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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STAIE OF CALIFORNIA

mecision S 04 111  APR 251982

-

In the Matter of the Application
©% SQUTHERN CALIFORNIA GAS
COMPANY for a Determination that
Applicant Acted Reasonably in
Buying Certain Volumes of Gas
from Pacific Interstate
Transmission Company and to
Decrease Revenues to Offset
Changed Gas Costs Under Its
Approved Purchased Gas
Adjustments Procedures Resulting
from Adjustments in the Price of
Natural Gas Purchased from
TRANSWESTERN PIPELINE COMPANY,
EL PASO NATURAL GAS COMPANY,.
PACIFIC INTERSTATE TRANSMISSION
COMPANY and PACIFIC GAS & '
ELECTRIC COMPANY: and to Adjust
Revenues Under the Supply
Adjustment Mechanism to Reflect
Greater Than Anticipated:
Collection of Revenues Due to
Increases in Natural Gas.
Supplies.

Application 59929
(Filed September 8,:1980:
amended September 18, 1980)
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(See Decision 92498 for appearances.)

Additional Appearances

Michael Gayda, Attorney at Law, for Southern California
Gas Company, applicant.

John W. wWitt, Deputy City Attorney, by Willjiam S.
Shaffran, Deputy City Attorney, for City of
San Diego, interested party. :
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-7 20 BysApplication (A, ):459929¢: £1Ied08eptember~8,\l980.\andJ.ue
amended ‘September 184 :I980/ SoutherniCalifornia-Gas:Company = (SoCall s
requestedrauthority-to-reduce ‘rates."through theﬁoperatron,oﬁsbtsm ==
ConsolidatededjustmentEMechanfsmS(CAMh::iPublfcEheariﬁgs:were~'"PVA

&

held on, November 3 and 4, 1980, in Los Angeles. SoCal regquestedoo:c
that review of the reasonablenessﬁof Jits purchased gas costs be
de‘erred to a second phase of thzs proceedlng, and ;ts request was

4 R s

‘‘‘‘‘‘ LTSN

granted.; The ‘lrst phase was “the” subject of Dec131on Oy 92498

e

JOETL ool dpuonnl yrouvdet Doowaedg ond ol
dated December 5,71980. b IR
Coowne OTE T g o D be e

Hearlﬁgs were held 1n “the second phase on’ February 97”i0

w ot m e e T __ﬁ_)'.,,.._

and 11, 198l1. SoCal offered the testlmony of Robert SaIter“‘: nEeew

-!.—.-v,..- - ...--, [Nl

vice ores;deat of‘Pacific Inters tate” Transm;ss;on Company“(Paéffic““

[ uf T b w

Interstate) and Pacmfic Light;ng Gas” DeveIopment Company (PLGD) e

wh;ch are affiizates of SOéaI aﬁd Robert “T.C Hohne vxeeooregldent

) .
et ak ﬁ«,"hM ey -w—-. . ey -~

Gas Supply, for SoCal‘_ Staff offered’ the test;ﬁony oE DoBald Ls >
K;ng, supervms;ngnendaneer in the ‘Gas” Supply and Reqﬁarements et
Section of the Gas Branch of the*Utllitzes Division.” “Henry~ Fio-WT0C

gy ey e T e g

Lippitt, _an htestxfled onﬁbehalf of ‘the™~ Cai:fornia Gas“Producersw
Assoc;atlon (CGPA). The matter was Y submitted subject £o" “the filing

T PR ;

o~ m

of openapq brze‘s on March.ll and rep1§ briefs<on March™ 25““Opening

Node e dadiis -

brlefs were flled by SoCal “the” Commzss;on staff (staff),‘Toward‘*”“

e v .- - e ol 4“0 ~ o
Utll;ty*?ate Normalization (TORN) |~ and” cGPAL Oniy socal £iled™av”-
SoNLaTLn STLW TOLIODOD 2HOIZILACD 0piTesz oxT  Lnodliig lio rodism

reply'br;ef-

N ..‘.-,..!.‘
e R

Subse&uent € the subniss;on of‘this matter™ hearingsowereﬂ

Ll e - '..,..)...ﬂ

conduoted Ln Aprll 1981; in connectlon w;thfan.applicatxonrby°” zoilz

-l

Pac;fxc Gas and ?lectrlc Company (PG&E?)°2t60263“ "Dﬁr;ngvthosem~30u

teiedainly ta e e

hearin gs certain evadence emerged ‘that wasrancon51stent"w1th ev;dence

.._‘."10..23.5"."..\) SZO..;
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offered by SoCal in this proceedang.v_In order to clarify this

matter Socal offered additional testlmony by Hohne in its next CAM
proceeding, A.60339. By Admindstrative -Law Judge's Ruling dated:
June =6, 1981, submissiontof-thismatter was:set;aside:and parties
allowed torfileladditionalkibriefs. - Further:briefs were.received .-
from:SoCak, sstaff poTURN: andcCGRA. - Hohne!sotestimonyeand;CrossS=y e«
examination:in AI60339 (isTincorporatedby-reference insthis o-ran~00
proceedingsat Lnlov solomal nal m:o 032 ’ '

alie L e [l U -
CROLOTNN OGN L uDta (2 DS L o modmoveY,

e - - R e i T T R I - g
DLODInOT o nLn bhunors: ide) Yot o o Toowe
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TR In thas declsaon we examane SoCal S gas<supply strategy
BRI z W GuLG LODasT

for the neraod February through August 1980 and find'that SoCal

et Turdoo Lo oo LI TR ‘\(’:LJ:/

L":._;

REWR- A -

curred unreasonable purchased gas costs of $22, 949 000.  These

v
IOV LG T unl oL ML AE "’).'..f.:._»f.‘."

costs are related to purchases from Northwest Plpelane ..

- -
- gy X
[T '.--f OIS Do P L ivd DT . l-.)O" > - [ i

Corporation, (VW) iz, Februarv, March, and Apr;l and from_. .

e o o - . K] o b v NS rwy
- Yo e v dat P IR [ ) - ot B ¥ '

PG&E in-May ‘and June.ﬂ We £ind thag these purchases .

h T P -
R . ...»v -l‘-A-w'V-.,C el W ....«‘:.- .-.-.-.,..-Jt,bq Poled ST

dasplaced volumes of ~gas from =1 Paso Natural Gas Company (El Paso)

I e e e el DL BWQCG 2O 0T 0 R B AN

pl s

and Transwestern P;pelane Company (Transwestern) in_ June, July, and_
[ IURRUI A ) STl ID LIBT e SUDE hpdoing --"C'(.‘w.ﬂ Do

August and calculate _the, amount disallowed based on the difference

.o

. _..--.r_,l s ~ .c.a»d,J L wns -A.. ....) '--...3..1-3 v:'-.:“’ "‘I’:-*Cu -“"'

betweenrthe .cost of NW. and‘PG&E supplies on_ the one hand, and El° S

R S T R LT Tngo ’?"l:' QO Zosidoek

Paso and Transwestern supplaes on the other. R

- .
P L f;r" «‘F\ —‘\‘\f “v-"'ﬁ,,‘" -t ,. p—
PRI R ) \A)L—M \ L

- The decasaon examlnes varlous standards for evaluatl T

T = I~ \./- vv-'hwhy.,.»

--..u o ¢~>

. u.zul SQLTLILC LA
mcasc*etzonarv gas nurchases and_ adopts certaln gu;dellnes.

T o el 0L WAL e DT LLGINS DNINLEO O

tlcular, we. rand that storage condatzons are properly taken into,

Ll W ...,'-u~¢.

p [
-ir . e . e e )

account and that the cost of

A, -

e gy, =
VR s . ST qa_.‘)—A'

~G3s, is reasonagly neasurgd against spot
9 e Dl 5 Voo e B R N 5, o DIEr VIILLZU
narket oil praces. The storage condltions together with supply and
«SDLWS VLG eT
demand.consaderataons are.. the major factors, that lead us to conclude
e PR RS S LS ORI N S SO0IUDOw Tofitc)

that SoCalrs actiors were, unreasonable. We regect, as unfounded,

- v L friie Nt UL _L.::c'.‘“. :‘: A'-’)‘“HDFOF\

SeoCal!’ s\claan that it . was contractually oollqated to buy a_portaon
sLTme s It ChEnTg S Sow DiTI0n

.of. this gas, or. that, pol;t;cal consadera 1ons>outwpaghed economic
Il : T D FO O RLSINOD 2 ‘3u.~':.59"
considerations. -
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S III ) -~B§gkgrourid B ‘«:‘:Z.‘:"U.’i.‘,? w oo

T e -

r
»—,-. ,.-\-.-,--w n'r\::-.g o T .,., ,'.,.‘ R fteto e
-~ el R -

Sta££ TURNﬁ and CGPAVall ra;se 1ssues regardzng the

et ALl g T Bt Tud 4l

-easonableness of Soéal”s gas procurement Sstrategy durlng the perlod

- o -
n e ,-.,) ‘_“t [

o .

'4-
oLl -t

e
[P +~J-a ot w-a.-_.-J-LJJ Ol G

Pebruary through August "1980- 'These issues relate S0 purchasgs o
rom two SupplleIS“ NW and PG&B-" SoCal'* Damly Ooeratzng R

NP Tetwie] A A

Records for these months are attached as Appendzx A torrllustrate

"- "-n ~ o e N oy P e "P“"”\ R o e e
N e oom - N '."-w-\.--a N T 0

the cootentxons of £Re partles. T =3LTIRIRITAL

‘ . P "~ - - Loted P i~ - .
e Tt e reeT 4,/~-r A- ey ‘;m ar ‘-dr‘“ﬁ‘l“ v ’«,; |"\

SoCal s contract with Nw lS by way of SoCal s affllzate, o

R T R P i TR i Ry Yo oy, Tt - & et
PG R Dt C? oLz -.,....r ST ) -

Pacific Interstate-” Durlng th;s £ime the contract prov;ded that’

PR ST A-4--.‘--.\.»,'....- o\yn-f:} e ‘O'-\ ,-.'..‘... ,-.- ,-v.‘,-...-\

W would sell to Pacxflc fnterstate quantitles of gas wh;ch W
LOZoaNnO TROon HETY Leriondd ARE L TOVOWEE

determined on any day“to be avazlable in excess “of the requlrements

H.,v(

PRl

R S L P R

- --w,-.'._..,- \1" )tw- - r-d"'j“’f
S ] Per I 2 AN

of its svate“,lwh;le Pac;flc Interstate agreed to use its ‘best

ke A -;_z:\/ r-vv -_‘-‘,” ,‘ -Dp-:'::- I - fv‘b| -r ,'p- [ nf- 1—_' "*"’OZ"
e‘forts to taxe and arrange gor transportat*on of all gas tendered

.«‘——hwn-. ..4 - v - . —
T L et Lo vn-w.J'-..‘* FANERLH ﬂDDw

by NW and,-o enter lnto negotiatlons for the sale of the gas to

- g »-, oo vy e -
1\““ - -“\-""" ~ u(‘“ 1,,- AI‘,». \("!'l' \:i“’" t:)'lf')\‘r .(q:"\ ~ m-;c'

SoCal._ Thergw Qs xs_transported by El Paso to the Calzforama

Cu e 4’)’"‘(7;.) WY

border, where SoCal lS obl;gated"to purchase all gae that Pac;fxc

. w‘-‘\!‘\ i o=

\ﬁ d“".“V‘l\/ "—od»CLQ‘O‘.J’- “‘ﬂ' ,.‘...

