. - - v o o Unc o T T et T
" Q. “To.the extent: that the gas.is replaced: - - o o~ o

with more expensive gas than was taken out, ,
would’ you agree that the core would’ suffer SRR
2 detriment rathexr than maintaining- an. o
advantage of the lower priced purchase

strategy that you referred to’” Lo T

A. _”Yes ” (RT Vol 9 p. 675 )
DRA declares that the record- shows that thls 4Ss exactly

what occurred: the core ended up saddledeIthfexpenslve,gasgbeeauseg
the lower priced gas which was maintained in core storage was used.

to serve the noncore. . SR B e LAt
Edison’s second argument that. UEG customers-have o

7suffered enough” is equally-unpersuaszveyln;DRA{sﬁepanxon_; pRAM,y

contends that Edison fails to explain why the alleged:. fact .that.
during August/September 1988 UEG customers were required to -<\
purchase higher priced sales gas. due to-SoCalGas’ trimming..
practices should. insulate noncore from. paying for -the replacement

gas costs associated with gas it enjoyed. from core’ s,sthage.wwDRA,
asserts there is no reason core customers should have to.pay extra .

costs to replenish storage that was used by noncore. customers, - .
whether or not UEG customers have:independently been wronged by

SocalGas. .~ e e

. DRA urges that fazrness requires that the~¢ommxss;on
remove the $1.47 million in replacement gas;cests;from.theA¢ore;
Purchased Gas Account. While DRA performed an analysis-that.. . ..

supports -a recommendation of reallocation-of these.costs.to.the .

noncore, DRA does not oppose treatment of these costs.as a. - .. .ov
disallowance.. DRA’S primary.concern is that these costs not be
shouldered by core customers. . ' . = - - RIS R s
- DRA -also rejects: Edison’s: recommendatlon that.. targetedNJT
gas costs should be reallocated to-all -customexrs. DRA points out. .
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that the Emergency Order explicitly intended”“thatimeasures taken to®
reduce oil-fired- generation’ should be borne’the- UEG customers to
whom the energy was prov;ded. S (I.88-08=0527"p.4%) " DRA- belleves
the Commission’s ‘decision on this issue should not be disturbed.’

DRA maintains that the additional cost of the targeted gas was ' !
incurred in order ‘to provide gas for use by the UEGs. DRA suggests
that if the Commission is persuaded’that 'the UEGs did not- benefit @
from the purchase of this gas, then the costs should-be treated as '
a disallowance. DRA is adamant that in no event should the core: be:
required to foot the bill for purchases that were made for the-
benefit or UEGs to aveid UVEG curtailment.’ R g

DRA does support Edison’s recommendation that SeCalGas be
required to submit a formal'filing, concurrent with the declaration:
of a curtailment, which details the conditions of the curtailment: -
and documents the utility’s compliance'with its tariffs.” DRA. I
believes this information will be very valuable when an attempt is .
made tO roconstruct ovents. Additionally, DRA pointe- out that this.
information will provide affected customers with an opportunxty to
challenge the basis of a curtailment, and to engage in any
neeessaxy plannlng to meet their own needs.

As to Edison’s proposal on backstopping, DRA believes
this issue should not be decided in the currxent proceeding because
there‘i, virtually no evidence in the' record regarding the
potentiai’tinancial implications of such a rule. DRA believes it
is more appropriate to leave this issue to a generic -proceeding. -

" DRA ‘has basically the same position regarding ‘SCUPP/IID -
and Long Beach’s concerns about SoCalGas’ trimming practices. ' 'DRA
believes the issue was not thoroughly litigated in this proceeding -
and the record does not support any ‘conclusion regarding the “equity
of trlmmxng eithexr as a general practice or under the- Sp@lelc
c;rcumstances of this revzew perlod. S o
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SCUPP/IID dmsagree w:n:h DRA's recommendat;xon tha.t $1 47 .
million should“be‘reallocated_to noncore.customers. , Rather,_#m e
SCUPP/IID: argue that $1.47 millien shouldqbe;diSallowed,' SCUPP/IIDﬁ
allege that the replacement gas costs.calculated.by DRA would not.. .
have been necessary had SoCalGas fully nominated.available gas, K .
both inexpensive spot gas and more expensmve El.Paso commodxty gas.,
SCUPP/IID believe that if SoCalGas had nominated.at, full, cape.clty,_.,,'
throughout the period in question, . it would have obtalncd gas ‘
equivalent to the amount withdrawn from storage and would not. have -
needed to replace it in August and September at higher prlces.l »

Secondly, SCUPP/IID recommend that SoCalGas be ordered to
refund with interest $1.674 million in excess costs charged to the .
noncore as a result of the August curtaxlment which SoCalGas, caused_
by failing to properly store. gas for. the core during April to. 5
August. 1988. SCUPP/IID contend that in Augqust and. September 1988,_~
non¢ore users were curtailed from transporting gas and, forced to ,‘

take 2.7 Bef at long-torm prices. SCUPP/IXD allege that the co t

differential for the long-term gas versus transpo:t:gas,;s,,_qx
$0.62/MMcf. In SCUPP/IID’s view, this works out to a $1.674.
million cost which should be refunded to noncore customers with
interest. - . Co T R YU
Third, SCUPP/IID object to the .cost of the targeted gas
UEG users were required to take on a direct pay baéis,dh§FUR?ZIIDfﬂu
argue that iﬁ‘SoCalGas‘had.properly_managed‘its;stppagcwfaqilities{f
duxing the months of April through August 1988, by mﬁxiﬁiiing its
purchase and injection of gas during that time, no curtailment .
would have been necessary and the “targeted gaff‘would have been.. :
available to SCUPP/IID through transport ox, at most, a:_:he,qoat
of the noncore weighted average. dost of gas (WACOG). . Théreforé,_',
SCUPP/IID conclude that the dlfferentxal between actual cn t and‘ ,
the noncore WACOG together with interest should be refunded. -
SCUPP/IID’s witness Helsby calculates this amount to be $233,961.
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" 'Finally, 'SCUPP/IID-argue that .SoCalGas’ practice of v~
trimming customers is unreasonable because it :is Yeally just a:. .
method by which' SoCalGas forces its customers to - pay -higher.sums. .. :
for gas. SCUPP/IID suggest that to . the extent SoCalGas’ trimming. -
practices have caused noncore users identifiable losses;:.these
losses should be refunded with interest. ' SCUPP/IID calculate a. -
total cost to noncore users caused by“trmmmlng of.51,752,847.

4.7 Discussion - S DelelT e o T
o " The vehemence with*whicn”the‘partiesxdiscu55$the¢Augustc '
curtailment and assign culpability for it "is indicative of “"the:
problems arising out of when'and how curtailments: are.invoked and - .
our immediate response to them. - The frustration of-SoCalGas’ large:
UEG customers ir interacting with SoCalGas during the August: .
curtailment and its aftermath is noted. "In order to alleviate
future concerns, we will first address Edison’s recommendation that-
a formal f£iling be made at the' Commission concurrent withra ..
declaration of curtailment. There is considerable support.in-the - ..
record for this proposal.  The informal setting in which'we obtain
information about a curtailment currently is ripe for.:. BREL
nisunderstanding if not abuse. " We agree with Edison; as jozned by :
DRA, that a formal filing regarding the 'details. ¢f a.curtailment
would not only give us better information- teo. make an informed: . = -
decision, but allow affected customers an opportunity to-respond.. .
and be heard. Such a filing, as proposed by Edison, would assist’
greatly in-preserving a record-as to-whether a curtailment is
justified and the appropriate type of:curtailment:is designated. -
Therefore, we will oxrder SoCalGas to submit an Advice.letter filing:
to CACD simultaneous with an announcement ‘of curtailment. -This:
filing shall demonstrate that the type of curtailment being- .
declared complies with its tarxiffs and- shall set forth the.efforts '
SoCalGas has taken to minimize and/or alleviate the curtailment..
The f£iling shall be served by overnight mail to. affected.customers,:
particularly UEG customers. This system will be a substantial.. =
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improvement over the informal private communications: we have
received in the past in the nmidst of.the “crisis.” We.also hope - - -
that this new system will help aveid the-acrimony.-among. the .parties.
that has occurred after each curtailment. . S ST
. Turning now to the debate among the - part;es as. to whether
the August curtailment was properly a “capacity” curtailment, we
agree with Long Beach and Edison that a strict reading of e
SoCalGas tariffs would indicate that the August curtal*ment.was not
a pure capacity curtailment..  However, the phrase ”in the utility’s
judgement” is present in the tariff and does give SoCalGas some .
leeway in its designations. We are disconcerted -in light .of the .
additional information developed in this record that SoCalGas may . .
have stretched its “judgement” a.bit too far in characterizing.the.
episode in August as a capacity curtailment. Having concluded that .
there is merit ' in Long Beach and Edison’s .arguments that the.. .
curtailment was in all likehood misdesignated, we now must turn to
the remedies. requested. . R : ‘ o
While we have found that SoCalGas storage operatlons were .
imprudently managed and the:-curtailment misdesignated, we.are . .. -
disinclined to order the remedies sought by Edison and SCUPP/IID.
First, we turn to the- request that targeted-gas costs be
redunded with interest to UEG customers. .-Edison suggests this . ...
refund without calculating a figurse, whileySCUPP/IID;calculqte,a,,,
$233,961 figure. = - R A LT nwan e
We .note that nelther party denmed that- 1t Ain- fact used -
targeted gas as a result of our Emergency Order.- Also, both
parties acknowledge that we made-it explicit- in-that order that the«
Los Angeles electric ratepayers should bear the cost .for‘,_,the prenee
benefit received. We agree:with DRA that our decision-on this... -
issue should not be disturbed. We note that our decision. to. .
require formal filings with future curtailments.should. ‘allow us - to
give more dixection in the future. Secondly, we are unconvinced :
that SCUPP/XXD’s calculation of the excesshcost;ofﬁtargepedhgashisﬂ“
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a reasonable approach. leew1se; we w111 not adopt SCUPP/IID'

