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. ,." , . . -'. ' ., ," ". ~ .. 
• •. ' ,< •• "" I, , '., ...... 

Q PIN I Q N, 

~l , _. ~', 

..... '.,1,,,. 1";.:1 •• ". , ... ' 

1. $!IJnI@ry: 
", .::,-'~'~'"""'~"'~"~' ," 'I :"~~',:; \, ~'-•. ~";'~::"'~; ~!. ::':'','\ ...... "',,. ~,.~:~:;' 

This, opinion reviews the reasonableness.of Southern 
. .' , •. .,. , . ,. ',. ~ '" ..•. '." ',,J"'.,.} '\ : ',>., ,::',,' h.l ;": ' \ ': .~::. .' :;'/ ' '1 '''. 

California Gas Company's (SocalGas) gas supply and ,storage , 
operatio~ from April 1, 19B,s'through >t~:rch '31','" l~89._'" Th~';'C> , 
commission concludes that. th~:"co~panY':s~perations"'.iere generaily . ',.' 

. , . - '.' , ".... .>",' I " ". '_:'1, ' . . ~'\' • 

reasonable with. certain exceptions., First, the, commission finds . 
J '." -,', •• '. 

that SocalGas imprudently managed its storage operations during the 
..' .' j I,;' " ,'." . ',.. ", ' 

review period. No specific disallowance is attached to th'is 
finding. However, the co:mmissi~n' will impos~ a $2;229,'000',' 

... ',:.. ,"" ".' 

disallowance on, SocalGas for failing"to, purchase inexpensive spot 
gas. in.the fall of 1988 • , "" . 

,The Commission adopts. the. Division of Ratepayer 
Advocates' . (ORA.) recommendation that $1,_47' milli~~' in r~pl~'~ement ' 
gas costs arising: out C;;f the' August '1988 ,curtailm.ent 'b~' :sli:ift:ed' io'·' 

~ I"~,. \. ,., .",)., " ,'. ,.,., .1 \ I .,,'; .,. , ,'I : '. \ ~ ("", ' .., ." ;,'" 

the nOll.core portfolio. ',;',.. '" "'. ,," ','< 

The Commission rejects ORA'.s .reco:m:mendations ,re9'ar.~ing 
Rancho cucamonga franchise. fees and affiliate concerns~' .... ', . \ 

, . . ." , . ,," '" ,~.: .,"': :,' ., 

2. Procedural Background ,d, .' .,,' " " ,"'" .'" "". ",." . , 

SoCalGas filed its applicati~~·,:i;n·,the·'al:lOve:;:captioned 
, . '.-- '"., '"" ', .. _- .. 

proceeding on June 14, 1989 in support of its claim that. it 
reasonably conducted its gas sU:t:lplY,.operationsduring th~':;~~iew " 

,_ , ' ••. ". I.;. \ , .. .-' 

period (from April 1, 1988 through .March 31, 1989.) ,Otherparties 
• ',", . ..,' . .',' .,1,,, '. I,: ,.;: ,'\/",.' • ,', 

disputed the reasonableness of SoCalGas' actions •. 'Hearings were 
held from February 20~ 1990 until March 9, i990~,"Testi~~ny ih" ,'. 
favor of a variety of disail~~aI?-c~~ ag~i~st,SoA,~iGas"~w~spro~'~d~<:l','~: 
by ORA, the Southern California utili:ty Power pool.,'(SCuPP) ';' . . . 
Imperial Irrigation District' (lID) , : and southern~,~ C~ii'fo~'ia Edis6n<: 

'. < ,) ... , , I, •.. ,;, 

Company (Edison) •. In addition, the,City of Long", Beach .. ,CLong Beach) 
cross-examined socalG~s, witnesses ,~d' filed a' b'riefi~' fav~r ·o·f ; 

• ,r"1 '.'\ .... /_.: ", j _... ~.t 

disallowances for certain activities •. 
, .... ,., '", 

.cl,. _-.," • " 

. -' . \. "~, ~.' 

- ~2 - ..... 
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The assigned administrative law judge (ALJ) properly 
. .-, " I' • 'f" -, 

denied SoCalGas' motion to strike portions of ORA's testimony 
except as to the cogeneration monitoring issue. At hearing, ORA 
concurred that the more appropriate forum for that issue liad':>' .:' '" 
already been designated ):)ytheCoInIni'ss'ion' as SOCalGas'19'S9 Annual 
Cost Allocation Proceedi'ng (ACAP) (Decls;{on (D.') 90':;:'Ol~015 " 
p. 120). The other issues' we're properl~ :'left in the case 'for 
commission review on their meritswh:Leh willbeaddre's'se'd below. 

. . ' 

Forty exhibits were' received- in evidence as' part'of' 
eleven days of hearings ~ Opening' briefs' were' . filed by ,the' 'abov~ . , 
mentioned part'ies on April 1.0,' 1990 with reply-briefs reee::i:ved" ' . ' 
April 27, 1990" . , .• ,' 

AS' is traditionally the ca'se with reasori~leness; 'reviews, 

SoCalGas bears tho buraeno! proo! by clear 'and convincing evidence' 
regarding the reasonablenesso! the costs' 'i trequests~ that 
ratepayers' bear. The areas 'chaflenged" "byvariouspart±es 'as;tO='tl'ie
reasonableness of socalGas'actions 'ared'iscussed" b'elow'-:~' ,As"'will 
be seen, o~t of .total operating revenues of over $i'bi'llionin' 
1988, resulting":i.:n a net income "of $J:i4:'milfion, ,the'<disallowances e. 
sought are approximatelySS- 'million' in totaL, '-' :', .... "" 

',\ .. ..' . • .... ~ ~ ~ .... I', 3. Did SoCalGas Pxuc1ently Manage '" ~.'~' I·, 

its~'sto'3ge"Operations? " .' . ,":., " 

~.J, OVerview, .:. "."0.:":, ,.':.:I:~: '~'-<>::":,' 

; sOCaJ.Gas., management of its 'storage "operations' was a'C,·. 

controv~r~ial' -topic of this':proceedinq::: SoCalGas ':xnai'nta'i-ris: that .. ~ it: 
prud~ntlyoperated' its storage fac£l:iti:es':wll.ile,·other"part:ies- .,. < : ... .:-

. ,. , - , . 
contend that SocalGas' mismanagement of storage:-largelY'caused the' 
two' curtailments exp~r:i:enced 'by noncore: customers/during the(:'rev:(ew 
period (AUgust:198-S"and"Feb%'1iary 1989).'" : ",.,':.:' .. ;': :' 

In' particular~ parties' focused': in' some detail"on : 
socaiGas'-- storage "targ.ets" which werE{ l()~ered several tl:mes'.during 
the revie~ period. Storage targets~'are: a' critical'-'element:·o·t-the'··' 
storage operating plan which SoCalGas produces: every'year: :, ",i" '. 

- -3 ~ - • ••••• , , 



• 

• 

A.S9-06-020 ALJ/K.H/ga~ 

. ._; ': ; ,,, '"',: .~-,'" .. , ... 
"", • .' .~.. ~ " , .... '. j 

'socalGa's mainta"in:s, 'that, it~ purchased::and::stored~'·gas:<;:;, 
throuqhout the: record period> in- support: of its principal~',operating ,:" 
o~:ieetive,: to 'optimize' system: throughput and"minimizecosts" whirle,' " 
maintaining adequate gas in storage to- meeteore:':market~'peak day',.,: 
and seasonal requirements' (Exhi})it(Exh:~) 1). ",l,';, >".".: "":. 

SoClL1Gas aeknowled.ges: the' role 'of storage'in meetinq:thisl 
o~jeetive is a critical one', concedinq"that the effective 'use of 
SocalGas' storaqe' facilities is necessary to meet core"market peak 
day and seasonal requirements and. to maximize throughput.:, ,,': 

At the- start of,this review period., SoCalGas'claims its 
operating plan provided for alevel?f'service consistent witb..the, 
higher of Pl~P5 average- year requirements orP1-P4 cold. year ' ; 
requirements .. 1 (Exh. 1.) That operating, plan' called' ':for' a " , 
November l storage inventory target 'o,f~ 98- billion cubic'feet i'(Bcf) , 

of gas to provide sexvice to all' its'-customers.in ,an. average ,year' 
(Pl-PS). SocalGas s~sequently revised.!that·n\llUber, three., times. 
First, S'ocalGas lowered the target to7,f).' ·Bef'because:,:: in its,'view, 
the 98 Bcf target became unobtainable. : The storage.· target. :was;',," . ':: 
later Changed to 61 Bcf and' finally revised to 68' Bct',;.:: (Rr Vol,. '3,,' 
p. 186.) SOCalGas' witness Owens testif,ied; that :the, storage ," 
targets 'were ehanged because eircumstances forced',', SoCalGas ' to 
change its 'ability to serve (RT Vol. 3, 'p.' 189). . ; ("" " 

SOCalGas claims it was not'poSsible to< store:cnougb; gas' 
to 'meet'the oriqinal '9-8 Bc! storage' target,falJ::inq, '!ar~~behind' 
schedule l:>y May 1988. (Id.) Therefore, the storage<:target-::was ',;',. 
lowered' by'2Z Bef and with'itthe"sexvice obj,ective;~o!,:,meeting all 
the needs ofPS customers" (1::rtility, Ele'ctric Generation '(O'EG), "and. ' :': 
Enhanced Oil Recovery (EOR) customers): .. I , 

, , 
''' .. :. ,. ," '"', ,~ 

". I .. \ · .. c··.·, .. , " , .... '. ,", 

1 pi...;ps refer to customerclas~~s"p~iorit.y"~f serViee;'rankings;'; 
starting with residential customers and ending with UEG customers . 

- '4 - ' .. 
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For the period April through August· 19,88:,.·;.Socal,Gas:~;.clai:ms:, 
.. . .. ,.' .. , <.- ~" , -, .• ; .... " " :.. 

it attempted.··to utilize all'available:'~ capac.ity :to xneet::,.~stomer 
needs' and. to' make storage inj eetions.: . Despite its.: , assertion;, :th~:t .. : ':' 
it moved all' available gas" SoCalGas. alleges that, extremely".higb." 
demand led to' the implementa.ticnof, a partial, ,PS.curtailmen~.:, .,:'
beginning August 16, 1988. SCCalGas.' d.eclared·thiscurtailm.~nt. a 
capacity curtailment.because it. claimed it ~as :not, abl,o:, ,to fully 
serve P5. customers and move gas. into. storage to:; meet its,: ~ow:er~d~:.: 
Novellll:>er 1 storage tarqet for. service to- its higher priori ty ,". ",: 
custcmers at the same time.,. 

socalGasbelieves,;it declared a capacity, curtailment on 
August 1.6-,1.9'880 .consistent with, its. own. Rule 23 •.. "so~aJ..Gas ,argu.e,s..,:, 
it availed itself cf avery opportunity to fill. tho: interstate., 

pipelines prior to the August 1& curtailmen:t by.nominat.i~9.<~e. ", 
available capacity with gas sources ,that: were, ,expected; .to :flow.-: .. " 
SocalGas maintains . that· the- supply: shortfall it expe:t:ien,c~~~urinq. 
this period was due primarily. toproducor nonperformane.c,,:: l0:t.u~r, 
than forecast transport volumes through Pacific Gas &:El~':'t:ric, ,' .. , 
Company (PG&E) facilities, and maintenance downtime on~~ .. El Paso '~ 

Natural Gas (El Paso) system... ..I~, .addition" SCcalGas~poillts o.ut .. ~: 
that El Paso nctified SoCalGas that capacity av:ailable .. ~for th,e, 
period April through July would,. average less than 94% of~.normal, 
capacity. Also in the spring of 1988, PG&E informed .Socal~s tha1; 
between 20 and, 35 Be! of gas.. would })e,available:to S:oCalG:as durinq 
the sUlXllIler· months, ·from .PGScE, as compared to the 40, Bcf.;assumed. in . 

the operating ''Plan.. , J, /,", I'tl ",' .' ,,::-;:. 

,.: SocalGas argues that.these·aboveevents, in addition, .. to, ' . '. _. ~ , . ~ ", , 

the.August '19SS- curtaillnent,·. justified: decreasing th~· s1:0r~ge., " 
targets 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- . 

, • ", , • ,I, .• "4" • ~:: ,~ '. ~,.... " 

,'\. 

- 5 -



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

• cur1:ai'lment. SOCalGas argues'ethat:whiJ:-eJincreasec:1,'capacity',;-coulc:1:" :~ 
have prevented the··,curtailment, 'suppJ:-y availab,ility:woul:c:1:mot.; ~'. ,':' 

• 

• 

As' to the second 'curtailment thatoccurrec:1,during'/the','" ' 
record period, in February 1989, SoCalGas. disagrees.: that:-it was" , 
caused c:1ue to inadequate gas 'in storage facilities:.,SoCalGas 
argues that during October and November 1988'," ithad~good ,reasons" 
to believe it- had adequate gas instorage'at,the time in\::question"..', 
SOCalGas maintains -that the February,,198'9<' curtailment:was.~caused"by:'; 
a severe cold spell at the beginning' of . February· whicb.-:requ'ired 
extraordinary-measures by SoCalGas, to protect;its:coree.ustomers. 

SocalGas points out that' the cold weather.: res.ul ted' in ." -
well freeze-ups and other operational;':problems in the"'producing,;- ," ' 

regions, reducing out-of-state deliveries. by as'much· as.",8:00 million 
cubic feet per day eMMcf/d) be-lownormal duringearly,February'::," : '. 
1989. In southern california, the cold weather also, result'ed:':~in, an:, 
extremely high'· core customer demanc:1 approaching, 3" ·Bct on •. : 
February 6, 1989. SoCalGas: at that· time estimated that storage', 
withdrawals would· continue at, above average: levels through' February, 
12 and- consequently curtailed ,sales service to· Priority ZS', .3,' ,4" 

and 5 customers in February 1989~': ~ , .. 

SocalGas filec:1 an: emergency ,motion·wi tho, an: accompanying" 
affidavit: seeking: declaration o·f a gas. supply,'cmergeney, on~:::-, 
February-'8',1989:(EXh. 14) • ,The motion.~sought .Conunission.';: .,::' 
declaration of a gas supply emergency and the grant -of' " 
discretionary authority to- SOcalGas:·:to.,·d1vert"customer-owned 
transportation gas to serve priority-land' 2A-' customers.;:":;'rhat,' same -
day the-. Commission issuedD.S-9-02-03-6 granting SocalGa.S:'·s:motion· in,: 
part, but:' indicating that:· a· supply emergency did not yet: .. exist. 

SOCalGas reported continually:on stora9'es-tatus~ .. to the" 
CoI!llllission.~On February 14, 198-9,' the' Commission'issued'," 
D.89-02-040 which-' lowered the triqgerinq volume' o·f qas: ',in, 'storage ,;. 
that would cause a.n emergency to.'bedeclared. 'SoCalGaspoints'out ' 
that as events dovclopod, a gas' supply'emergency'-was.:not 'declared,:;., 
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because'~ volumes', in, .. storage :. did.,. not ·:reach·.,the, low..:):tevel's necessary-.' ~.'~'I 
under the"Commission's-::orders for·.::the .emergeney,,,:to~.be declared.' ': ..... ,-; 
Therefore, -.SoCalGas' maintains that: no :-transportation gas· ;was 
diverted for'higherpriorityusers~ "', ".,,': .,:,::':"~> 

• SocalGas ·concludes that/·,the ,February ,1989;,curtaiJJnentwas·':, 
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.,$oCalGas,.,. 
calls the' curtailment of. lower priority ... cllstomers .unfo~unate but:::, 
points to the . protection of·. its core.' customers' witholltservice 
disruption ,as the :more important event·. .'" .',' 

Overall, SecalGas concludes that .' it. sterage, planning -was.", 
reasonable· threugheut the recerd period.., . ::.,' 
'-.,3 'DBA's Position . . ,-; ;,:':"; , 

ORA. requests the cemmission to- ,f,ind that·, SoCalGas·.~." .' 
imprudently. managed i ts sterage~. operations during the" record, , ' . 
period.' . DRAdoes not recommend a, particular. disallewance·J~e:. '" , " 
attached to.: this finding of imp rude nee. DRAcontendsthat;,:S.oCalGas:' 
failed to inject enough gas inte storage te· provide: reasonable 
levels of. pretection for its highest:: priori ty ,customerSr •. <: ORA 
peints out that SocalGas' residential eustomers_ faced'the,:threat, .of 

eurtailment'during. the record.,period, and other, cu;stomers aet~ally .. ·· 

experienced curtailments.', '. i) ,: "~ , ' .' : .... '. '.:. 

ORA argues thatSeCalGas., ;has failed to-lexp'lai~',( how; its. ;. 
storage targets', minimum curtailment: pel icy , and pr:ecurement:, policy: 
were reasonable.: thus SoCalGas . failed· to. meet .its bU:r:'denv:,o:f:;pr.oof\~, -,,; 

ORA alleges that ·SocalGas; <redueed-i ts stor:age,·.,tar,gets, " -, ':,." 
several times during the record perioci:.,becauseitbeliey:ed it would 
have treuble meeting, the targets then; inexi~tence< By reducing :~.:'. ": 
itssterage- volume, SoCalGas';also-,:reduced' pro:tection:to,; high. : ,'." 
priority customers, as we-ll as.t~.noncor:e·service'_ ORA. ,.believe$.: 
SecalGas was imprudent in redueing, its sterage',:targets,simply; .. 

- 7~ -, ~ .' 
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because it :r:ealizea,it ,·would;:bedi ffi~lt "to ,,,reach, more::::appropriate 
targets. ORA objects ' 'that' 'Socal:Gas <simply lowerecf)i't's":~sto'ragc 

- _. . . . ... ~ \ c· .. ,' I, ,;.. 'I ~,' ' "'~.'''',' " ,', ':~':"".",'~:.) 

goals rather than ,trying to,·ameliorate::the situation in order to 
meet its estab~ished goals; '>(Exl'i.:S:J:::'-" ," ":' ",.,,:;~:: 

ORA contends that when gas supply security is.:uncertain, 
SoCalGas should increase its storage"m:Lnimu:mto provide,"more 
storage protection. ORA, points out :that',significant uncex:tainty 
",bout gas supply existed, during the ·record period.,' , " 

Since SoCalCas' noncore, customers· suffered,.ma:i.or, _' , 
curtailments during January and, August·, 1988" ORA. :believes,SoCalGas 
should have been alerted to the .possibility of· a core: curtailment 
later in the review period. While ORA.has. not determined what' '. ') 
storage level would have been appropriate, one prudent goal for 
SoCalGas wouldhavo boon to have "adhored to, its original, operating·, 
plan targets ••• " (Exb-.· 5-. p.' 2-8.)' , ''. 

ORA' also notes that·the·commiss'ion founa'SoCalGas' 
- ",: '." • • • .' •.. ~ i \ .' I • I', 

handling of its storage operations ,unreasonable in the·previous 
recora period. There, the Commission: aisallowcd' certain'.costs 
because the Commission's.. "revi~w of:the rec~rdindicates:that 
SoCalGas failea to provide' a satisfae.t'or:{,'explanatiQn"'of~~ ana 

,. ~' '. ,,~', ",- • , " '.' ,', '. " • • -: I. 

~ it changed its storage targets, monthly minimum, and. storage 
year end quidelines.". (O.90-0~-O~4,.~~ 3,3~) 

,As further evidence. of SoCalGas'imprudence in storage 
operations, :ORA points to th~ supp'ly 'e~er9~nc:y that, o'~cu~r~d: in" ., 
February ~9S9 •. ' DRA que~tions SoCalGas' 'belief that'its"·janu~'ry. 31, 

1989 storage.level~f 36, .Bef. was ad'equate" to protect both' it~'·. " ..... ;, 
highest priority cuS:tom~rs ana its' noneor~' 'eustoine~s~ AS"'DAA;: 

I, ~ ," .. -

states, :iust eight days .later, SoCalGas.filed an emergency motion 
with the Com:missi~n for' an i~ediate', ,C!ra~r decla~ing. '.a9~s ,supply .' 

, •• " ". ." ,I",,. \ '. ' .. ,' _H ",. , " '< .,,,' I' :~.I Moo ' ) .~ •• !' 

emergency... '. " ' ,,' , , ' ' .. .. , . ~. 
SocalGas'. motion indicat:e'd, the. severity,.: ~{the "e~~';g~~~;'() 

'.. . .. ".. .. .. ' .. L ,.:, : ':: .. , ' 

in its eyes: 
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''''SocalGas is presently·experieneing',:a-'gas'supp-J:y :;" ,,;'-:,,-:,."c;' 
emergency "which will. necessitate .. dive%ting,." ",'~ 
customer-owned transportation gas from lowe'r-/' " 
priori ty customers- to core" ,(P1-P2A) customers ,,' . "", ' 
to prevent core curtailment or to prevent_: 
SocalGas's storage levels from falling to such' 

" a -low level that core requirements on a peak .' ':: 
demand day could not,be met." (Exh. 14" p.,~,) 

DRA notes that SoCalGas started, curtailing, its ~·OEG and 
EOR customers on February 6,1989 (Exh'';, 1" p. 32).;." On<f'ebruary10" 
Socal extended the curtailment to: inc'lude' all noncoreand::core
elect sales to P2S-P'> customers (Exh., 5'1 p. 2-l5-, 'and, Exh;;,-:,l,; , 

p. 32). Thus DRA 'concludes' that SoCalGas'came--very close'·to,'- .• < 

curtailing its core customers.-'.': " - '" '\ ~- ., 
DRA testified: to the serious doubt ,the suppJ:y :emergency":, 

casts on the reasonableness of SoC alGas.' storage targets:'-::.: "" <, 
"It is inexplicable for Socal:to'be- right on ... ,:,:~ .';' 
'target' at the, enci of January 1989, have ,a, few" 
days of cold weather in' February (not an' , . 
unusual condition) " and then' have a' supply 
emcrgency. , Given the original., higher, , 
guideline, Socal must havc' known the'revised, • 
lower guiaeline of 35-- Bcf:for January-was '.,' 
unreasona:ble. "yet SoCal chose to take a risk 
in operating its storage system." (Exh. 5, 
p.- 2-8.) . 