Interstate has caused NW and bl Paso to deliver. The _price of

-\vy - - - -
olle= zo pmizoTo

the gas is determzned by a gas charge based on the Canadman

Sy B
P T LVOICCS C IDLL00mon onn ow, .. "

gas border orxce pa;d by NW,ra"transportatxonﬁcharge for use
of the NW system--and a‘fuel charge forvfuel usediin® transportlng

s titeteln e TRLIn Y -m,,.,..u ""’“'3“10"‘"
-

the gas. The Pacrfzcclnterstate-vw contract .has. beenvsubsequently
amended. ST SLwnw smonw (AR ‘71 Y::;:cf -:u:i;

o r I Tty
SoCal's contract wzth PG&E orovides for 7Snmalllon cubic

feet per day of firm deliveries, and up to,an.additional 75 million.:
cubic feet daily-of-best-efforts.supplies...The contract was
approved by this Commissionfon“Decemberv19 19789~ by Resqut;on

'-)u ‘u-w‘ - ‘#".’-,"t \“Nr

G-2259. The original. prmceuwas negot;ated between~SoCal and PG&E.

N, W e

Beginning with Dt9l720 ontApril 295:1980; this Commissionihas
SOVOIY ST NLerolbommio DoRoon nloaon. oz
established the price. . ... “Til7IvTTE = s on o

- . e Nt

st2low o wEotos
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On January 18, 1980.-Canadianvgovernment officials

o o e et o Lt

establ;shed a_new border przce Of $4.47 MM@tu (U, -S- ) for gas

. Ny A

exported to the Unzted states, ef‘ectlve February 17 l980 Based

.,.... RS ‘.-\‘-...,,,,.- . o, Joeay e Dhqm v - A-,-H, -~

P ."‘).~‘\L\.,J » _.,,a:f':
on’ the Pac;f;c Interstate-NW contract the cost of gas to SeCal

. - —
Rt o - . o - ey ’ o ~~-v wrar e kb
‘-\ e’ b e e a ‘u — ‘(.. - ‘ﬁ Py ‘JO \ J—) h“. “

was about $5 Ie MMBtﬁ. ST . ; % o-,-;
2 (N 0l N i .-'-A'- - b ,_,._N
.-.\. R - A -

. ... ©On February l6 1980 the U.S. Economac Regulatory

T I e, ’""'“‘-\M 1’""

~ o) "
0L AESUODD

Administration (ERA) 1ssued 0p1nlon and Order No. l4 addressang th

RS A o T oSl o IO Je to sl o f0 Ieliat ) ‘

Canadlan ;ncrease. ERA explalns that the price increase was based

CLnUnE o vaw P TooYsnon T LaDGR

ko w e aa?

oz a formula £hat tles the'pfzce of natural gas exported from_

SRt tn v - . z .,,-4-,. . - i .y >-~ PRI SNt
4 ,..,.,,vu; -l v.t.-‘»»n -

Canada to the cost of “crude Oll lmported into easteérn Canada.

’ S A e g g e e ke w o - : 3 A
—_......_.4.. LRV -‘- . han .,.-...'3» ‘\ he ...‘..O‘\ Vv

Powever, BRA obeefves “”he mest recent increase to- U S. 34 47 per

ey L LR P - I dvilat 3
' ..J‘-'_.‘ oo viLD W N DG LTI

MMBEY dlffers szgn;f;cahtly, however, in the manner ln which the

‘_',.\.,.., ) - w ok el n el ""*“‘“V“ oy o Thoey

R eLy

formula has been applzed 31nce previously the new gas prlce

elia S tie TadORer ~-~ -0 i Potodol ru- ook T T e
. -\ et )naﬁl - “" fot b ‘

became eﬁ‘ectzve_three_to ﬁour months after the date on whmch crude”

an L s - e ,—-.-u.-‘.- .”v -sﬁ ony - " et
o DT 90T 24 ’: v S

oil pr;ces were measured.u Because of £he short’ tzme that had i

- 7 ‘.'nf"'r‘v“ .-, A"
AN .,.....NIO...

etatedmthat it could not flnd the price .

Caws -

L - ol *“)O,—' T Y T U N R T

to be reasohable. Vevertheless it allowed lmports to continue,

)r- - ey oy ,-_»,~-' 'd‘ﬂ::

A ST T o S B ) N NV SELD LS annmLun

statxng as.follows-

o N ,qml..,,».,v BOD .\-‘... e e

G [y e et

"..owe are compelled o approve on an 1nter1m ,
- -basis the~continuation’of-current imports ag--C 02104
--the-new price to.avoid the: serious hardships-...-
 and dislocations that would occur if all .

-Canadian-gas’ supplies-were-'to- be-” ‘terminated® ©ov

abruptly on February 17, 1980, which would be

the effect if all applzcatlons for the

el e et

“incréase were'denjedin s vt STLW IDITINOD
However, ERA-statéd-furfheri GF 275 \uuliwilsh ol

Twi iwé~Have determinedTthat this pricecisCnotis ' -
:-.reasonablezand that-it.-is.consistent with the. .o %o nzcos
_public, Lnterest to_ allow U S. firms to ’

“temporarily“importthe”gas at“that priceionly °

_.~“ifcthereris also alcompelling-=showingothats rx:w
the gas is needed immediately to prevent a co s
severe adverse impact on the public health,~”~ ~°°
safety or welfare."
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The interim authority continued until May 15, 1980, when ERA
annourced: that- the: border: price was:reasonable and;authorized: -..

L.

continned;importation:of.flowing;gasgvolumesﬁﬁopinicn;en§;9r§§:ei5§).

In the meantime Canadian-officials-announced.arrevised,pricing.n =g
mechanism that! includes.a 90-day:. lag, the feature:that-had been. -
missing: £rom: the February.l7 increase;;ﬁihe;revisedgpriging |
mechanism was apparently:the;resultnofgnegctiat@pps=betweepcvrs,vmv
and Canadian officials. LT owibnecos miomwerdn
AsS shown in, Appendlx.A, SoCal obta;ned only small volumes
from NW 1n Pebruarv until Fébruar&”lB substantzal purchases
cont;nued unt;l“m;d-Aprzl (except for one~day), with®additional
purchases” later” zn,mprll. Beginn;ng February“ls'“the COSEC Of: thet'?
gas was about $5.16" MMBtu; Durlng “this” period“purchases Erom PGEES.
remained constant at the 75 million cubic Feet: per day~firqunant;ty.
During February and March, ébCal was*generally'wzthdrawmngagas . £rom
storage- durzng April i was almoqt‘constantly'xndectingugas into
storage. WOl JRDOT TNy LebnonmonaT Do ClELa0nsoT owow oon WU
"*“burlng the initial” stages 'of" this“proceedtanSoCal'%V
witness Hohne testlfled'that“PG&Bsma&e no" bestlefEoTes gaS“***- S
avazlablehte'SoCainéﬁEing Thils period.” DPG&E witnesses Lestified >
£o the’ contrary ln A,60263 ‘and in‘A:60339'Hohne*revrse&-h;s'test:mony
o 1nd;cate that pg&z d;d make best-efforts-gas—avamldble LOET I DD
SoCal on Aprzl 4 and thereafter through Apr;l. PinmoLTan il
The VW purchases ended Aprll 26‘““Begxnnxng May 1, SecCal

N

purchasedﬁthe add;tlonal 75 milllon.cub;c feet da;ly-of PEEE @7 EoT

. e R A v nd

ot e

JE——

‘ best-efforts gas Cwmth a few exceptmons) untxl PFine ¢ < During’ ‘this

TN e LD e

.A».‘

'perlod SoCél was constantly mnjectlng-gas oL o) étoraqe‘(except“-'“
for ore day). Or Jume 1l SoCal began underncminating L Paso U7
On June 2l SoCal began undernominating Transwestern

supplies.
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R ”, ~es
i

. b A

of Transwestern~suppltes~ccntmnuedﬁuntalﬁOctoberu~4 oParchasesss I
of firmivéi&mesf‘romﬁPG&E were.resumed-on September!3zsodr musasdoon

Throughout this periodsSoCal haintaineds actualostorages: am
levels-stbstantially” higher” than-lts-target"anventory leveis,»aso o

shown in Appendix B. Lalninithe =
AT {'\'\ dte: et iodely) KiSle)

T e IV. Contentxons of’the “Sarcies O

o ] oy

SOTENT LI TOLT L . O vvf e e e g *)"‘" ,..,,.,’_q- M

.o -
ey gy sy
MY ....u-.... PN S P - .,.C.....

soonc-These-facts lead parties. to dramat;cally dlfferent cre

.....g.'.. w e o T e -w..‘...-.m

conclusions.. SoCalmconzends that ;t acted reasonably durzng ghls
period.and that,zhesev;dence"support;ng th;smcsnffpxgon‘ d,:;;,;53
suncontroverted.: I
on:;hegtesximony.of staff S w;tness Kang. oo Brs vasywceT pritud
- Stafi.w;tnesswx;ngﬁd;d testxﬁy that SoCal S. purchasgs oﬁ
\rw gas were reasonable and recommended that SOCa}. be allowe\dv EB - .

- e

recover- the- cost. oﬂﬁ-hose puxchases.- However, hls testxmony éssumed

L e - LR O R T ol e ..wJ

the mistaken facxswrelat;ngsto-PG&EMbestfefforts gas. in, Aprxl.

R LR T TR e -.~A.¢A-....

Staff's. supblementary brief adgxeSSAng the further tes%%mony of

A ..-.o-.,..-v-v

- Sohne- states. .haxsxnsxlng-s-opzn;on the purchase of Nwlgas Ln lzéu

et da e LOTIEO

of less expensive.supplies. avallable irom PG&E An,Aprzl s 20 ;ygs
¢learly imprudent. Cimef Sema s st -

P - . T "
PR o - TN DLANON D \" o -....:c“‘ o0 ...).404”

Sezap oo oFhe Legal Division of Xhe, Commission contends, that SoCal

nALL

f--*v’

r d 04 e h
ek R SLTOLDNL S

e
-.'u\-o) "lA b .‘

has not- sustained its, burden‘of nrov;ng.xhe reasonableness of

ek e L v N L e e s 11 G aLOQLT IR0 LT DuBLNDT

.eztherhgas.:urchases from NW from. Pebrua;y 17, th:ough April 26, l980,

— ! M
o A et \,ﬂd...u(. wt ‘-... \.4‘.. e tiond .‘......."*:

or purchases pﬁﬂbest-efforts gas, from PG&E from May 1, 1980 %&59539
June 2, 1980 : 5902 20w

-
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7 "TURNTalscCargues that “SoCal’ imcurred unreasonable gas
costs résulting from its -pirchases from NWoin' Febriary,MarchZ:z:
CandTApril ‘and  from PGLE in ‘May “and “Fune oS TURNTrecommends ithat oviwon
$23,795,000 be disallowed on-account “of ‘theseractions s TURN also s
questions SoCal's scheduling of a ccmpressorCstatTon-overhaul.vcvcvﬂ
”*f~~CGPA.orzgxnalmy~supporte&~SoCar' svrecoverycofiits NW
and -PG&E " gas costs. " However, -it2lso modifiedsitsvpositionsfollowing
the disclosure that PG&E 4id make best-efforts gas availablelins oz
April, contendzng~ﬁhat“SoCaI shouId"have”turchased tHe PGEE gas

. - " (% o 4~ o 1'—-;0‘ -J'—
rather than the angas,. LEme e e RO o f

C:Q ,w -‘—‘-\D""u\.:

\"”““ )"‘

A. NW Purchases

1. Introduefign = <, ni.u
SoCal makes® a“ngmber”of assertxons 1n~support of its

ﬁ\*wo-w».\.- ) bp-.,-. ,-).-r-o

contention that its NW~ gas pur&hases were reasonableh It argues

LY L l-‘-.,-. -

that it was contractually obl;gated to Jbuy-the gas.qthat the gas. ..