. second request as the cost to the noncore-of the.cuftaxlment. L
While we have earlier in the decision found that SoCalGas could
have managed its storage better, we are not convznced that all
costs associated with the curtailment’ should be borne by SoCalGas
alone. The LA area electric utilities’ customers. did benefit from
the gas received from SoCalGas. ' Even’if: we ‘were 1nc11ned ‘to adopt
the theory behind SCUPP/IID’s recommendatmon, we are unconvmnced
that the refund amount has been calculated. correctly.;v

Next, we find merit in. DRA’S. recommendatxon that $1.47
million be shifted from the Core Purchased Gas Account- to- noncore
customers. It is clear from the. record before us that after the
curtailment began, gas was removed from storage in response to the
crisis in August. It is also uncontroverted that the. cost of gas
to replenish storage in August and September was higher. than what
had been injected for core protection. - o .

We disagree with Edison and SCUPP/IID. that the flgure
$1.47 million proposed by DRA should more appropriately be .
disallowed. Once again, we must point out that the noncore
customers were the beneficiaries of the storage withdrawal. In o
addition, we note that UEGs did not decrease demand: as.requested in
July prior to calling of the curtailment. .We shall adopt DRA’s
recommendation on the issue in its -entirety and order that the . -
$1.47 million be reallocated to all noncore customers. ln.SOCalGas'
next cost allocation proceeding.- R nee :

~ Finally, as to Edison’s,. Long Beach's, and SCUPP/I:D’ .
recommendations on backstopping. and trimming, we ﬁlndxthemrecorduﬁ_
insufficiently developed at this time.. We note that the.gas
industry structure is changing, and hopefully some of -the-problems. .
that have been occurring on SoCalGas’ system will be.ihprqyed,

[P B ' St
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5. Should SoCalGas’ Failure to Purchase.. = . ...
More Gas in Octobexr and Novgpber 1988 o

BQ.S_\BJ& in 2 p_;,;gllowance’-’
ii_m_ﬁ.mumn L

DRA: summarizes its- posxtlon as. follow5' R T T TR

7SoCal- acted unreafcnably in- fazlzng to purchase
additional supplies of spot gas in October and..
November, 1988. SoCal should have planned to
‘make such purchases, and could have made them.’
The additional purchases would have saved core ..
customers $2,229,000, would have allowcd sacal
to maintain reas onablc storage levels:
throughout the winter months, and. may‘have‘
limited the severity of the February, 1988
‘curtailment. DRA recommends a disallowance of
$2,229,000.” - S . . o

DRA has two major bases for its recommendationm.” Fixst, -

additional spot gas purchases would'have‘saved'monéYLfor*cbre;~*”
ratepayers. DRA maintains that the average spot gas SoCalGas:
failed to take in was priced at $1.97/Dth for October and:$2. 10/Dth
in November. SoCalGas’ witness Owens testified that spot-gas: -

predictably will become more expensive during the winter when' . - -
demand is high (RT Vol. 3, 'p. 262). 'DRA points out that this . .7

happened during the winter when the spot price increased in.” -

December and February. TFor example,:the price in December:rose to -
$2.28/Dth (Exh. 1, Table 7). S$oCalGas”’ failure to buy inexpensive ™
spot gas for the core cost its ratepayers about $3,015,000,, which .’

DRA reduced to $2,229,000 in order to reflect the additional

carrying costs SoCalGas’ ratepayers would have borne if the gas had

been injected into storage (Exh. 5, p:" 1=26).
Second, DRA argues that if SoCalGas had brought and

stored more spot gas, the February curtailment would- have been & -7
eliminated or at least reduced. SoCalGas' ‘couldihave’ taken ‘at least’

another 12 Bef of spot gas during October and November (Exh. 5,
pP- 1-26). DRA states that is a substantial gquantity of gas, and it
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would ‘have proved. very useful-to SoCalGas and its customexrs during
the winter. - .7 o e o R RSO B TA R SR Wi Tt
- SoCalGas and the interstate. plpelanes possessed unused n
pipeline capacity during October and November.- - DRA:¢ontends
SoCalGas had:capacity available to take at least- 12 Bef.- addltlonal
spot gas during those months (Exh. Sy-p.,l-zo)._,SoCalGasﬁagrees,.w~
that 12 Bef of spot gas was available for: SoCalGas to buy: during
October and November, and that capacity. existed to transport.the. .
gas (RT Vol. 3, pp. 263=264). ; e T P TP PR TR
DRA disagrees with the rollow1ng statement made by
SoCalGas in:its rebuttal testimony: . . o o s e

7(Nlow, with the advantage of. hlndSlqht S
SoCalGas should have bought more spot gas in
October and November and used these uppllcs to
increase lnjectlons into storage. However, -
SoCalGas’ purchasing decisions had to be based
on ghe demand outlook at the time.” (Exh. 22
p. 5.

DRA disputes that it applied a highSigﬁt'analysis to

arrive at its recommendation. DRA 'maintains that if SoCalGae had
properly analyzed matters using known -facts in October ‘and - .
November, it would ‘have bought more spot gas. During October ‘and '
November SoCalGas knew. (l) its’ storage levels were below its -
orlglnal levels, (2) capac;ty ‘was avallable to transport addxtlonal
spot gas, (3) spot gas was’ avallable, and (4) the prlce wase

-
A

favorable.

DRA believes socalGas’ reason‘for not”taking the gas '~
makes no sense} SoCalGas say5-that storage levels in October and
Novenbex were already 7well above the level to serve PL—P4 cold:
year requlrement,” so SoCalGas dld not take the gas (Exh 22, p.-6,
emphasis deleted). o " et el R

In DRA's opznlon;“SoCalGas' ‘reasoring is’ wrong., It“is“*“

ed on the lncorrect assumptlon that SocalGas”- storage-plannlng

was adeguate. If SoCalGas had bought more gas,’ ‘SoCalGas could have
achieved more adequate levels of storage protection.
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‘Further, DRA alleges- that SoCalGas should:have:;bought.the:
additional spot gas even if it was unneeded for storage protection.:
The reason ‘is that more spot gas would have saved money for
SoCalGas’ core customer. Spot gas in October and November was: . ..
cheap in light' of the knowledge that spot gas was: lxkely ‘to become:
more expensive during the winter. . .0 .0 ool vl o oo

"SoCalGas buys gas for its core customerSu“:SocalGas!:
Owens testified: that the Commission has.placed no limit-on the. -_:.u
amount of spot gas SocCalGas can buy for its core customers,.

(RT Vol. 11, p. 899). E T e R

DRA points out that althougn SoCalGas: has: attempted to
explain why it chose not to-buy more 'spot gas.for storage“‘
protection, SoCalGas has never explalned why it dld not‘buy the gas
to save the core money. In DRA’s. v:.ew, tb.e only‘ record ev:.dence is
uncontroverted - SoCalGas. could have saved money for lte core by
buying more spot gas. L

- DRA discounts the testxmony .of Owens whlch suggests that
additional spot gas was not purchased for the corxe due to the
unreliability of the supply, pointing out that the spot gas wasﬂwj;
only in addition to firm supplies. . No ev1dence ex;sts that .more
spot purchases would have displaced. fxrm suppl;e31 The capac;ty
existed for incremental spot supplles.t‘If SoCalGas reasonably ,
believed the core did not need the addltlonal gas for securxty, lt |
could have stored it, allow;ng the spot gas price savings to beg,)_
passed on to its core customers. . . .. . .