, '/ 
ORA finds it inconceivable that storage levels'were 

normal and 'reasonable at the end '0''£ Janual:y~' and:'yet low : enough a 
few days later to' justify the begirining of a severe' curtaillnEmt and' 
a' ~UPP1Y emergency. When' thi~ '6ccurs,DAA mainta':Lns that:the ,;' " 
storage' iev~is' selected are inad~quate-" t~· protect high; priority"; 
custome'rs. 

. :";.;" :' ") 

,.. ".' _"I ~ ~ , ~ • \ .' <''' 

" DRA does not fault" SoCalGas' for declaring' a' supply 
emergency 'and curtailing nonc:ore' customers in Februa:ry 'to;protec:t";" .-
core service. However, ORA declares SoCalGas was imprudent~:'to ,'" 
all'ow' itself a~d' its custolner's~ to' be~caU:ght in 'su~ha' 'dangerous 
situation. 

- 9-' - ". 
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,' .. ORA.':'discounts·SocalGas' two·deterises'·to thi:s ,chargecof ':' ,. 
imprudence _ ··First,.' ORA . disagrees. wi th'SoCalGas ':character±zation 
that unusual or' unanticipated events,causedthe·February ·.supply .'." 
problems. ORA believes SoCalGas'should,have ~ could.have:planned' 
for every ·factor whiehcontributed 'to:the 1988-89 winter:' ,supply 
problem. •.. '" '":' ... :, .. ", ;,' \", 

'ORA:pointed out that,·SocalGas·was aware that, it,: had" 
experienced storage problems eiuring the ,previous record period,') : 
(0.90-02-044, pp. 20-34).' DUring ,'the- current record': period, 
SoCalGas was, aware·· that i thad::- experienced a swnmer' curtailment, 'an' . 
event which ORA believes should, have forewarneei SOCalGas that, 
further trouble' might be, coming during the winter. ' " 

SocalGas points to cold: weather, in'February as the ' 
primary unanticipated factor which led to the emergency • ,:However, 
ORA argues that SoCalGas' storage planning is supposeei" to:cover 
precisely the possibility of cold weather., SUpposedly,SocalGas 
plans its storage to- allow for service· tc> Pl toP4 customers:. during. 
a cold year and to- allow for continued" service to, P1 anei·.P2A high.' , 
priority customers. ORA eioes not understand how SoCalGas.','; storage 
plans take cold weather into-'account.' 

ORA rebuts SOCalGaS:' claim" that the weather was not .. only 
cold, but was "unusually" cold for· three days (Exh.·'1,p,~2'0').. ,ORA: 
cites the testimony of SoCalGas' witness Owens admitting. that,the.· 
winter of 1988-89 was not a colei winter,' nor February:' :1989: a: "cold" , . 
month (RT 'Vol.~, . p. 2S3-)., ., , .... ",',::',;: 

,,' DRA··agrees that' the"weather for a, few,eiays'in.,-early' 
February wa's' cold. However, :SocalGas:.' states thatit,pl'ansfor. peak: 
cold days colder than m>Y which it,exper:i:enced during 'Febru~ of. ,.'j 

1989 CRT Vol. 3, pp. 2S4 anei 255) • SoCalGas' acknowledges, that when:. 
one cOld~d.ay :arrives in winter, itisexpec:te9.:thatitwi'll be 

accompanied· by' other' cold 'days~ "" 
.~ SOCalGas:also-states that it plans: its, storage-with :~ 

several successive co-lei days in mind": (RT' Vol. l'J;:,..'p. :8.92):-•. ,-In.· ... " 

- 10- -. '. 
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ORA's opinion, the 'several days.:of cold.':weather,':is:;anothe1:7 example 
of an event'Soc"lGas' claims~.it,.could.'notanticipate,;~;yet planned,-· 
for • ORA has' no idea how SoCalGas. '.can claim' events '. are. "~ " : ": :~~ 
"unanticipated" and still plan for. them .. :." .. ,;'-".,."":,, 

'DRAprepared a number,.of .. charts::from ,historical 'd~,ta·y .. 
, ... '~. 

supplied by SoCalGas to demonstrate that the weather which occurred. 
in February 1989 was not unusual for' ;coldwinter weather; in 
southern California(Exh •. 29).,',' '" . ,;",:,. 

DRA.argues that· ,the "charts' show two . things.:., First,,' cold,:,::' 
weather days or groups of dayscan,.,occur::at· anY,time;during the ,.:;.;.:, 
winter, and can represent different degrees of ,severi:t:y .. ::Secondt:"", 
the cold weather in' Fel:>ruary'.1989 ,was not ',atypical , of,.cold·.weather;. 
experienced at other times. For example,. the. data:.comp,iled by ORA 
show that during December:l968, SoCalGas experienced colder,:weather 
than any experienced during the record period .. 'I'he.charts;also 
show that for. virtually all examp·lcs, a peak: cold day:is;:,:'.' 
accompanied. by other cold days.. Finally, ORA sta.testhe.~ charts, in 
Exh. 29 show that weather fluctuations' within a given,winter.,month 

are not· unusual. .). .:'" .. ,. 
In sum, ORA argues that·, a.findin9"' of imprudence is. needed.,.: 

to, help ensure thatSoCalGas'future" storag'.e planning" and,.:' 
operations do not comesc>. closetc-· endan9"eri:t:lg residential customer, 
service' again. . ,<-: '; ..'" ,,'::" 

3 • 4 SCQPPllIP's Position .. , '( . '" .:::;':' ; .,,-" " 
SCUPP/IID concur with DRA that SocalGas,lnismanaqeci: i~s.~·!,.,-:-;.·, 

storage: operations ,'during. the review:, pe::l-od.·. , SCOPP /I.IO\;argue that 
this mismanagement caused· unnecessa:z:::y:expenses""to all" ~itS: ... ,: '(, ,<,' 
eustom,ers. .In fairness,. SCUPP/IID' bel.ieve oSoCalGas ,shouldbearth~. 
consequences of those unnecessary losses.~. . ... _' ; i" .·':,';i'.:" 

. SCUPl>/IIO'conclude, that .the,failure of .. So,calGas .. to· .. store'·:r:. 
adequate supplies of gas during the review per.ied cons~it:ut(!d "'-,., 
mismanagement of·.the. storage facilities. SCUPP,!IIO;;poin:t;: to 
testimony of. DRA witnesses Which, indicates that:~DRA· ha$,~neyer : \ " . 

- 11· -. 
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• argued that 'SocalGas has stored'.too,,:much;,.qas;.,'in\~any'·'review::·period.:,.,,~;' 

• 

• 

but 'ratherbe"l: ieves 'SocalGas ;:.,should ·.~have' ,stored ~,xnore.;. gas:.; ',> ',,; '.:::" ',', ::'0 

(
"01'1'1 -Vol"" 4' :-pp" '34' S;"349 ,·and'·'·Vol·· 7 'P""" "'55°-59' ), ,".''' ' ... ,.... . ... ,- .".'" , :"," ~ ., • • , /:' ..•.. Q ' ........ ,.",/' .>"' ..• , '" .+--, .. ~' 

SCUPP/IID' concededthatSoCalGas'.'is .'obliqated~i .under all 
circumstances', ·to provide a: firm supply of gas ,to~ its'; core·:,'.",; 

customers and also argued that SoCalGas. has. an" obliga.tion to' 
provide· transportation for its noncore customers~.' ", ."',' 

SCUPP/IIO cite SoCalGas' supply o~ligations: in its:)'l'arif.f:.' 

Rule 23 (a):" 
WThe util i ty will exercise reasonable, dil·igence .. '. 
,and, care to furnish. and deliver a continuous . , 
and sufficient supply of qas' to' the customer ' '", 
and to avoid any shortage or interruption of,' ," . 
delivery of same.";- ", . ,. , . . <~ 

SCUPP/IID believe that, SoCalGas" failure to'store .more .' 
gas resulted 'in the curtailment' of 'noncore eustomers .. ·and;-·denial- of, 
transportatIon- services.. Thus-, SctTPP/XID allege that -$OCalGaSI 
choice not· to' store more: gas violates its: own Rule2:3'(a)',,-:,; :: 

SCUPP/IID- believe both the AUgust 19S5 ·and·,.the February : .. , 
1989 curtailments could have been avoided' if SoCalGashad.,~:::,:c . 
effectively manag:cd its storage operations. ',' " 

, . . . 

As to the AUgust 1988 curtailment, SCUPP/IID· contend that 
SocalGas could have fully nominat.ed inexpens.ive spot:.gas..,.that could 
have resulted in· an additiona"l ~.O -Bet for core storage .. '.~;In',,; '." 
SC"JPP/IID's-'opinion, this could have eliminated ,the need,,:;for ,any':.' 
curtailment:tn August ~9S:S.. Alterna.tively, SctTPP/rID.arq".le: :that .. 
SocalGas could have purchased 3- Bc:t ··,of ;1Uore expensivecomxnoditY':g:as 
from El'Paso prior to the' Auqust ·curtailment .. ' That,'purehase could ," 
have avoided a curtailment ~cause in tact that is all the gas.. , 
stored by" SoCalGas duri.ng the August· curtailment .. ' , ,-'P, ..... ,: " ...... :: 

SCO'PP1IID arg:ue:that SoCalGas should have ,followed the.:" .. 
accepted practice of nominatin9 core El Paso gas during;:.:the·'months. 
prior to August rather than tryin9to 'rely upon "unreliabJ:e, al~eit 
cheaper spot . gas. ' .. ScupprIIDmaintain that'· SoCalGas shou,ldch.ave, :'.:';; 

- 12 -
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known, that.spot'9'as.producers:wouldfail,~to perform, .. pip,eline > ".;,:;'!,' 
capacity would"lay.: empty, the",'core ',would '·be , lett without,~adequate ::'::" 
gas to store and the August curtailment.would'occur:as'::l'r~dicted .. ,:· 

. , . Likewise, SCOFP/lID. believe 'the February,l~89::eurtailment 
could have' been avoided if SoCalGas has reasonably s:tored~:..,more:,sas : 
in October through November .198:8. (The availabilitY,:,of·}gas::to,.,:' ,.'
purchase in this timeframe' will be, addressed in another section' of '. ' 
this. decision.) . , , , : ': ;':: 

SCUPP /IID obj ect that SoCalGas began withdrawing, .. from . ,.' . 
storage during NoveIOber 1988, ,when ,in' SCOFF/lID·'s; opinion-·SoCalGas 
could have stored enough gas to' bring. i,tself:baek 'in: line'with its 
orl.'gl.'n""l storat'fe g'--,s.' ' . '.'"". ",' .'" " ,',' ",'" ':';' .. : ':',"", 

~ "j UQ..I. ,*"c • ',',::" .. :, '':;::; .:.)~'!;.,. 

SCt1PP/IIO also dispute SoCalGa's'a'ttempts~t'O' characterize 
the cold weather experienced. in 'February 1989,:asan~' unan'ticipated 
event.. SCUPP/IID believe prudence-,would· dictate that- the :sy~tembe. 
able to accommodate such fluctuations.~, SCUPP/IID.,ar:que::;~ha:t- > 

SocalGas unreasonably lowered its storage minimum. for, Janu,ary 19.a~ 
to 3SBcf, choosing to- take .a-risk in: :operating· its ,storage system. 
That imprudent choiee,' in SCUPP/1IO"s view, caused ,the:. February ':" • 

1989 curtailment. . , ,,' '.1:': {.,> ": 

,.. S .' Discussion ~ ,. ,- J'::: /",:; 'r~; ~,': '~ . 

. ~ .. '.We . concur with'DRA·and:SCOPP};I:IDthat SOCal~s.,:j~::. ::.;. ;,.','),~.: 

imprudently .managed its.' storage operations. during- ,the, :t:e~ox:-",:" .' .. " 
period.SocalGas' decision to steadily .. ~educe its. st:ox:age, .::tar,gets- ,'.~ 

, . \' .",' 

andminimUlll- during- the' year desp i te . uncet:tainty. surrounding., :gas ~.~.'; :.: .: 
supply remains 'Wlexpl'ainedand ,unj'ustitied.To, allege tbatthe' ,,,~, ". 
higher nwnbers were unobtainable does',not meet,the"b.urden:.of ,proof '. 

, •• •• -' <+ ' ." 

SocalGas bears_ Greater uncertainty reg-arding,gassuppl;ies .:and :the, 
knowledge of curtailments in the preced.ing record period:would.,,\~(-. ~ , 

.'" " .... " . 
sugqestto:prudent management that. greater storage'rath~r: than less 
would make sense. .,!, '.- •• , *'f~" 

c .... ,~ ,'.' '" 

Our review of ,the record .does not ,support s0caJ.G~~'. 
contention that it utilized· all. available capacity, to ::xne~'t::,,,i ts" 

." 
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II customer needs and to make storage.~,inj,ect-ions;,as:: o:r::ig:inally:/ ;,:.,':; .:. 
conteltlplated.. The August curtaflm~~t, :Wil:l"')~e:'c:l.i'se:u'ss~~:~,,in·;·qr.~a~er 
detail in a later section of this'deei~ion..;" We '"f,ind, -here_',ihat': 

• 

SOCalGas' storaqe planning could have been much better during those 
months precedinq the curtailment. ",'I ,:v':'" ';" 

We find SoCalGas' arqwnents"that its' storagepi'anning was 
adequate later in the reeord period' even harder' t'o aecept;~:;' 
SocalGas' elaim that 35 Bet was: adeql.iate'ga's in storage 'ori~' ", 
January 31, 1989, 'despite its declaration 'of a supply emergency' on 
February 8, 1989, is not 'rationaf; 'No evidence' supports:an' " 
argument that' the weather in early February 1989' was "sounusua11y· 
cold as to catch the utility unaware.: February isa'Wiriter"month' 
and cold weather should be contemplated"and planned'for by . 
competent utility management. The eharts" prepared:::by ·DRA-;.'using 
SoCalGas weather data, indicate that February 19:89 was"not a ., 
dramatically unusually eold, and therefore unantieipatec:l" "month 
over a 20-year timeframe. The crisis' oecurred in February '19'8:9 

because SoCalGas had too little gas" in storaqe to deat' ~ith' a 'few' 
days of very cold weather.. SoCalGas came too close for • comfort' to: 
curtailing its core customers, and" forced' its noncore" Customers to 
endure hardship during their curtailment'" , " ,~, " 

This is the second record:'period in a row that '~So¢aJ;~Gas' 
storage operations were less than' satisfactory.' Whil~ORAhas not' 
recommended a direct disallowance for SoCalGas' imprudent storaqe 
operations, we nonetheless conclude that SoCalGas' storaqe 
operations were managed imprudently. We are compelled to, po,int, out 
that sanctions could be imposed tor such mismanagement.': 'However,' 
since DRA did not recommend this action,. ,we, will:. only :.admonish 
SocalGas and place_iton~otrcet'o improve'these~':6pera~:tons in the 

.. ', , ""') ',.',,_/,1, "'n ," '." ' .... ,: • .' 

future. 
""'," . 
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4. Was tho August 1983CUrtaillDent·' .. !' , . ' 

Appropriately.Designated.a capacity 
curtailment and What Party(ies)' .. " 
Should Bea.:.;: the ems· Ansmxed? . 

r ... ~ : ' " • , -, J/, , ~' • I: "~: ..... , I' ~ _ . . . 

J' .:', ."':. ':.'" :,~" ,,'" 

, .. ', 
",.' ,) 

, , , , ,~ ! 

" , "",,,,'." 

4 .J. OVc;X'Vicw 
• " !I " . I 'n' ::'.,'.,.';' ",' ,/"" <; 

The ,commission issued an, o,r~er on Augus1? 2,5:" 19,~8 in 
response to SocaJ.Gas' curtailment commencing Auqust. 16,,1988., 

, . , ~ . . ,,", . ,. ' " ~.~ ,. \ . 

(I.88-08-052 or Emergency Order). 'l'heEmcrgoney Order ,was ,,issued 
. ., ,I., ... 'J'. " ',' ".' ' . 

after the Commission informally cons~lted with SoCalGas, Edison" 
PG&E, San Diego Gas & ,Electric Company (.SOG&E), and ,some municipal. 

. . ,_ '. \ " I' 

public utilitios. Tho Commis$ion ord~rcd Calito~nia onorgy '0 , 

utilities to take a nw,n):)er of steps, as quickly as ,possible to, 
o • • ' .~., •• 

alleviate air quality problems associated with the, curtailment •. 
. . , .', '. 

The Commission expressed an intent that the cost of,implementing . . ~ . . ..' . 

its plan to reduce oil-fired generation should b,e ,:borne. by Los 
Angeles (LA) area electric utilities' ratepayers to whom gas was to 

. ., •. f", " " 

be provi.dod. 'rhe reasonableness of how, .soCalGas handled. these 
matters was left for determination in this proceeding
(O.S9-l2.-00S.} 

", " 

.. ,' 

Edison and. Long Beach ,challenge SoCalGas', " , .. ' 
characterization ot the AUqustcu~ilmel'lt as bainq a p~,o~:or 
"capacitycurtailment" under ,Commission rv.les, and SoCalGas' own 
tariffs .. 2 ,Ed.ison and SCUPPI,IID; c;l~' _ n()t believe the,ext;a ,C,osts of 

, ,. ,-, . ;'.. . 

. , 

.... , " 

2 - SOca1Gas' ,Rule 23 reads" as follows: 
, .. , ~ ,..' .~, .. ,' '.', "i (, " ' 

.. ', .1", 

HCUrtaillnent: . t1tility,initiated'-'suspensioXl"'of,:" ,'. 
gas s~rvice resulting,· fromsuppl~ and./ or"" . , 
capacl.ty shortage of qas. Capacl.tv curtai'lm~nt' 
occurs when tho utility doclaros curtailment 
due to a capaeity shortage. A ~~~~itv 
~age 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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it targeted.' 'gas during,.that;,.period. '.shollJ:d':be·-J~orne:,only,:.~.bY;':)LA area 
electric, utilities" ratepayers ,:arguinq; . that; :SoCalC;as::did,:not;~ •• ,~ ~ .. ~ .:::' 
comply with the 'Emergency Order •..... . ' N, '.', ".' • , :::. ""~';" 

• 

• 

,Finally,. in the aftermath of the,: .. August,.·curtailment,ORA.":,, 
ar91lGs that the,' cost of replacement'., gas.' , that, was removed, .. : from .. ;, " . C" . , ' , .• 

storage during: August· should-be borne by noncore cus.tomers; .. ";rho,, .. 

extra cost is estimatec:l.by ORA. at $1',471, 000 currently ... char9'e~"to: ..... 
the Core, Purchased Gas .Account. " SCUPP./IID: and Edison believe,:that ' 
this, amount more properly shou:ld be a, disallowance: levied::. against 
S<>CalGas... . . "" :~' ... \." '; ,~; .. '., .. i,:,';', .. , ", 

4 . 2 'SocalGas" Position' ' ,t, ' 

SOCalGas disputes tho contentions of. other, part;ie&: that,:," 

the August 19S5'curtaillllent' was anything.·other than:·,a.capaei:ty.>.:~:,.,: 
curtailment. SOCalGas argues that the curtailment arose ,,):)ecaus,ej';' :. 
demand exceeded SoCalGas'. capacity' toservc-' with'in' the:, Commission's 
rules relating to gas purchases (Exh. 22):.::," Soca.J.Gas .. maintains': tha:t·, 
only. increased.. capacity could .have'.'prevented thecur:tailment",.not .' 
increased supply. SocalGas .believes:it .was . correct· in·::de.claring a. . 
capacity curtailment as it was required to do under i:\:s: .. tarif~s.. ." 
This curtailment, in SocalGas" view,:"'a'llowed it, ,to· replenish 
inventories. and, to protect service to, core' customers .', : ,. 

J J I ' .' 1 .. ,~ 

~,. ,. 

"t'" 

• ~J J 

(Footnote continued from. . previouspage)~ 
dis.tribution, pipelines, necessary. for, the.· ... :.~ .:: 
acceptance, transportation orsub,se~ent . 
redelivery of qasresulting "in 'Utillty being"" 
unable to, meet ' its operation', contractual or· 
gas customers' requirements. ~P.PlY 
~~ilment occurs when the utility declares I 

curtailmont duo to a supply shortage. A:.::Y.P.Ply 
~ttage is a cond.ition when, in the Utility'S 
jud.gement, the Utility has a deficiency of'qas 
supply available to meet'itsoperational" .: .. :' . 
contractual or sales customers' requirements. H

· 

(Emphasis in original.) 
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5oCalGas' concedes 'that· economic· factors ;pl:ay:::a .J:ole ... in ';;;': 
certain ':curtailments', when.'the':utili ty.:is',:unable to':meet.ia'J.-l ~~;demand, 
after using all econolni~11~ available' ,capacity;;:" SoCalGas-;believes~ 

economies also play a role' in its decision not to burden core 
ratepayers' with any unnecessary costs "in order to, 'provide': a :h.igher' 
level of service to utility electri'c generation' customers',: (like '.' 
Edison) .soCalGas cites D.90-02-044.:, its most recent· ". , .... 
reasonableness review decision in-.'support:of these:.posit·ions, .. 