Wl LA

cost less- ~than. alternate fuel . and\that Aits, aetlgns -were_ cons;stent

Nt b S (R ] \..A..,

with Commission-policy.- It~ clazms that the_gas,_ was not of Canadman

Aut =Rt aiirtei

origin-for purposesﬁof.applyzng“federalepolicyﬁ put was, ~0f Canadlan‘
origin for.another. purpose. ~It¢arguespthate1t wouldbhave turned

adetd
b e L e O-

back: El.Paso-and. Transwestern suppl;es even if.no.NW, .gas had . beexn,

_..A.wu.d q,-)‘-

purchased. Each of these contentions is. addreseed.below; I olfinaec
2. Reasonableness . in-General: ...

oWy Ty ke e --6. "~ - "
TSI LTCT 0 mouersla

SoCal o;ig%nally-supnggtedfxts entire supplyuacqums;tion
policy during th;é:berlod havingisuccessfully ach;eveasa least-
cost supply mix,” reasona51e~1n 14ghtsof alternate"fuel«prices and

IR G Lk R L Bo - ~-A M

erude oil costs.,:and. consastent-wmth Comm;ssmon poi;cy; gfter the
circumstanc¢es relating to PG&E's offer~ of’best-efforts-gas in April
became known, SoCal resorted to a different argument’to(support its

NW gas purchases after April 4. That later argument iS«diSCﬁSSéd
separately.
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on cSoCal irekies sheavily onrits-own-testimonyran&cthe'testimony
of staff:-witness King: who.agreed that-SoCal -acted-.reasonably. ...~

e AT

However, Kirg's-testimony was - -based -on mistaken-assumptions rregarding
the ;availability -of :PG&E best-efforts-gas-aftexr April 4. and ks~ :cp
subject tointerpretation.::  yemen

e P - m~ iy e e e
[ PR e u-u~3~ '3 S ——Jl—"o»..; LIISRTTRGT

King -offered tworgeneralmguxdelineSrthat -he considers
“appropriateefo:cqvaluatinq;an:punchase‘Rnactkqesea:@@%sgsqu%d%¥12§§
are as_follows: DoLom o ntmohioarond asoe BER owase

- i . *
o

gy
P T I — e el ..-’ HJ -'

*lic The sequence-~of.purchases fromnextstmng
supply sources should be such £hat a
least-cost supply mix is achievedicver a~~
range of demand conditions within
prevailing contractual and regulatory

conditions.

"2. Discretionary purchases under existing
contracts should not be made if thelmetiersrl
L2 o rcostratsthe~Californianborder.exceeds.. .-
.. .. the price of 1mported crude to petroleum

L)
O

L. VIete inddtel

...,p e P~ N ol b e ey
DTSLUALTNOT

refinere v 1 iou oo

King‘cﬁaf&éterized“the*SoCaI“siétéﬁ:&§i"&éIEtivéI?Sfrée“ to“arrange~
itéxtake§°3r6&°§t§:%éfiéué:éuﬁﬁifeégsinlaﬁéeQﬁéﬁéefthatﬁfesulté inoo
a least—cost supply ‘mix”over as range*of demand’condztions.—»~vﬂ

Tel e mpe” Sdesnd guidel;ne*ls~descr1bed as- consistent withminiro
Comn;ss;on polmcy*supportmng*acqnmsztuon ofSmaximum-available ~:ImIzo
quasn tities” of gas'to ‘rédude” dependence onvimported- ol tottheslowest
possible level: “King®states:+ H80-Tr0Tzon wands o fosf  Lboasizrug

bt o

"Although the Commission didinotiprovidelanpi pmon? LT
..indication of:the price.that.it considered -.-.-
., prudent to pay_in acquiring gas to reduce” such -

~ dependence; - it- would~ be™ reasonableOtcwhssume DOITLE

-that a price-lower than-sthe equivalent.Btu .. .. .. -.

.price of the imported crude presumably -

‘displaced’ would-provide economict benefits: totic? Jio
t.h,e SoCal. service: area.!,

T TADE oo

-y ey o -

N L =N PO
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This test is’ offered when~ ‘the- 1mmed1ate~effect of the®supply choice

o s AL A L0 :“"‘“"‘ n«“‘"“"t«wf.*q“‘)—wr
is a variation: :m— del:.ver:.e& to customers who..usel,petrole\m

products” iR~ the* absencew of~ natural~gas.€-’7 mroT 27T Lnr o
Lomnd ~om AT

King rev:.ewed SoCal,s operat:.ng :ecords‘-ando concluded that

N -

its sequence- of- takes—~was in accord w:.th‘“theD first guzdehne. He
& o rm A D S e L HEIDDAEE

also compared. the,« cost of,\Nw ga.s w:.thrcrude-o:.l-pr:.ces publ;shed
by the Department— of Ener;gy* and* concluded~ that‘" SOCal‘*s purchases met

-‘-,-,.-\- . Tk l".m-o- q.‘f».,-.-a

the second, gu:.delmew In. maka.nc;* t]ﬁa£ comparcsom K:.ng, cons idered
the possibility thatw the electric wtilities’ would—a incura“$3 per

,“.-'-vv—\; ”-- AT e Wt 04 ‘»-4-\ [Daf s ln e‘ -‘\r'\:h'"\'- i fod

barrel penalty underﬁ fuel.. o:.l contractsca.nd concludedﬁ that the net
cost of acqu:.rn.ng Nw gas was~ less" b‘han thewcost“' of impor‘ted crude

Lo lout boLav w2 WO TEW

displaced, "even aﬁter a.ssum.n.nq.an e:ctreme case w:.th. respec't to
peralties in electra.c ut;.li*ty fuel o;’].-’contracts‘ nz WEIND v

T ey ﬂwn- gy ey

SoCal states that wh:.lea.xt has sat:.sﬂed..Kmq é guidelines,
it neither advocate& the” adoption of~ such gu’id”ehnes by2 the

Comm e e gy v.—- A e

Commission nor the— me<:3:1a.n:1.ca;:l,).az:n:.\.l:!.<:an-..1.on~ by the staff of such
guidelines in future: proceedings.”SoCal’ 'sta“tes-‘-?“'JC' -3 DOu

"SeCal is of the view that compar;sons to it
T alternate fuel-costsiinTthe marketiarelofso:

- _value, in. this proceeding.and are. a ratioz;al e
| eriteria against which to measure SocCal's '
- getion ‘herein, buti this: Commission should

refrain from adopting rigid standards whn.ch
could adversely affect SoCal's purchase ~

"policies on’ a’day~to-day basig.moTuin DLl
SoCal recommends that® the” Commission ﬁcont:.“nue;.to:ﬁe:terrhirfeb the . -

reaso'n‘al:i lén'é”sfs? ‘0f its purchaises’ on’arcase-by-caser basisien itorsstoin

-t

5L SoCal arques thatdits ‘purchase’ of NWigasd was dirocthes tozos

ot b

economic interest of southern "California=iToisupport thissarguments
it offers its own version of an alternate fuel test: the price that
electric utilities would have paid for their highest priced purchases
of fuel oil. SoCal states: ' '
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-*The.cost to SoCal- of~Vorthwest ‘gas.,was-below.the ...
azucremental cost of low sulfur fuel oil to
SoCal's" electridé utility customers.’iAccordingiii-Yiv o oz
£o0 the FPC Form 423!s.filed; by-Southern.California. ... -
. .Edison, Los Angeles Department of water and -
- Power;‘San-Diego Gas”andTElectricy Cityiofr Dx¥
. .~Burbank Public.Service, Glendale Public: Serv;ce,~
Pasadena Department of Water and Power and
“- Imperial Irrigation”District, these customers iIiamow
- purchased-22%- (approximately-21.,658- MMMBtquo;:LCJ: s
. their total fuel purchases at prices above '
"~ $5,1583~ per- MMbta durmngrthe~months of“February,>~c2on
- wMarch-and:April: of-1980. -For-the fuel.oil . .. :~v:. -
purchased. above, the price of the Northwest gas.
at $571583" per MMBtu~~thevaverage~pr1ce~was vTion
. $5.5291 per MMBtu.-
. was low sulfur No. 6 fuel oil.

jet fuel; "No. 2 oilTand other'laght ‘fuels.” R

hlghest prxced fuel oml was d;splaced fmrst, _
it is-apparent- that” reduced-déliveriesT ot ~uToZ
- SoCal's:electric utility customers. means-that:, .
they would have purchased additional fael oil
at-a cost qreater~than'the:cost?at~which‘ TOMen mSlnllnmou

LN e Te
et M Lo

SoCal ¢laims that*the~regxoﬁal economy«ienef;ted by;having this
cHeaper energy availdble-s;ncewthe*ratesmfbr eiectrlc#service were

- . . u e -
o __._,_,___ '.'...,L‘.’" anom S Mmoo s

e me

region's air qpal;tv;“ﬁ*"*“ - ““W? ?“~~¢vJJ mOET 735?:

o ! D - Se LN »
e IO N L_,_Jt e TV S Bt 2 nm\ ~.....*

SoCal also éupports its purchasengﬁaxw.gas-aSrQ:easonable
in light:c&&tbenp:evallan;ﬁuel-supplymconditionsvﬂ~~SoCaJﬁﬁ”~

terms of! both.przcehandfvolumes wand-descr;beswthean gas~as “a
welcome: source ofyciean_burnlngdenergy

o a PE e,
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SoCalnfurther argues that‘its”NW”purchases~were

,,,,,_,_,,.,_ el DA e ke LML f"-'U"‘

consistent’ Wlth th;s Commxssmon‘s deléy supportrng acqu:s;t;on of

[ P—e
- I /....-n

maximum quant:.ta.e's o‘f“gas- to reduce. dependenceﬂondmported oil o
the lowest possible level, agreeing with King in thisiregard.