. DRA disagrees with SoCalGas' cr1t1c15ms of the_
dlsallowance calculation. DRA's methodology assunes that e
additional purchases of spot gas would have been bought at thek
average spot gas prices SoCalGas pald durlng October and ,
November 1988. DRA notes SoCalGas’. calculatlons reduce the
disallowance .by using incremental prxcxng., SoCalGas assumes that )
the additional gas would have been. more expcnsmve because 1t buys :

LR o s A
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the cheaper volumes first and: continues progressively to more:
expensive volumes until it meets its meeds. . "o Ul Lol
* However, DRA argues that its calculated disallowance is ="

the better approach because the information upon which SoCalGas’ . .
calculations are based contains discrepancies which .challenge the
accuracy of the calculations. ' (RT Vol. 6, p. 476.) - -

The second reason DRA believes .its disallowance . is:more:
correct 'is that SoCalGas has failed.to'show that -the spotiprice
would have increased beyond the average price SoCalGas paid«for the
spot gas in October and November.: In fact, DRA contends SoCalGas’ .
spot price assumptions are illogical as well as unproven. SocCalGas-
assumes that - all spot gas volumes above those taken during October '
and November would have been taken at prices higher than. the:
highest cost of spot gas experienced by SoCalGas during.those .
nonths.  DRA’S witness testified that SoCalGas even assumes higher‘“
than the highest 'price for days during-October and-Novembexr. when::
SoCalGas took po-spot gas (RT Vol. 7, p.-552). . Lo

DRA admits it is now impossible to exactly reconstruct :
the price SoCalGas would have paid for: more spot gas in. Qctober and
November. DRA maintains that its average price assumption is a
fair proxy for ‘events that’ never- took place. DRA points out that -
average cost assumes that' additional: gas would have cost -more than: -
some spot gas actually taken in October and November; and’less than:
other gas taken in that timeframe. K S T

~ DRA stresses that its disallowance calculation is:

actually conservative. DRA-‘witness 'Myers testified:that SoCalGas.
might have been capable of buying and transporting:close:to:20Bef
more of spot gas (RT Vol. 7, pp. 553-554). 'Nonetheless, DRA’s:>
disallowance calculation is based on only 12 Bef. ‘Finally it gives
SoCalGas a credit of $786,000 for- additlonal carrying charges of -
storing an additional 12 Bef of gas.” T 7 22 : . -

DRA also disputes SoCalGas’ attempt~tovreduce.the
disallowance by claiming that the first 4.1 MMDth of-additional. ...
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spot supplies.in October would have. been-allocated to moncoxe ., ., .- .
customers. This assertion is based on-the: presumption that, “undex. '
DRA‘s hypothesis of injection an additional: 6.25.MMDth-in:October,
there would-have been no excess long-term supplies and-no - .- . .
transfer.” - (Exh. 22, p. 10.). However, on cross—examination, Owens -
clarified that it is SoCalGas’ assumption that there would have -
been excess long-term supplies and no transfer. (RT Vol. 11,
P. 841.) DRA believes it is clear from Owens’ testimony that. .. - -
excess long-term supplies would still have -existed, making the -
transfer of long-term supplies to the noncore portfolio in - :
compliance with Commission guidelines. . Owens admitted that. excess,.
long=-term gas “is simply gas that is not needed by the corxe.at the
time” and that long-term gas-could have been transferred to-the, . .
noncore portfolio in October and November.1988 “when the demand in -
the core is less than the flowing supplies of gas-under the core-
portfolio.” (RT Vol. 11, p- 840.)  Since SoCalGas-made the ., - N
transfer of long-term gas. to.the noncore: portfolio without-the: . .-
additional spot supplies, DRA concludes-that transfer of.gas would
still have been acceptable with the additional spot gas-purchased. - .
Finally, DRA notes that SoCalGas transferred short-term. -
gas to the:core portfolio in September 1988 while-in- the:same month-
transferring long-term gas to- the noncore portfolio. .. . -
SoCalGas opposes DRA’S proposedmdisallowance,gciaimingﬁitv
was developed with the benefit of perfect hindsight.- .SoCalGas
maintains:that its decision not to buy. such-additional gas, based .
on assumptions.made at the time-of the,purchasing-decisions, was. . .
the correct decision at that.time.. ...« o, oy e s -
SoCalGas alleges that even if: DRA's argument'that more.,
spot gas sbould have been purchased is accepted,,DRAfsmcalculatlonQﬁ
overstates the consequences of such gas not having been taken. .
‘SoCalGas contends: there are:wwo. flaws in. DRA’s::
calculation of the $2,229,000 disallowance. - SoCalGas.concludes
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that these ‘errors in DRA’s analysis  show 'that:the avoided cost:that~
would have resulted had ‘the ‘additional spot~ gas been taken amnountsy -
to only 5840 000, not DRA’s figure. . . ... .ouoodl e Ty
“The first flaw, in SoCalGas’ view, relates .to.DRA’s. ..
calculation of a hypothetical core WACOG. 'SoCalGas believes DRA: .-
has incorrectly assumed SoCalGas: purchased-and injected.an- .
additional 6.25 MMdth in October and November at' an average monthlyn
price of $1.97/Dth and $2.01/Dth, respectively. DRA adds this:
amount  to the core portfolie, calculating:a hypothetical WACOG five:
cents/Dth below the actual core WACOG for that period: (Exh: .22,:
pP. 10). cen i
‘SoCalGas maintains this. calculation: is not: correct for

the following reasons. In October, 4.1 MMdth of excess.long-term: -
supplies wexe transferred to the noncore portfolio..SoCalGas
maintains that had an additional 6.2 MMdth been injected-in ...
October,” as suggested by DRA, there would have been:no excess.
long-term supplies and no transfer.  SoCalGas contends that:if

6.25 MMAdth of additional spot  gas was purchased,  only 2.%5 MMdth = .-
would have been included in the core portfolio.. SoCalGas states . ..
that 4.1 MMdth of the long~term gas that was transferred:.would have:
remained in the core portfolie and would net have been ‘transferred
to the noncore. SoCalGas concludes that: the effect of this ..
treatment of spot’ gas reduces the potent;al ‘disallowance to - o
$1.14 million. ? o SO e e
SoCalGas believes the second exror in DRA’s. analysis is .
that DRA incorrectly calculated- the' incremental' costs of .additional
purchases for October and November. DRA assumed that these:.. - -
purchases would be made at the average spot gas price obtained ' -
during each month. The average WACOG was $1.97/Dth for October and
$2.01/Dth for November. ' SoCalGas believes DRA has not :shown that: .
SoCalGas could have made additional purchasesat the spot:gas:. -
WACOG. SoCalGas claims it buys its spot 'gas on a least cost basis,
purchasing each additional amount at an incrementally higher.price,

AN
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not-at. the WACOG. . SoCalGas’.estimates for. October and-November are. .
that' the ‘incremental costs.of the -purchases-that could have.been - ..

made would have been at least $2.23/Dth for October and $2.1l/Dth .-

for November.  SeoCalGas argues 'this.would have increased -the |

average spot. gas price.for those months to $2.08/Dth and $2.04/Dth, .
respectively. SoCalGas concludes that had it:purchased.additional -
supplics at these prices, cost reductions (in retrospect) would. -

have been only $840,000 (Exh. 220).  Therefore,-while.disputing..

that any disallowance is appropriate,:SoCalGas believes .the maximum

figqure should be~$840,000. - 0w 0 ot L e e s e e

- e -

- In-light of the earlier criticisms of. SoCalGas’/:storage ~
operations,. it is evident that. the conpany-gould-have-and: should -
have purchased more spot gas in October and November . 1988. . . -
SoCalGas does not dispute that spet gas was-cheaper. in.those. month-
than later in winter. In fact,. SeoCalGas’ witness Owens testified.
that it was a general pattern that- spot gas prices.go up. in.wintexr.
months. No hindsight is necessary to, observe that SoCalGas lowered,
its storage targets because it could not meet-them, and, - ... . .- .. .
simultaneously refused to. buy and store. available gas supplies.
Clearly, SoCalGas should have purchased more spot gas in October ..
and November. DRA‘sS arguments on this, issue:aré;xeasonable,and,_ .
moxe persuasive than those of- SoCalGas. The.real.question before..
us is how to determine the price of that gas and the resulting .
disallowance to the company. .. . .o . T e