, , 

SoCalGas admits. it was unfort:c.nate that in implementing 
new COmll'Lission policies which provided for only best effort. service:; 
to noncore customers, SocalGas curtailed UEGs unaerits-eapacity
curtailxnent~ rules. SocalGas:believes ,.it ,was' obligated D..9.3C. to 
increase the . cost· of service to core customers in order· .to·~ enhancer. , 
ser\"ice "·levels~- to UEGs. , ," .... ,:.' I~, •• ',', 

AS to costs associated: with., the.. August 'curtailment, , 
SoCalGas disagrees' with SctTl?P/IID·:andEdison: that: certain; ... ;', 
incremental; costs should·' be retundedto trEG- customers ..... ,SoCalGas .... , 
arques 'that'the· facts., surrounding-the curtailment do not;:support· 
their position. '::':"~"",I';' .. : ' "'~') • 

SOCalGascontends: that the; month .prior to the: ..... . 
curtailment, SocalGas reques.ted>' UEG'customers .. to reduce, their-usage 
in order to avoid a curtailment in August. SoCalGas alleges that 
the OEGs, particularly Edison, took no steps to reduce gas demand. 
Therefore, $oCalGas took steps to get the commission to issue 
I.SS-OS-OS2. The utilities were instructed to take a numl:lerof 
iml'1'lediate actionS to avoid burning, o,il ·,wh±ch.incl.uded,tne: purchase 
of certain targeted supplies.' of ',gas :by,$ocalGas: .on'behal!: of trEG 
customers. $ocalc;as maintb:inS: i't' ,was~- only '.folJ:owinq 'Commission 

" '. ",I J '> ~ ,:. '" 

directives in appropriately charging'-targcted, gas costs, to the UEG 
customers. 

" , , ' . 
SocalGas obj'ects to the Edison proposacl, to require a 

formal filing.. ~ith :theCommissi'on when a 'eurta:tlment-"oc,eurs because 
of timing problems and the. very natu.~e ~~femergency'. curtailments • 

. \ ,'" - ." " . . .." I ~ , :1 :. :_. _ I . :~; .. "', ..-:1 ~) 
, ... , i" 
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, ' , 

,': ::, ,,' ,Longr,Beach's.: Gas. Department:i-s',ra: wholesale;"customer,lof-:·, ' 

SoCalGas.and· bas, been' affected' adversely by;,t.he::'capaeity :-" ,:": . .1.',,../,,': 

curtail:mentson ,soca.1Gas':·system." ,Long,)I,Beach" argues',·that: the, ," 
curtailment' 'in August l:98'8',was nota capacity curtailment~ under,. 
rules in torce .at that time. Long Beach, believes SocalGas, ,has, , 
misrepresented,' the facts and, circumstancessurroundingJ"the'Aug:ust 

curtailment. ." 
By way of background, Long Beaehcites D'.a~12-0'lO, ,where" 

the' Commission adopted.' rules 'that apply, in"the event; the;"utility 
needs to- curtail service to· -.its- customers." There:, ,the Commission 
identified' two, types of curtailment,situations,,"supply/~' , 
curtailment and "capacity" 'curtailment. 

"A' capacity-related. -curtailment',wouldbe' dUe", " 
only to transmission constraints intrastate. 
We do not want the utilities' or this COlTllnission 
to have'to determine whether the' inability of 
suppliers to,deliver sufficient gas totnc 
california border is d.ue'to transmission ,or 
supply, problems. "", , " " 

* * * 
p, '. , "',"""";' 

"We note that realistically, nonco~e customer~ 
should practically, without exception, receive 
thetull amounts of gas. ,which .have . been .!'; . :., ,,-,

delivered.to the california border. .To our 
knowledge, curtailments have' been due onlyt'o ,.::~. 
out-of-state system operation,: supply orloeal, 
distribution constraints, not "to intrastate 
transmission constraints." (0.8'6-12-010,' d' -

pp .. 24 and 26 .. ) 

,'" ",. \ '.,,,, 

LO~~(BeaCh argu~s -from this :languagethatthe'::coiDmissioli' 
contemplated"that a capacity curtailment wOUld"bE;"'a":rare r).~::: ." ';,. 

• • . '." • ' .. " , . .... , " '.~ ," "..-.,,- " ' ""1'" . '. 

occurrence.' Long' Beach mal.ntal.nsthat, 'unfortunately, there : have; , 
been chronic "capaci ty curtailments" on SoCalGas' system with' the " ' 
August 1988 curtailment only-the first'. Long Beach'believes 

, " . ~ '. ~ ,'. ..' .. .. ~.~ .,,'....,., r'''· .-.t I '. 

SoCalGas'has misapplied the rule' adopted by the Commission.::' in' 
:O.86':"12..:.6io~ " 'l'hesiqn'if'icanc'e Of' ~oneetly designating: the" type of 

- 18 -; .. 
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curtailment relates to the difference in the;,rules .. that.,apply:,to __ ... " 
each designation. 
may be curtailed. 

In, a."eapacity''':,curtaillnent,·· transportation gas 
However:~ 'a:"supply" .. curtailment allows-: :the:.-:: '; .':: .', 

continued" delivery of transportationqas..'-except·when ,an :emerqency ... : 

is declared· by· the Commission. In . Long 'Beach's case', its; :volumes-; :::",' 
are in the first . block tor curtailment when a capacity. curtailment : ':: 
is declared but in the 17th block in the evento£ a ·supply.,. . ," 
curtailment. Obviously, Long Beach has a legitimate concern that, :~ 

curtailments not be mis4esignated-' ,. ".';. 
·Long·' Beach contends that $ocalGas"; witness Owens; conceded: 

that SocalGas had the capacity to receive-.allof:, the .volUll\es;:~that, .;: 
were delivered to, the border;:, Owens. was, unable. to .. identi£y:,·a single 
point on the SOCalGas system where insutt'ic-:i;entcapacity ',:wasa , 'j 

factor in its decision to,·curtail .. · ·.Lonq- Beach ·takes.·exception to 
SoCalGas' reliance on the phrase ,"in the' utility"s ':. ." 

r ~ I' I '.';. ": '\< 
judgement" in . Rule 23-, arguing that this .. interpretationwrites out 
of the tariff any distinction betweencapaci ty and. supp.ly 

.. . ,. .. . " ,~. +., , ,. _ . ,) I, • " ; c _..I 

curtailments, leaving too much discretion, to ~the' ' .. util.ity;, s 
judgement." 

Further, 
in August 19.88 was 

Long Beach believes the Commission order issued 
, . '., . ~ ',' , . " .. " 

"a,bsurdon its .. face"'·,if SoCalGas' . was :,~~uffering 
. r • . ~ " .'. • I ro. " _.' "h)" " 

from true capacity 'curtailment. Long Beach .. argues ,that., ,it would be 
frivolous to expect that .a capacity constra1nt'·could\be.,:cured by 
the purchase ~f' additional qas':: ,Ho~ever; :in' soca:1G~st;:;;iew, the 
events that occurred' after-the' order' was' issued 6ontirm~that the 

.' ~, . , ,.' ... ' " 

curtailment related entirely to economic considerations,: .. :and had 
nothing-to,.dowith lack of capacity on. SoCalGas'. system.. SoCalGas 
admits the order Hqave SoCalGas the, flexibility t~.purch~se . 
additional.supplies.ta~g~ted fo~' th~' no~eore 'market."": (Exh: '~i~'::"':'-': 

. . '" .. ' .' ,...... ' _ ,_ "" ,:<. '-,;' ·'i.' • '~r:';:~" ' ,,",'::~,:: ~, 

p. 20.).. '. . '., " ", " 
Long Beach supports,the,p~~iti;;ns of 'Edi~on anCl'scuPP1IID 

, '. y , ._. < . ".! ,~. 'i. ",'. t" ~ ." :,! ' .. :., " " ." ,:' t) ,',. " .. 

regarding,. the causes ,of the curtailment and appropriate remedies,., 
.'. 'H '_",. \~ '."" ',., , .' ,., • 0'. I, •• : • ". ..,' I! ,',"', ~: ;.;,.. i + I> : '::",' ,".' 

In conclusion, Lonq Beach calls,., SOCalGas', designation of, the August 
.' ... .,' • ,', J -, "l y"," '~:,., .. I..' 0'10 ~ .. , ' .... ~ \ I. " '~ ,,' •• " ~ 
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_ 1988 '. curtailment '; as ::a" capaci ty~·curtailment,:·a;· ;:f~aud ·,and;·.:in::.:plain 
eontravention::.of its own . tariffs. ,<,,: :",.,' ,':' .';;'" :\'.:' :-;:,::.: ::)")~~"":>:'. 

• 

'. 

4. 4 . Ed1"son'S""""S1"t1"on ,: ......... " ,"', ,. ,,' ........ ' ...... ~. ' .. . ___ .--_~ ~ A.)It! _____ ~ • ... ""~: J "~ ~.~ ~.: j': ~:, ,~/.J; -:"j :.' r.: ,1 .... ; ',I ,,.., ;. ~ 

Edison; . lays., the "necessity" of the..;A'lJ.g\lst~~e\lrtailment at ... , 

SoCalGas' door,. arguinq· eeonomic:considerations,., ·led~ .. SoCalC:;as :to:, .. '::. 
invoke'a curtailment. In the aftermath· of that.c'IJ.rtailment:l' Edison. 
submits that the- followinq recommendations.sho\1la.be.adopted~l:>ythe.::: 

Commission: 
l. The Commission should fina that SoCalGas 

violatea its tariffs and.comInission rules 
in declaring the 'August, '19'S'S' curtailment:: a':< 
capacity curtailment' anci .d·id'.not' implement ": 
the emerqency order in accordance with . 
commission directives; , , . 

2. The commission should.ord.er SoCalGas to 
refund the costs of' targeted' qas paia:~ by 

. 'O'EG customers· and' reallocate those costs· .to-, 
all eustomers~ 

" ._~' -.' , I 

3~ The . Commission , should require: SoCalGas to·.' 
s\lb:mi t a formal f il ing, coneurrentwi th tho 
aeclaration of a curtailment,.· which' details' . 
the conditions of the,curtailment-a:nd 
documents SoCalGas' compliance with its 
tariffs~ and' . '. .... 

4. 
" ;\ " 

The commission should require SoCalGas to 
establish backstopping arrangements to 
replace its current praeticeof'over,:" :'.< .. , 
nomination. Backstopping arrangements , 
provide insurance aqainst· a"gas supplier's' 
inability to meet its supply commitments. 
Backstopping assures that SoCalGas will 
receive the amounts of gas aqreed to in 
ar.ranqements with the backstopping 
supplier. 

In addition, Eaison disagrees with ORA's.:, proposal 'to. 
reallocate storage replacement·· costs' to- noncore· .custome:t:s .• \ 

As to Edison's f'irst'. recoMendation, ,Edi.son j:<?,':ins with 
Long Beach in a;guinq.that the·c~rtaiim~nt·ixi., Au~st :.l9'88.: was 
improperly desiqnated ~s a 'capacity, ~r:ta'il~ent~ . . ;'J' .• 

'~ . \, , .. ' . 
.... •• t.' 

. - ... J >,. \J" I .~I "," ,' .. 
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Edison' discounts:~SoCalGa$"·~'c:taim;thatl',therer:was;·h.igher.: ;.:: ,,/: 
than expected trEG demand in 1988 by.pointinq:to the factc,that\'UEG-;,:'> 
use was lower during 1988 than in 1987. SoCalGas'-admi:ts·:i1;;';sho~ld.~.~~ 

base its forecast onaetual volUmes ot~'the prio~'year~: ,However, 
Edison po'intsout that SoCalGastorecast's:tqnificantly: lower ,-,:: 
volwnes of' UEG,demand for this record'period. Edison arques, that, 
this forecast' was taul ty 'and the act~al V01Uln~S taken, during 198,S, , 

by 'O'EG customers should have been exPected by competent SoCalGas~ 
management. 

Edison argues that'SoCalCas ha~ not refuted'the tact that 
immediately prior tc>the curtailment"El, Paso had available 200-250 

'MMcf/d of capacity from the San Juan, :sasi~'~ (Exh .. 16~) Edison 
contends that ha~ that additional capacity be utilized by SoCalCas, 

~ '. ' • , I'· • / : " , ,. • 

the "need" tor curta1.1ment ot UEG customers i,n August 198'8 would 
have been nearly eliminated. Edison's', arguments regarding 
SOCalGas' storage practices have already been discussed. 

While contesting socalGas."',' ,handling of events that led up 
to the Emergency order~, Edison also' ,criticizes SoCalGas' carrying 
out of the Colnlnission"s di'rectives .. ' Spe~·:tfica.llY, Edison claims • 
SoCalGas failed to cooperate with: Edison 'a~d otherUEG customers to, 

~ . , " " . 
maximize the amount of gas brought to California as dircctcd by the 
Emergency order •. ~ ,(I.8$'7"08-052, p.'26.),,' , 

-~ ,- • '" • .' '" I. ", " 

Edison cl:aimss~ca.lGa$'noti:eied Los Angeles, area UEGs on 
September 6, ,1988, ,as,' follows::", ~,,".~ 

/', ,', ". 'I"·', "' 

• " ~ " \ A ' , j I .... ~ J 

i." .• 
" "" .. ,,.' ," .' .. 

,I' "'h ",'" 

,J .' ,,'; ".. I ~ t·· .. -; " '/,,' ." , I " ,'I ; "', • : .• 1 ... ,:~ ,,~ :. 

3 The Emergency Order.stated,:,) -. 
',' 1,,' 'j .,' ,'.J .1 

If. ;·.'l'he:Commission; desireSJ:.socal::and,:Edison;:to.::,;;;'·· " "i, 

work with the ,other, utilities, ,to maximize the , 
amount of natural 'gas' brought' to Ca11fornia"'on' 
the El Paso< pipeline. ,'It: is. our understanding "', 
from informal contacts with.both the ,utilities 
and El Paso that incremental suppli'es are 
available and that capacity exists to move such 
gas ••.• " (p. 7.) 
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" ••• The ,Los 'Angeles,"area:elect:ric,:ut'ilities":d.O"·,,"" 
not have the option to accept" OJ:' ,deel'ine ." ,'<' 
'targeted' supplies, but as of the date of. the. : 
Emergency Order are obligated to purchase the ' 
supplies before taking, supplies, from the Air' 
Quality Episode Day Account." (Ex., 19, 
App. B.) , 

, ~ ,,: '" I', ~,. 

Ed.ison takes ,.unl:>x:agewi th SoCal,Gas' interpretation o:f the 
Emergency ,Order that all targeted ga's ~Ol'W'l\~S that SOC~lGa~"el,ected 
to purchase at its owndiseretion.l,eea~~ take-and'-p"ay'~~ii9at.ions 

• " ., r '.. .' '" , •• " , 

of LA area electric utilities, regardless of price (Exh. 1,9, 
, , ' ." " . '.', - ,~I . .' • \. . 

pp. 4-5-). Edison does not:believe it was. the,i17tent of .t.he 
Commission to have UEG ratepayers bear unnecezsarytargcted gas" 
costs or to prohibit 'O'EGs from m'aking eeonomicres~ur~e',d~6i'sio~i' 

. . " , . '. " ' 

in the best interests of their ratepayers. 
• J ~ , ", , 

Edison contends that,most of thetargctcd gas supplics 
, ''''' '.,,", 

purChased by Socal were.D.2.t. required to prevent Sl.Unll\er, oil ,:burn in 
. • , .'. ",. '.,'.<", 

the Los Angeles Basin. SoCalGas purchased, 3,5,60 MMcf of t,argeted 
, .'. ", I • '}. I 

gas for the Los Angelcs BasinUEGs between August 27 ,and , . '. . 

September 15, 1988-, and offered Z,:656 'MMef to Edison., ,Edison 
rejected all but 224 MMcf of these:targetedga's supplies ;"since 

• L' •• J 

other more economic energy supplies-were available'.:..., ,'Edison advised 
SocalGas that the volume of gas offered was not' 'needed "in order to 

. , , , , .' ~ 

avoid burning oil in the Los Angeles Basin. (Exh. 20, pp. 6-7.) 

:tn accordance with the Exnerg-eriey Order, Edison belreves this. gas 
should not have been procUred' without the priorcori~erit of::'Edison,,' 
and Edlson's ratepayers should'notbe' required'topay'for this" 
unneeded gas supply. ' , " '":.: .: 

The Emergen~ order 'did not 'relieve, Edis,on '-o~,'}~ts 
responsibility to make'~eonomiealJ:y prudent'resource decisions. 
The Emergency Order ,provided_ certain "conditions' for::Ed:Lson: 

"Edison is here:by,authorized'to'purchase gas 
priced in excess of available, oil ,supplies <, ," , 
throu~h the ·period' ending November ,1,.: 198-8 ',.to·c" 
the ll.mited extent necessary to avoid oil-fired 
generation during this period. Edison remain~ 
obligated to m~ke prudent purchases of gas 
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compared -with' alternative' sou;r::ets' of· en,;r::gy,;': ... " 
§..~h as ,PurchaseeLpower .. " _(I.88-08-052", '/:.r: .;(,' 
p.' '. 17 .) , ) . ' .". ":",0:: .,', :Y:: ',' .• ' 

, 
'.'''' ;' .. 

Edison arques tha~ ,socalGa~~- b~': ~'i~~~er~il~~d~giding the 
amount and price of targeted qas supplies Edison and"'otlier UEGs 

• i", 

would be required to purchase, and by refusing to inform"Edison of 
either price -or quantity, precludedEdisonfrom'making-'reasonable 
and informed decis.ions on behalf of its'ratepayers-.· Edi's·on'·':·-'··' 
conclUdes tha.t if the couission'determines all targeted gas:' costs' 
should be paid solely by LA area eleetrieutili ties~that· ... .' 
determination should preclude any clisallowance related:t'o costs" 
Edison may' nave inCurred in purchasinqtargeted qa.s supplies'.' j 

As to Edison's second recommendation, 'it' believes -the:' 
incremental costs of the targeted gas 'supplies should' be: . '. 
reallocated. to all customers because SoCalGascontinued'storaqe 
inj'eetion to xileet the needs of more customer classes' than:: were' 
called for in' The Emergency Order. ':rhe Emergency' order- states': 

" ••• we intend to assist all the gas utilitJ.cs in' 
inj ect-ing . enough' gas. into storage" tp-,protect • 
high priority customers' s~rvie,e reliability 
d.urinq the upcoming winter~' As the term high 
priority customer implies,.. these residential 
and,commercial customers will retain first call 
on the gas." (I.S8'-08-052, pp. 3-4.) , ,'" 

Based on the lanquaqe, Edison believes socaiGas' 
improperly continued, to make storage injections f~r P-2Bto P4 
customers (m~st of wh.om are noncore:i.nte~ptible customer~)·. As 
Edison witness Huettemeyer stated: 

"The, commission should recognize that while " 
SocalGas may have' a business objective in' 
serving interruptible noncore·:customers (P-2B-'," 
through P4) in the forthcoming winter, "this '" 
objective cannot serve as a reason forli1niting 
gas to UEG customers in the sUlnlner, thereby", :,' 
exacerbating air quality problems within the .:-" 
Los: Angeles Basin .. " " (EXh. 19".p. 4.) . :.:.--:.' ::. 