SoCal also refers '_co»a statemenb datgd*ApriI?N 1980 by certain
California energy- 6ff:.c:.als,ﬂ et o Fed

that restrict naturalTgas’ use.~—SoCaI~states. ""The-policy directions

e -t

offered by this Comssa.on ana tbe state administratlon denote the

f-'\nr,',-w,. r{:un P DA T ") "VF"“’

publ..c :.nterest- SoCal cla:.ms :.ts actions were reasonablé in
VAULTOLEoT Doyes ludoR 2omr poidnil
light of t‘xese policy statements. ”

,,-._.u e \ —a‘ -

,.--‘,\ -

_..;../Ou

-urf-rdw-. v\ ',—-" =

SOCal cal.}tgi.ons “¥hat its’ act;bns mﬁst be exam:.ned "in light

ST r/ la¥ad -f S CRRAL ) - H—-.-.‘.o-

of £he c:.rcu.mstancés prevaa.lmg and reasbnably foreseeable at” the

- -¢~,--~A- - -

time ¢f the dec:.s:.on."_ When th:x.s standard is appl:.ed SeCal” a.r:qw.w:‘&:,c

hr‘\"%‘fﬁd e e, -«-«‘\ 4w mewr "

that this Commssd.om "must con.clude that. SoCal s purchases were

L

reasonable." ST TR IS S A (ot

-
," ; VT .- ‘ W
PO S ——

SOCa,L claa.m& that, :.m B

i !

.. JCould™ not reasonably* have ant:.cipated“d.na
mid~February through late” Apri‘.l.‘ whenspurchasing
Northwest volumes®that two’tos four monthss “henge?
in late June 'SoCal would:commencesturningsbacks:
= -gas from:ELl Paso.and. Transwestern.!'. o.. s oe nmicrn

v
L P R

SoCal .quotes from.King's examination-by staff.counsel-to suppo t
- proposition,. including the following:. .. ...

"Q Do vou have any opinion as to the, causes of-
th;s situation whlch develoned in June
where the- company-was-required- to under-Iz0cL”
nomirate  E1lVPase’ andd Transwesternt ind the WAy
that 19' reflected” hepe?t TIrLlITy DUtIonle Lng

e -~

o7

e

ne viet o o

P T e by e
o]

It was an_ aiccumulatn.on of évents beg;nn:mgd o

with an. extremely m-wln*term one. of the. e

: wa.rmest. winters. ln the. J.ast 40, years- :m,the_,,,

_\-v‘
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MALlso, - 1ta1nvolvedathe -availability~of, excess:
or surolus elgctrlcvgower fro@ the Northwest

L
«.'_»..ﬂ

T"It lnvolves the obllgat;on that the elec ric
~ut111tmes ‘have to- burn- certain-quantities-ofo~"
fUEJ.nQ:.l - [l mEIOTTD Do T f’\"*"“'\"J'\‘l -y

[ R " o ..J e e \J\. - T“v‘v’ .

-"And rall those-things.combined.in such a.way. ~- -
that it just run (sic) into a situation
“where~SoCal-could not-absorb all”the?gas™"

sz oyvmoavailable tooit-had-igzfully nominated..~
mmmen (Emphasxs supplled by SoCalr)

-

il o z GITLE 1o nmirn o MESEN
SeCal characterlzes such evidence as ”concluszve" and requzrlng a,
el e L - GO a T -

‘znd;ng that SoCal’ acted feasonabiy._ ) . ‘
eaadty st Rn i v eI S o BE. RSN ORI bl
ceanr ase SOCAL fur:her argues. that 1; would have turned back gas

ey X )
SR AN DRV TOQIT2E LIL oI mnOLILLD Loloz

on its tradztlonal suppllers even if no NW gas hgd beeh purchased.
W L v AN - N YA e ey faey T Ry

DAs mmIlio BOADND LD ONT IO
SoCal states- e

[P -~ ....fu

a .

o LAsamEsIn T SOl IO ond Ro am:
"Durzng ?ebruary through mld-Aprll of 1980 ‘ o
SoCal-was not- only*recezvzng‘the*No:thwest~*~<3J BInToTon
source natural gas £from Pacific Interstate, "
it was also taking all gas offered by El Paso

and Transwestern and was wuthdraw1ngwqas~fromﬁo~

its storage:.fields.. ..Thosercombined purchases, B -
and: withdrawals from~storage~made~addltional*j-m
gas-available for:SoCal,)s customerswodncludangaV
its- steam: electric, generating customers." oo ~:

SoCal claims that had these”volumes™ not beentavailable from Pacific
| Interstate; SoCal WoWld haVe ol less gas; leairing e |

utilities to rely on "other more- cost1y~fuel~souroesdfor-t%eurw%nergy
needs." SoCaI_states SRS moLnine yas ovad zoy of

Wy ""‘"’"A b -:,ﬁﬂ-l

"SoCal_wo_ld HOE~ avem‘urﬁher drawn»downfltsu
volumes- of; storageklnrorder to-. have~servedmo~
the electric utilities;at.the.same:.level of--
service during that perlod because SoCal
determined”that” it had drawn-down®its® storage
o its*lowest*reasonab&e‘1eveﬂ“4U1:¢Lewmof“the
primary- function” of- storage whidh‘is’tO*prOV1de
assured service to high-prioriti” customerswiw

N

O
- e
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Thus, SoCal-concludes that~if it-hadinotc purchased'the NW-gas the

only- resultwould-have-been~less-gas: -availablezin the springcofocmon
1980 forTits-customers. ” SoCal-claimsithatcoitsrpurchasecpatternsfor:
the  period: subsequent«to the” spring>purchasesmwould have. remaineds:

o

T ) R R e e . Al B ol e
unchanged. sossein LurolenihoLnn W Bolvos nify walzub prmilisvosc

" . R S Jw.‘«-u-ﬂ.)vu. -

O

TIhuLltT stafficounsell offerst amdifferentuopinion,wmth regard«toszT
these’ circumstances.- He contendsionibehalfiofwthe Commissionfsrc o
Legal Division®that~SoCal’has-not®satisfiedsitsoburdenvofTproving the
reasonableness” of< its”NW purchasés-for this period::dHeIrecommendsn:
that the assoczated gas costs be disallowed. nrAY Dos

e - Staff- counsel” disagrees-with SoCal®s contentionT”that even

" without” the NW-gas it?would notThaveibeencablestorpurchaseradditional
volumes from El'PaSo?and“Tran3western.“”HeMPOintsvout thatoSoCaln o=
had gas in storage-well anexcess of-volumescnecessary tovassure

Do ey ”- ”

e

service to P-; tnrough P-4,customers for thms“entire permod. He

U et e kot -t w-'-—-'.....-.«u -

¢contends that nad"tbevNW’gas-notfbeenﬂpurchasedq“butuinstead gas

”""“‘ MR a"‘“ T r-\-'\ £, g e

had been w:thdrawn.from storaqe to maln:aln.serVLce to P-S at the

e t an X PSR 4--/m

same level, storage: Levels™ would have-remained abovecSoCal s targets.

D .,.\,. \ v e .:..,..“ - .a.,-..

Staff counsel. concludes that,xuct only” was, the gas
from Northwest  not: needed: xmmediately-to prevent a*severe~adverse

e .-nn\.-«

impact on the publ;c health safety or welfare but, moreover, that

haalara R

it was not needed at all - I-Ie referéh to ERA“g Op:.m.on and*Or:derNo o P

e ke

auc cflt;clzes SoCal for Havmng ‘hlled to recoqﬁize this expressuon

e IR AL oo - — ""'"'”

of natlonal pol;cv- qe argues.that the” existence of‘Opinlon and

N et T '-»ﬁ»-.

Order Vo. l4 was prcbably reasou enough for SoCaI‘to“ie&uce Qe

. g Py i .
SOTowWDL Lt £O¢oTs 5T L omsnole 20 noiIouogo pridtoood

purchases. e e &

- abem ,...,-.-.- L i m—b-—"

Sceff counsel clalme that SoCal has fallea'to“cff Stk

et ke REAY AT

adequate e;planatlon why tae course‘he'suggeéts was mor T

-~ o oo e -.-»-./'

pursa ed.' He characterzzee éoCal s’ actions as & vef&‘pecr“gamble""“

- BRI L

that sales to its P-S“custoners would’zncrease 1ater‘1 “the yeari-"
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(SR S N R

cnv ono-Invtheseccircumstances:staff counsel contends-that.:  ..~-

comparisons:of ‘the cost of NW.gas with.the price.of;imported.crude~.
torrefinerscor.withrthercost-oflow sulfur:-No.. 6. fuel; ollﬁareﬁp nes

il
interesting,.but academic..-He,argues-that:since~under: the\condatlons
prevailing during this period NW gas displaced cheaper El Paso-and-~.;
Transwestern gas, thenproper-comparison~forsevaluatingsthe prudency
of such-purchases is-with’the-price.of the.displaced-.gas., not,oil..~-
©Toor.vrneTURNzalsodcontends>that- SoCal! s NW. purchases-were, ¢ x-u.
imprudentz :It~disagrees with aspunber: of therpointssmade~by- SoCal:~

and Klug- ‘ coowelIonil w 2Znon oD DOrsiodizs ofr van:
T 7:TURN:states thattit supports-King's: f;rstaguldeilne - the

7dailvmsequence:of:purchases:-u:as\fareas it goes,"athRN‘gharsp;c:gzes
this guideline ascvery:limited. in nature.,.~and.states: sz ~a~? i aer

ovnneMes Kingsstated:thatvthe sequence;was:toobe-sx: -
.applied strictly on a daily basis. Given this
“restricted application;-SoCal- could purchase - ° :
: bﬂdmscretlonary; ‘high-cost-gas~on:oneyday-and: - <» -« l~r=~an
... .. undernominate cheaper gas the next. day_, ‘ ) .
"7 77 without being found imprudenti OWhile-thIgcToms oW Tuns dod
‘example-may represent.the extreme:case..the~-. ;.- -

point is that this Commission. must look at more.
" than- just da;lv-sequences inJodging’the?? ==o5= ‘

LT o reasonablenesstof a_util;ty S~ gaSLPULChASING- r v v o o T
~+ ... Pragtices." .. i .,
e AT DLW TN ST Sionn solc: S oz oo .'J'S;"vC'.L'T"I.;'
In partxcular,IURthroposes that storage be taken 1n§9 account in
= WLl cwl IO ODDDTON TON DoWw I
evaluat;ng utll;tyﬁpurchases over time.“_, s fines ‘
- - S S W NavoLn o wmo I & DORLDITITD o
e ﬁmTURN suggests a. Comm;ss;on pollqy statement<§hat the costs
— e e e e . - . R --.:.-A- et A--..hu(..‘u-« 07 :O
of varzousmsuppl;es should.be considefed zn %?llxty decisions )
el TG VLD Py et vn oc LOW L WOV oD

o i g

regarding operation of storage. It proposes\that available low-cost

-)f)ﬂ f‘ﬂ‘«'\"!’ [

gas. should be ;ngected rathe:.than rejected whenever_possible, o

‘‘‘‘‘ e - PN RS L EA i —-Jl.u\nwo e Yo g

wh;le zngectlons of hlgh—cost gas should be careggllv cagsxdered ]
. SRLTT oenT oW LSO iaxn enarnasis

to. getermmne thax such_purchases are'necessary. TURN‘warns that

spbyel R S TODIYOZSETIEND O Ja0UETLs
this, ;s ue. wmll be even more crucmal 1n kthe future. ,
PabSanh R . Sl RLLOn Loy Cc-% LIl o owinn Zof:o

L. =15~
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“TURN disagrees with Kingtsisecond-guideline regarding the
alternate “fuel price test.--While TURN -agrees:that “the' Commissionrom
should indicate armaximum ‘reasonable ‘price for’ discretionary gasxrzw
purchaseS}"ituconsidéfﬁ‘Kinqﬁsxcrudetoik:test'inadequatea avimoolion”