: > We f£ind DRA’s methodology- a. more, clear cut and, rational .
approach than that proposed by SoCalGas . for. calculat;ng the .. ...
disallowance. We view-SoCalGas’ analysis as an attempt to reduce -
the recommended disallowance. We mote that SolalGas did not, f,.w.}
analyzec other schemes which would have had the effect: of, possmbly
increasing the disallowance. We agree with DRA. that its.. -
calculation of the disallowance is straightforward and - e
conservative. We will oxder a disallowance of $2,229., ooo aga;n,t
SoCalGas’ shareholders as a reasonable proxy for the increased
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expenses the core’ customers lncurred due . to SoCalGas' fallure to
purchase more spot gas’ in 0ctober ‘and’ November 1988. e

6. Should $1.3 Million in Franchise Fee Payments
Made to the 'City of Rancho: Cucamonga- Result:
. . e _ . >

6.0 __overview S T s e
SoCalGas paid the City of Rancho Cucamonga $1.7 million . : -

in back franchise fees in December 1987 foxr the perxiod 1977 to - - -
1986. These fees were inadvertently underpaid by SoCalGas:.- - - ...
following the City’s incorporation. SeoCalGas discovered: the .- .
underpayment in 1987 (Exh. 1).. . o0 o Toan vl ey e
6.2 DRA’s Position - i .oont 3 LT s

7 "~ .DRA believes the portion.of;the: amount. that was paid. for.~
the years 1977 to 1982 would have been uncollectible by-Rancho. -~
Cucamonga because of the operation of the statute of. limitations.: .
Accordingly, in DRA’s view, ratepayers should not be xesponsible
for amounts paid for these years. This amount is approximately -
$1.3- million. « (Exh. S5, p..5-4.) DRA recommends: that. this amount
. be disallowed.- T TR T N U S N TR

' DRA: points to an .internal SoCalGas memorandum to~support
the fact that the statute of limitations barred collection by ... .
Rancho Cucamonga ‘of franchise fees prior to 1983.  Thermemorandum -
prepared prior to SoCalGas’ decision to’ pay the entire:franchise
fee amount states as follows: ‘

The Company is both 1egally and’ morally,w Ll
obligated to pay the city of Rancho Cucamonga
$1,742,873.83 in unpaid franchise’ fees. There
are no provisions in the.franchise agreement: .
with the city for interest or penalties. Also,_
the Law Department had concluded that any- o
action resulting from the’ underpayment would. .
not be subject to the jurisdiction of the PUC,

and therefore c;v;l law would apply.

#The city of Rancho Cucamonga could brlng actlon ,
in Superlor Court for breach of the city’s S
franchise. ‘However, the statute of limitations
for a breach of contract action is four (4)
years from the date of breach. <Consequently,




A.89-06=-020 ALJ/K.H/gab

" thecity would only be“able-to recover.the oo ooy auor o
unpaid franchise fees. for 1986, 1985, 1984, and o
1983, or $460, 867 56. (Bxh 10 ) ST TR

oo §

DRA belleves«the testlmony of SOCalGae w;tness Takemura i
offers inadecquate justlfmcatlon for- payment 6f the éntire
underpayment. Takemura emphasized the distinction between.a-- .
”legal” and a “moral” obligation to pay. He testified .that wh;le
the statute of. limitations barred a legal action-to .recover a . .. -
portion of the franchise fees, it “...cexrtainly didn’t:relieve the: -
utility of” the obligation: to: pay the*costs~involved:or the costs: ..
that we were liakle for.” (RT Vol. 4,.p. 307.) - B S ST

As DRA sees it, the crux of the issue before the: v
Commission is whether the ratepayers bear the same: obligation as
SoCalGas to pay back-fees once any legal obligation:te-pay has:, ..
expired. DRA does not offer an opinion on: whether SoCalGas should
have paid the City the entire amount.of: the back-fees.. (RT-Vol.. 4,
p. 329.) L R T - N R BT T AT

” DRA'arguesuthathoCalGas appearswto-havempaidhthesslpsa,;¢

rillion dollars, although payment was barred by the statuter of . -
limitations, to maintain goodwill with the City. - Under SoCalGas’
approach, ratepayers are open to liability for an: indefinite-period;
of time. Seemingly, as long as the payment of an -obligation was - -
made to maintain “goodwill” with .another party, ratepayers: should,. -
bear the expense. However, DRA alleges.that the .Commission has.
long held that ”goodwmll” benefits.. the ‘image of the»company and
should be pald for by shareholders. The s;tuat;on here 1“ similar.
In both 1nstances, DRA belleves the shareholders rather than
ratepayers benefit from payments. . T e T

DRA believes SoCalGas has not establlshed any beneflt to
ratepayers from the payment of amounts ‘barred by'the statute of
limitations. SoCalGas insinuated on cross-examlnatmon that the
City of Rancho Cucamonga could choose to penallze SoCalGas in the
future if it dld not pay the entlre back amounth by 1ncreaszng the

RV TT RO O

+ o " : v
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franchise fee when:'the franchise:agreement comes.up.for renewal oxr...
at some other time. if the City . were tohexpand and:see.renegotiation~
of the franchise agreement.: (RTVol. 4, pp.-342=343.). ~Howevexr, . - .
DRA believes this. argument is'flawed.. First SoCalGas provided:no .-
testimony on this subject, and .the record consists entirely.of ... "
inferences from questions asked during cross-—examination.: SoCalGas
presented no. evidence regarding when the franchise agreement: would: :
be up for renewal, what the conditions:of renewal are,or:whether.
the City would seek to expand. DRA does not understand why-. -
SoCalGas did not submit direct or rebuttal testimony. on this issue,
if it believed this position to be at all supportable by the facts..-
Second, DRA believes Rancho Cucamonga is legally*
prohibited from raxslng franchzse fees; evcn it it wanted to do so
for punatxve reasons. DRA argues that onry-chartered cxt;es (which
Rancho Cucamonga is. not) can ralse franchmse fees above those set
by the Broughton Act (Publ;c Utllltles Code § 6201) (D;80234
73 CPUC 623, 627 (1972)). s
DRA’ admits that the payment actually~made dld not exceed

the amount which would have been paid mf the error had not
occurred, but one must ask whether the ratepayers have a never-
ending obllgatlon to fund payments made’ by utllltles. The payment
in this case covered a full ten—year per;od. ‘Under these'’
c1rcumstances, DRA contends that it is reasonable to apply the
statute of limitations as a cutoff polnt of ratepayer llablllty.
Statutes of lxmxtatlons force partles, whether government '
andustry, or individuals, to d;scover and resolve dlfrerences
within what bhave been 1dent1f1ed as reasonable perlods of'trme.'”
DRA recommends that the Comm1551on dlsallow $1 3 mllllon of the I
back-payment franchlse ‘fee amount. ' R
ﬁsi__ﬁgsalﬁﬂﬁi_kgﬁisign o -

' °oCalGas d;sagrees with DRA's recommended’ dmsallowance-
for undercollected franchise fees. 'SoCaldas stresses the''
underpaynent of some $1.7 million was the result of an
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administrative oversight. As:part of its-agreement with:Rancho: v .
Cucamonga;“SoCalGaswpaidﬁnominterestaon:any~part}oﬁxtheupast due:
franchise fees. SoCalGas contends that the Commission has: ::
previously authorized the collection.of:such fees. in' the:
consolidated Adjustment Mechanism (CAM)-. ' ‘
-~ In-booking this amount to:the: CAM, SoCalGas relmed on:-

three CPUC decisions to determine:that it was' appropriate-to . S
recover through the CAM the undcrpayment of. franchise fees for the
permod prior to June 1982. .. P N S Y S I P

. In Do 82-04-113~dated Aprll 28,~ 1982, the: Commission = o,
stated: S S - S ST I T S A T DA U

»This decision finds that the franchise fees:and:

company use gas costs are mattexs inextricably.

related to gas supply and price changes and are

outside the control of the utility foxr - . o

ratemaking purpose Therefore we provide for

prospective balanc;ng account treatment of such

costs. In addition, SoCalGas is authorized to

recover about $9.1 million of past _ .

undercollections of such ¢osts. The rule

against retroactive ratcmaking is :ound not to

be. a barrier against such recovery.”

(D-82-04-113, P~ 3.)