,;l .. , 

,',,' 

'\, ." 
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. :Edison believes. that: the ,declaration . of·'an~:emergcncy .. :anci·, .,::: 
the continued purchase of targeted gas suppl ies resulted :-i:n ,: Los _. ". , ... ;::; 
Angeles BasintrEGs . paying. increased :~costs':,tha·twou);d::notc.:have been 
incurred· ·had SoCalGas injected 'gas into<storageearl:ier.:i;n"the., '.' .. :' 
operatingyear ... Edison argues· that· SoCalGas', dec:tsion' to refrain ' 
from making purchases ot available gas supply .and·therebY·.l:eave . ' 
capacity idle benefitted higher priority" (P-2B:.to·P4)~ customers 
because SoCalGas ultimately was able to·,shift· the b.igher .. ~ost, gas' .. 
to 'O'EG customers CPS.) as a result·,ot·targeting. these supplies.··. '.' " 

Under these circwnstances, Edison does not believe:it is 
fair for only the LA area electric utilities' class.to:~.pay·the· .. ' .. 
incremental costs ot 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 nexteost allocation·· proceeding· .. : ... : 

Edison's third recommendation calls forthe·;·establishInent 
of a·formal'filing documenting tarift'compliance,for:curtailments 
declared· on the SocalGas system.' 'I'he'nature of SoCaclGas',:~, 
curtailment designation (either eapacity or 'supply) ,·has :., >:" 

substantially different economic consequences.. for its' customers .. " . 
Edison believes SoCalGas should be required,to '. 

demonstrate'in a filing to- the Coxnxnission·thatthe type'of: 
curtailment being declared" complies-with ' its tariffs , .. -specifically 
documenting the reasons for the curtailment and . the' .efforts;,the 
util,ity undertook to- minimize and/or allcviate the curtailment. 
Edison argues this procedure wouldenablc·'the ,Commission' to make- a 
decision regarding special actions.: which, may be required:-due: .to the~' 
curtailment.· Edison bel'ieves'the' curta:ilments and orders~ which 
issued during this reeord'periodare ins.taneeswhere m.ore" and 
better information could have assisted the Commission.:',· 

Finally, as to Edison's fourth recommendation,.' ·1.t,·. 
:believes theCoIllInission should require:that SoCalGas;,establish 

.,.,'/, ... 
_, '."J 
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:backstopping' arrangeJnentsto . replace:the .. c::urrent .practice-.:.:of 
over-nom.ination. ..,. :" ,p'," - ", ",r '·.:~.(::,1'";;L;C: ;::;' .•• ,r;: .. =,";- ., "'.::' 

SocalGas over-nominated .. :spot.gas supp:lies ;'during: {.the. .:: ~:.r,. ,\ 
review period. In an ,attempt,'tominimize-~.the-effect::o:f: s.upplier.::;:.;:, 
nonperfor:mance" and :in an effo,rt to .. 'maxim:i:ze the· utiliz-ation\ ... e:f, its.:· 
pipeli:nesystem, Edison argues that ,this, over-nomination process, :,._' 
did not assure that additional volumes of· gas, would'"flow.on the . 
SocalGas system;, rather ,noncore ,customers,"" (primar.ily ;·UEG:..·:; , 
customers) transportation"volumes were. trimmed on:the :po:ssibility 
that additional gas would' flow'. Edisonis·uncertai·n· that gas 
ratepayers benetit from this. practice,:-but it is.certai~ :that .. 
electric ratepayers pay higher costs ... ·. Because· of ,$oCalGas~. ::over-· 
nomination practice and the resulting: trimming', ,Edison ~ and--.other ." 
UEG customers are required·to .. purchaseSoCalGas' ; own ,sales gas,.·at;,. 
higher prices, to make up for.' lower-cost. third-partY,.gasthatdoes 
not flow. due to trilnlning _ .. ','" . 

Edison recommen<is'that the Commission.: order, SoCalGas . to 
replace its" practice of over-nominating, spot gas, supplies .. with··, . 
backstopping arrangements.' Edison .. ,believes such.',al:'rangements will, ~. 
provide for efficient utilizationof-SoCalGas' interstate,: pipeline .'. 
system, ana provide a hiqher level :0£. service·. under today:~s 
capacity shortage conditions •. Edison argues that all ratepayers 
will receive,' SOme benefit from' backstopping arrangement:~because. 
throu9hput on, .. $ocalGas' system will be. increased:. Backstopp,ing ,:;' ') .. 
effectively counteracts suppliers' nonperformance, and .. in~)Sdison's:-". 
opinion, 'allows for increased"competition- as more noncore~. ,,", ," 
transportation' volumes are allowed to f·low, through· :the:~ SocalGas.- :. 
system- In instances where the; :costof :backstoppinq,,'exceeds. the:.:, ", 
benefit, Edison recommends thosetransportation.custome~s·~i:th: 
suppliers that do not .perform should pay the cos:tfor:: backstoppin9'< 
that nonperformance. . _. '., .,:. , .', . 

Lastly', Edison opposed .DRAts. recoxnmendation·:for.;· , ...... ,....-. 
reallocation of storage replacement costs to noncore customers 

.' 
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_ because it· is unfair· to: all noncore: customers ·anct especially::. t.O:-. UEG::. 

customers.: Edison sees this., proposal . as. par:t:icularly. onerQus:: ;i'n~:.. -

light of the additional costs incurred.: by noncore. customers.during-: ' 
the record· period. due to SocalGas' 9'a~~.purchasing policy;.,:; In 
Edison'S view" '.SoCalGas' qas purchasinq' policy. during the .. record·; 
period. resulted in trimnd.ng. and. curtail'ment· of,: noncoreeustoxners' . 
transportation gas. As a result, the-noncore' customer,·either·. 

• 

swi tchedfuel sources or purchased. ·5oCalGas' higher~pr.iced 's.ales .: 
gas.' , " .. , ',,' 

,,~ I' ,< .:. ~. \0', ' •.• \ 

Edison also views ORA',s 'recommendation·asa .doUl:>le;.burden, 
because UEG customers were· not " included in the final:, s1:orage-, target .. 
aciopted by SocalGa~. even though UEG customers were :allocated~,$24.5::. 
million in storage costs pursuant "to. O.87-12:-039~ :·Edison concludes 
it wou.l:d be' inequitable to further bu:r:den.. UEGc~stome.rs-,wi:th:·:, .. ' _': 
storage.- rep~cement costs when- SoCalGas did: not. plan·. ,to. store gas '" 
for. OEG··'customers.".:, '. ~ " I -I •• ' 1', .... 

4.5 DBA's Position'. ,: , ' .... ;',;~'. _,:. " , .... ~ 

.. ' '" ORA recommends that $1.47 million in replacement gas:,~ . 
costs shou:ld: be removed from· the. Core: Purchased Gas .. Aceount and 
reallocated' to noncore· customers.' ORA-:maintains, that .,:the: ,f:acts.-., 
underlying this recommendation .were'uncontr.overted at, the; hea:rings. ... 
In late August and early . September, ~1988,. . .soCalCaspurehasecl:.an, ',' 
ad.ditional 5. 7Bcf of El Paso 'coxuxnod.itygas,beyond ~e . minimum ,.' 
operating requirement (MOR). 'I'heprice-.of,this '_9'as ,was, '.,.:; .. 
$2. 84/MMbtu. Approximately Z • .7 .Bct •. of th·is gas was., .al·loca.ted.:to.~. 
the' 'noncoreportfolio. 
core portofolio. , 

The remaining. 3,.0' Bef was .allocated to· the 
, ' .• ", ... , :",~, ( ".,'. I 

',' ' .. ~ " ' .... ~. 

". ' . Prior to this t.iJne,.. during;· July, and early. AU9Ust'.;.19~. "~~(). 
storage withdrawals were . made and· storage. levels dropped. ·'·However, 
in ,July J.988 ~core ciemand 'was j.us.t .;over:. 700MMcfld, while ,flo,wing., •. , 
long-term supplies were in excess ,of 900- . MMcfl d _, , Clearly . then, .... , 
eore"s.requirements were satisfied ))y,flowin9,9'as,:'and~there was no 
need. to withdraw . 9'a s· from':.storage :for."core· use •.. ~On,..:the:;other,hand, 
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during· July'1988," over 1i cmill-i'on ,t>th~'ot long-termi',gas was:,~: "';", <~;<; 
purchased- 'for'; noncore customers, whil'e: almost" 5;.9 Bct was withdrawn;', 
from; storage' to: meet noncore: demanct.:: (Exh:;'. 5. ),,: :' .,' ,,', ,J:": ::.,' 

,,~. DRA :believes' that: 'core' cust'omerS::', should~'lnot,:,be~expected'-,: 

to pay "extra' for the high', priced gas:: which' was purchased:,'to\ ': ::,' .. " 
replenish the 'core's storage. ' The additional E1Paso::comxnod·ity.gas.' 
that was purchased to replenish core· storage in the' end:of'~August, ' 
and earlysepte~rwas on'average$0.'49IDth, morenexpensive ,than.', 
the gas which was taken from core's storage fer nencere use. This 
calculation is based upon a compa'ris'on' of' ,the price cf, .. long-term 

gas in July 'of $2.35/Dth and the EJ.;':, Paso.· cornmedity:'price of 
$2.84/0th in August and September~ (Exh.-S.:),· - , :.':.:~: .;;1,. 

The purchase of gas. at:tbe higherpriceresulted:.in'an 
extra cost ef . $1,471,000,', which SocalGas: hascharged~·to' the Core', 
Purchase Gas Account. It·is DRA's- reco:mmendatien.thatSoCalGas. 
should be 
that this 
Account .. 

allowed to. recever this cest from nencore:'customers',.::and 
cost should be remeved from the Cere Purchased Gas'., 

. " .••. r 

DRApoints out that So cal Gas did, not·'centest: DRA'~s',; " '.,' 

recommendation ,at hearing.' 'SoCalGaspresented no,testilnony.reither 
on direct or rebuttal" to-challenge 'DRA' sfacts:or·-conelus'iens.~'I:'; 
SoCalGas questioned the ORA' sponsorinq':witness: only. ,on; ,how:. the ' 
excess gas costs sheuld be 'distributed to . the noncore .,', ·DRA.;:·~' .', . 
recom:mended that the costs be . allocated .te,'allnoncore customers,in 
SoCal'C3S' next cost allocation ',proceeding: .. '~', " ' • Ie • 

..'.. 

ORA argues that the' arguments. against its proposal raised 
by Edison a.nd SCTJPP fIIO suggest that the excess gas co'stsshould· '. ",: 
more apprepriately be treated asa .disallowance~ rationa~izing that 
if "extra" costs' were incurred:":by customers ·as·, a resuLt·· of,,' ,,:., .,,:: ;~ ::' 
SoCalGas' mismanagement. of its. storage operations, thenSoCalGas.,.· 
not its customers, should' suffer "the consequences. ':'::. 

While, ORA does' not ,disaqree with this.: pe'int, in "concept, , .. 
DRA does not support this recoml!lendation, because:, it ' .. has., not· '::., 

• 

.' 
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_ performed' . an': 'analysj;s"to: ,'support·; the\ necessary!' fac.tual concl,usd.ons,~~
ORA wi tnc-ss' Myers wa·s' subject· .. to.' extensive. cross-examination::' by.:. ;" ':, " 
counsel for SCUPP/IIO on this point. Myers. testified~that while-~he. 
has no partiC".J.lar, problem; with a: disallowance of'. the. '$1. 4,' million, 

• 

• 

• .' • -, '.,. .,., "':' • "j', ••• ../ I" -.... ", ", J' ,,,'" t··,. , 

as long as core. ,does not have to. pay. this. extra' amount, hl.S review 
. . '. ".- ~'" . -.- . ,. " . . ~ \ .... ' 

of the facts suprJOrted a r~commen~~on."ofreall:ocation of costs to 
the noncore~ CRT vol~ Q.,.~. 52l.), i'.~, " 

ORA does take strong exception to the SCOPP/IID back-up 
position that the excess gas'costs be borne by the;d~re if the 
Commission does not treat them as: a·" disallowance..c .DRA. argues that 
SCO'PP/IIO' 'have· absolutely no-: basis for this recoxnxnend.ationc,;,;other ...• ;. 
than·adesire"t·o··shield the noneore "from·.' theexcess·gas. ·costs.(~. 
Scupp /IID witness Helsby adxni tteci that all of his:' information 'about 
the purehaseand' distribution; ,of this:,qas. was.:'basedupon"~the DRA 
repo'rt', that he:'did not know where the" ga's wont if 'it, was· notr'.used,;·· 
to replenish' storage, and that he .d'id) not conduct 'any: independent""~J 
analysis of "how the gas costs, were' incurre·d·.', CRT' Vol.', '8--', .. ,:'::,.': 

pp. 609-610.) SCUPP/IIO's ,objection to ORA's proposal:·,·is ,result- ." 
oriented, and is not supported'by any'factual basis':As;DRA::~notes,.. 
not evenSocalGas has contested,thatthe" high. priced ::El: Paso,::> 
coItllUodi ty' 9as was,' used' in pa,rt· to;: replenish gas. which. was:: taken' out, 
of storagefor'benefit of the,noncore • 

. ORA "'contends that Edison "S', position on this.issue' is,'. 
equally unpersuasive, and is evidently purely the product of,·,,,,· 
Edison's'mOtivation, asa OEGcustomer, to avo,id·sharing:·the burden 
of the$l.47 million excess gasl,costs. '.: Edison argue's.in its',"~~,::); 
testimony-that'the core should·bear:<tbe.,cost o:fthe"hiqh::.priced:..:·. 
replacement 'gas' because, :" ~ .'~ if',SocalGas":s:decisi;on;-does not:~a-llow:.; 
for enough pipeline space to meet·:the:noncore' market'.:de:mand . with,,: . 
flowing supplies, and storage withdrawals, occur,.: the core':customers 
still maintain the advantage of 'S'oCalGas' lower-pr±ced':purchase~i:"::.~ 
strate9'Y~f6r gas in, storage:,which 'was ,not:.withdrawn ~and/;replaced~" 
(EXb.': 16, p. 21.) DRAsubmits- that this::testimony entirelY:;1nisses"; 
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the .po-int,::as evicieneed. by,:MS.:·:Radford:,:,sq,testimony;~on·:,cross:;:y;:,~·,.~.; '~"':~ 
examination' which eontra:ciieted:' her.' pre-f:i,led.· .. ,testimonYi:~ and,:.: ~ ..... ',: ,':;.":, 

,supported DRA:'s..-'position.. " :,rr ":'r":._~ -~c.\j ~ ',.\,~~, 

., Q.. "To.the· exten.t:that. the gas.,: is., replaced:::.!·)':;,': .,>, 
wi.th more expensive gas than ,was taken out, 
would you' 'agree "'that the core would' suffer'·:·, 
·a· detriment rather.' than maintaining· an· :."'~"" 
aclvantage of the lower priced purchase 
strategy that you referred to?" ' . . 

A. "Yes." CRT Vol. 9, p. 675.) 

. :', 

ORA declares that the record··showsthat,.this .. isexactly. 
what occu...-red.~ the' core ended up saddled'"with 'expensiv,e,'.gas.:because': 
the lower pricecigaswhich. was xnainta'ined in core· storage ,was used·,; 

to 'serve the' 'noncore. ., ~ " ::~.' '1,;" .:' • c\: r.'. ~~ ", '. "':'-" .~"~' .. 

Edison'$' second argument that:. UEGeustomers; ,have,;" ,.': 
"suffered enough" is equally unpersuasive)'in .OAA/s.op·inion .... ,ORA,: .. 
contends that Edison fails to' explain why the alleged: fact· :that,· 
during August/September .1988 :tTEG customers. ,were requi:t:ed.to '. 
purchase higher priced sales gas,. due ,t~,.SoCalGas' ... tri~ing·,!- -.), 
practices should insulatenoncore f:r:om"paying fo:r: :·the replacement.; • 
gas costs associated with gas it enjoyed .. from. core's',stor,age.,,·.ORA, 
asserts- . there. is no, reason core customers, should" haye to, : ,pay .. :extra . 
costs to replenish storage that was us eel: ~y,noncore:cus:tom~rs.r;:'" 
whether or' not UEG customers ·have .'independently,·· been "wr()nged ~y 
SocalGas_ 

. ORA 'urges that fa"irnessJ:'equires .that ,the.":,,Com:mi~i.on.:;, .. " 
remove the $1.4.7 .mi~lion ,in replacement gas~costs.:from the ~:~or~. ! 

PUrchased Gas Account. While: ORA. performed ananalysis.,.th~1:'::I' .'.~'. 

supports' a recommendation of reallocation ",of these,·costs.:to:.the;·., '.": 
noncore, ORA does not oppose treatment of these costs.;as a" '~":' ''-c'': 

disall:owance~:.., ORA's primary'r.concern is that these. ,costs .. not .. :be,:, 
shouldered by core customers. ," ,.i:~:'.,.·; 

DRA'also rejects:Edison's~.recomxnendation that".:tar9'eted~ ' .. , 
, - ,. ".',- ... ',.. 

CJascostsshould be· reallocated to.'all :customers. ORA points out", 
", \ 

• 
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.A,i ~I .,.. 

that the Emergency Order explicitly intended(';1:.h.at::::riieasUreS:'~'taka,to,;\ 
reduce ,'oil-fired' generation: shou-lc:l be borne :)the~'O'EG ',' ci1:stomers to, 
whom the energy was provic:led."" '(I~88-08';;'OS.2;;'''p>4':)' ";'ORA:·be'lieves', 
the Commission'$ 'decision on this issue' sh6ulc:l~' not;~bei d'isturbed. ':,~', 
ORA maintains 'that the additional cost of the tarqcted:'gas, was <: 

incurred in order':to provide' gas for use by ,the: UEGs:~ DRA suggests" 
that 'if the Co:inmission is persuaded: that: the OEGs' did" not:'bene·fi t::, '" 
from the purchase ot this gas, then the costs should"'be:tre"ated 'as:::" 
a disallowance. ORA is adamant 'that in no, event should the' core be 
required" to toot the bill for' purchases that were maeefor:"the" 
benetit ot' UEGs to avoid 'OEG Curtailment. ", 

ORA does support Edison"s recoltllnendation' that: SoCalGas be 
required to submit a tOJ:1t1al: tilinq, concurrent: with the de'cl:aration~ 

ot a curtailxnent, which detailsthc'condltions of thecurtailmC!nt:' 
and documents the utility's compliance' with its ,tari'ffS:.:" ORA, " 
believes this information will be- very'valuable; when: an attemp,t is

made to roconstruet ovents.' ' Additionally~' OAA' point~· out· that thj;s, 
information will provide affected customers 'with an opportunIty to
challenge the basis ot a curtailment, and to 'enqage in: any"" 
nceessarY planninq to moet' their own' ncods'~ , .. ,' , , 

As to Edison's proposal' on' backstopp-inq; "ORA believes 
this issue should not bc decided in the current proceeding because 
th~r~ i~ virtually no ~vidQnce in tho'record regardinq:,the 
potential tinancial implicatIons of such' a -rule,. ORAbel'ieves ' it' 
is more appropriate to leave this issue>to- a generic":proceecri'ng .. 

'DRA :hasbasically 'the same' p'osi tion . regard':i:ng:'SCOPP {'IID 

and Lonq Beach's concerns about'SocalGas" trixm'lting practices;, :ORA 
believos the issue was not'thorouqhly l'itiqated: in th'is'proceeding , 
and' the record docs not support ' anyconclus'ionregardinq:the '::equi ty, 
of trillllning ei theras a qeneral practice 'or under th'espec:L,tic :, 
circuins-cances of this' review period. -.« .. 

I ' .. : ~ ,Y . ,. ',.,I, ... r, 
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~ • 6 SgzpP,aXD'S Eosi;ticm.,: " 
, ,SCUPP/IIDclisagrQQ . ,with DRA.~s ,rQcomlncndation .. that $1.47. '. 

. • • ..! ,.' ", ) .'" -' • ' , 

million shoulcibe, reallocated"to, noncore·customers .. , Rather, ,',", 
. .... , . ". ~ . . ..' .. ~ .. .. '. 

SC'O'PP'JIID;, argue 'Chat· $1.47 million should,,.be . disallowed .. ' ,.sCUPP{IIO, 
• • ..' • '.. (, .. ro' ~ , • 

allege that the .replacement ga$cost$\calculatecLby"ORA:wouldn~t., ' 
have been necessary had SOCalGas.fully nominated .. availabl~~.gasl' :, 
both inexpensive spot gas anclxnore expens,ive El .. Paso commodity gas .. , 

. . , '-'.'... ,', ",' " . 

Scopp IIID ,believe that it SOCalGa$ had, nominate,}. at, ,fu~~; ~apac:i ty, " 

throughout the period in qu,es.tion"it would havcobta;necl,9a.s 
equivalent to the amount wi thcirawn ,fromstorag,e and :would l:l0~have .. 
needed to replace it in August and september" at, hi<;Jher priC?es., 

Secondly, ,SCUPP/IID reconunendth~t SoCalGas, be ordered to 
refuna·with interest $l.&74 million in excess cost~ ch~rge~ to,the 
noncore as a result of the August curtailment which SOCalG~s ~ause~ 
by failing to properly store" gas. tor, tho core, during, April "to.", ' 
August· 1985. SCUPP,/IIO contend that in August and. Septembe:t::1988, 
noncore users were curtailed from transporting,gas,and.,fo~ced to , . . . ,' .. .' , ,."", .' . . 

take 2.7 Bet at long-torm prices. SCOPP/IID allogo thattho,c~st, 
d.ifferential 
$O.62/MMcf. 
million cost 
interest. 

for the lon<;J-term gas ,versus transport: gas, is ,_' 
In SCUPP/IID's, view, ,this works out to a.$1.674" 

• •• ~. { I ... ,I • ,j, l > • ,,.. 

which &hould bO, refunded"tononcorc .cus:tomer,s with 

", ::)' , ", :',.' , ~.', l,: ,.,. , 

Thira·, Sct1PP/IIO ooject to tho ,cost. of the targe,ted gas. ' 
, " , " 

O'EG users were required to, take on a d.irect pay basis. . SCUPP,! ZIO " 
. . ••. ' '" ",·1 ,',.1,', ,. <1,/"" " 

ar9Ue that if, SoCalGas had..properlymana<;Jed.its,' sto~ag:~.'~~c:ilities" 
during the months of April through August 19a5~ bY,max~izing its 
purchase and. injection of gas,: d.uring,tha,t, time,.., no, curtailment , 

• '. -"""'0, "'_ 

would havo· beon necos.sary and tho Htargetod gasN would. hav~ .been .' 
• c <" .' > .~. ' • 

available to SCUPP/IIO through, transport or, at most, at ,.the cost 
. "" , -.. ,' "'-. 

of the noncore weigh.ted. average costo!, gas CWACOG). ,. Therefore" 
SCOPP/IIO conclude that the d.itferenti~l between actual, c"st and. 