P e e e e

VaTon s TURN ceomplaimsithatestilionin™ o mo 2oasd ol bodiom orlsleo

A L

-*“While rimported .crude . may represent themarginal -z lo
.cost of petroleum to the U. S..., .that cqst,would o
' be recovered from " any 'of a ‘number ‘of products. """
~2If reduced . (utility electric generator): demand
for residual oil does permit a reduction in
oil imports, the cost savings may well be
‘ —eflected only inchigher .oil company'profrtsx”vr
2ther than in any :eflned_product-,.rt could
' also‘be reflected in products ‘sold “outside -
Californdalt ooy Ton ool oDive onsdotue oz

TURN points out that King did not know if reduceﬁﬁmwpa:tS”by Chevron
would result 1n a”lowe: contractqprxcertoﬁSoutheranaleo:nla

R i e S ~ n--\-..-

P 't SRRSO no Sluow C.:’L'".J.'..LC
Edison Company CEdlson)\ n mmal om B lomw s o imees
TURN also contends

B I PR Ja &5
- ; ~ ol ey e &7 —~— )

thatxxlng s'standardfcontaxn3 internal
anons;stencxesidflv o ilﬁf*”ln“Lfo ’:“'“”T*OE et
T D, SO DmT T Nisgatdlatelivlalndeiiiindedsfelnls}al
"Mr. King-would<chave:a: gas-utxrztympurchase:o: od
high-cost supply at a price greatex-tham thatvox
.for which it could be sold, as long _as it e
was “cheaper “than imported”™ Gil: With am- “°07
“electric utility ;i however; Mro King-would pot: vo:l.:.
.. expect the company to purchase gas, that cost .
‘more "“than available fuel “oil; “even~if ‘the -7 =
crude oil dmsplaced was more expensive~than - -~
_ the gas. .It_is not c¢lear why gas customers i
“should have ~to bear the burden-of “unécondmic -~ -
- ».- purchasing practicesconsthelir -system when :s.x-os xo ro0ils
electric custome:s are not requmred to do the

. . .
same- A __... e e B TR Lz ...-.\J": AfV‘ o-....».)"s fol ‘D.-...‘v‘-pf."\":'u

L )

e

Thus' TURN coutends*that Kzng“s-standard leadS‘to°serlous“1nequt€£é§

. Pomar oy e o T W e hns - H o - g ey W "
o Sluow SET St NIIw 12D oot To rmomoosl

when appliediT-*
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*;;:rURN:alsdaobjects:toﬂSOCa&ﬂstaitérnate:ﬁuekvprice
nethodology <l TURN relaims. that iits cross-examination-of-SoCalls~.x -
witness revealed -that his useﬁof;thexzo:mw4Zaminformatrom:was dlLosn

“selective at:best arnd haphazard at-worsta'l! TURN:conterds thatsoyic
SoCal's method is based on a "simplistic:cost mimimization theory"
that electricrutilities are:ableto:displace -allcof theirnwhighest
cost oil flrsﬁ?f"TURN argﬁes thaficontractuar“an&“operational

R e T [ L [ B,

constraints in.the real*world>deéeatutheﬂappllcation-oﬁ such a

WO ol L i d ,,ﬁ""';'_:,."' A telw )
theory. - N : -

. - -
RN .,,,_,_. u\n’w"r‘-'\ ...\ﬂ.. poy P — | - A
- ot ¥ et - - e

Vowd o Py . L.

TUQN.states that"xb fully,supports the prrnc&pl& expressed
in Firnding 36‘in‘D 91095 that SOCal*s“Canadian gas purchases are

AR R o A \..'_.- Vi a0 D T 7 G aw bk

reasonable if the purchase price does not exceed stheclow: priority
ratess T TURN: comtends-v;w Doowomn ron DID ool Zodz fuo

~vSurely no *non-regul‘ated. cprofit-maximizing ~: .

business would engage in a transaction when its

marginal revenue would be less than ‘it¥s~avoided™™
o costiailikewise s oit ‘s highly doubtful that asT~

o,

utility would make such a sale absent balancing = .
account treatment, since the shareholders would™-yo<ws
be foreced to:bear the:difference-betweennn:zy v

revenue and ‘eosT LTy UBING L T “¢b~k _uoﬁ-~Afﬂ

‘. .k / wha b
e T -

TURY claims that h;gh pr;orzty customers’make up the dlfférence when

Papa w-—-—u -\-~»~.—4 wooanw

the ut;l;ty*serrs h;gh-cost gas tofP-5~customers fo:~hess:than

ader s M elite o) h‘m-- [omta)

the cost of gas.' TURN-characterlzes ghis as d.ic:oss—subs;dy,ﬂ and

[ e Y I

argues that it z_s unfalr_ .":“‘ LEOM nowW Do .»:C{“L:) .:.:C ohe _.,J_

. Cwosma e e

TURhﬁfurther.argues that SOCal-has-ﬁa;;e& t0~assess the
effect on competltion of SoCax"s*actmon-of d15plac1ngtoxrcwzth

M TRy Ty 3 fﬂ‘ -o-,a,--«

high-priced gas. TURN pomnts Sut that SoCal conpetes w1th oil
companies .in.the.P-3, .@-4w»and~P-5Amarkegs,~and ~TUR ;gmcontenqithagﬁw

displacement of fuel oil with P-5 gas would tend to suppressstie .-
price of oil.
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\
- M,-« .,p-«a. Tk w.\m» oy ,.-n. ~.--~~\v- W i sl

" TURN contends that € the ‘Commission detetm;nes that ™ "

e oy nl LY

an alte nate ‘uel pr;ce standar& is approprzate, “ehat Edlsoh“s

P -~

No. 6 o;l przce, less 20%, should”be the test.“It claims that

f - . o

tablei i
than spot prlces, have the advantage of representlng real LuafﬁD:UQZ

g1
Socal. Thus~mURN asse*ts that‘sﬁéh pr;cesQaEe”theﬁgest_seﬁfce '6€ =

alteérnate fuel “cost 1nforﬁation chFSoCal s service terrxtory. sl

R S

-
-

TURN argues that the “20% d;sccunt is necessary to Peeognise

e . "“"’\

that elect-zc ut;l;t;es lncur costs when fueI oxl lS 6isp1aceo

o ...~,.

eIy son Wi
with' unantzclpated suplees “of gas. TUHN’c;tes storagt costs,’ :

u\ﬁoq.m

underszt or facirltmes charges, an& Iosses on*the ‘SaTe 'GF fudr i

\aal -
anz TS LBOLE0e omsy o

aLlon N
il°as examples of “suck costs:

o e = T

o -~ -

R to;nted “out by TURN‘ Klng $EEered a EalouTation Based -

n his cru&e 011 “test and’ assum;ng "a 35'52} barfef.éeharty-fo*3>- o
the displaced oil. " Tbﬁh‘ccmpla;ns that “the $3° fi&tre 8 UneSunded "™
Icstead, TURN supports the 20% discount on the bas s that this °°-°*

S~ Yoo VYR

chm1s51on“has'adopted such a figure “Eor rate des;gn purposes,

Manihia U e by geed oy R e,

referr;ng “fo D90822 ‘and’ 92¢97 “Thus TﬁRﬁ'contends that’ thms‘f'”“ﬁ
Commission Has “found on two cccasmcns that the 20%’£actor Ls": weE
appropriste. Applying its standard to £He eVIEehce'zn RS redora T
TURN contends that SoCal ‘s W purchases“fazl to meetﬂthenaiternate

fiel “price test and afe'unreascgahIe.'o' WILINIRONYD ONI 22L LIonRLY

TUﬁN offers two.scenarzos that 1t cTalms were ava;lable

AR LT

to SoCai'acd'were reasonable.? =c

-

sy -

FL0T wastmore expensive mthaxz. botl:u Xhe :GN=5 :::ate' %
ané the avoidable cost of fuel oil: or 2).
increase storage withdrawals im Pebruary an

~March (and decreaserinjections nAprill:s -
because.storage levels were, already;oven
- Il Bef Tabove target Tevels. i~ =~

- ~ . =
TN aVIn onmeuTs LoToR RogolnlsindwieYogs
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TURN contends that elther of these scenarlos would have resulted in

lower svstem costs than the Nw gas,purchases.,

B, oy ey ! PR T P P
RGP Sy ISt e w LA G -'ﬁ'm‘u\ WL NIRRT LL D

Regarcln _he ‘zrst scenarlo TUQN xnotes that both Hohne

]

