ALJ/XIM/p.c o
' mailed

Decision 91-11-055 November 20, 1991 - o NOV 2 ! 1991

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE.STAEE OF(

Application of Pacific Gas and

Electric Company for authority to , . '
revise its gas rates and tariffs - ) -Application '90-08-029
effective April 1, 1991, pursuant (Filed August 15, 1990)
to Decision Nos. 87-12-073, cos e ey
89-01-040, 89-05-073, and 90-04-021.

(See Decisiou“91-05;029 for appearanqesal_

QEI N l:'Q:,,E.',;*. .

This decision establishes a brokerage fee for Pacific Gas’
and Electric Company (PG&E) in Phase II of "PG&E"S annual cost f‘*”f;
allocation proceeding (ACAP) for 1991. . f-ta.-p.,w; e ORI
ggggg;gund S
 The brokerage fee is an estrmate of the cost to the

wtility of procuring gas drrectly for’ customers. The ‘ t"'"!' .
rmplementatron of brokerage fees promotes our polrcy of uhﬁundlrng
gas costs. Historically, brokerage costs were rncluded 1n | ,
transportatron rates. Unbundling those fees promotes competrtron ﬁpi
by assurrng that utrlrty gas rates reflect the true cost of gas :" ‘
purchases. ' -

Decision (D.) 89=- 09 094 frrst establrshed a brokerage feefi
for PG&E. The decision also directed PG&E to file in its 1991 ACAP ~
a detailed ‘study of brokerage costs, consrstent wuth guxdelxnes set
forth therein. In general, the Commission' indicated that the study
should be done on a "stand-alone" rather than an. avorded cost
basis, and that the revenue requirement should be ‘based on costs
actually incurrxed by PG&E in the provrsron of brokerage sexvices.
"PG&E’s Position T L :

PGLE presented a study, undertaken by”an ihdependent
contractor, which-estimatesithe5total»brokeragefregegue requirement
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to be $6.6. mrll;on (approxrmately SO 019 per decatherm) “éhé”éﬁﬁéy 
fbre&ks down%brokerage ¢osts into  six broad- categorres. S

h,u-~o’ Sales/marketing;

“_.\- T

-_.o_.Contract admrnrstratron;
:o‘ Gas purchas;ng, | 5o
o Intexstate transportation arrangements;
© Customer accountlng and brllrng, and
o Common. o

The study also includes estimates of capital costs
associated with PG&E plant used to support the gas brokerage
functlon- . - . I Doy . . X " :'_‘? R ) .'.:‘,1_)

Position of Sunrrse Energy Company,
SunPacific Enexgy Management, Inc.,.

GasMark Inc., and GasMark, West, ;nc;'l

Sunrise Energy Company, SunPacific Enexrgy Managemcnt,' i
Inc., GasMark Inc., and GasMark West, Inc. (Sunrlse) belreve .
PG&E’s brokerage fee study is serrously flawed and ask the .
Commission to reJect that study in favor of the one undertaken by
Sunxise. Sunrxse s study estrmates the brokerage cost for noncore
procurement customers is $23 m;llron (or s0. 07 pexr, decatherm) It_e
estimates the brokerage cost for core-elect procurement customers’
to be $30.2 m;llron (oxr approximately $0.09 per. decatherm)
Sunrise believes the PG&E study is defrcrent in several ways:. .

1. The study fails to rnclude all of the cost,
"' elements the Commission has indicated are a
part. of the cost .of brokerage, including .
working capital for gas purchased but not‘
- paid for and workxng cap;tal for gas in
inventory; ,

U

The study fails to allocate joint’ahd i
common costs to brokerage on a "stand-
alone basis;

The study understates the direct. costs: of~
brokerage that are within the five
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~categories identified by PGLE’sS consultant; .
and , _ ,

The study~farls to rnclude a: proportronate
shaxe of the costs of storage zn the
brokerage cost estrmate. ’ o
Sunrise submits that <he Commrssron should reject PG&E’S
cost study, provide PG&E with gurdance on future cost studres, and
adopt the brokexage cost proposed by Sunrrse until PG&E provrdes 2 |
better cost study.
Sunrrse also proposes that storage costs should be
allocated to brokerage. : -
Mmmm;m | |
Canadian Producer Group (CPG) proposes a "thrrd party
transport fee,” which would rdentrfy and recover from . ,
transportation-only customers the cost° anurred by the utrlrty rnp.
providing the sexvice of transportrng customer—owned gas to those ”
customers. CPG proposes that the fee should be set to recover 32 2
million (or $0.021 per decathernm). |

Discussion

S

In this proceeding, PG&E presented a study undertaken by.
an independent consultant. The study may not be perfect but we do_y}
not seek perfectron in such studres. Cost studxes by therr naturey
requrre substantral judgment, especrally where jornt and common ) |
costs are estrmated as they must be in thls case. L

Sunrise opposes several elements of the study. ﬁit”
proposes to add to the brokerage fee a workrng caprtal requrrement
which assumes that PGSE pays for its gas supply before its ‘
customers pay for their procurement purchases from the utrlrty
The evidence suggests, however, that PG&E's noncore customers pay
their bills in less time than it takes PG&E to pay its. supplrers.
It is therefore unnecessary to rnclude a workrng cap;tal element in
the cost study. Sunrise recommends addrng to the fee the costs of
"shrinkage" gas. Undexr the new procurement rules, 1mplemented on
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August 1, 1991, however, PGLE will charge transporratmon-only
customers for shrinkage volumes in kind. This will recover
shrinkage costs from traneportatlon rates. ' There is' no-reason to
include these costs in the brokerage fee. e ,'.