, _. ., -,.I 'j •• 

the noncore WACOG together with interest should. be refund.ed.. 
SCUPP/IID's witness- Helsby calculates this amount to be $2'33,961. 

- 31 -" 



• 

• 

A.S9-06-020 ALJ/K.H/gab * .' ' ..... 

'Fi'nally·;'SCUPPfIIO"arguethat:Soca.1Gas':.practd.ce','of,,"':J-",.; 
tril'rllt\ing': customers is unreasonable' because" it :is -really just a,', .. "," 
method: ,by which: SoCalGas forces its ·customersto "pay;higher, sums, ' , ., ) 
for gas. SCO'PP/IID suqgestthat,tOo'the' extent SoCalGas'."trimming, . 

practices have caused' noncore users identifiable' ,losses:;: :.these 
losses should be· refunded with' interes.t. : SCUPPIIIDcal:culate', a,' " 
total cost to- noncore users caused' ):)y':'trim:rning, of· $1, 7S.Z ;84.7!'~ 
~_.7· Discu.Won 

, The" vehemence wi thwhich 'the parties discuss.' the :';:Auqust,' 
curtailment and 'assign culpability:for::it'is:·'indicative .. of"the';., 
problems arising outo! 'when 'and how curta i l'Illents. :-are' ,.invoJl:ea ana.·· 
ourinunediate response to them~ . The·:trustration ,of·'<SoCalGas' .. large: 

UEG customers i~ interactinq'with SoCalGas'durinq the August· 
curtailment and. its 'aftermath is·noted~·In ord.er to;al:'leviate ' 
future concerns, we will firstadd.ressEdison's recommendation that-; 
a formal filing be :made at the'Commission' concurrent with~;'a' .': , 
declaration of curtailment. There is considerable support ,in,'the' 
record for this' proposal. 'rhe' informal setting, ·inwhich:',we obtain 
information about a curtailment currently is ripe' tor·:· 
misund.erstanclinq ·if notabuse~ We agree' 'with Edison';' as j,oined,' by, 
ORA, that a formal filing regarding the 'details, of a .. curtailment 
would not only give us better intormation"to:xnaJl:e' an informed'" 
decision, ):)utallow atfected customers· an opportunity to·:;respond.:.· 
and be heard. Such a filing, as proposed by Edison, .would.assist·" 
greatly in- preserving a recorc:P as· to·~' whether' a:: curtailment is 
justified and the· appropriate type of: curtailment: is designated.' 
Therefore, we will orderSoCalGas··to·submit an: Advice, Letter filing·:: 
to CACD simultaneous with an announcement . of· curtailment. This. ... 
filing' shall' demonstrate that the . type' of curtailment ,be'incr : 
declared . complies with its' tariffs' and· shall· set forth' the, 'e-fforts' ' 
SoCalGashas ta)l:en' to: minimize and.(or alleviate·the curtai-lment., 
The filing shall be served bY"overni'ght'mail to, affected;. customers,> 

particularly UEG customers.' This system will· be .a: substantial·. .~:; 
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improvement over' the- informal:pri-vate :communications~we,:haye 
received .in. the 'past, in .,the ,midst of, the-, "crisis." ;We>alsQ:, hope, ", ~ 
that this new system will belp, avoid the'aerimony::among .. the .parties 
that has occurred after each, curtailment. , 

. , TUrning, now to the. debate' among the-parties as: to .whether 
the August. curtailment was' properly-a HcapacityHcurtailment,:wo, 
agree with Long Beach and Edison· that a . strict. reading· of: 
SocalGas tariffs would indicate that the August curtailment.:.was not. 
a pure cap<:Jcity curtailment .. However,~"tbe phrase. "in ,tho;· utility's 
judgementH ,is present in the tariff.and does give. SoCalGas. ,some 
leeway in its designations. We are d.:isconcerted·:in ligh.t;of. the 
additional information developed .in this,record that SocalGas,,;may , " 
have stretched its Hj.udgexnentH ,a .. bit ·too ·,far ,·in characterizing ,the:: .• ' 
episode" in .August as, a' capacity .curtailment., Having conclude.d that ,'.' 
there is ,merit· in'Long Beach and Edison"s :arguments thattbe·, 
curtailment was in all likchood misdesiqnated,. we now must turn to, 
the remedies. requested. ,,).",: ,-'. " ~ . ~.' '. ."'" ' 

While we have found' that SoCalGas, storage ·,operations\l~re. ' 
imprudently managed and the·curtailmentmisdesignated, .. ~e:are " .~. • 
disinclined to order the remedies sought by Edison andSco'~~lIIO _:. 

First, we turn to,the- request that targeted··;gas ,costs be 
retunded with interest .to UEG customers_·" Edison suggests)this .... 
.cotund.without calculating a figure, whileSCTJPP/IIO:ealcul~te.a .. 

$233.,961 figure. ,':._ ,;~"','7,:', ' .. ",' 

We note that neither· party denied·,that',it-in .. fact.':used 
targeted gas. as a result of· our. Emergency Order .. ·· Also, ,;.both 
parties acknowledge .that we made~,it explicit- in"that· order. tbatthe:, 
Los Angeles electric ratepayers should .bear. the cost .for',.;the·.:. 
benefit received. We agree: with, ORA.that.our. decision,·on this, . 
issue should not be disturbed. We note that our doeision .. to··" " . 

, "." . ,," 

require formal filings with future curtailments,·~should:jall~w, ,us to,,'. 
qive more direction in. the .future-•. secondly" we are .. unconvineed 
that SCUPP/III>'s calculation of the excess. cost,' o,f .. "tarqe-t:-ed,.gas"is., 
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a reasonable approach. Likewise:;"~we will-::not,'.'adopt:'ScuPP/-II-O·"s:: . ',: 
:,'~':,~: ""'T,'.··:.:~·.·>·/.s':t: t,~-:·~· ~·-·)C,::, . ..,,:,.'!) ~~-:-"'. ~:.:;./i:.> '~}~:\,';, 

, second request as the cost to the noncore.~,of,J.the.:<:urtai,lment.::n,:, 
. . .. " . . . " ~",.. ,~, .. : . .. 

While we have earlier in the decision found that SoCalGas could 
":.'\ .: ",' r' ;'~t"J': I .",: '/0. :-, :,: ::. ,_ • j 

have managed its storage better, we are not convinced that all' 
costs associated with the-curtai'llnent~' should be borne bY·"SocalGaS 
alone. The LA. area electric utilities' customers-d.id,benefit from , ~ , . ", 

the gas received from SoCalGas .. ,.' Even;' if'· , we" were· :inclin-ed:,; to adopt 
the theory behind SCUPP/IID'S, rec~lmIlerid;tion; w~ are:,'lin~6~vinced 
that the refund amount has been calculat'ed, correC:tly~ 

Next, we find merit' in, ORA/s.' recommendation that $1.47 
million be shifted from the: Core 'Purchased Gas AccountJ t'O: noncore 
customers. It is clear from the:recordbeforeus 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~ptember .. washighe,r.than. wha.t. 
had been inj'ected for core protection." 

We disagree with Edison. and, SCTJPPlIID that thefiqure 
$1.47 million proposed by ORA. should more appropria,tely be,:.: . 
disallowed. Once aC]ain, we must point out that the. noncore 
customers were the beneficiaries of the. storage withdrawal~" In; , " 
addition, we note that UEGs did not,decrease demand· as.requested: in 
July prior to calling of the "curtailment. We shall ,adopt ORA's 
recommendation on the issue in. its ·entirety and or~er. that :the . ." 
$1 •. 47 million be reallocated, to allnoncore customers in..SocalGas~, 

- I. ' • . '" • _'_ •.. , 

next cost .allocation proceeding., '. ". • .• :,." " ' " 
Finally, as to· Edison~ s" Long,. Beach 's,and,; SC~P.l I:IO' s., : 

recommendations on backstopping- and :trimming ,w,e find the.,:record .... \ , 
insufficiently developed at this time--:, We note':,tha:t,the"gas 
industry structure is changing "andhopefully, some, o;f·the

e 
~prob1el'l\S: . 

that. have been· occurring· on SoCalGas' sys,tem will be. iml?royed~ . 
, •... . , ... ,)., 

. , 
, .. " . 

_ ~4v _'". " 

)', ",-~ 
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5. Should· Socal.Gas.' Failure' to Purchase." 
More Gas in october and November 1988' 
Re§!1lt, in·_aDisa,11owane¢?'·,' . ':':, '" 

: .. t··, \ ' t'.,'·' , 

ORA: swmnarizes, its.· position ,as:follows:,,; '~~':", ;:;.)' 

"Socal', acted unreasonably in- faliing to purcha:se"" 
adciitional supplies o,! spot gas in October,and .. :. , .. 
Nov~r, 1988. SoCal should. have planned. to 

'make such purchases, . and· coulci . have macie them.' 
The additional· purchases wo'lld, have saved core,' . 
customers $2,229,000, would have allowed. Socal' 
to maintain reasonable- "storage- levels . -
throughout the winter months.,. and· may, have 
limited the severity of the February, 1988 
curtailment. ORA recommends a disallowance o,f 
$2,,229,000." " 

'.', ",' . 

. -', - " " . -." 

ORA has twO' major bases for its' reconunendatj':on:J :First', 
acicii tional spet gas purchases would have- saved' money,: ,for': core: , 
ratepayers. ORA maintains that' thc,' average'· spot gas " SOCalGas·· 
failed to take' in was priced 'at $1.~7,/Oth for' Oet'oberand': $2 .10/Oth 
in November. SocalGas" witness Owens· testified that"spot~ 9as: 
predictably will become more expensive'· during the winter when::: 
demand is high' CRT Vol. :3,"'p. 262 )~ 'ORA points 'out that·'this J' ;: 

happened during the winter when, the· spot p'riee increa·sed:in .. c" " ••. 

Oecembe'r and February.. 'Forexaxnple=,'; the . price in- OeceInber:'rose to-" 
$2.2S/0th CEXh. 1, Table 7). SoCalGas" failure to,buy"'inexpens1ve'''' 
spot gas :for the core cost its ratepayers'ab'out'$:3~OlS,OOO:,' which-; ." 
ORA reduced to $2,229,000 in order to' re·flect the~add'itiona:l'" 
carrying costs SoCalGas'ratepayers would have borne,if'the gas had 
been injected intO. storage (Exh. S, p:~' 1~2'6) ,," " ".. "".' >.>'; 

-, 
J •• "_, 

second, ORA' argues that :if SoCalGashadbrought'and, 
stored ~more'spot gas)' the February curtailment 'would.;have~·:been~' .: .... , 
eliminatcci'or at least reduced; SoCaJ:Gas·:eould·~~have·· taken 'at,le'a.st; 
another l2 Bef of spot gas during October and November (Exh. 5, 
p. l-26). ORA states that is a substantial quantity of gas, and it 
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.' ~ , , .> 
.,', .. ' . 
., , ,,).,', 

would'have'proved~very: useful:.:,to SOCalGas,. and ,its cus.to:mers during 
the, '-winter. 'I "'.. " '\' :,; \ ,/" ~\. «) ,}\,. :~~':! ~~ j.-~;"r,,'~-I,.: •. • I":~ '~';:.~!·i 

'SocalGas and, the' -interstate ,pipelines. possessed ~used,,:';' 
pipeline 'capacity, during October and, November ••. ··· ORA,.':contends ;,;~, ,:>.': 
SocalGas had: eapaci ty available to-: take·. ,at least· 12" ,Bcf;addi tional:,: 
spot gas during those months (Exh. ~,p'.1-20J .':: SO.CalGas::ag:t:ees"'i . 
that 12" Be! 'of spot gas was available':for, SoCalGas ,to,: ,buy; during 
October and November, and ,that capacity ,existed t<>::transport.the, ",: __ 
gas (RTVol.'3,.:pp. 263-264)., ",:.. . ~".: C,' 

ORA disagrees with the following statement mad~:, by. ' ~:. 
SoCalGas' in: its rebuttal testi1!lony:-;, "'" ';, 

"CN]ow,. with the advantage of.,hindsight,.,,~, ,. 
SoCalGas should have, bought more spo.t gas. in ' 
October and Noveml:>er and 'used these suppl'les·to
increase' injections ,into storage. However,,~·. 
SocalGas' purchasing decisions .hadto .be based 
on thedemar.d outlook at the time." (Exh.- 2'2'~' ,,',;' 
p. s.) • j " 

ORA' disputes thati t applied: a highsight analysis to 
arrive at its reconunendation:.- ORA":maintainsthat" if :SoCalGas"nad;'" 
properly analyzed matters using'la'iown"faets in' Octobe'r 'and- :,C:" 

November, it would" have boug.htmore· spot' 'gas~ 'During october :and:: '", 
November SoCalGas knew: (1) its'storage levels . were' below~:::ttS: ,.: .:' 
oric;inal' levels, (2) capacity 'was available to . transport "aadit!onal' 
spot gas; '(3) spot gas was' available, ::and (4Y the' p'ricewas"" .' ., 

'., ...... , 
.' . 

DRA believes SoCalGas' reason' :for -not taking tlle :qas 
makes no sense.'SocalGas says ·that·:·,st·orage levels"in October and 
November were'already "well above the ''l:eveJ:to:: serVe . "'Pl-P4- "'cold' " 

.! 

year requirement~" so SocilGas did not take the'gas" ('Exh.:2'2'~~·p~>6'/ 
emphasis deleted)'. :: ...... : .. :, ':;:~C::"" '," 

In ORA"s opinion,:';'socaiGas" 'reasor!ing i,s:wronq.~:,~ It<:i:s":':':-' 
based on the incorre~t' assumption that 'SoCalGas:' ,: storage ':j5lanning ,'" 
was 'adequate. 'It SoCalGashad bough.t more gas/"s6calGas::could i have 
achieved more adequate levels of storage protection. 

- 36 -



A.89-06-020 ALJ/K.H/gab " .-,' "" .- '-.' 
• I'~ " i , •• ,I,.{ \ 

.:': FUrther, ORA allege'$-' that SocalGas. sho'll'ld', have"c~bougbt.·the·,: 
additional spot gas even if it was unneeded for storage protection:'::. 
The reason ,is that xnore spot gas:-would: have' ,saveel xnoncy>for 
SoCalGas'core 'customer. Spot' gas., in' October and November. was:, :, ", ' 
cheap: in light of the knowlec:1gethat 'spot, gas. was: likely. ,to, become':, 
more expensive during, the winter. . "<" ' , " , ,,' '; , ' .J .~, , " 'A, 

"soCalGas buyS: gas 'for its core customers~,'" SoCalGas,~_:,- ::,' .. 
Owens te'stified: that the commission has.;;placcc:1 no-limit,' on the"", ,,:,:~; 

amount of spot gas SoCalGas can buy for its' core customers,,"; '; 
(RT Vol.' 11," p:~ 899). ' ",,~." 

ORA points out that although. SocalGas;,has: attempted·,.'to- ',<: 

explain wby it chose not 'to. buy more,-'-spot gas:: for '.storage' " 
protection" SocalGas has nev"er exPlaine"d' why it: did 'not-',buy the gas 
to save the core money. In ,DRA"sview;the only reeorcl"evidence is 
uncontroverte~: ~ SoCalGas eouid have: saved' moneYforJ:'it~:~core by 
buying more spot gas. . ' ' 

ORA discounts the testimony_of Owens which suggests that 
• • , ,J .. " , • ~ 

ac:1c:1i tional spot gas was not ,purchasoc:1 for, the , co:r:e ,due t,o the 
unrelia))ili tyot the supply, pointin~~ut, 'that'thospot . gas' .~as"", ',' • 
only, in addition to ,firm sUPpli~~. _ N~' ,~:";'idenee ~x:i.st~', that .,~O~~,', , . 
spot purchases would have di~plac'~dfi~ 'suppli~~~"Th~ ,:eap'aeity', 

, '-, • I,' I I, ... ' ., 

exis-tec:1 ·for increxnent~l spot supplies., If, SoCalGas reas~nably 
. ., -, '.'...' ". ", /"' .1,' ,. 

believed., the core did not needth~ .a.dd~tional gas t.IO~~ seeux:ity:, it 
could have stored it, allowing the spot gas price savings to.b,e '., 

... '.r' ,', 

passed on to itscore.custome~s,. " . 
DRA disagrees with .SocalGas' .. criticisms of the 

, ," .,' ,'.' .. ' . " . 
disallowance calculation.. DRA's-. methociology .assumes that . 

, ~ . '.,' '.' .' , .•. ' ~ .11'1 ::~." :~"'.":" I ,.J', 

adcii tional . purchases ,of spot gas would ,have .been bought,. at ,the __ 
• • " • ",. • " .' • '.. ., " ", .. ',,', > 'r' " 

average spot gas prices SocalGas paid during October . and, ' 
.. , ... ' .. ' '. ,.,~ , 

November 198&. ORA notes SoCalGas'.caleulations reduce the 
• • • • H ~. ''".' .' • , .~/ •• ' ~~ ,J 

disallowance by using incrementtl.l pricing- , SoCalGas, .. assumeS:,tbat 
the . acidi tional gas would . have . been . m~re .... expensi';e b~caus'e" i,t '~buy; . 

. '. .', ' ,~... ,,.J 
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the cheaper volumes first anc:l'cont-inues: 'pr09resS!vely ,to: more: . 
expensivo volumes-until it moots. its 'needs. .... . '., .,. ';:; ':',' 

. However~ 'ORAarquesthat· its ealculatedd:isallowanee is 
the better approach' because the" information' upon which, So <:alGas ' 
calculations are based contains. discrepancies whi.ch.ehaJ:lengethe 
accuracy of the calculations~:'(RTVol~ 6~: :p,;':', 476;p) .' 

The sec~nd reasonORAl>elieves ,its c:1isalJ:owance ,'is:::more 
correct "is that SoCalGas has tailed .. to·showthatthe spot<price 
would have increased beyond the averaqe;price SoCalGaspaid(.Itor the 
spot gas in october and November.,~:' In fact,. -ORA contends SOCalGas', 
spot pri'ce' assumptions areilloqicaJ.as we);l as unproven.. 'SoCalGas' 
assumes that ·all spot gas volumes·above those taken during October'" 
and November would have been takenat'>priceshigher'than, the 
highest cost of spot gas exper:i.enced.,~y SOCalGas 'during"" those · 
months.' ORA's witness testified,that·SoCalGas ovon assumes higher 
than the highest~price for days during -·October and '·November~;when:.:' 
SocalGastook n2,',spot gas· CRT' Vol. 7'~ p.r:552). ' . , ,"" 

ORA admits it is;,now'impossible to· exactly reconstruct 
the price SocalGaswould: have paid: for;: more . spot ,gas in october ana 
November. ORA maintains that its average price assumption is a 
fai:" proxy for events that:' never"took'place. ORA' points'~'out:that 
average cost assumes that additional;' gas: would havc"'·cost -:more than" 
some spot gas actually taken in October and November;,.and:~~less:than' 
other gas taken', in that timeframe;. ,,' .. " ",' '>'/ 

. ORA stresses that, its' disa'llowance' caleulation' is' .. ' 
actually conservative. ORA witness: 'Myers testified:-that.SocalGas. 
might have- been, capable of'~ buying and',transporting:.;·elose·:to·,ZOBcf . :.< 

more of spot gas CRT Vol. 7, pp. 553:-554'). ',Nonetheless:; ORA:~$::'" cr,cl 

disallowance calculation'is based on only 1'2" Bc·f;. 'F'inal'ly it gives 
SoCalGas a credit' of $786, 00,0 for .. add'itionalcarrying' charges of 
storing' an additional 12 Bef ·of gas.:' ,; "< :.: -" ,",) 

ORA' also' disputes:soca1.Gas:' attempt to:' reauce.">the 
disallowance: by claiming that the:' first 4.1MMDth of:··aaditional.'~;: ':) 
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spot supplies ,~.in·.October .would·. have,been,':all~atecl, Ito- ,'DonCOre' ,',) . "' I." .. , 

customers. Th.is assertion ,is. based on·,the,presUl'!lption.,that,) .. Hunac:r::,"\ 
ORA's hypothesis of inj ection an .additional,6. ZS:.MMDth·~ in: October, 
there would·.have been no- excess.lonq-term supplies and·::no~~ >: 

transfer." CExh. 22, p. 10,.:)" However,',on cross~examination, . Owens 
clarified that it is SOcalGas ~ . assumption that there woula ,.:have·, 
been excess long-term supplies and· no ,transfer. (RTYol.'''ll, 
p. 841.) ORA believes it is clear from Owens' testimony., that~. 
excess lOllg-term'supplies would. stillhave.existed, making,the 
transfer'of long-term supplies to thenoncoreportfolio,in, 
compliance with· Commission guidelines., . Owens adxnitteathat~:;excess.:, 
long-term gas His simply gas that is· not. neeaed, by ,the core.: at the , 
time" ana that long-term gas· could ,have been transferrea to:~:the;' .:: 
noncoreportfolio in October and November.19S8 "when the demand ,in 
the core is less than the flowing supplies of gas ,under ,the core,' 
portfolio.HCRI'Vol. llr- p'~ S40.) . Since SoCalGas·maae,.the i • 

transfer of long-term gas to. the.noncore' portfolio- without,:·the:: 
additional 'spot supplies." ORA.. , concludes".. that transfer. of:.·qas would 
still have been acceptable' with. the. additional, spot ,gas":purchasE!d.. • 

Finally, ORA. ,notes that SoCalGas., transferrea short-:-term, ... 
gas to the,' core portfolio· in. September .. 1988 while· in, ,the': same-month.·, 
transferring' long-term. gas to· ,the noncore portfolio .•. ,· . '";-
5.2 socalGas' Posi.tion. '. '.:. - '. . .. 