r'\f

[ TPS A Quw‘s.—.u —— e

and Kzng test;f;ed that tbe most llkelx_result of ellmznatlng

o b 'd—u--—-).q‘-.-."n..«

~~~~~ —a? — -

—
B u»w.._,- w L LSO _ SLDe

purchases would bave been reduced P=3 servzce.ﬁ If S0, TURNﬁoﬁ, e
RIS AT WD TG VL SYe i lo) oo B S olieg

calculates tbat there would have been a net savxngs Qf . over $2 | o

[ v Vol L el D005 [ RSyl [DAP R RN S

MMbtu, based on the dxfference between the NW cost of.gas, and the .

-
-.-..w\-..a

P=5 “ate., TURN contends that these sav;ngs were reason enough for .

Py D e il PRV A TSI T S0
_SoCal not to hav purchased the Nw gas.

-.—a ‘,,.. PR ik .v‘ -._) ¢-J..u«‘-u.. r..,

e _'s. ..--./....,J

;-'«» -‘~~-"~ RISt T o saiaiod
.- - G e mw? SdTae

- as TﬁhN completes thls scenarzo, At claims that if the
W gas had not been

RS LI O S

"y ‘—v.«.'--
P .--*-a.--ww IR S L4 DV

,purchased,anc sales to electric utilities had

o P R R ..m‘.....'.,..-v\_.. FL I Lo e Laalla T IDw

been reduced then electrlc utllltles would have burned more,.oil

r " iy Yy o
D N S v ..‘v....- Vil il wid L LIl DDl

dur;ng the same perlod- Then, the followang summer, the electrlc.;

PRGN Sty SR DO _:.-’u.\y-#-. o

utilities woulé have had more room.xn storage or more flexlbllzty

-c.\,..,... e g ] ...»--)-...Jq __-‘.A.-v -.v.n‘r \41,.. ..«*a.a\./ -..)_/-a.p,. .

(.,‘
to reduce oxl_purchases.; Thusuunder TURN s .firsc scenarlo»the

e LY RO B TH < [N T P AW RN o)

-

. ool

o4 YRS IS I6) it ea

result of reduced Nwmgas purchases znlthe spr;ng xs hzgher PES.N ot
sales in the summer.

- - . e o,
e s L ';-_,-‘__’7 mD TnJon «....Q o..s mr 5wl e W [pos /‘A-J... \Qu.:_.z:

- mpRN s second s¢enario ls essentlally the .same as, the

\ o et - LR e - & [ I ......,\. d ot t..u-.nl ..AO...t_u...-.

taff Counsel. TURN states that(whlle.Hobne

v f—
e R OO RN HL LmdVV oW Q0 ey Ty

[RFORE T IR

*est;‘zed that thlsewas not the llkel SoCal acgkion, it would Jhave

“ b_m‘hﬂ- S0 . -JJ \.\N- —a

nevertheless been reasonable- o= Hvaime .

. L S ] o~
SR U A I S G v S S o T e ..;v,, LIl ....,C'\,.-.o"‘. L"‘/ ﬁ e

-
-~
SO AL St LE ralvd ot

s TURN makes the.same‘polnts about storage levels above

PRS- PRI O u—n—-. - PR L N polF -.,....)..(-.z- D) Ve

targets and the opportunmty-to mltlgate the situatlon by wzthdrawang‘

[P FEAE .......... \-..._:

g

PRy inis

gas Zronm storage and servmng P-S._ TURN argues, that SoCalms

[ [P i Lol DAY LA LY v -

actions greatly lncreased the rlsk of summer undernomznatzons and

D e DA LA L L SRR PRI T

TURN asserts that ever if undernominations had not occurred this

A I W ...a..’a...d\,.

second scerario would:have allowed SocalftO*avoad'carrylng costs

. ;':"“F IR e LS N D 7""
on some portion . of ifs gas zn storage; 0 Peed &

-..-.:-.cr.. [T AN U U R Rl )7-«‘-\0-3‘ w\.-u.f')-::‘w'

In lts reply“brlef SoCakwob}ectSAto SLURN:s proposed
alternate fuel price nethodologv and”asserts“ttat‘IURN”s.use of a

RSN INA IN ,J.«...- -u., b oy .

20% discount factor is incorrect. SoCal offers flve reasons-mn
support of its position.
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SocCal - argues”flrst, ehat TURN assumes.that Edason

»'»-\,~~« :. "u'l,_

received XW gas. SoCaf states that lt:purchases supprmes “from a

Ve \-1\....4--.;..- [y A e m i

nunber of sources-and"dmé'not purchase the vw,qasmfortanyfpartzcular

SN LLonmon oL lim o o .’)J"M""A".'""r <
customer class. . l. 70 N “ -

PR e ol DADLDOY ovow JI87L L0 .rJ_._;. ANOTO

]

Second .SoCalmargues"that-evenrxfczdlson,rs-assumed to

- Pt

have received- a:portion-of*the gas,:then'so‘d;d other‘P-S “customers,
who paid amounts for-oil. of EC

oy ey

that there~'s-no- ecordf ymdence—toﬁsupportﬁthemassqutmon-that

those. customers ;ncur any,, penalty on. account Jof. dmsplaced fuel
oil.

. A -—«AJ».-# e -

RO e Vv e

e - .ol s 7
PPN LT LT DRI X

oA e

”hlrd SOCal asserts that TURN 'S, assumpt;on that a 50%

PR U fr .,‘.... o o A ate b

penaltv would be ;ncurred by Bd;son.for every MMBtu of VW,gas ls -

A A D Wil e e ATl R ot e X

not supported by evzdence.~ SoCal Sstates that the onlm ev;dence

PR S R SO S, PR LD kgl A 1) _O‘

on this point is King's assumed penalty of approxumately-le,kwhlch
T W el "'\'L ity oy et by X, ‘.
he characterzzeq as _"extreme'... -. .

. .
- ey e o T g ey
IS SN LTS SUOITLD AL ‘4'3

s Fourth SoCal compla;ns that TURN assumes that Bd;son

A.u..a..a-J.....\.\.x T 4 ot u...l

T w b ERs .u\—-- R R ‘-.‘

. : L
(SRl g -....n-v'-‘- LV -u-l'-] ‘-l oL

dmd not cut back 1ts o;l purchases durxng thxs per;od but 1nstead

Sd e 4 PR R PN -

R TENCIG A el

purchased ozl wathout abatement _SO, &S, to 1ncur the full costs

[P u

-
- .-..t T e et ,, P g -.‘A. v-.... aJa./ ‘..u.....; ‘VA ....)u. -~\_:}

assocxated wmth o;lﬂ, SoCal clalms that TURN's assumpt;on 1s ot

el a s
PR S — ety i AT e W D PR \-—*—w\.-&- S WTL pningsind

supported bv ev;dence., Insteadh~SoCal Cites. Edlson s A 60321

b] ~
et Dl Wl Vel

b wlad e S DN

where Ed;son states the ‘ollowmng wzth regard ko zts fuel oxl
— - . -:- -~ 7 - .n;.l.. L¢

sSetroQ L0 DI LTLDEN
ourchases 1u 1980.Mumﬁ ) X : L

- . - - — .
, e .-' PR I re iy - oy ‘s s \ - T
R T .- P )

PRaAn Ll

"Due to the pro;ected decrease in fuel o;l o
‘requirements under the February 1980 “forecast >~ 7%
(Chart V=) ; Edison contacted allk of ftson.z wul

_.suppliers to revise downward the quantltx of
LSFO to be delivered during “L980 s ““The~~ > -
flexibility negotiated 'into each ‘of -The «@:5:«
contracts was utilized to the maximum extent. _
Ter million barrels weére cut from the-Chevron~ -~~~

schedule for the second, third and fourth
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rquarters.of m1980.s: Deliveries from:Texaco were:s:
.-Cut by 50%, a reduction of approt;mately 2 -
million barrels; “In -addition "deYiveries from
s»orPertaming 'which had beexcscheduled. at tzslevellon
of approximately 7 million barrels for the .
secord half of 1980 were reduced to zero for "~
. this period..Deliveries from: Dowglasiweresnco. i
- ..cecreased by 250,000 barrels. . These reductions .
" ‘were achieved at mo ‘2dditonal ‘cost to Edigon - T
: or -its customers, and permitted ~the -accommodation el
.. 8f rnearly 20 million barrels egquivalent of lower ¢ost
' enerqy“reSQurces;““~(Emphas;s ‘supplied by SoCalX.)

SoCal argues “that it would be - "manxfestly unfalr“to'apply “the "20%
dzscou t in lzght of that statement by Edison.

' SoCal s f;nar po;nt 15 dIse related fd‘°“6032I.' soCal
refers to E&lson s successﬁul sale of 3’mllrlon“barrers of o;l‘*”‘“:
‘or a galn of $I2 ‘million” as lnéfEaémye-that ﬁhé“d;scountyfgééeg sen

moMonmos a0 vrlantg Danroos : Do wloTxiog mifs ool
is ;naporoprlate. - - : o R
oM o 3“:;~w:ﬁﬁ1ﬂd: Slel

By letter dated April 17, 1981 staff counsél objects

— o R ot )

v

J».H-h

to SoCal"s references o Edlson's app Lcatlon, on thejﬁggfs that

R dilat v-\mﬁ~‘r

P Zare e iad ‘...Q
thxs materlar was never offere& or rece;ved 1n evxdence. Staff ~

- o CE e o~ e ___,,...,_,,).‘“_,‘,

report’ 1n ;ts reply'brlef SQCal hés precruded cross-examznat;on"’“”

. T rres "'l‘\"'"#'\‘ "A‘;v
evxdence, “and” c;rcumvented the Commzss;on s forma R

e R

hearing process. “Staff “counsel alsc obgects £6°56CaTFs USe of a s
ADE e L
letter dated June 8 1978, from Harry Lepape, President of Pacmflc

e B e e SR ey

Interstate to A-— o Porter‘ Executxve~vlce“Rregidert-of;NW.

[ i ) A o '-vf...‘---.« et

matter not readily reduced“tofformulagq.Por*thzs_reason

v g -

b e

+ : M \"‘\w .-,-. r—-.-bm

we adopt SoCalvst: statement ofp

P ...'-.-....-.-n <N

. - ”.
-7 -y /TP . ol 3 T
STrwnor Lon o Lwairro. oo O olibotdnz
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"SoCal"is”neither‘advdaatiﬂg‘the“sdobtfon*6f”§3dh.'”‘”“ we
- guidelines by'the~CommisstonLOr*themmeohanical niNs JovUnn
application by the Staff of such gu;del;nes An_ - oL
future proceedings. .~ :o7C "Thus the Commissfiom™~~~ ~°° 7
.- ~mast.determinesthe reasonableness-of _SoCalxps oW
purchases, .as it currently does, .on_a case-by-
case”bas;s.” T E >

The burden o‘ provzng “the’ reasondbreness of S6CaIvs purchases is on~

. . - . . — e o
socal . CUDLID0TS SLTNT LNITLLDLLVY DL __-».l‘.-\- ‘_...w. QOO L L ZUnD

YA RE S BT
i L ey -...a—leHnA v_ﬂ.mq L

T P g
N

Even though reasondbleness‘must be determ;ned on Syt EeE el
Properly

vee P e s

desigied tHey sMarper the f£ocus on’the “Burden -Of proof Psgder® 7 of
ﬁurchases ‘that Teet’ the gumdelxnes tend~to*suppo:t-a flndlng of ‘teasonablenessy

Purchases that do’not “meet the- guldel;nes may‘be“founa 1:easonab1:e“w
on a suf 1c1ent skowing. -DTodISIL T
SoCal*s NW* purchases ‘gor the period"Pebruary Y™ through
April 4 meet ~staff s First gu;del;ne. (SoCal ’s' ratlonar lfgp STRL
its subsequent W purchases zs“dlscussed below.) TURN - argues “Chag
the guideline" requires further elaboratlon,to be itself “reasonabre
By*xmpllcatlon staff counsel apparently agrees with” TURN“ oF a.isfod
| Thxs ‘case” fa;rIy dramatic&ily 1llustrates“the po:nt
nade by TURN Reasonable operatlon of a gas ut;lity*cannot be‘“'“*‘