The CPUC .ubsoquently ordored that ”Southcrn Callrornla
Gas Company is authorized to rccovor $9 1 mlllmon of undcrcollcctcd
company use gas ¢osts and franch;se fees mncurred from August 17
1979, plus lntcrest by way of an approprxate adju tmcnt to 1t¢ CAM
balancing account.” (Id.) . S

SoCalGa also cn.tce D 90822 and D 88835 for 1m11ar
propoeltlons. In SoCalGas’ oplnlon the rerercnced dcclslons o
clearly indicate that the Commission 1ntended full orr ct treatmont
of recorded franchise fees through the CAM procedurc. There 1s no
exception made for the legal theory DRA relies upon. DRA has not
disputed these assertions.  The rocordmng of tho tull $1 7 million

in underpayments of franchise fees to the C;ty mn the CAM account

el




A.89-06-020 ALY/K.H/gab

was consistent with such.CPUC. authorizations . and’SoCalGas;should~be~
allowed to fully recover-such -Costs from the. CAM,. R :
SoCalGas disagrees with DRA as to:the- s;gn;f;cance -of the
statute of limitations on'this issue. SoCalGas contends the-
statute does not extinguish: or attempt to:.extinguish the legal -«
obligation one party may owe to another under-such a-contract; it .-
merely provides a procedural device that may prevent one-party from
suing moxe than four years after the occurrence of .a cause-of... .
action. : : S e R R TA ISE
DRA confuses an obligation to pay with- a statutory bar to.
bringing an action in civil court.to collect sums owed. (RT.Vol.: 4,
PpP. 321-323).  SoCalGas argues this difference is of ‘paramount
importance as- it conducts business in- the ¢ities and counties of. ..
Southern California. N T
Payment of franchize fees has. long been: recognxzed by
this Commission as providing legitimate benefits to.all- ratepayers .
and thus these fees are paid by all ratcpayers. - SeCalGas cites the.
testinmony of DRA witness Van Ort, stating: that benefits: are . N
recognized to have been received by the ratepayers of SoCalGas in- .
exchange for the payment of franchise fees. These benefits include
the right to operate in the city’s streets, to sell gas, to dig up-..
roadways, to interrupt the normal f£low of commerce. in the:¢ity, to-
enforce contract rights, and provide service to ratepayers. -
(RT Vol. 4, p. 335.) T
‘Both the SoCalGas and DRA witnesses. agrced that thc
franchise ‘agreement is an extremely long—term agreement which: will .
not exp:.re until the year 2027. T S SoLL VT
" SoCalGas believes that ma;nta;nmng good busmness
relationships with Rancho Cucamonga as well as other local - . --
governments has value. This. is particularly true because of- the :
long duration and ongoing naturefbr.these'franchise;agreements,_;xq
‘SoCalGas maintains that had it not paid the-full.-amount
of franchise fees due and owing. the City, SoCalGas’ good - -business. |
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relationship with the City and all local government. entities would. .
have suffered. SoCalGas depends upon . the: cooperative goodwill of -
its franchisors to operate its pipeline system efficiently and
econonically  in the streets and.byways..of .the local governments -
situated in its service territory -in.Southern California. .:These -
local governments, in turn,. depend upon the revenue .earned-from-the .
franchises granted SoCaiGas. ' Integrity and honesty in .this-
business relationship on the part of SoCalGas are essential- to R
achieving this smooth working relationship. DRA recognizes this -
and commends SoCalGas for its integrity.  (Exh. 5.) . However,
SoCalGas disputes DRA’s characterization that any benefit the
ratepayers may have received from SoCalGas’ commendable. conduct:
should be free, effectively a gift. from SoCalGas’: shareholders to-
its ratepayers. e
XL SoCalGas had refused to.pay. the. dlsputed $l 3 million
on the scole procedural ground suwggested by DRA, SoCalGas:reasonably:
would have been seen by local governments to have been hiding. -

behind a statutory procedural device in order to avoid: paying.an . .-
. otherwise valid obligation. Even though SoCalGas may have-been..
legally correct in not paying, SoCalGas believes its ratepayers -
would have lost the value attributed to the trust in its:business -

ethics that SoCalGas and its ratepayers depend upon to operate . - -
efficiently and economically in the:streets of the cities . of .. .
southern Calmfornaa. 3

" SoCalGas points. out that local governments certalnly
could maKe it more difficult and costly for .it to-do:business: if .. -
nistrust is present. Therefore, the assurance of full- payment.of-..
all franchise fees by SoCalGas teo local governments is-in: the best
interest of 'all ratepayers. If local. governments.in:southern: - . .-
California believed that SocCalGas.would, without regard for . -
mitigatihg*circumSﬁances, strictly observe this statute of . .
limitations, the costs of doing business in each city’s-streets
could be expected to escalate. SoCalGas argues.that permits. to
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construct may be harder to obtain. . The time required to.construct .
and repair pipelines could be lengthened, adding-to-costs.,.-Most -
certainly, the demands for more frequent audits by -all southern
California cities regarding franchise fees could result in-the. . ...
expenditure of thousands of work hours, the costs of which would be
borne by all ratepayers. = R
SoCalGas concludes that. ratepayers have: benefltted from
this payment in exactly the same manner and to- no lefr extent’than
they benefit from all franchise payments. As such the ratepayers
should properly be charged for these costs. In SoCalGas”’ view, the
franchxse fees were a prudently 1ncurred cost of prov;dmng serv1ce.
6 4 Dfi:nssfiu : E . .
' DRA’s recommendation for a disallowance for part ‘of the"
Rancho Cucamonga franchlse fees would requ;re us to find- ethlcal
business practlce, to be ;mprudent in certain’ c;rcumstance We
dlsagree thh DRA‘s conclusions on this issue. ' SoCalGas makes a
persuasxve argument that 1ts‘payment in full of the undercollected
franchise fees was the right thlng ‘to do. Further, we "do ‘not"
believe it is appropriate, under these cxrcumstances, to penalmze
the company for dolng the right thing. s
' The benefits of a good working relationsth with local
governments do not accrue just to shareholdcrs, as DRA suggefts. N
SoCalGas’ polnt that a local’ government could make ‘it more o
expencive for a utlllty to do business ‘in its terrltory if it
believed the utility had behaved unfalrly is well taken. This -
situation is different from the usual kind of ”goodw111” wh;ch we
normally treat as a shareholder benefit. SoCalGas’ ongo;ng
positive worklng relatlonshlp with Rancho Cucamonga beneflts both
ratepayers and shareholders. ‘DRA does ‘not" dmspute “that the ‘
franchise fees in questlon were’ 1nadvertently undercollected.
Rather, DRA argues that either SoCalGas’ shareholders or Rancho'*'
Cucamonga must bear the burden of the undercollection due“to’ the
statute of 11m1tatlons. ‘We believe DRA’S recommendation”sends”the
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wrong ‘signal to the company regarding.the manner:.in whichrwe expect,
it to-conduct its business affairs.. ' o ..oLoor oo Tomnn vanter Loy
" In. conclusion,. we ‘find SoCalGas’ payment: of $1.7 million
in undercollected franchise fees to the City of Rancho: Cucamonga to:
be a reasonable expenditure that should. be borne by SeoCalGas’. > 7w~
ratepayers. : s L
7. ‘Do DRA’s Recommendations Regaxrding - -
- SoCalGas’ Affiliate Act@vitgcsﬁwarrant.
DRA ramsed 2 varxety of concerns regardlng SoCalGas"d
relatlons wmth its affiliate compan;es. DRA’S concerns focus on. .
three areas:, 1) Cost of gas from afflllates, 2). Allocatlon of a
costs assocxated with Paczflc Interstate Company . (PITCO), and 3)
the potential for unfair deallngs WLth SoCalGaﬂ’ unregulated
affiliates. SoCalGas counters that DRA's issues are mostly }
irrelevant to .the proceeding, untlmely, beyond the scope of the _'f
proceeding or beyond . the jurlsdlctlon of the Commmss;on.. SoCalGas
made .a mot;on to strike DRA’s testlmony at hearmng whlch was denled
by the preszdlng ALTJ.