SocalGas opposes ORA's proposed disallowance.,.-:claiming,it. 
was developed with the' benefit of perfect hindsight·.;:.SocalGas 
maintains.~ that • i tsdecision· not· to, buy such" additional, gas-./' l?ased. -' 
on assumptions.,made at the'. time '·of the/purchasing:" decisions,. was.·· 
the correct decision. at that,. time.,. " 

, ' 
, " ", ~ 

SocalGas alleges that even .i;f,.; ORA's.:, argument:, that ,more;'~';':~ 
spot gas should have- been purchased· is accepted, ,ORA.'s._calcula,tion~" .. ; 
overstates the consequences of such gas not having: been.;. :taken •. · ' .. , :' .... 

Soca.lGas contends there .'are~' 'i;wo- flaws in:: .DRA',s::::: 
calculation, of the $2-,229,000' ,disall.owance. . SoCalGas,.,concludes 
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that these ~errors in 'ORA's "'analysis ; show 'that F.,the avoided cost ~,·that '; 
would have resulted 'had 'the 'addition~I spot ':gas been·takenamounts;':" 
to only $84:0, 000" not 'ORA" s ' f iqure ~ , ,I,>,k,' ,," 

. The 'first flaw ,'in' SoCalGas',' view~, relates: to. ORA;I:s'.'(".:, 
calculation of 'ahypothetical core WACOG~ 'SoCalGas believes ORA", 
has incorrectly assumed,' SoCalGas;purchased< : and ' inj.ected. an-"" 
additional 6~Z5 l1Mdth inOetol:>er' and November at an average monthly: 
price of'$1.97/0th and $2.01/Dth" respectively. ORA:'adds this 
amount' to the core portfolio,;' ,caleulating',:a hypothet,ical:" WACOG, five~ 
cents/Dth below the aetual core WACOG for that period: (E~;',22",: 
p. 10). ">,,,:,;,:::~-:,' 

'SoCalGasmaintains' . this, calculation:. is.' not' correct for 
the following reasons. In 'October.J'4.1 ,MMdth of excess: long-term: 
supplies were transferred to the'noncore'portfol:i.:o.<;:':Socal:Gas..', 
maintains that had an additional 6:.2, MMdth been' inj ected ·in ,:, 
October, " as suggested by DRA, there; would: have been': no excess,: 
long-term supplies and nO' transfer~ SocalGas:' contends !that,' if 

, .. ,' . .'(-",. 

6. 2S MMdth 'of 'additional 'spot:' gas was: ,purchased',,"' onlyZ .l:S~ MMdtb., 
would have been included in the core portfolio., So CalGa s 'states ' 
that 4.1 MMdthofthe long-term,gas-that'was. transferred;would'have, 
remained in the core portfolio' and,'would'not, have beentrans.ferred. 
to the noncore. SoCalGas· conclud'es' that the effect of .this~; 
treatment of' spot' gas reduces-the: potential 'disa:tlowancc .to; 
$1.14 million. """"'~. ', .. '-; 

SocalGas believes the second error: in:' DRA:'s:,analys.±s:is 'e 

that'OAA incorrectly ealeulated~ the' ineremental' costs: 'of, ;addi tional 
purchases 'for october and~ November. DRA assumed': that' these :',: 
purchases wou,ld be made at the' averaC]e'spo.t:' gas price obtained', ' 
during eachmonth~ The averaqe' WACOG was.. $l,':9'7/Dth> for' october allcl 
$2.0'1JDth for' November. . SOCalGas bel·ieves DRA haS'· not ',:sllown that.:- •. 
Soca.1Gas could have made additional purchases.:a.t the spot ';g:as ., ' 
WACOG. SocalGas claims it buys its spot,'qas on a least, cost basis,. 
purchasing each additional amount at anincremental'l:y higher",price,. 
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not,'atthe WACOG .. · .. SoCalGas'"estimates:for.,Oetober and":N~veml:>er are:. • 
that· the incremental costs·:·of the "purchases ··that coul'd',have,)~een:: :..;.-.,' 
made would have been at least $2.23./0th for .October ,and ,$2, .. ll/Oth .;:: 
for November.' SoCalGas argues' this .. would. ,have inereased".the 
averaqe spot. qas price .. for those lnonths .,to $2.,08/0th and $2.04/Dth,,: 
respectively. SoCalGas concludes that bad. it~,purchased:;adc1itional 
supplies at these ,prices,. cost rec1uctions (in retrospect), would, " 
have been only $840,000 (Exh_220).,. ''l'here!ore, ... :while \disp\?-tinq.<,. 
that any d.isallowance is appropriate ,.~:,SoCalGas, believes ,.the,::)uaxl.mum 
fiqure,should,;be·'S840,OOO...1 ,<:,:;'::"; .:;, 

5;.3 Discussion I; 

, In.-l-i9'ht· of the earl'ier: cri.t.icisms., of; ,SoCalGas:~:~storaqe 
operati-ons" it is evic1ent that. the-. companY::C21l1d·"l".I.aye.,: and: should ."'. ., 
have pureh.a.sed' more spot gas in October and: Noveml::ler~198.s .. " 
SoCalGas docs, not dispute that spot gas, was cheapter, in ,. those months" 
than later in winter. In fact,.SoCalGas.' witness,owens;.testified .. 
that it was a qeneral pattern: that; spot ,qas prices" 9'0 ,up~,in", winter, 
months.: No hindsiqht is necessary to-, observe, that, SoCalGas: l()wered·, 
its storage targets because it could no:t meet-,them, and,,/: ".",' C ." 

simultaneously'refused to,buyand,store,available gas supplies. 
Clearly, SoCalGas should have purchased more spot \9asin ,October 
and November. DRA's arguments on this. issue 'are,'.:r:easonab:le,and.: 
more persuasive than those of' SOCalGas., .. The, real- que~tionbefore". 

us is how to c1etermine the price of that gas and the r~sul:t,inq , 
disallowance' to-the company, • 

. ::. We find, DRA's methodology: a:.more,clear-:cu:t.an~.:(r:ational ... : 
approach ,than that proposed by SOCalGas<for"eal.cula.~ing~(:the:, ... -.. ',\. 
disallowance_ weview·SoCalGas' analysis as an; attempt; (to reduce .' . , . .), .. ... ',." - .~,.' ~ '-. 

the recommended disallowance... We' note-· that SocalG,as;--didn.ot, -' ':. '.. : 
analyze other ,schemes, which ,woulc1· have,. had the etfe,c:t, o.f:. pos:sibly': ;:' 
increasinq ,the disallowance. .We ,aqree' with ORA: that i,:ts,,;:'_ .: :. ,'~" '; 
calculation, of the disallowance. isstx:aiqhtforwax:d. and; ~,' :.:' ",; :;, 
conservative •. We will order a disa'11owanee·of$2:r 229·r :O:OO .against~. 
SoCalGas' shareholders as a reasonable proxy for the increased 

• 
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expenses the cor¢ 'customers incurred':·due., to SoCalGas ~:;" failure to 
purchase :more spot gas'i~ October,:and"November'·'ig'8.8>. U'i:':; 

. ".. • ".',. "., \ ','I " 

6. Should $1.3 Million in Franchise Fee Payments 
Made to tbe':City of, Rancho cucamonga"Resu.lt 
in ~~11QW900CC ~gain~ ~~lGas? 

6.1 Overview 
SoCalGas paid the City of Rancho Cucamonga $1.7, mil'lion,: 

in back franehis¢' tees ;Ln Oeceml:Jer 19-8'7' :for the, period' 19,77" to:-
198-6. These fees· were inadvertently underpaid' by, SoCalGas :':- '" 
following the City's incorporation. SoCa.1Gas diseovered:' the._, 
underpayment in 198-7 (Exh. 1)." ",'-,' ',,' ,,-, ',,',;-",' , , 

,'/ ,,'. ,,'r: 

',,~., DR::A- believes the portion.o:f:'the: amount,.;that·was ;pai<i:,for::) 
the years 1977: to 198.2' would: have 'been.,:uncolleetible bY': Raneho,' .- '-, 
CUcamonga' because of the' operation ,of the statute of,limitations,.:;., 
Accord'ingly, in ORA's. view," ratepayers shou'ld notbe:::respons,ib-le~' 
for amounts paid for these years. This amount is approximately,: 
$1.3~ lI'Iillion. (Exh. S, p. ---S-4.), DRA reeommencis that, this amount 

• be disallowed. ..- , '", ,', , 

• 

ORA' points. to an ,internal SoCa:1Gas memorandum :to-~support. : 
the fact that: the statute of· limitations barred collection ~y:, ,.:,"," 
Rancho, CUcamonga '·-offranehise' fees: ,;prior. to 19'83 w/ . 'l'he:-'.memor.andwn , 
prepared prior' to- SocalGas' decision :to' pay. .thc·cnti-re-::fJ:anchise-, : . , .', 
fee amount- states-:as- follows: . " '-'<:~:"; 

"Tb.eCo:mpanyis both legally and morally.~, .. " , ' 
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- .. 
action resulting from the· uncierpay:ment would., 
not be subj,ect to the j urisciiction of, the PUC, 
and therefore civil law would apply. 

"The city of Rancho cucamonga could bring action 
in Superior Court for breach 'of the 'city's ," 
franchise_ ,However , the statute of limitations 
for a breach of contract action is four (4) 
years from the date of breach. Consequently, 
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.. ·the;·city.would only':be ':'able··to recover,;the.o::) ~):;.:' ::.,,~:" .:>:" 
unpaid franchis,e f.ees for_.19~6.1' 1985'1,1984, ,.and,._, 
198.3, or $460, $67 ~ 56."' (Exh~ '·10.) ", . '. . ., . '. 'j,'" :" . 

. ";.\~ .... ' "'~')': "."1.~.~·~7;':~~./:<": :":': ,"; ·.i .. r,::'.~,~'-: ;,1,,:. ".-; :,'),~{,";I:'~"_:": 

ORA believes the·: testilnony'.of' .. SocalGas '.:wi tness '.rakemura 
offers inadequate jllstificati~n;:for-'paymentot the"erid.re :c' .. 

underpayment. Takemu:ra emphasized the distinction between\:~a·,'.'.~',. 
" legal" , and a HmoralH obligation to pay;; . ,He testified·.that while 

the statute of,limitations',barred a 'leqal':action,·to·,recover~.a:·_, 
portion of the 'franchise ,tees,.' it. ": •• :.certainly-;didn~t~.relieve the·': .. : 
utilityof:'the obligation', to pay the~ costs·: involved;:' or the costs.'.: .. : 
that we were liable for." CRT Vol. 4,_p. 307~) .... ::::.".;" .. ;V" •••. ,.1 

As ORA sees it, the crux of the issue be-fore.~.the:~ .. \·::·c·:. :: ,\ 
Commission is whether the ratepayers; bear the same:ob-liqation as 
SocalGas to pay back-fees' once . any legaL obligation', to·: pay has:- . 
exp-ired.· ORA does not offer an opinion-on: whether SoCa·1Gas .. shoul<i:.:.:' 
have paid- the City the entire amount, of, the, back-fees.. (RT'.Vol:-"/4-,:, 
p. 329.)., ,.J • ' •• ,' .~:,.':.",:., 

ORA arquesthat·SocalGas. appears. tohave<paid.tbe~. $:l:.3·, 

million dollars, although payment was barred by the statute~: of,.: , .. 
limitations, to maintain : goodwil l' with: the City •. :' tTno.er','S'oCalGas' 
approach, ratepayers are open'to . liabil ity for .an: indef:init~·:period~ 
of time. Seemingly, as. long as.· the pa'j'lnent of an: <obligation was. , 
made to maintain "goodwill" with another party,:.' ratepayers Should,··· 
bear the expense. However, ORA alleges.that the.Co:mmission~has. 
long held that "goodwill" benefits"the 'image .of.the-:rcompany and 
should be paid,for by, sharehoio.ers~ '~he s'ituation'l'iere':'i:6 similar. 

. . . " , . ' ~, . \',. ' . 

In both instan'ces.,. ORA believes. .. the .. shareholders·· rather. "than 

ratepayersbenef~t from paym~n.:t.s,~.~· : .. :' -:'::.~ ... :: :",: .' .:'.'.'.,:~.; 
ORA believes. SocalGas has not 'established ,·any ·benefi t to 

ratepayers from the pa)!ltlent'ofamounts'barred'by'the:sta:tute of 
limitations. SoCalGa~ insi~uated on cross-examination 1:hat the 
City of Rancho- "cucamonga . could : choose '_to penalize .:so,CalGas' in the 

.' ~. ',' I '""I .J ~ >.~, .' " '._ c •• 1 .,,' I • ",' ':., " ~ 

future if it· did .. not pay the ':entire ::back.amount,. by, incr,easing the 

". --' 
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• franchise fee, when" thefranc::hise~ agreement comes:: up'.' ,forl renewal" or~; , ' 
at some other time. if' the' : City." were' to'-: expand, and: see'.,renegot:iation: 
of the franchise agreement.. CRT-, vol. 4,,.'~pp,.,342'-343.) ,.,·,However,·.·· 
ORA. believes this: argument is"flawed.'.' First SocalGas,provided'::ne-,::' 
testimony on this subject, and the record:, consists entire-ly:,of'., , ';'.' 
inferences froXtt'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:, 
SoCalGasdid not submit. direct. or rebuttal testimony,on ,this issue, 
if it belieVed this position to be at all supportable by the facts;.,' 

• 

• 

second, DR1\. believes Rancho: CUcamonga. is legally 
prohibitedfromraisl:ng franchise'fees,'even if' i't warited:':to do so 

, .' .,' I , , ' 

for punitive reasons~ DRA argues that only chartered cities (which 
Rancho CUcamonga is not) can raise frarichise' :'fees:above~ 'those set 
by the :eroughtonAct (Pu),licUtilities, Code: §- 62'(1) '(D-~80'234, 

, . "~ ,-\-

73 CPUC 623, 627 (1:972)). '., ,:., .. _, "., 
DRA: adlnitsthat the payment' actuallY'lnade.'did not exceed 

the amount which would have been paid if the error had not 
. , " .... ,.' 

occurred, but one must ask whether the ratepayers have a never-
ending obligation to fund paymentsmad'e'by utilit:tes;The payment 
in ~iscase, covered a full t~n-year"per.iod-~ ''Onder 'these'::'" , ,,' 
circwnstanees, DRA contends that it" is' reasonabl:e 'to apply:the 
statut~ of limitations as a cutoff point 'Of ratepayer'iiabil'lty. 
Statutes of limitations force parties, whether g~veJ:TuUent, ~,' , .. 
industr:r, or individuals': to di~cover andresolved"iiferences 
within what" have been identifiedasrea:s~nableperi;;ds ot"t1lUe:.· 
ORA recoWnendsthat the Commission disall:ow$1.3' mill·ion 'of the .. 
back-paytnent' franchise 'fee amount.'" 

" ,', 
.-oJ" "".' 

',-' 

6 ~ 3 ' SoCa,lGas' Posi.ti.on ' .. , 
SC>CalGas disagreeswi'th DRA;i 'recommended: disalloWance: 

for u~derc~fileeted franchise'fee's.· SoCalGas' . stresseS" :'thEt-- ,', 
underpaytnent of some $1.7 million was the result of an 

- 44' -:' -



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

administrative', oversight. As:!part of, i.ts·:aqreement',with::,RanchO';,"~~:;:-.: • 
CUcamonga'; SoCalGaspaid,··no'·:interest .. ;on' any ,part.> ofi~;the pas.t ciue:~ 

franchise, fees. SoCalGas.: contends that the commission, has .. :"., 
previously authorized. the collection" of,; such fees. in .the: IV' 

Consolidatcci'.AdjustInent Mechanism (CAM)". ' .. 

., '-, 

':< In"booking this. amount to;the,CAM,SoCalGas"relied:on:' ,. 
three CP'OC deeisions, to determine. ,that, it was' appropriate·~ to', .'. " .. ,:'.' : 

recover through the CAM the underpayment of, franchise. fees ,for ,the. 

period prior to June 19S2~... ,'. "'." ., ,,' 

stated: 

InD';.S2'-04-113- dated April> 28:,'1982·,: .the.: Conuniss:i.on "j ''),>, 

"Tllis.' decision' tind.s· that the "franchise '.fees- and.: 
company use gas costs are matters inextricably. 
related. to gas supply and price changes and. are 
outside'the control of the ,utility for, .. 
ratemaking purposes. Therefore .we provide for .. 
prospective balancing account treatment of such . 
costs. In addition, SoCalGas is authorized to':, 
recover about $9.1 million of past 
undercollections of such costs. The'rule 
against rQtroactiv~ ratemaking i$~ound not tQ 
be, a barrier against such recovery." 
(D.82-04-l.13, p. 3.) . 

The CPUC subsequently ordered, that HSouthernCalifornia 
.' I • • 

Gas Company is authorized to re.cover, $9.l million of,~~dercollec_ted 
,A , " ' .' ~ , .. " 

company use gas costs and franchise fees incurred from Augus~ l7, 
1979, plusintorest, by way of an app~opriate adjustment to its cAM 

. " " . 
balancing account •. N (Id.) ..... ;.,< 

soCalGas also cites 0.90822 and. 0.88835 for similar 
propositions. In SoCalGas', opini'on the. referenced d.ccis:Lons . . 

\ 'I' • ' • l' , • I,' .... '; ,J ~ ,! " 1 '; ;" .... ~ ,,'ow" 

clearly. indicate that the commission intcndcdfullottsc:ttrcatl'nont. 
, .. ~ , " . • ~ . '. ~ ...... ,. I " .. 

of recorded franchise fees through. the ,CAM procedure. There, i~, ,no. 
. \ ." ' 

exceptior .. made for the legal theory ORA relies upon. "ORA):l.as':not 
disputod tho so assortions. ,The rocording of tho '~ull:$'l'~7 m'iil'i~n 

• ,., • '. J •• , ."/ ' • ",. ' - ,\". :; ," )" 

in underpayments of franchise, fees to the .. Cityin the cAM account, . 
, \, , . \. . 

• 
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• was consistent ':with'sucb-"CPUC" authorizations, and SoCalGas.,should be, 

• 

allowod'to tully recover, such 'coets from· the, ,CAM.,' :, ,,'.:.:,~ /" 

SoCalGas disagrees witb'ORA as to;thesignitieanee,-;of the 
statute of limitations on" tbis issue. SoCalGascontend.s, ,the" 
statute does' not extinguish', or a ttemptto-', extinguish the legal 
obligation o~e party ,:may owe to- another ,under 'such ,a contract:; it, 
merely provides a proeedural d.evice,' that, may prevent: one,' party from 
suing more than' four years. a'fter' the- occurrence, of :0." cause'~of:, 

action. " ' " 
ORA confuses an obligation to pay wi th a statutory" bar :t,o., 

bringing: an action in oi vil court -to collect sums owed;,,(:RT:. Vol. , 4·" 
pp. 321-32'3:).' 'SoCa.1Gas arguQ& thi:> ditforGlnco is. of . paramount, " 
importance as. it eonciuets'business,' in' thO', ei ties- and counties of:, 
Southern california. 

Paymont' of franchiso fees, has, long", been: recognized by 
this Commis-s-ion as providing- legitimate benefits to--,'all .. ratepayers " 
and thus these fees are paid by. all ratepayers. SoCalGascites,tbe, 
testimony o'!' ORA. witness Van Ort,. stating': that, benefits' are" 
recognized to, have been X'l9ceived by the ratepayers' of SoCalGas in-',:, 
exchange for the payment of franchise fees. Thesebenefits"include 
the right to operate in the, city's streets, to ,sell. gas, to, ,dig up.. 

roadways, to interrupt the ,normal flow· of coxnxneree· in ,.the': .city " to· 
en;force contract rights, and 'provide service to· ratepayers. 
CRT Vol. 4, p. 335.) " ' ':' ' 

Both the SoCalGasand ,DRA witnesses, agroed, that. the 
franchise' agreement is an extremely lonq-term: agreement .which,. will:" 
not expire until the year 2027 •. , . _, . __ :~ .:;;':.:' . 

" SocalGas. believes. that maintaining: . good business;,' ," ' .. , 
relationships: with Rancho' CUcamonga as well asother .. loeal, ". 
governments has value. This. is particularly true"because ,of,.the' 
long duration and ongoing nature of .:these· franchise', agreements, •. 