reduced to-a damly sequenoe of ‘akes® w;thout “regard ©6-sTpply and i
cemand condltlons- A.deClSlon that may ve perfectly—atproprrate“““;
during a cold ‘winter" may‘be pla;nly unreasonable durxng a warm
winter. “The utlllty bears‘some”‘urther “Burden - to~support "its ictions
in the context of tHe real woprd ot oF ni wredl wilIToNOp oVITDL(o

-t-p-..‘ =

-~ PORN g proposes fRat “the” P S5 Vrate “be “Ereated’ ascthe“°°° 2902
dispositive” s€andard for judglng the reasonableness of*discretionary

RIS AN

gas purchasesi“'We agree ﬁhat“WLthQut balanc;ng “account? ratemaking'
trere" mlgbt “pe- occaszons “when® the utzlity “{Eself would“apply“thlso*

e ditalo lomh s A o Ty T T e e e n-k- » e --O
RSV DN SR G SO -«_.\a L i O P O G N LW \ s . -
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standard. howeverf,xmng and SoCal contend that’the ut;llty might

. e P P

exceed thls staxn ca*d ard st;ll"act reasonabkv o This. leads us

to the alternate fuel orrce stan&ar&.'” 95 YL mOLTLDI.CeD

- s ——- - bd =hpa T
A ...._.J'. P R RS i

we agreefthatﬁthereumay~be tzmes*when*ahutzlltywwould
reasorably puchase dlscretlonary hagh—prlced volunes® and

D ..«-..- duau-a

sznultaneously serve its PnS . Customexs. . .An, alternate fuel~p51ce e

Son el e [ A T s ‘A.A.\r‘-.m. -l

test is a reasonable tool in evaluating thls practice. Obvzously -
the partles dlsagreeoverthe app:oprxateNmethod-_”-Jr T

[ T AL WLV R W o' b AR

.Nu,ﬁhthese differences. of Opinion_indicate that prec;s;on

PRERNEEN [ - i e e PR T

is an elus;ve object. of LOux attent;ons An- thzs regard. However,an

N
- - v e T

the-parties are entitled to.a. guldelane that is. reasonable .and -

"‘\r\'-v el
IO IS S

useful.  _This result,;s,reached,by;reference,;o,ghe purpose. of -
. LN A T L A el ‘h -ty Ty o M e W \..4‘."-0-.1 L) 0 S, - ot s - - o

N
F T s LRI [ vaw'

the standard.

ot

h-.n

D
., ,er,c THDLSLoIUE o s

. aw--THE ancerlylnq theory 4s_that, 1f the gas dlsplaces ‘higher
or;ced fuel ozlr then there -is an overall econon;c benef;t to »the,

W et e

serv;ce territory.. Th;s latent benegrt ls,perce;vedwas an

-yt - \.;. 'v/ ' ._A—V(’uvd;

oppextunity. that ought to be. sexzed, ~w1th Jthe. 3pec1f1c economic.

e vy -~ -
- u.. ..».».'...\J-q«)- [T VR PR ) ik e ! el s T” -

details to befsettled later. e n -

- S ’_
hoteivien clzmonsggs lonauen ITazn moirsscigns vl

.~ This theory.leads us .to theﬁprznclple that the.approprxate

- e .«uh-}uuf&a‘d-ﬁ-—w "_.-..-«.’ - s ke e \m.n--..!-&

alternate £pelﬂprzce [test most. closelywylelds the true economic . .

T e
PRSI s IS

gnal regard;ng the cho;ce ‘to. burn_gas or oml., Oon thms bas;s oWe -,

Nv--.n _—-_U Hbd-...m

£ind def;cmencxes -in each of the methods descrlbed aboveqr

e DT e Eun e DNDD Dormead

. “he prlce of . lnported crude o;l - bs, £e0 remote for thxs

e il o ,.:-«....u.z.._,

‘purpose;_ Whlle ~Sisplacing. amported crude o;l is. & reasonable iy oy

PR ) - e E ™ Py ST Aw

objective generallv, there is no show;ng that such dmsplacement -

et o e vt e

does occur nor any .basis for -ABY - presumptlon.that displacement is

P P et v N

Reszdual ~fuel odil 1s apparentlyw \product

e e e Fgeielagtin

o
et

nhose Oother

.".4 anu)‘..-vu

N
y At

Caea ot i it 0 ot € -

for oxl wmth the res;dual fuel oml sold at a d;scounted pr;ce-

(ORI RPrS - et ot .«.-...».-"&
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Lr o ‘:é"na'j:sap” K"pébs'é"th‘at' ';sﬁﬁé‘&'a'ﬂéi:al FoRmes &f “d:L placed
©il must ..ecessar:.ly resylt Hn- reduc:ed :i.mports, assmn:.ng t’hat $2DLTwR

e oy o TN

imported ‘crude is *the“fee&stock “UBE & ’Ma‘j'or"o:z.l“company with© TTEE
Several ‘refinéries may ‘chédse “to 'cut back FCTny oné OF “Pndse 0T
possa.bly d:.splacn.ng ‘domestic crude. ©REELLD Lo 2202 lsrmomoioml ool
“The imported ‘érude Cest Capparently ‘assumes tHAE Lhe ”
lectric utility has unlimited £lexibility to reduce “£fs o8 PRSFaN
pz.rchases. -“Otherwise “even “the *hypothe'tn.cad: “dlsplacement of oil

AA.A- g ml e -+ Ty e

is not poss:.ble. “This" assumpt:.on TS Aot realferf@n »7s Tols Funvii

PR ERE CSeems “to recogn:;ze RS ‘-by“h::s‘ refererce LE’C? a“‘"'jSES‘és”ifo
$3 “per ‘barrél underrife penalty, SHich Re' “characte*':.zes NE "‘e:ft’reme"“
However '"on cross-e*cam:.nat:.on he adm:.tted that*he hac’.~'no “basis'” “‘or“‘

-~

R Tele
-

his assumpt:.on i's “extreme At LY FEYs extréne ‘on 'tha"l“ow s:.de‘“" -

‘for; as dz.scussed— DLW, $6°Per Barrel isd nord Fealvstic Underiee
charges " If Kmq smethod £§ Used 4B conju'nct:.on With “ehe “.36’ ;pér o570
barrel Wnderlift charge, “Ehen' SoCal“‘s ‘NW “gas ‘purchases Were -<¢ TEOD

T o Py T Ay

ux:reasanable and our n.nqcr:.ry Cendg. ©¥ TToo L'LsDoR no priwor:

TLOND

mrther, underl*::ft“charges— Are only one’“type of %Bnd ©
perhaps only & portidn of the Costs of “displaced il Yas oy may 7400
be sold at a loss or stored for some *per:x.od *"'The“&:.sp]:acement’“":L'tse?:f

King's exh:.b::t: Tndicates that the "¢dst of“:mrportedJ ‘Cruddwise Toein
*elat::vely eorstant £rom “-February t‘hrough st YO8 - ‘o b'eneath“'“-'
that placid surface the price ‘of No 2767 €uel ‘may ot ‘have been * nea:rl%r

- e ’--- " - . oy
sO0 stable IO ND DDIIDNODO L ramrmoes \—'""'_3 .ffj = ‘OQ.;. o
-

o e \‘. o -p_.,..a "\"""’,J Laan nunmav
. -

E‘:Lnally, whatever else may be the'merits of~ an 'a.mported

. N & ™
-~ ..'vu‘ O q-u.-\.-lo_l‘—awwu‘

have a clear and urgent i?:‘ec‘i«eﬂ::e.x:l. pola.cy prénouncementw that. imported
gas should be displaced ‘for the' -short term. ~< 73 =~

s

wlar e
R A

»
‘-..A-

\.4 - e -

*
-
PUae.
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- e - -
P I ST

Torm 423 a.n..omatn.on was shown to ~repo::t_,€d:.son sjac1llt1es

" B I Py bt

,.\..4-..0.\. -

-

charges in. such 3 way. %tha.t the Jaterial does.. nct .reliably.- :.nd:.cate

the incremental cost of oil under Ed.z.sgn .S ﬁ.ggpﬁt:ac;gg.ﬁ o NOEodS ret i on

there any showing that additional oil would be ,zl?EF.Sé,aféeclaEnder
existing cont;:acts..,r_ﬁ..ﬁ r e .

e e T I e o s
e W el Rm - ‘—»ﬁ P R L b A e e’ Wt vk e B A L w g

Actually, the facts pr:eva:.}.a.ng Jin this. case strong \

= fns S5 labs!

suggest that the gas would d:.splace o:.l a.lready purchashed,,,__::@ g.t,ﬁ

e

t‘ze c'...mulat:.ve Je:.‘.*fwgc‘t_ _o_ﬁ several :Lndependent van::.a}ples, rpa.nt:.cularly

the ava:.labzl;.ty of substantial pu.r:':h-asedb power. from the Pa.c:.ﬁ:ﬂc,,ﬂ
Northwest .and 1 the .extreme -warm winter cond:..t:.ons.., Both of these ..

-
-

<

factors operated: £o displace, substantial volumes.of fuel Oilu.. . -.-
:;egii-:_c};.ess of. whether NW. gas was Npuz:chased\.u Thus if SoCal '.:a argument
had any. validity,. these iactors would, . have d:z.sz:laced ~the h:.ghesg.,‘.,:,
cost oil, Leaving the NW gas Lo displace low-cost .o;L ; Absent any.M
further showing on SoCal's part we can., -Presume. tl'.xr;\.f:> these ,other .

factors 'used up‘:@d:.son.'&flex:.bz.l:.ty Lo d;spose of.. Okl . wa.thout

cost,. because by June, 1980 Edison .burned..oil, msteacl of, 935,
Decause ©f the d:.splacemerm 8OSE o vl Bowozs 0 nnol o so Blow
.. - Socal introduced the subject of Edison'.s A.60321 .into.

.’n.s proceed:.ng - SoCal‘ apparently. ,g:a.sped oz, ~sw.1pp<:>rt ,ﬁrom Jdlson S

Wil
l.--

o

pos:.tzcm.. _Ec...son. S w::.tness PauL Mye:::s expla:.ned. why .Ecl:.son, 'chose Tey
to Jburn oil: and defer .gas An.-June ,198\0“ fonhmse Binslo sode

"To look at the difference in economn.cs of oil
versus ¢as, and assuming that the gas price
TS that“ set forth "J.n -thej tar:.ff schedule,‘ whe

P Tl i © e
- - PR

&y
a e

tx..at:.on where you have a full storage )

sxtuata.on, are’basically ‘the alfernatives seg: oo-T

forth in the 1980~~reason.ableness xepo:t, o
Exhibit 3.

. .
P FOUN
w\ iy !

L
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”we“facedsthat’sitﬁatiéﬁiearly:in_the ryearandTi’
again_later in_the.year., The alternatives

' are: “ome] 'selling oil either to~ somewhere
in the:world or.on:the:EastuCoastrrand:ireallyss Luo

. the East Coast. for our domestic, oil is reallywm-‘w
the only reasorable market; "I guess’ although
itTcould be: soldrelsewhere-»:ﬂc YoM =]

LN D fag _‘-“w‘n

o *Ands ‘during the: year~we clooked ratuthatand 08 Ce
. saw losses in.the. range,of 1l _to 13 dollars-g

) although "of dourse; “youare ‘never conffdent
what the level is geoing to.berzsom zoids or rxov

- - oad ot L e

—~

"Itowould:bewprobably.soldconsa spotomarket . on:
- .. . basis._  _And to the extent. Edmson‘actlvely““.w~
7 got invelved in that and tried td sellva” v
T szgnzfzcant guantity in that:area,.:ifothexs o
decision was made to.go . ahead and _do_ it,. we_
“could ever further depress or reduce thHe ~ "
“pricerfor:thatiasimoreoquantitiescbecamexo loxrzon
ava:..'!.ab}_.e.‘::“‘; 2T en DLEDW TOYVE aVIrDhgaetg v
.. "The other alternat;ve, of . course, is to txy .
“ ‘to negotiate with our suppliers”the’ abzllty“"
to further underlift your comtracts. vyrsoruder

-

e A

~MDuring 980 cwesdidiehat-withoChevronpaduring iy
.. the third. quarter, which was the, eritical ., on =
" morth for us and ifcurred an underlift fee-