_ -The affiliates in que tion are the followmng- PITCO and
Pacmflc Offshore Plpellne Company (POPCO) are affmllates of . s
SoCalGas which exclusively, sell gas to SoCalGas. Pacxfmc \“t;_lm;f
Enterprises 0il.Company (PEOC) is an Oll and gas produc;ng N
affiliate of, SoCalGas, and the parent company of all these
companies is Pacific. Enterprlses-,w e e e
Zez__DBéis_BeﬁiEian T : e e

Flrst as.to. SoCalGas’ cost of gas from 1ts affllmates,j;
DRA contends that. lt is unrefuted that flxed coots from the S f,
affiliates. PITCO and POPCO are, sxgnmfxcantly hlgher than the co ts
from nonaffiliated suppl;ers._ DRA xs specmflcally concerned that .
when. evaluating its purchases of afflllates' supply gas that 1s ;7;
supposed . to be. competlng WIth the spot market SoCalGas does not jf
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evaluate the:purchases: in:relation:to:the:spot.market price, but, .-~

instead sets the price-outside-of that market. 'DRA:concludes that-

the affiliates’ spot-competitive gas is not subject:to market - . .

pressures and therefore is not competingin. the spot market. . -
As to PITCO’s gas, it .sells both firm and- dmscretmonary

gas to SoCalGas. - Co P R TP :
DRA describes the’ system as - follows~ oo

#The firm supplies are divided:into two t;ers.h

The first tier is priced twice a year,. based

upon the system average cost of gas to- T

SoCalGas. The second tier is priced to compete:

with spot gas and can be adjusted each month.

During the Record Period, SoCalGas entered into

firm price contracts teo purchase tier IX PITCO

volumes. This action in effect took these

volumes out of competition with the monthly -

spot bid program volumes.”  (Exh. 5, p. 6~4.)

DRA concedes this turned out to be a penefit to
ratepayers during the review period, but this also ‘benefitted PITco'
who was then assured of a constant level of takes. Without ‘the
firm contract for the tier II volumes, PITCO may’ ‘very well have had’
to bid a lower price or risk moving less gas.  In DRA’s view, g
SoCalGas’ actions to remove PiTCO'S‘volumes from the spot' bid -
program‘were‘to PITCO’s advantage. DRA concludes that- it just so
happened that thls time it apparently served ratepayers. ‘ :

DRA’S analys;s of gas purchased from POPCO orlglnalxy
included a $150,000 disallowance recommendation which’ was-wdthdrawﬂ'
during the hearlngs after DRA.learned 1t had mlsmnterpreted the
POPCO contract. h Co S

' Whlle flndzng no wrongdoang'regardang SoCalGas” purchasesi
from PITCO and POPCO, DRA is nonetheless concerned that’ 'SoCalGas'™
has not shown conc1u51vely that ratepayers benefitted dur;ng the T
entire rev;ew period from PITCO and "POPCO purchases. ' :

DRA bel;eves it is very amportant that affiliate gas that
is 1ntended to compete with the spot market actually do s0.'" g

Therefore, DRA argues it would be appropr;ate ‘for the Commission to
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require SoCalGas to evaluate its purchase:of.this portion:rof . -
atfiliates’” gas supply in the same manner.that: it:.evaluates. B
nonaffiliate spot purchases, i.e., in the spot . bid program.:  If the:
goal is for this gas to be competitive in that market, then it... ¢
should be evaluated in that market, :and not -have:the price
established outside of that market. ARSI
Second, DRA recommends that:all the costs of PITCO gas
should be allocated to the noncore because of excessive
Adminis strative and General (A&Glfe2§Enses set. rorth in PITCO'
general rate case bhefore the Federal Energy Regulatory Comml sion
(FERC) (R.89-8- 000)., DRA recognlzes the problems assocmated with
this Commission ordering a disallowance of costs based on a FERC
approved rate, hence the shlftlng to the noncore recommendatlon.
DRA believes this would bring pressure to bear on SoCalGas to make
sure that the costs that are passed through are kept teo. a minimuam,
since SoCalGas sharcholdexs are at rlsk for amountf allocated to
the noncore. If the demand costs and the other costs assoclated l
with PITCO gas become too high, then neoncore customers may swltch
off the system, leavn.ng SOCalGas shareb.olders at ra.sk for the S .
demand charges. DRA concludes that this reallocatlon 1s entlrely ‘
appropriate given the fact that the gas supply from PITco was, l.
acquired by SoCalGas to enhance service to SoCalGasf noneore 4f
clectric customers. (See D.92379.) DRA recommends that the actual
reallocation of the costs to the noncore Ln.SocalGas' next cost.
allocation proceedlng. . .." _ .
Finally, as to DRA's thlrd recommendatlon concernlng
SoCalGas’ unregulated affiliates, DRA testified that lt lS at a
severe disadvantage to determine uhether SoCalGas prov;des
preferentlal treatment to its unregulated afflllates because almo
no information is available .to DRA. For. example, DRA does not know
the identity of the companies PEOC may have purchased or with whom
it may have merged. Under the clrcumstances, DRA strongly urges
the Commission to require SoCalGas te ldentlfy all of lts
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unregulated gas and.oil. affiliates- (and -anyof theixr subsidiesy,. - .
and to.provide a full and detailed-report-on what-policies, . . »
procedures.and practices it has-in place.to. assure that-self- .-~
dealing does-not occur. As part of this . report, SoCalGas-should be
required-to-identify the allocation: factors used to discribute: -
costs shared between SoCalGas and-other Pacific. Enterpr;se SRS
affiliates for. the past three years. (Exh..5, pp.:6 13, .to 6=15.)

SoCalGas objects to all of DRA’sS recommendatxonvaw‘; ;
regardzng its-affiliate relationships primarily. because.it vmews
the proceeding to ke an inappropriate forum to address. . them..

As o DRA’s recommendation-that-data: be provided- . :
regarding SoCalGas’ cost allocation with its affiliates, SocCalCas
arques the request goes beyond the scope of a . one~year - o
reasonableness review recoxrd period. ..SoCalGas argues that these ,
issues belong in general rate case proceedings and-have in. fact.. .
been addresued. there. . - .. L. oL a0 Lve s DL i e

.. Likewise, SoCalGas disagrees:with the-suggestmon that e
PITCO costs be allocated to the noncore... SoCalGas pomnts-outfthatpn
FERC found PITCO rates to be ”just and reasonable” . and.this--., -.» -
Comnission had fully supported the . settlements reached. at.FERC. o
SoCalGas believes it is dlsxngenuous ‘at best for another arm’ of the
Commission, the DRA, to question the appropr;ateness ofthose: very
rates. - : ' : O NPTV o)

Finally, SOCalGaSﬂargues:that;FERciis the exclusive . -~ -
authority to determine just and reasonable rates: for the: .-,
transmission and sale of natural: gas. in interstate- commexce.
SoCalGas pomnts out that pursuant to the ”f;led rate doctrmne,
once the FERC determlnes rates to be just and reasonable; a state
has no power through lts regulatory authorlty to dlsallow*such
FERC-approved rates or disallow the-passthxough of costs, incurred
pursuant to such rates. A state cannot substltute ;ts judgment of
what is a fair and,reasonable component or‘a FERc-approved rate.

-
Srie e
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Naontahala. Power & Light Co. v. Thornbexd, 476 . U:S. 953::969(1986) . . .
The 7filed rate doctrine” rests -on.the suprenacy:clause-ofothe-r i '
United States Constitution which provides that.federal :laws-arxe .- -
controlling over: state laws. Under the:federxal:.”preemption” ... .
doctrine, if regulation under state.laws is directly contrary to,: -

or would interfere with or frustrate regulation undex. federal.law,.-.

/ then the state law. is invalid. In-neither oral or written ;.

testinony does DRA cite authorlty that such is'not the:case.”

. 7.4 Diseussion o o o

r
: X The ‘affiliate issues ralsed by DRA engendered a-fair.

_1 amount of debate in testimony, hearings, and briefs.: However, & ..
- bottoxn line analysis indicates there is really noiaction that needs
| to be taken by us at this time.. None of DRA’s.”concerns”.led.to.a-

ff recormended disallowance. In-fact, DRA concedes that.SoCalGas’ -
PRAIS o 0

;f purchases from PIWCO actually benefitted ratepayers..
”f fundameptal concerr is that the nature of. affiliate relationships -

could lead to abuse. We agree with that concern but: find.no: basis .

in ghis record to take any action regarding affiliate- gas. purchases

during fthe review period. Similarly, there is no reason to adopt - ‘
DRA’s other recommendations at this time.: BT A

8. Should the Record Period be Limited to an-

Elcven-Month Revicw as_Suagested by DRAZ . f [ L
8.1_DRA’s Rosition R S T SRR Ny
[ DRA chose to 1nvest1gate the per;od from Aprll 1988 I
% through' February 28, 1989. DRA did -not review events: eccurr;ng in

March 1989 for the following. reasons:
rIc 1S-appropr1ate to defer consideration: of-. NPT
SoCalGas’ actions ;n.Mareh 1989 until the next o
reasonableness revn.ew, and DRA has limited the .
scepe of .its review to the eleven month,perxod
because such a period most appropriately .
xeflects SoCalGas’ operations. SoCalGas ‘
declared its second curtailment of the Record .- .
Period in Februaxy 6, 1989. This supply »
curtailment remained in place until March'l, ‘
1989 when SoCalGas changed the form of the . : : '
curtailment from a supply curtailment to a
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'Wpartaal capacity curtailment. . The partial -