, , ... ' ' 

:SocalGas maintains. tbat.had·:it. not paid,the',:full:,'amount 
of franehise fees due and owing, the City, SoCalGas' goocl .. :business., 
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rela.tionship- with tho ' City ~nd. 'all,l:;oeal'govcrnment : entities· ,would • ' 
have suffered. soCalGas depends upon ,the ,cooperative .qoodw±ll,;of,' .. 
its franchisors to operate its pipeline system ',efficiently and 
economically' in' the streetsand,byways. :of ,the local.governments 
situated in its service territory ,in, Southern ,California •. ",~'Xhcsc, 
local governments, in turn,d.epend· upon the revenue· ,earned~,from·the .. , 
franchises qranted SoCalGas. ' Integrity and honesty,. in ,this; 
business relationship on the part of· SoCa.1Gas ,are cssential,:to '" 
achieving this smooth working relationship. ORA recognizes this 
and commends SoCalGas for its· integrity. ' (Exh.. S.) .:,However, 
SoCalGas disputes ORA's characterization that any l:>enefit"the, 
ratepayers may have received from SoCalGas' commendable, conduct' , '. 
should be free, effectively a. gift, from.' SocalGas' ,~shareholders' to", ., ' 
its ratepayers. """;" , .. :> :':~' 

. If SoCalGas had refused' to'. pay, the, disputed'. ,$:1..'3 million 
on the sole procedural ground suggested by DRA., SoCalGas : reasonably' , 
woulcl have been seen by'local qovern:ments:tohave been.,hi<iing .. ! 

behind a statutory' procedural' device'in order to' avoid': paying,~ an· 
otherwise valicl obligation. Even though,SoCa'lGas 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. dependupon l 'to operate , : 
efficiently and economically in the-:streets o·f 'the ci-ties"of ': .. " 
southern california. \' '. 

, socalGas. points, out that local ,governments certainly 
coulcl· make it, more . difficult and costly,for.it ,to\'do:,business:;if~" \ 
m.istrust is present. 'I'herefore, the ,assurance' of .. full"','payment:,of~<: 
all fran·:;hise fees ,by SoCalGaS: to- local governxnents ~is',in~ the best 
interest of 'all ratepayers.. If· loc:a:l. governments.·in ' .. southern~ . . 'I ,'~: • . " 

Cali:fornia believed that SocalGas.would, .without ~re9ard, for, 
mitigating: circumstances., strictl.y observe this statute· of" .. " ".: 
limitat:ions, the costs of doing' business ineaeh: ci,ty~s~:s:treets 
could be expected to 'escalate.' SOCalGas'argues. .. that permits"to:. 

- 47 -

• 



A.89-06-020 ........ 

• construct' may ,be harder too:btain~" The' time,:required .to, <construct: , 
and repair pipelines could :be lengtheneci, aciciin9'_frto':costs~"'I~tMost, ; ',' 
certainly,' the demands £or more ,frequent audits ':by '.al-l southern 
california cities regarding: franchise, fees ,could ,result, ,in·:the'; ," ' 
expenditure of thousands of,workhoursi the' costs, o! which would b~, 
borne by all ratepayers. ".',' ,'., ,.,~ 

• 

• 

Soca.1Gas concludes that,:ratepayers havEs',' benefitted from. ': 
this payment in exactly the' s.ame' manner' 'and to ~,n6 'l:ess_,~cxten~'::than 

, " ' , ~ • • , J j 

they benefit from all franchise payments. As such the ratepayers 
should properly be ch.::a.rged for these costs. In SoCalGas">'vi'ew, the: 
franchise fees were a prudentiy incurred 'costo! providing service. 
6.4 DiScussion :, ',' "" 

'DRA's recommendation for"a disallowance' for part">of' the" 
RanchocUcamonqa franchise fees wou:ld require us to f'ind ':'ethical 
business practices to be imprudent in certain' circumstances. "We 
disagree with DRA's conclusions on this 'issue. socaldas -makes a" 
pers~asive argument that its payment in fuJ:l ofthe"undercolJ:ected" 
franchise' fees was the right thing ~to' d6~ Further >we "do 'not' 
believe it is appropriate, under these circumstances.',' topenal'ize 
the company for doing the right thing. 

The benefits of a good working relationship with local 
governments 'do not accrue' just to sha'reh'olders, 'as DRA: sU9'gests. 
SocalGas' point that a local- government 'could make 'i't more ,,':' 
expensive fora utility to do business' in 'its teri£to,:.y if' 'it'''' 
believed the utility had behaved unfairly' is we~i: taken;;: This'" 
situation is different from the usual' :kirid of "goodwill" 'wh:Lch'we'" , 

~ , , ,~. -.. . , '\ " ," . . . . 
normally treat as a shareholder :benefit. SoCalGas' ongoing-'·' .. "., 
positive working relationship with Rancho cUcamonga 'benefits both 
ratepayers and shareholders. ORA does 'not-d:i.spute~"that the:' :,:,' 
franchise fees in question were'lnadvertentlyundercollected.' 
Rather,DRA argues that 'either $oCalGas" 'shareholder-s'or'Rancho 
cu~onga must" bear the burden of the uridere6ilection:'due':to', the';~'" 
statute of limitations. ' We 'believe; ORA;S recomInendat'ionJsends:the 
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wrong :sig-nal ·to 'the, company regardinq,.the ,manner;, .inwhichn we/expect, • 
it to.':conduct·its,;:business a.ffairs..:· ,,' ,'" ,,'. ,',:, ;".(",'':; '; ,:,::.~;"" 

~' In· conclusion, we~find'SoCalGas" "payment of '$1:'.7, 'million::> 
in undercolleeted franchise fees'to the'City of'Rancho~CUcamongato> 
be a reasonable expenditure: that should, be, borne by $oCalGas·,': .. ~:~· '~", 
ratepayers. 
7 .. '])0. DRA's'Recommonclations Regarding' 

SOcalGas' Affil.iate Activities Warrant 
, Commission' ~i.on at this..t;ilne? , '.', 

" "'.' 

7,1 OVetti&w-, , 
,~.. . ... < ,..' I~' . .", \',r ,~'(~'."'~- ~:. ~,' 

ORA raised a variety "of, concerns ,regarding SoCalGas,.,, 
• - . • , • -' -,. , . . • " ' ~ , >.r·· , 

relations with its affiliate companies. DRA's concerns. focus ,on " 
, ,,' , . ~.~ ..... ~ - . " . , .. . 

th~ee areas:., 1) Cost of, gas from affiliates;2),Alloca,tion of 
,. ...' • .'" '_ .... " ••• ,,J-

costs .associated with Pacific Interstate company (,PITCO,); _and.3) 
•• .. '" • , . ._ '.,' .. ," "" "· .. ·,,1,, , ••• ,,1 .;, 

the potential for unfair dealings with.SoCalGas' unregulat~d" 
affi,liata's. " SoCalGas cou~terstha:t, ORA's, issue~' are'mos.tly,·, . , 

" ' '. .' '. " • '.. i.-" __ ' 

irrelevant .. to ,the, proceeding, untimely, beyond the,soope of ,the, 
, ,. ,r ' '" , .'.'. " ' .. l ,'_ '.< ~, 

proceeding or beyond, the jurisdiction, of the commission. " SoCalGas 
• , ,< " • • . ' L.., \, ",.), ' .'. " , ' 

made a motion to strike ORA's testimony at hearing which ~as denied 
". '. ", 

by the presiding A1.J. ,,:',' . ,,': ',;", ",. 
'the affiliates "in question a;re the following:" ,PITCO and 

. ._, ,'.. .,'" ,. I., 

Pacifio Offshore l?ipeline ,Company (POPCO) are, affiliat~s .. of ...... "'" 
soCa.l~s which exclusi~ely,,~eil gas to, SoCalGas. P~'oifi~",', 

- , '.' " " ' .' ' , .. ' ~,., . ," " . " " ,.~ I,', 

Enterprises Oil. Company (PEOC) ,is an ,oil andgaspr,oduci:ng.", 
~ • '-n •• L • '. '" .J • " .,' ,'. ' ',.' "I.- • ,,' , 

affiliate of, SocalGas, and .the, parent oompanY,of, all "these, 
eoxnl?a~i.e.s i~,::~~e.~fic .. Ent~rprises. ",' , " ,', " " /" 

7.2 DBA's Position.· " " M'" • 
, , .' \ • .t ~ ._ ./ ~, ; ..... " ... (:,~.~ 

. ,First, as, to, SocalGas' cost of,gas, from,.its : affi,liates , "', 
, ' ,. ... .,~, ~', '"., """, '~ .' ,_.1 '. ,. " ,,' " ".', ,.', .~)'<'I :,"~" ",t,,~.,.' .• .';, 

DRA contends",that, it,. is unrefuted that fixed costs ,from the 
affiliates,PITCO ~nd.POPCO ar~, ,siqnifie~ntly.,highe~:th~~ .th.~':o~~f~·:~ 

, .' '" ' "., < ., ' •• ' • ~. ,".'. , • , .I !, ~ I. : ,; I. . .;, • 

from nonaffiliated suppliers. ,ORA.is speeifieally~concerned that, 
, " • ,,,.,1. .', • "..A •• ' ,"'M'_ ... I ,. , • '., 

when, evaluating ,its purchases of affiliates' supplY,,,,gas.that,is, , , 
supposed, to,. be. competi~g. withth~ ,spotmarket"s~caiGas',:doe~ .not ' .. j 

, . '. • •• " •. , "f., • . • \.' '-II ... I.~' ".' • ,I, ~J. i." / '-<. .'", of .' 
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• evaluate • the '~. purchases.: in; .. rela tion,:~to .:.the:.'spot .. market . ,price ,; but" :~;-\ .:: 
instead sets, the:price-::outside"'of that market. '.: .. ·DRA: concludes .th.at, 
the, affiliates' . spot-competitive : gas .is notsub:i,e~:.to :market 
pressures and therefore is not competinq:,in r the spot ·market. 

• 

• 

As to PITCO's 9as, it,_,sells' both firmanc:1'c:1iscretionaryr' 
gas to SoCalGas. ' 

DRA describes the' system as.' follows:- " .. 
"The' firm supplies. 'are divided:,into. two tiers, .. , 
The first tier is priced twice a year, .. basec:1 
upon the systexn average cost· of gas to 
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 to purchase tier,II PITCO 
volumes. This action in effect took these 
volumes out of competition with the monthly 
spot :bid program volumes. If. (Exh'. 5,' p,. 6-4.) 

~ " , ' 

ORA concedes this turned out' to be a ):)encfit to" 
ratepayers during the review period', but this also' benefitted' PI'I'CO 
who was then assured of a con'stantlevel of take's.' W:Lthout~'tlie' 

firm contract tor the tier II volum¢s~ PI'I'CO'mayVcry well 'have had' 
to bid a lower price or risk moving le:ss 'gas.' I'nDRA"s- View, 
SoCa.1Gas'· actions to" remove PI'I'CO"s' volumes from"the spot' bId 
program were' to PITCO's advantage ... o~ concludes that":it'Just:so,- , 
ho.ppened that this time it apparently serVed 'ratepayers.' ' 

ORA's analysis of gas purChased: from' POpco"originally", 
included a $150,000 d"isallowanee recomlnendation' wh:tchwas>Withdrawri' 
during the hearings atter ORA learned it had misinterpreted ; the-- . ' 

" "., 

POPCO contract. 
While finding no Wror.gdoinq regardinq S6CalGas"" purchases:: 

from PIl'CO and POPCO, DR>.. is nonethel"ess" concerned' tb.at/: SoCalGas' '( " 
has not shoWn eonclusively that ratepayersbenefitteddurinq:the 
entire review period from: PI'I'CO and'"'POPCO purchases.' 

ORA believes it 'is very "important that affiliate- gas; that 
.. • • ' , . . ..' • "' '" • .' t • • . . '. . .. ~'." ," • 

l.S l.ntended to compete Wl. th the spot market aetual:'lydo so." • 
. ., " .".',' ,." ''', ., ~,~ :,. .. . ~..... . .,' 

Therefore, ORA argues it wouJ:d be approprl.ate ' for the' COInm1'SSl;On . to 
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require SoCa:tGas to· evaluate its:'purchase~of:this,portion',o'f ,'; 
affiliates" gas 'supply in' the same manner·:thatit ~evaluates., ':: ", , 
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 ,thatmarket'/:and nothave':'the price 
established outside of that market.. ,:,,:;,~~,,;; 

Second, ORA recommends·that:allthe costs. of PI'I'CO c;as 
should be allocated to- thenoncore, because of excessive- <'~,"" 

Administrative "and'" General (A&G') , eXpenso~~:: set :forth .in , PI';'CO' s 
general rate ease :before the Federal Enerc;y Rec;ulatoryCommission 
(FERC) (R.S9-S;"OOO) .. , ORArecoc;nize's the problems'a:ssociated with 

',". "' . 
this Commission ordering a disallowance 0,£ costs based on a FERC 
approved rate, hence the shiftinc; to the noncore recommendation. 

, ".. . , . 

ORA believes this wouldbrinc; pressure to bear on SoCalGas to make 
sure that the costs that, ar,e passed ,throuC;h, are kep,t.to.a minimum, 

• , .,',1.,.. '.' '.,' I ." ' 

since SocalGas shareholders are at risk tor amounts allocated to 
, , , '.', r' ':" 

the noncore. If the demand costs and the other costs assoeiated 
. . .:.".... ,.' . 

• 

with PI'I'CO gas become too high, then,noncore customers may, switch 
off the system, leavi~g, SoCalGassh~~ehoiders at risk fO,~' ~h~ , ,,' • 
demand charges. ORk eoncludes that this reallocation is entirely . . , ., ' / , . 

appropriate c;iven the fact ,that the c;assupply from., PI'I'CO" ~"as , 
• • " • • ' ,J , , • • ( , ,'",., ' 

acquired by SoCalGas to enhance service to SoCalGas.' noncore 
, ., r' , • • L.' I~.. , 

electric customers. (See. 0.93379.) ORA recommends tha.t.,the actual 
.' , • -I, \ 

reallocation Qf the. costs tQ the noncore.in. SocalGas~. next cost 
. ~ "; , '~L • '.' ' " ,_., \. . .'. . i _ •. ' , 

allocation .proceedinc;. . , 
" "0# 

Finally, as to DRA's thirci recommendation concerninc; .... 
SOcalGas' unregulated affiliates, ,ORA. (testifieci ,that ·it.').:s' ~t a .' 
severe disadvantage to determine whether socalGas",provides ... ". _ .. , 

• •. ',' I. • '-' "/' rl" ,,' 'I I '_.,1.", j , .;, 

preferential treatment to its.,unrec;ulated affiliates,because .almost. 
nQ inforxnatiQn is available, to ORA. For example ,DRA d~,e~'not kno~ 
the identity' of the eompani~s':PEoc.may, havepurchase~~ ~~,',.wi th '~h.om ' 
it may have merc;cd. Oncier the, circumstance~" ORA stronglyurc;es 

"' . • ',. . • •• .'..' , /.. ..,' .,1 J, , 

the ·Commission to require SoCalGas t~ i~entifyall_.of ,its ','. .. . 
, , 
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unregulated ,gas and·.;oilaffilia:t:es.'.Cand·'any:·of.,.their .. subs,ic:li.e.s)· ,..'. / 
and to provide a full' and' detailed,·report··~on· what·"policies~]~.:. : .. " 
procedllres·.;and "practices' it has· .. in\.:place'.to,·assurethat".self~ '.~ . 
dealing does ··not· oecur .. · As part of ,this. report,.· SoCalGas:'" should:' be" 
required ,to' idontify the allocation,.faetors.:used"to.,dis·cribu·te:· ":.' 
costs sharedbetwoen SOCalGas an<;:L'other Pacific. Enterprise.: : ... ~ •. 
affiliates'for. the past three' years. (Exb. .. ,5, pp •.. 6-:-13, ... to 6~15:.) ',: 
7.3 $OCalGas' Posi.:tion:.. '..'.. . . .J' i ., C \ ." ;.: :~ , 

SoCalGas obj eets to all of ORA's recoxnmendation$,;::; .. ;·,: \' 
regarding' its affiliate relationships primarily, .because·:,it views 
the proceeding to. be an inappropriate forum to. address· ... them •. 

A,s.';to.:ORA.'s reconu:lendation"that·.data' be provided", • 
regarding SoCalGas' cost.allocation with its affiliates,S~lCas " 
argues the reques.t· goes beyond the ." scope" of. a . one~y~ar·· ... '.; :': :' ", .".:,. 
reasonableness review record: periodr.. SoCalGa.s. arqucs that these· 
issues belong in general ra-ee ease proceedings and· have .. in. fact .. 
been addreSSed. there.' , ' . , ," . '. ,.' :,:.: .;'.~ ... '; "'. .' .->, 

, '.,' 

Likewise, SocalGas. disagrees'; .with the: sugg.estion··,that:' ': - . 
PITCO: costs be' allocated ,to the noncore.... SoCalGas points out ~that.:., 
FERC found PITCO rates to be "j.ust and,' reasonableH : and .th·is-; ,:.", :,' .... :. 
Commission had fully supported the. settlementsreacllecL,at IERC;.;; 

SocalGas believes it isdisingEmuous "at' 'bestfor·"another·;~armFo:f··the 
commission, the OP.A~ to question the appropriateness'.of .. ,~tho:se; very~ 
rates. ..'J • .,~:,.:; 

Finally,. SocalGas' arquesthat. FERC. is the ,exclusive·':· '" ... ' 
authority to determine just and~reasonable,rates: for~ the: ':";', 
transmission and sale' of natural9'as. in:' interstate-,eoxnxne~ce. 
SocalGas points' out that: pux:suant.+to·~ the".filedrate.~:d6ctrine," 

_ '. . ., , r.. _, ., '."... J' I , . I .. I \ " , .. ,' .1.:;' ';', 

once the FERC" determines rates to ::be-.. ·.just 'and ,reasonabl"C:,': a state 
has no power through its:'regUlatory authorityto'disaii,ow such 

" ~.", , _. _,' r , • " •. "'. •• _ • • •• ) : 

FERC-approved 'rates or disallow the- .passthrough:; of) costs.:.::incurred. 
pursuant to such rates. A state ccannot"substitute:. its~.j~dgment of 

., .'. ' •• " _.1.' , '".. -"" .. '.', _'_,J 

what is a fair and reasonable' .component ot'a: FERC-appro:ved rate. 
• "._1.." I _, 

• I. ""~ ." .. .1 ..•• 
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~ahal~" Power & Light"Co. v. Thornber~,:: 47,6 :.U';S,~··9S:'i;,·)96g,:"(.1~S:6):~:,. • 

" 

The "filE:drate· doctrineWi"rests' 'on: the ,su3>remacy :clause'··ofothe'·':.'·:, 

United S'eates 'Constitution whichprovides:'that ,federal.:-laws"are··· 
controlling over: state laws. Under the':;federal""preemption", ',,'. , 
doctrine,' if· regulation under state. laws . is directly:~contrary'to,::~ 
or woul,j, interfere ,with or ,frustX'atc"regulation under, :federaJ:,.:law ';\'. 
then th.e state law· ·is invalid. In-:neitheroral or 'written.;.;-
testi:mony does DRA.' cite authority that such is·not'the'..cas¢'_~··:, ........ ,: 
7. 4 ,QisC'UL~ , ':.;;-: 

The 'aff'il'iate issues raised,:by.,DRA en9'endered:,:a;:fair.~'· ",.: 
amOU,l'lt of' debate in testimony; hearings", and briefs:.,~:· However,,.' a ' .. 

k>otto':n line' 'analysis indicates. there is " really no'-;.,:action that needs 
to bE,: tak~n by us at this· time ... None of ORA.'s...:~coneerns.":.:led. to': a' 
reco:rnmende:d disallowal"l,ee,. . In ' fact, , , ORA . concedes' that, SoCalGas.' ',. '. 
purc~ases fro'm PITCO actual'lybenefitted>ratepayers.· ORA.'s;:·:.' .... ' .. 

fundamen'tal concerr. is that', the' natureo!' affiliate .relationships. ',. 
could lCi1d t'o abuse. We agree with that concern·b'·lt' fi-nd.:',no;:,bas.is. 
in ~ record to. take any action. regarding, affiliate,·· g:as., purchases 
during '!:be review period. Simil'arly, ,there is, no .reasonto·adopt 
OR1~'s other' recomniendationsatthis time •. 

8. Should the Record Period be' Limited" to an' 
El'cven-Month RQvjew as SYggc.sj;qd by ORA? 

!t~RA'S' Po§j.tion 

, \, ,I ~. "" 

~ ., .~' 

'1;\ ORA chose to investigate the period from April 1988 
~ :. thro1.'4gh' February Z&, 198-9:': ORA did ',not· review events:, occurring in 

March 1989 for the, following . reasons :. " 
'''It',is. appropria.te, to, defer consideration: of", , " ,.' 
Soca.lGas' actions in Mar..:h. 1989 ,until the, next; ",_, 
rea'sonableness review, and' ORA has limited ·the·~"-' 
scope of· ,its review, .to the' eleven month:· period' 
because such a period most appropriately 
reflects SoCalGas'operations ~,,' SoCalGas 
declared its. second curtailment of the Record 
Period in February 6, 1989. 'l'his supply 
curtailment remained in place until March "1, 
198-9: whenSoCalGas chanqed ·.theforxn: of the 
curtailment from a supply eurtailment to a 
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. partial capacity :curtaiJl:ment. , ,The,part,ial "'" ' ',i) >,,;" 

capacity curtailmontcontinued ,w~ll \p,ast ,the, ' 
end of March 1989 and' any "acti'onstaken' by'" ')'" 
Soca.1Gas, related' to gas. purcbasing and storaqe' ':.,. 
operations are best considered ,in conjunction. " 
with events that occurred. i'nthe next Record 
Period.' concurrent "with. the change in,the for:m·,; 
of the curtailment, SoCalGas changes the 
general mode of its storage operations from a 
wi thd.rawal mode to an inj ection,' mode. clearly,' 
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 
the middle of February 1989. 'It is most 
etficient to oxamine qas supply.operations, for 
an entire storage cycle. In fact one of the 
reasons for the change in the record period 
implemented by 0.89-01-040 was to" provide for a 
record period that cover,cd an entire storage 
cycle. For these reasons it' is appropriate' to" 
defer the reviewo·f SoCalGas' actions, in the 
month of March 1989 to the, next reasonableness 
review." (EXh. 5, Intro. pp. 2-3.) 