Sunrise also proposes that the Commrssmon rnclude the
costs of storage in the brokerage fee. As CPG polnts out, this
issue rs 2 matter for broadex cons;deratron in cost allocatlon o
proceedings and is not approprlately considered here.‘ Moreover,,, 
Sunxise has failed to demonstrate that transportat;on;only .
customers receive no benefit from the avallabllrty of storage,
which is used in providing balancing and standby servrces to
customers who procure therr own gas. )

Sunrise arques that several other elements of the PG&E
study are rmproper and is par*rcularly concerned that ﬁhe study drd
not adeguately account for joi nt and common costs We need not
address the myxiad details of Sunrxse'v analysrs. We havo .
established that brokexage cost estrmates ‘should be based on costs
which would be incurred as "stand-alone’ operation. The drrfrculty_;
of ascertaining the cost of a stand-alone operatron where h
facilities are shared is apparent by the controversy the toplc
engendered. PG&E skillfully rebutted Sunrise’ s crrtrcrsms of
PG&E’s estimates of joint and common costs. PG&E £ ostrmates and )
the methodology it used to derrve the estrmate appear reasonable.
Accordingly, we well adopt PG&E’s brokerage fee proposal.,

An enormous amount of resources has gone into revxewrng
brokerage fees for PG&E consrderrng that the issue rnvolves rhe ,1 o
allocation of a tiny fraction of PG&E’ s revenue requrrement. We “j
continue to believe brokerage fees should be establrshed in order o
to promote a more competrtlve procurement envrronment. However,
unbundllng brokerage costs is one of many ways of accompllshlng
this goal and it is not among the most rmportant.'_

While we continue to recognlze the lmportance of a
brokerage fee, and unbundlrng utrlrty rates more generally, we w:ll
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not in the future, entertain changes.to. PG&E’s brokerage cost ..
methodology unless circumstances .change: significantly. < Inputs: to; -
the calculation. may change, but the methodology: we adopt today:is: -
final until and unless a party can demonstrate some.condition has: .
changed which makes the methodology illogical.

As PGLE proposes, we will direct PGSE to amend its
procurement and transportation rates to incorporate the new
brokerage fee concurrent with PG&E’s next attrition rate change.

We will direct PG&E to. calculate the brokerage . fee by dividing the
new brokerage revenue requirement by the forecast of core-elect: and -
noncore procurement volumes developed in Phase I of this. ...~ >
proceeding. S R R
_ Turning to CPG’'s proposal for a . transpert-only: fee, we" .
decline to adopt the fee foxr the same reason we decline-to unbundle!
storage in this proceeding.  This matter is more appropriately .= ~
considered in the context of a broadexr cost allocation proceeding,
such as Investigation (I.) 86-06-006.  While CPG’s proposed change
in cost allocation merits consideration, we prefer not to make
significant cost allocation changes in isolation at this time.
Eindings of Fact

1. Cost studies require substantial judgment especially
where joint and common costs must be estimated.

2. PGSE’s cost study reasonably estimates the costs of
brokerage. T

3. The Commission has stated its intent to review cost
allocation issues in 1.86-06~006. ‘

Conclusions of Taw . . .

1. The Commission should adopt PG&E’s estimate of brokerage
costs, as set forth in its cost study, and apply the throughput
forecasts adopted in D.91-05-029 in deriving a brokerage fee.

2. The Commission should not unbundle storage ¢osts at this
time- Be&&ﬁs’e‘:-fheﬂ.issuemtscmore approximately considered in
1.86-06-006 in ‘theTcontext\of other cost allocation issues.
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3. :The Commission should not adopt a “transport-only“ ‘fee as”
proposed by CPG. at this time' because the issue’ is' moxe ' /@& o.
appropriately considered: in I. 86-06-006-1n the- context ‘of ‘other -
cost allocation isswes. o o7 L oo onoen i

IT XS ORDERED that: - s

1. Pacific Gas and Electric Company (PG&E) shall,- concurrent *
with its next attrition year rate'change;*amend'its”procuremeht'add“‘
transportation rates to reflect the brokerage revenue: requlrement
estimated in its cost study and adopted in this decision. '‘In '~
determining the brokerage: fee for the'remainder of the test pericd,
PG&E. shall divide the adopted brokerage revenue requirement by the"
forecast of core-elect and noncore- procurement volumes adopted in-
Decision 91-05-029. . Co

2.  This proceeding is closed.

This order is effective today. -
‘Dated: Novembex 20, 1991,  at ‘San Francisco, California. = -
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PATRICIA M. ECKERT
' * president’"
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Commissionér John B. Ohanlan,‘ﬁ .
being necessarxly”absent, dxd"”‘"“
_not participate. .-, .
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