. capacity curtailment continued well past the
end of March 1989 and any actions taken by ~ -
SoCalGas related to gas purchasing and storage -
operations are best considered in conjunction
with events that occurred in the next Record
Period. .Concurrent with the change in-the form -
of the curtarlment, SoCalGas changes the
genexal mode of its storage operations from a
withdrawal mode t¢ an injec¢tion mode. - CIearly,.
as a result of the extended capacity
curtailment and the change in the mode of
storage operations, the-end of SoCalGas’ .
1988/1989 storage season cycle was sometime in o
the middle of February 1989. ‘It is most :
efficient to examine gas supply .operations for -
an entire storage cycle. In fact one of the
reasons for the change in the record period
implemented by D.89-01-040 was to‘'provide for a .
record period that covered an entire storage
cycle. For these reasons it is appropriate to
defer the review of SoCalGas’ actions in the R
nonth of March 1989 to the next reasonableness
review.” (Exh. 5, Intro. pp. 2-3.) o

While the Commission is empowered to declare that DRA,may'

not review in SoCalGas’ next reasonableness proceedang, events
which occuxred in Maxch 1989,_an DRA’s vzew,,such an. order would -
represent bad policy. DRA chose not to revmew March of 1989 -
because, in this instance, the facts warrant separatlng March from',
the earliex 11 months. SoCalGas declared 2 supply curta;lment 1n
February, but changed to a. capacmty curtallmcnt in March. The two,
types of curtailment are different. It is likely that the events i
which occurred in March 1989 are moxe closely related to. events’ e
occurring in ‘the next record perlod than in the current one.hf‘me .
SoCalGas strenuously objects to DRA’s recommendataon t°f”;
reduce the record period. SoCalGas points out that DRA dld not 1;;1
make its position known until Novembexr 22, 1989 when it flled its
testimony in this case. . SoCalGas belleves DRA should have soughtMWv
to modify D.89-01~040 which speclfrcally established the 12-month




record pericd cndlng‘March 31 of‘each,year as the appropxmate
timeframe for SoCalGas’ reasonableness revxew. It ls'true that,
among other thlngs, the perlod chosen by‘thn CommASSlon x&
reflective of the annual storage cycle.w However, SoCalGas notes
that the annual storage: cyclo is only: one nattexr: that ther
Commission considered.in establmshlng the prcscrlbed schedule.
SoCalGas argues that granting DRA's request to;move March

1989 into the next review perlod would dm avantage all part;es to
the proceeding. Extens;ve dzscovery took place on the‘entlre
period, including March 1989. Ne;ther SOCalGas nor. the other
parties should have to face the burden of- repeatmng these efforts
in a subsequent revzow. SoCalGas concludes that tho Comm1551on
must maintain’ the integrity of its establxshed schedule ‘and rules
of procedure. and should consider changes only when requosts are
made in such a manner as to allow the Commls 1on and all partles
notice and the opportun;ty to comment.i

- Wwe’ agree thh SoCalcas that DRA ‘cannot unllaterally
decide not to include one month 1n its’ revmow of the ‘record” per;od
and assume lt w;ll be carried forward to the next ‘record® permod.
Permission to do so should have been obtained in advance.” Wé note’’

that the ALT presmdxng over the 1989-90 reasonableness review did"
not allow evxdence on March 1989 1n that proceedzng.‘ The~ time for
DRA to make a case about SoCalGas' act1v1t1es in March 1989 1* long
past.. ‘ . p T

" Slnce no party has challenged SoCalGas' ‘actions® -during” -
March 1989 and SoCalGas has made ‘a showxng‘that they were ST
reasonable, we 11kew1se wxll flnd SoCalGas' March 1989 activities:

S ]
! (‘..:'

)

reasonable.r ‘ 4 ) o

E - ! . : E . ! . . L e e oL, e UL N e oo L e
' 1._ SoCalGas flled lts appl;catlon in’ the above-capt;oned

proceedxng on June 14 1939 in support ot'zts clamm that’ SoCalGas -

W R e DD e
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reasonably conducted its. gas . supply operationS'during the: . review
period - (from April 1, 1988 through March 3L, 1989v):: i wuwo o

2. At the start of this review period, SoCalGas clalmsﬂlts o
operating. plan provided for:a:level of service consistent: -with- the
higher of P1-PS average year requirements or Pl-P4 ¢cold year - .
requirements. :

: 3.. That operating plan called for -a-November 1, storage
inventory target of 98 billion cubic. feet- (Bcf): of gas to provide. .
service to all its customers (Pl-P5) in an average year. SoCalGas -
subsequently revised that number. three times. e ‘

4. TFirst, SoCalGas lowered the target to 76 Bcf: because, in. -
its view, the 98 Bcf target became uncobtainable. The storage . .
target was later changed to 61 Bcf and finally revised to 68 Bef.

5. SoCalGas declared a capacity curtailment on August, 16, .
1988, pursuant to its own Rule 23. T R _

6. SoCalGas filed .an emergency motion. thh\the chmzssmon,‘
with an accompanying affidavit seeking declaration of a gas. supply.
emergency on Februwary 8, 1989. AR C e , v

' 7. That same day the Commission 1ssued D. 89 02-036'grant1ng;
SoCalGas’s motion in part, but indicating that a supply emexgency.
did not yet exist. - T C e _ ,

8. DRA.prepared a number of charts trom h;storlcal data to
demonstrate that the weather which occurrxed in February 1982 was.
not unusual for cold winter weathexr in southern California.

9. SoCalGas imprudently managed its storage operations
during the record period. - L e G e

10. Greater uncertainty regarding .gas supplles and the ,
knowledge of curxtailments in the preceding record: period. would
suggest to prudent management - that greater. storage rathexr than less

would make sense. ’ , G e
11. SoCalGas’ storage plannlng could have been much better
during the months.preceding the August curtailment. -




!
|

A.89-06-020 ALJ/K.H/gab Sre OTUGTA wAhe it A :

/1.2 SoCalGas’- ¢claim that 35/ Bct was . .adequate’gas: in storage ~- .
on Jahuary 31, 1989, despite its declaration of.a supplywemergencyux

on waruary &, 1989, is not ratiomal. - . . .t ol
7 13. "No evidence supports an. argument. that. the:weather-in

eariy February 1989 was so unusually cold as to catch’ theputmlzty,v.

unaware. . SR
14. The crisis occurred. in February . 1989 because: SoCalGas had
too little gas in storage to deal withra few'days of: very~cold
weather.- . S T I RSN A IR
15. SoCalGas came too close'forvcomfort tovcurtailinqwits ;
core customers, and forced its noncore customers to endure hardshlp
during theixr curtailment. = - el oo TS ‘

'16. The Commission issued an order on August. 25, 1988 in
response to SoCalGas’ curtailment commencing August ‘16,...1988 -
(X.88=-08-052 or Emergency Order). .- The Emergency Order was-issued:
after the Commission informally consulted with SoCaIGas,wEdison,
PG&E, SDG&E, and some municipal public uwtilities. . - ~.s0 ., o

17. The Comnission ordered California energy-utilities to-
take a number of steps to alleviate air quality problems associated .
with the curtailment as quickly as possible. TP R

18. The Commission expressed an intent that the:cost of
implementing its plan to . .reduce oil-fired generatien should be
borne by Los Angeles area electriciutilities’ ratepayers to-whom - ...
gas was to be provided. © - R . T O U SO TS

19. -An Advice Letter filing- regardzng the details.of a.
curtailment would not only give the Commission-better-information: .
to make an informed decision, but .would: allow affected customers an
opportunity to respond and be heaxd. = . . U L LuTLn L0 A Ll

20. Such a filing would assist:greatly in-preserving.a:xecord
as to whether a curtailment is justified and the appropr;ate type -
of curtailment is designated.: B I T R ot '

21. A strict reading of SoCalGas’” tariffs- would Lndlcate -that
the August curtailment was not a pure ¢apacity curtailment.