" I ',.,~ I. ' 

While the commission is empowered to declare that ORA may 
. ". . " .... " " 

not review, in SocalGas' next" reasonableness proceeding, events 
which occurred in March 1989, in ORA's view, such;n order '~oUld. 
represent bad policy. ORA chose not~ to' ,review, Mar,ch ~f" 19'89 

because,. in'this instance, thefaets warrant separating')Ma~~h from 
the earli~~ II months. SoCalGas declared ,a 'supPlycurtail~ent:- fr,,' 

• • , ',' I _! .., , • r , ' . " ~ \" [ " ,'" • ~ " 

February, but changed to a,capacity cu~ailment in March. The two, 
types of curtailment are different. It' is' likely that :the:' event_s :', " . 

.. J' ... • (. 

,which. occurred in March ,198.9 are,more closely related to events ' 
occurring in, ,the next record, pe'riOd. th~n in the, c~rr~~t ~ne_. 

"... ~ .~, i.. ' <:. ,. -·r. .. 

8.2 S9Ca.1Gas' Position _ ' .. ,,:,,' ,,',", n ,',_ 

SocalGas strenuously objects to DRA'srec'omme~dati"on to 
reduce the record period. SoCalGas points out that DRA d'i~J~ot ' .... . ", "" ";, "'," ','." 

make its position known until, November' 22". 1989 when it,filed, its 
testimony in thi~ ease~ , SoCa'lGas, b~iieves ORA ',Shouldha~~ sought 
to modify D. 89-01~040 which spe~ificallY estab'li'shec:l1:h~- l:2:-'mont~:' "" 

- 54- -, 



A.89-06-020 ALJ/K.H/qab 

record period endinq'~March'3:L .of ea'ch.year ',a~; ::the.:appropriate • 
timeframe for sOCalGa'~'reasc)n:ablenes:s:rev:Lew/: :It :~£~:5:iue: that, , 

". f..' " _._. • ":' ' ,,' I • . • '.. I •. , ,I,·... " \..1 .... ~ ~ ", , 

among' other things, theJ period chosen " bytht!: ',Cor.JInission. ::i-s-: 
reflective of tb.eannu~l storaqec::ycie'.,>However,~s~caiGas-: notes 

, • 'I, .••• _" .". ' .• ,'" I J 1 ".,,1'. 

that the annual storage'cyclel is' only one' fiLatter',that'"the/, 
Commission considered, in establ ishiIlq :tbe '~p'resc,rib,ed ' sc::h,e'dule. 

SoCalGas' argues 'that granting OPA; ~'re~es.t "to';~~ve March 
1989 into the next review 'period would 'disavantaqe: :a:tl ~pa'rties to 

. ,. " . , , • , , . ' ' ":,, -"c " ~'. ._ I 

the proceeding • Extensive' discovery "took place on the >'entire 
period, including March 19S9.Neither, SocalGas nor ,the other 
parties should have to face the burden ofrepeatingthese:"efforts 
in a subsequent review. SoCi:l.1Gas concludes 'that the::coxnm~'ssion 
must maintain'the integrity of its established schedule,and rules 
of procedure, and shou~d considerchanqes only -'when:"'reC;ru~s~s are 
made in such a manner as to, allow" the Commission and all':parties 
notice and the opportunity, to ' c,omment. , ' 

8.3 DiscuWon 
We' a9~ee'with' SoCalGas that ORA':cannot unilaterally 

decide ~~t':to i~clude one mo~th in its'review ot:'the-'record""perlod:" • 
and assum~ it' wiil be carried f~~ard to the neXt <record"'-'-pericx:r>· ' ' 
permission' to: do ·~o should have be'en obtained in- advance~'::' We'note'" 
that the' ALJ ?residing over the 1989-90' reasonableness reView did":: " 
not allow evid:ence, on March 1989 in that':proceed:inq. 'l'he';time>tor: 
ORA to make' ~" case about SoCaiGas':; activities in March 1989' is: l'on9" 
past., ;':" ' ' . ".': ,.I'; ',' 

Since no party ha's ehallenged SoCalGas" a6tions'~ dllring:' .. ' ,: 
March 1989:' and- S6~lGas has :made 'a show:i:n~ 'that"they were' :':~ .. ~ :, ,',.~::<) 

reasonable, we likewise will find SoCalGas' M:arch"i9'89:"aetl:iities~.·.,·: 
rea~~nable~"" r" '," :':."::' ,; :-".:" :"":;:::': 

Findings Of Fa£!c ' . ,:<. ..,', : ,~:,. '': ."~; <,,',' ,,'{ 

1'.' "s6<:alGas fi'led it~: applicatio~ ~iri' theat,6ve~eapt:ioned':' 
proceeding on' JUne 14,1989 in supportoi"'1ts' ciJ:aim'that'; SoCa'lGas .': 

.. ~. . , :~;: . " ". c; r,:: ,', .. ' .•• ,; :':;~ :::.- ,,~.,._ <:'.'~~ ~ (: ",~.: 
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reasonably eondueted., its.,. qas.-supply operations <luring, the::review 
period (from April 1, 1988. ,through"Mareh3l:,;, 1989.). 'i:: ",'~ '" 

2.. At the start of this review, period, SocalGas, cla·ims· .its 
operating plan provided. for: a'..level of· service consistent:wi~h the 
hiqher of PJ.-PSaveraqe year requirements or P1-P4 cold· year·. ' 

requirements. 
3.. That operating pl:an called. for ·a~No:vember: 1". storage-. :. 

inventory targetof9S billionc:ubie"feet" (Bcf·kofg:1s, to .pr.o;.ride .,', 
service to all its customers (Pl-PS) in an average year. So~alGas 

subsequently -revised that nu:ml:>er three· times. """" 
4. First,. socalGaS lowerecithe target to 76-: Bc.f,:,1:>ecause,. in 

its view,. the 98 Bef tarqet became unobtainab'le. The :storaqe . 
target was. later changed. to' 61Bcf and. finally, revis,edtO', 68~ Bcf. 

5. SOcalGasd.eclarea. a capacity curtailment on AUgust, 1&,. 
19~,. pursuant to' its own Rule 23. ' " 

6.. SocalGas tiled ,an emergency ,motion with, ~theCommission, . 
with an accompanying affidavit seekinq., declaration, ofa ,gas.,:supp,ly 

emergency' on. February 8', 1989-... ::." . '.-: 
7.. That same d.ay the Commission issuedD.89-02-0:36:::grantinq·: 

SoCalGas's motion in part,. but· ind.:ieatinq that a supply· emergenc~ 

did not yet exist. .' . 
8'. DRA; preparod a·number ·o'!charts ·'!rom historical: ;cla:ta· to. 

demonstrate that the 'weather which' occurred in February ··1Q:89 :,was '. 
not unusual for cold winter weather in southern Cal,if.ornia.: , ,', 

9. socalGasimprudently managed .,its ,storage operations' 
during the record period." .. ,'" ." 

10. Greater uncertainty . regarding.gas supplies~and the"," 
knowledge of curtailments in the .. preceding··,recordperiod.,.would .. ",.<;.~~., •. 
suqgest to':prudentmanagement-that greater. storage rather than less 
wouJ:d make sense.~, -, ..• ,-" 

11. SocalGas' storage planning could have been much.better 
during the· months -preced.ing the-: August . curtailment'M '. :;-

1,./ 
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I 
I :1.2." SoCalGas"· clailll that,>3 5/ Bcf;, was.. adequate.;' gas;; .instoraqe.'-:: A-

I • 

on Ja:nuary 31, 19S9~ despite its: . declaration,: of. a supply:'~emerg,eney ,':' 
I 

on F~~bruary·8" 1989'; is not'rational;.. " .. :<' -;.r,: 

j" 13. 'No' evicience supports., 'an: arCJUlTLent.: that, the'~ weather- in' " '.,; 
ear:~y February' '1989 was so unusually cold, as to catch the': utility • 

• > ::':> ... - ...... ,. '.' . 

14. The crisis occurred: in February"1989, because: SoCalGas had 
too littleqas in storage to, deal 'with::afew: days ,of;.very:: co·ld .. ,,' . 
weather: •. . ::, 

lS. SoCalGas callie, too close: for comfort to, curtailing', its 
core customers',- and forced· "its noncore ,customers:' to endure hardship 
during their curtailment. '," ",:,.;' ,;. ~" ',' " 

16. The commission issued an 'order on August,. 2"S,..:' ,198'8/in' 
response to' SOCalGas' curtailment'cortlll\cncing, August '],6,:,,;,1988,, ' 
(:I:.88-08-0S2 or Emergency Order) •. The Emergency: Order was,'issued 
after the cortlll\ission informally consulted with SoCaJ:Gas,,.., Edison, 
PG&E, SOG&E, and some municipal public utilities. ',)', ,.:, 

17. The Commission ordered California energy,'·,utilit'ies,·'to',: 
take a nwnber of' steps to alleviate a:ir' quality problems" .associated 
with the curtailment as quickly as possible. ,'" "',,, 

18. The Commission ~xpressed an intent that the 'cost',o,f" 
implementing its plan to reduce oil-fired' qeneration.should ,be 
borne 'by' Los 'Angeles area electric~,:\1til±tie:s.' ,ratepayers to,'.,whom·~ ". 

gas was to be provided. ...' - ">: .-' ';""~' " " ~ 

19 •. -An'- Advice Letterfiling::regardingthe.,details·:o'f a,' 
curtailment would not only give the Commission·.better~:info·r.mation· .:' 
to make an informed decision, ,but.would:allow affected':eustomers an 
opportunity' to 'respond and be heard .. ·' ~' , ,. . ..... :;, ,:,., ('t,'l';";)':'~ ,.<;;-.~", 

20~ Such a filing- would"assist:greatlyin"preserv:i:ng:~a:~r,ecord 

as to whether a curtailment is justified and the appropriate,;type'", 
of curtailment is designated:.' " '., , . , ",,, ,.:'<.\:~ 

21. A strict reading' of: SoCalGas,' tariffs·-.would::indicate,·that 
the August curtailment was not a pure capacity curtailment. 
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22 •. We ,are",unconvinced~:that.SCUPP/IIO',s calc'll'lation"of·,:the:~' ::;: 
excess cos'l;, of targeted gas is a reasonable approaeh.;':; '; ';";'" " " ~.' 

23.;. . We, find merit in, ORA.'s/recommellc:lation' that $1 ~:4,7 mil'l',ion 
be shifted from the Core Purchasoc:l,' Gas ,Account',to,noncore,.':,;;": ": :": ' 

customers. < ' , , :':;' ",J ,';/~' : " 

24 .-After the curtaillUent began", gas 'was ,removec:l-::,from storage 
in -response' to the· crisis in AU9Ust~,'-':'l'he, eost'of,-gas,,·,to:,·replenish
storage in August anc:l September was higher than, what had been ": 
inj ectec:l 'for :-core 'protection .. ," ! 'J 

25. ·Asto Ec:lison's',' Long, Beach's,. ,SCUPP/IIO~s,reco:mmend.ations·· 

on backstopping 'tmd trimming'~ we:' find,the"·record insufficiently 
c:leveloped:at-:thistime. ' ,,' ,. ' .. 

26. SOCalGas acted unreasonably in failing to purchase., -." 
additionalsupplios, of spot gas. in.'October and Nove=er,~,,1988.
SocalGas: should' have, planned to-make such purchases", and_'could have'" 
made them. The ac:ldi tional purchases would. have, saved" core ' 
customers $2,229,.000, would have allowed. SoC~lGas·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 v for· ,the_ 

core cost its ratepayers about $3,015,000 which ORA recluced.,'.,·, 
$2,229,000 in order to reflect th~ 'additional carryin~r: costs 
SoCalGas.' ratepayers would. have borne if ,: the gas: had", been 'injected 
into storage (Exh. S, pp.' 1'-2:6) .' , ,',",:. 

28. DRA' s methodology assumes that ad.di tionaJ.. . purchases of·, ", 
spot gas would have been- bought at the average' ,spot gas'prices 
SoCalGas' paid· duringOctober<andNovell\berl~a8 .':'" ,', "" ':. --,,-; ',~ ", 

29. Soca.1Gas could have and should have' pu-rchased" morespot:,,· 
gas in October and Novembe.r 198'8:.- " 

lO·.' SocalGaspald the. City of Rancho CUcamong~' $:t • ..1',. mill ion 
in back franchise fees-in, Oecember ',1'9'8'7 for the perioc1, 19'77: to': "", 
1986. These fees were inadvertently underpaid by SoCalGas 
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followingithc' .City"s. incorporat.lon. ~': .soCa"lGas.discovered ··the .:::: • " 
underpayment in,19'S.7;~' ' ..... ',.," ... ,,····;'·,'.:··:::· ... ·:'::c ::;:.;c::: ,;'<;'.:, 

. 3.1':' ' ORA's reconunendation::.for:~a:·disall:owance'for,~part of ~the 
Rancho CUcamonga franchisc· .. fccs would ':.require~:us to , . .:-find ,;ethieal::: ',,'., 
business practices to be imprudent in certain circumstances .. """,,;,;) :'" . 

.. 3-2..: A local: government could· make it more:",expensive .. ,,for 'a; 

utility to do.businessin its ,'territory if it ,believed,:,the util,ity : , 
had behaved unfairly.. ' . ,," .: .' ';;,,' .,.' ,-. " >, ,'., ," ,', . 

33. We find no basis in ~ record,-,:.to·take,anY,·action·; .: . 
regarding affiliate gas purchases.::: during'.,tbo' review: period.. .' 

34 •. ORA'chose to. investigate 'the period fromApril,.~·'19S.S' 
through February 28, 1989 instead of the full 12'-month.'record:·:· 
period. '. .". ",;,.< ,,': 

35·. ' ORA has limited the ,scope o·fits,·review.: to:tbe, :elev.en-, .. 
month period·because such a period- most appropriately,:reflects~', .. 
soCalGas" operations .. ", _ ' "·i,·~., 

" .. 

3&~ ORA contends that the partial:capaeity'·:curtailment~:, 

continued well past the end of March)1'9'89~.: and any actions taken::by·· 
SoCalGas. related to gas' purchasing and· storage-; operations-',are; best :. 
considered': in conjunction with events that occurrcd,_in.,the ncrt 
Record Period •. ' "" ,.' -' ::-- " .. : "":.' 

37 .. ' :. If DRA. unilaterally decides not: to' includ~>one.:.month, in ,'::: 
its review of 'the record period it 'should not assume' that, it will'" .. '. 
be carried forward to the next record, period.. " .' .... ' ,.-;""" ... 

Qmclusions 'of Law. ,. '-

l.. SocalGas bears. the burden of: :proofby:, cl·ear and,: '" 
convincing evidence regarding the-·reasonab-leness,:of:'.the:)eosts. it, :. <";", 

requests. that ratepayers. bear .. , .. - . ." : .<:.' , 
2. SocalGas managed its storage· opera,tions.imprudently .",: 
3-.. SocalGas should ·submit an 'Adviee'Lette-r .filing:. to the 

CACD silnul taneously wi than announcement 'of, curtailment:.,-: . -:" ' . 
• '.> ." 't 

• r ... ~. • I r __ '.' 

- 59- -.: .. 

• 

• 



• 

• 

• 

A.89-06-020 ALJ/K.H/gab • \ \ •• \ />' 

, .~ , .." i \ ,'.:' :: '.)- .' ,' .. ,' 

4. We. should not"require,.that, the targeted:';gas;costs",Q:fthe::, 
August; curtailment· be refunded·.with'·interest:to the LA.'~area~,::·' :,;,. ' 
electric'utilities~ " "'.: .... ,.-: 

'5. We' should . adopt . ORA's recommendation tosnift$:1.47; ,,~ 

million in replacement gas" costs from .the Core Purchasc'"GasAccount. 
to noncore customers in SOCalGas','next cost allocation;proceeding. 

&.We should' order a disallowance: of $2,229,000-as ,~ .. :. 
rcasonal:>le proxy for the increased expenses· the' core·, customers 
incurred due to. SocalGas' failure, to purchase' more' spot~ .gas .in 
October and November 1988. '.' . 

,7. We should allow recovory of $1,.'3. millioXl' .in, ";' .. ' 
undercollected franchise fees due the Cityof'iRancho Cucamonga· 
because it is a reasonable expenditure' ,whieh'.Denefit:ted, ,both .. 
ratepayers. and' shareholders~ .'" 

8. We: should 'not adopt:ORA's reco:mxnendations::regarding 
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 reasonable in 
March 1989 becauso of its own shOwing and tho fact that there was 
no timely challenge to their reasonableness. 

11. Other than altIounts specifically disallowed in this" .. 
decision, SoCalGas' gas purchases during the review period are 
reasonable. ","; 

OJ D EB 
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state the facts underlying and,the"reasons ,tor<'a eurtailment, shall • 
domonstrate that th~ type'otcurtailment boinq d.oelo.r41d'eompli<l1J 
with SoCalGas's tariffs, and shall set forth the efforts, SoCalGas," 
has taken· to minimize or, alleviatc'"the eurtailment.:.'I'he:,filing 
shall be served by overnightxnail to- 'affected customers. 

2'.. SOCalGas shall present in " its next eost, alloeation 
proceeding a reallocation of $-1.47 million from the core' . purchase 
gas aceount'to' noncoro customers.. ' . " , ,,'., . 

3-. SocalGasshall adjust its' eore purehasa ga~, account by . 
$2,229,000 to reflect the 1988-89 reasonableness', review: 
disallowance related to SoCalGas' tailure, to purch~.se,. addi tional 
spo't. gas in the tal'l of 198a." . ,., .... 

4.. Application 89-06--02'0 is, closed .. " 
This order beeomes effective 30:, days frolll; tOday •.. ~'.' " 
Datod.: Sapt():rnlxIr 6" 1'991," at San·Yranciseo·,· Cali.fornia. 

I abstain,;: 

/s/'- C:: "MITCHELL: WILK' 
Commissioner 

, " 

, ".:, 

'I,:, " 

'~ ~. , , "I"'" ,. . ~: '''\'1 

PATRICIA M'.' ECKERT"' 
',' .. ' ,.·~:,f ,',: President'~~<'" ':"\" ,:' . '" 

"JOHN :a ... ,OHANIAN , " 
J '", ',' DANIEL' wm .. "FESSLER" 

. ," , ,NORMAN D ;':" SHt.lMW~:: <;,', ,. i 

" CommissionClX's. ' 
' .. ' " ••••• !~ ,~'., ',.~~~.,.' ',.~ :~':J}~';,:,.~~,~ "i~ 

, ....... >' .. -.','" 

, .. ', • :;"t , i. .~.. ' ,.: 

• '"I ~ ,"--: : ~ ~'~ \ ; ':_ \', • ,'" 

... --: ~/: t: . 
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APPENDIX A 

Applicant: Thomas O. Clarke, Jeffrey E. Jackson, Steven D. 
Patrick, Attorneys at Law, and Rov M. Rawlings, for Southern 
California Gas company. 

Interested Parties: W. E. cameron, for the City of Glendale: 
:Edward A. Cecil, for R. w. :seck and Associates: Michel P. 
Florio, Attorney at Law, for Toward Utility Rate Normalization; 
~am9n W. Murph¥, Attorney at Law, for Imperial Irrigation 
District; ~rton M. MyetsQD, Attorney at Law, and Lee Schavrien, 
for San Diego Gas & Electrie Company: Messrs. Jones, Day, Reavis 
& pogue, by HOrman A. Pedgt~, and Eric V. Rowen, Attorneys at 
Law, for Southern california Utility Power Pool; D~vid ;elumb, 
for City of Pasadena: Robert L. Pettin~tQ, for Los Angeles 
Department of Water and Power; Kathi RobertSQn and Wayne Meek, 
for Simpson Paper Company: Richard K. Durant, Frank J. Cooley, 
and R9bert S. Robinson, Attorneys at Law, for Southern 
California Edison Company; Messrs. Armour, St. John, Wilcox, 
Goodin & Schlotz, by ~ames o. Squeri, Attorney at Law, for Kelco 
Division of Merek Co.: EoDald V. sta~si, for the City of 
Burbank: Nanc¥ ThompsQn, for Barakat, Howard & Chamberlin: 
Riehard O. Baish, Michael D. Ferguson and R~dQlph 1. wu, 
Attorneys at Law, for El Paso Natural Gas Company; 
Henpr F.Lippj,;t:t 2nd, Attorney at Law, for the California Gas 
Proc1ucers Association; ~ris::lLJ. Power, Attorney at Law, for 
the City of Long Beach; Edwatd Duncan for himself: Messrs. 
Morrison & Foerster, by Joseph M. Karp, Attorney at Law, for 
California cogeneration Council. 

Division of Ratepayer Advocates: R9bert c. Cagen, Attorney at Law,. 
and Richard E. Dobson. 

(END OF A.PPENDIX A) 