S

- 57 = .
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22. .We are-unconvinced that .SCUPP/LID’s calculation of.the .-
excess cost of targeted gas is a reasonable approach. . ! ST
23. We. find merit in DRA‘’s recommendation: that $1.47 mlllmon
be shifted from the Core Purchased: Gas Account:. to . noncore ...~
customers. - - . , : e IR SRR NP R TS L SRR U
24. After the curtailment began, gas was removednfrom storage
in response to the crisis in August. : The cost of-gas:.to.replenish .
storage in August and September was hmgher than what had been-
injected for  core protection. - .- oy
25. -As . to Edison’s, Long. Beach's SCUPP/IID'S recommendatlons~
on backstopping ‘and trxmmlng, we : find the-record insufficiently
developed-at this time. Tt Tt AT
26. SoCalGas acted unreasonably in failing to purchase PR
additional supplics-of spot gas in-October and November,..1988.
SoCalGas:should have. planned to-make: such purchases,: and-.could have-
made them. The additional purchases would have.saved: core
customexs $2,229,000, would have allowed SoCalGas to maintain-

reasonable storage levels throughout the winter months, and:may -
have limited the severity of the February,. 1998 curtailment. .
27. SoCalGas’ failure to buy inexpensive spot gas-for-.the.

core ¢ost its ratepayers about $3,015,000 which DRA reduced..
$2,229,000 in oxder to reflect the additiconal carxying costs ..
SoCalGas’ ratepayers would have borne if the gas: had been injected:
into storage (Exh. 5, Pp. X=26). ' =~ 0 0o ann o .

28. DRA’s methodology assumes that additional. purchases of
spot gas would have been bought at the: average spot gas prices
SoCalGas paid during October and November 1938.: BRI

29. SoCalGas ¢ould have and shgnlg have: purchased more—spot
gas in October and November 1988.: : ,

30. ‘SoCalGas paid the City of Rancho Cucamonga $1 7. mzllmon
in back franchise fees in Decembexr 1987 for the period 1977 to: -~
1986. These fees were inadvertently underpaid by SoCalGas
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following"the‘city's,incorporation.?uSocalGasudiscoveredwthe.g:

underpayment in .I987. . Toomioaon ol nlnrTnr Do Jns enmis

" 31.  DRA’s recommendation:for:a: dmsallowance for part of the

Rancho Cucamonga franchise fees would:require-us to . find .ethical.. .-
pusiness practices to be imprudent in certain circumstances.....or.. .-

"32. A local government could make it morxerexpensive :for -a
utility to do.business in its. terrltory if it believed the utility ..
had behaved unfairly. T P A T T FIVR T S

33. We find no basis in fhis record to take any. action:
regarding affiliate gas purchases:during:the- review: period.

34. .DRA'chose to-investigate the period from~April;~198&~
through February 28, 1989 instead of the full 12=-month 'record.::
period. - 7 = S S U PEN P SRS 2 SO

35. - DRA-has limited thescope ofkits~review»tofthe'eleven-l
month period because such a peried most appropr;ately reflects:
SoCalGas’ operations. - R N PR T T T

36. DRA contends that the partlal capaclty curtailment-: . r
continued well past the end of March:1989.and any actions takenwbynu

SoCalGas. related to gas purchasing and- storage. operationsnare.best

considered: in conjunction with events that occurred. in.the next
Record Pericd. - S Cecnon - el
37. ~ IE DRA‘un;laterally dec;des net. to- lnclude-one month in oo
its review of ‘the record period it should not assume that.it will. -
be carried forward to the next record period..
conclusions of Law . B T
1. SoCalGas bears the buxden of proof by clear and:.
convincing evidence regarding the: reasonableness.of: the;costs it o
requests that ratepayers bear. s R P CIE S,
2. SoCalGas managed its storage: operatmons imprudently.. .
3. SoCalGas should submit an Advice Letter filing: to the
CACD simultaneously with an announcement of:curtailment.. .-

o

e
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. 4. We should not-require .that the targeted .gas.costs-of the
August:curtailment be refunded with-interest: to the LA-area .- ... v -
electric utilities. . - - : , DR Lt e e

5. . We should-.adopt DRA’S recommendation to shift $1.47: - ... -
million in replacement gas- costs from the Core Purchase Gas Account.
to noncore customers in SoCalGas’ -next cost allocation proceeding.

6." ‘We should oxrder a disallowance:of $2,229,000-as a-
reasonable proxy for the increased expenses the core. customers
incurred due to SoCalGas’ failure to purchase more spot:gas in
October and November 1988. AR ‘ SR EEOTRI

7. We should allow recovery of $1 3 mxlllon in- et
undercollected franchise fees due the City of. Rancho Cucamonga-
because it is a reasonable expenditure:which-benefitted-both -
ratepayers. and shareholders. - . . . . - e e

8. ~We. should: not adopt .DRA’S recommendatlonS-regardlng
affiliate relationships at this time because no evidence of abuse
of those relationships has been produced in this record.

9. The record period is set by the Commission and may not be
altered except with the Commission’s permission.

10. We should find all of SoCalGas’ actions reasconable in
March 1989 becausc of its own showing and the fact that there was
no timely challenge to their reasonableness.

11. Other than amounts specifically disallowed in this .
decision, SoCalGas’ gas purchases during the review period are
reasonable. e e T

QRDER

£S04 TTNISAORDERED=Ehat:

WY v e

;,~;ﬂlnh.Southerﬁhcdlmfornla Gas Company (SoCalGas) shall submit

an Admﬁce Letter’ti lkngvto the Commission Advisory and Compliance
Dlvmslon smmultaneously\wlth an announcement ¢f curtailment
pursuant to the diucu5°1onc1n this decision. The f£iling shall

ENERRY
N T A
N ot M

v, “3’1‘1"‘: ,‘Vn uof\, - .v f\’\lu‘w ” . e Y

~ .
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state the facts underlying and.the.reasons fori a curtailment, shall
demonsztrate that the type of curtailment being declared: complies : ..
with SoCalGas’s tariffs, and shall set forth the efforts . SoCalGas '
has taken to minimize or alleviate the curtailment.. .The:filing
shall be served by overnight mail to-affected customers.

2. SoCalGas shall present in' its next cost.allocation -
proceeding a reallocation of $1.47 million from the core purchase
gas account to nencore customers. - Co e

3.  SoCalGas shall adjust its core purchase gas account. by
$2,229,000 to reflect the 1988-89 reasonableness:review
disallowance related to SoCalGas’ failure. to~purchase addltzonal
spot gas in the fall of 1988.° - SRR

4. Application 89=06-020 is. closed. A

This order becomes effective 30 days from today..:. <. -
Dated: September 6, 1991, at San Francisco, California.

Sty ke

' PATRICIA M. ECKERT

e ; President:

”ﬁJOHN B.. OHANIAN

" DANIEL Wm. FESSLER'
NORMAN D.:: SHUMWAY: 7707
.. Commissioners - .

I abstain.. - : o ARSI P T TR U Dt SIS B AP B Vallv y
R P

/s/ G. MITCHELL WILK
Cornnissioner

o K CEMN“IHAL-THIS DECJSION
WAS APPROVED1 BY"THE-’ABOVE
COMMISSIONERS’TODAY’ alE
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California Gas Company.

Interested Parties: W. E. Cameron, for the City of Glendale:

W, . i1, for R. W. Beck and Associates: Mighel P.
Florio, Attorney at Law, for Toward Utility Rate Normalization;
Leamon W. Murphy, Attorney at Law, for Imperial Irrigation
District; Barton M. Mverson, Attorney at Law, and Lee Schavrien,
for San Diego Gas & Electric Company; Messrs. Jcnes, Day, Reavis
& Pogue, by Noxman A. Pederseq, and Eric V. Rowen, Attorneys at
Law, for Southern California Utility Power Pool; DRavid Rlumk,
for City of Pasadena; Robert I. Peftinate, for Los Angeles
Department of Water and Power:; Kathi Robexrtson and Wayne Meek,
for Simpson Paper Company; Richard K. Durant, Frank J. Cooley,
and Robert S. Robingon, Attorneys at Law, for Southern
California Edison Company; Messrs. Armour, St. John, Wilcox,
Goodin & Schlotz, by James D. Segueri, Attorney at Law, for Kelco
Division of Merck Co.: Ropald V. Stassi, for the City of
Burbank; Nancy Thompseon, for Barakat, Howard & Chamberlin;
Richard O. Baish, Michael D. Ferguson and Randelph J. Wu,
Attorneys at Law, for El Paso Natural Gas Company;

Benxry F.Lippitt 2nd, Attorncy at Law, for the California Gas
Producers Association; Patrick J. Power, Attorney at Law, for
the City of lLong Beach; Edwaxd Duncan for himself; Messrs.
Morrison & Foerster, by Joseph M. Karp, Attorney at Law, for
California Cogeneration Council.

Division of Ratepayer Advocates: Robkext C. _Cagen, Attorney at Law,
and Richard E. Dobson.

(END OF APPENDIX A)