sLrduaringsthatiperiod of $6 acsbarrel, xcozoaxolins IL
approxlmately.ﬂ T

Ay ,.,..,
- sna el ed e mel Y

[PERSERVOS G TOUNG JO SR SN A

"Earlier_in the -year we ‘had Cone neqotlatxons
with Pertamira an& cut them back as 'far~as"
Toweneould ot s To poumslominw afn Seihg Bomsonman

L - » o'W

ARG . Lfnwe hadcut them furtherback: we =o. oo
sontract, .I'm_confident.

RS R R e e

"In the case, of 1980,~we were, able to work .

with SoCal and~defer the'gas deliveries to”°
a later period. ol monsanetos WwlZioslami

- “And,.~indeed;:we did take-moresthansthesx o
ﬂhquantlty,SoCal _projected _to be avallable,u
to us dux;ng ‘the~latter half: of“the-year.

Any effort to evaluate the true ecenodics of “gas alspracing® omI
must - recognxze these Actual “Costs T iT - nh ans

O T oA S Ao I S Ve o SRR R &

-

H v = ad -~ ,.‘,.-.‘,—
LN : .

v A -Jm\o‘ .\’1::.:,

T N e O e e s e
FARIVER NS Y SO LDITONCD e e b e e -:
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Turther-in-. regard-to‘A'60321;JSQCal*:epo:ts-that“
Zdison was able to sell ‘ugI o;l mn“1980 for ‘a galn of *$72 million.

il

Sl el ol [ PO T RN

SoCal does not! sPeczfy the*nature -0f the:o;lu butobased on
Myers' testlmony we Can 3y epatTit_wag pr@babry nct“No. 6 fuel

[N LW . PR TS TIPCE YESr
1

il. In fact in testzmony before«ﬁhis Commission Ln»SoCal s
A.60867 and 60901: Ed;son“s:wztness Brxdenbecker indicated-that
the profit occurréd*through the _sale’ of‘No 2“oilig‘These transact;ons

W pKANW] -.,uu N I v 3 R AT RO e

>e not *elevant to th*s natter.:: noson nio loavel onr osod

RS U Diem  SIVA

Finally- ;nAregard to~SoCab snmethodaweuobse:ve*an

P TR P

obvious _nconSLStencv between zts content;on that the lncremental

P D A -.)‘;fv.a. c-‘nr"n

cost of oil to an: electrmc,utzlmty is at.: least 1ts~h1ghest contract
price, while contend;ng”that €he ‘Low-end O£ Ene” Eundberg survey

. A
[ |,>_......f.-~ D e w2V

should control for- rate~desmqn*purposes because*ztﬂrepresents the
price any prospective buyer wouléd pay. If SoCal beIzeved“ln
its Lundbkerg data,.at would not have purchased a cubic inch of

«‘..........‘._l R - PSRN 'uu_.:‘-‘)'.‘

W gas after February l7:91980;a tlew 2Tilvaboy wosseod

-.-\~" R - ::’
TURN "s . methodat least.: a*t:tempts o .account,,fonﬂthe .

displacement costs:'gaéwever: 1t 1s“flawed by “the~ same defects in

RS S P WL ot

‘--uu.A

the Form 423 information, as~SoCal s- 'Thvs~method5could~actually
support an zncreas;ng natural gas price in a ‘Harket-saturated

with fuvel o¢il,’ resuitlng lnfxncreaSLng dlsplacement césgs. we

- ada i et il VR

are also concerned with the tmmellness of the Fcrma423dmater1al.
I the information ;s not.available on-a current bas;s gthen it is
rot useful to the~ gas Ltllity “faced “with” the chozce to buy gas.

“Aqr

The tesé”that we have 1n m;nd zs base& on w1dely avaxlable

- I L e Dt PP RN o A S

information and implicitly recogn;zes dlsplacement costs ~ the spot
market price. We recogn:ze that*there are alsoﬂuncertaint;es

"w o

associated with th;s app:oach but we fxnd“that these'dognot defeat
its purpose as a gulée; re. Part;es are 1nv1ted to offer alte:natlve

R STDLVNIQ0 0 Ll 2T 00y G BNLIV OF pr— v.‘.

approaches that avoid the defmc.enczes .Of .these other methods Whlle

LTI et iy AN D el a T SO uuu N

addressing the <«rue economics of the chozce between 0il and gas.
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.'«_-.«\ P AN e
SITER N, e 4 D‘- t vl

‘{emhe magor Qeficiency -with -this method.is. the_unce:ta;ntyg‘

L Y

oy

s o,

This is. shown in. the Lundbe:q data furnxshed by SoCal and 1n S

P Y R S m«- a -

adjusted Platt S znformatlon.furnlshed by staﬁf. Tgeaeﬂ@a;a are
subject to interpretation..

-t .-v

o .. . . . .
L R o 1 el e ow A -
2 e e TS LWy DANT DOIL QB D

mﬂ.ccﬁ”he spot.market prlces are relevant =59 long as the gas

A e,
PN, [ St - \._ i

displaces oil already contracted JEor by thefelectr;c utml;ty,h_,

RGBS LR

-certainly tke. case.in. thzs proceed;nq and, generallygthe Case in, .

- i u,...\,.\.r G e

this era of perce;ved d;mznlshlng gas supply. Bxcess fuel oil . ... ..

..-,.._-_,-..-J LI

L Sallied

oroceed;nqs since. the ;nceptzon of the Enengx CostaAdlustment

- i L

vm P«-N’—Nw
o e

Clanse (ECMC)-;‘IEWSLCh.CaSES the apotmmarketgp:ov;des a cont;nuzng

ER . L R "

measure of the.value of _the oml,- a_ built=in loss_(ox, qa;n) from

[t P

the. sale..the most. eas;ly applzed dzsplacement COSt-igThlS %eads to
a sxmple calculat;on -of .the economics. of bunnang,qas OF oml

' e i) ' Aot e

o o)
b own o

- Thzs point is.illustrated.as follows.h Assume that the

— e - e

R LT Y T U G L

fuel oil. cost .60.cents per. ﬂxmm“an& patural gas.is.available for.

- ~-‘..J~ T ot m Th ettt 0D .,f__

50 cents per- thezm-U&If the.spot market. prxce of oil is 45, cents,-,

> o
PRI SRR -vaJ-..\\ LIS

then burring gas.costs 50 cents. plus ;5 cents lost on the sale of

I R Tt - o i e ¥ -~

the fuel.oil, -yielding.a, netwcost ©0f£_65 cents-, In this case the

-
e ot e e o e -.‘_...

PR v RIS Lo PP b ot e ¥ e

economics. favor burning.the, oxl,*even though the c:on‘cr:au:’c:_‘pr:::.ce_/o .
is h*gher. Foa e

. .- . .
- S m g Y =
BESRNEY ST NOSEQ NI D fyteiuiaio) ool Ehs e

w.hae LDE spot market method, is, ke only'method ghat adapts

(PR L

to the opposztecsmtuat;on - recognmz;ng that 935, mayxbe reasonably

ot e P ‘.../.o

purchased whern . thehcost of the -gas,, etceeds the, contract pr;ce of

—~
A A ».-. v!-’mb-‘(-n -l.AA-—' o b Vi ..,—J\ .»O.
'~

oil, when the spot. .market. pr;ce of, oxl exceeds the cost of 5 93S. .

PN T E SUos Tdmes wd miaadt

Thxs pOlnt is. 1llust;ated s, follows,. Assume that the contract

LA ieww o o

-y
—

WOL WLl DDA

price of. Oll .1s5.45 cents. per therm and the_cost of gas, is. 30 cents

W w i e . PSRN PN o

per therm. If the spot market price of o;l is 60 cents per therm
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thei“buiﬁiﬁé”géé”céét§°50ZéeiéésléééWISDéedQé‘é&iﬁé&5fréﬁ?the sale

£ fuel oil’ yleldlng "2 net’ cost "G£735 Cents.  “In €Bis-case’the > -°
economics favor*burnl g the gas “even“tHougn “the“cost 1§ Righer “ 7

-n--~ - ---"“"""FC'

than the CORtract priceof ofl - homuLl molssmIcln urrelS SeInuiss
We alse f;nd this guzdel;ne usefulvbecausev;tuzsua Spe .G~z
step procedure, “Rot dependzng “on” uncerearn assumptlons regard;ng

the contract p pr;ce “of" 0% or the“costs of*dlsplacement.-*we‘”“**‘E‘3

ewphaszze *bat Ehis-4s" only "3 gdzdelzne"that ‘asfablishes™ rebuttable
pﬁesmptlon_ pmeswE ovIzwlo non nrodooimlimid devioentoo Do oswe nasr

“Wwe nave - relied “on~the adgusﬁe& PLate¥s~infoFRation e LT
furrished by staff “£or rate desxgn purposes."*We“flnd“a'strong~~°Q1:

et Ll

o*relatxon between“the “rate” desmgn pu*pose and the dlscretlonary~~"
gas test adopted in” this decxsmon. -In Both cases~we" are“seek;ng

to” determlne ‘the "écoromics” of poss;br £3el” swmtchzng.‘ Thereforeﬁ
we f;nd that the same data should be used for*both these purposes-

~

ad;usted PIatt*s data ‘on the qround“that thev tend Lo oversrats ~wv =
oil przces.“ Staff™s low sulfur adjustment has been*part;culariy* e
controvers;al‘ We recognxze imperfectmons ir staff simethod anaten s
invite ref inemerts ™ We“are- part;cnlarly Teoncerned thit  1t%tends v
to overstate prices AUring-soft market oonditidnsiwheRCposteds TONCIY
rices may be cmscounted in order to sell the oil. SIS
i Trer- th;s reason- we Bave-tended to’price gast wnth.reference
to" the low end (or below the low en&) of staff“s pr;ce range? ods o

‘,«A

range “is” extreme- 'Any gas cost exceeding the'hmqh“end of” stafE s*-“

o= v e = ey

przce

e

ge re&uzres a convincxng showmng”by~the gas utzl;ty*that*‘—

the ¢ gas was’ necessary “ko" provide” service~ beyond“P—S customers. SRR

B T S oded P P - R R Y T R A _$ T ™ -*
TTonIDoThn L DT Lo LL lIo Do owoimo Fadmom ogr wdr X £ TUIDN

-

o
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o o - I p
- ] v ,-. -.,-.-(~.-. ,./’r-\

R TURN c a:.'ns tbat SoCal s W purchase_ cost exceeds the

adjugted Platt s prmce. TURN ls mzs_aken. The costﬁomeN gaﬁ““*
du*xng th~s oerzod_d;d not exceed the hlgh “end “of staff"s“prlce 2

-
-t i l

- - Lo .
RO Ol OV =wWl _):)._».'.C\_‘.:; siuce

"AVv

rﬂv

e

for rate des;\.gn ournoses “and for the aIternate fuel’cost gu:.delme‘ =
will cau;e the retéilhrate guidel;ne and” the altefnaté“fuer~co§t
guzdeli re tc me:ge, as the ébstém average cost of gas approaches

the cost of alternate huel:_ In 2" companlon ‘cise decidda LRpssn

same dav in SoCal‘s AL 605&7‘we flnd“that ‘thY s {eond L FOR “Hag e T¥eD BT
occurreé} aud set " & P-5 raté‘at the Tevel of “thevesstof Valternate 7 -

fuel. ‘Thus’ the retaxl“rate 1s“rexnstated as“the guzdellne~fbr

~“dlscretzonary gas purchases.* The' burden-of prov&ng - the” reason-

ableness of purchases At A WigheT Price’ is” on®SaCal P THe D
nreééding dlscussmon ‘addresses that ‘sort of° showmgﬁthat ise
necessary to “sustaim ‘that’ burdenit 1% mIiliudorizn odr of o

However, as the burden of proof reétsﬁwith&Socéry the:-o .o
alté?hﬁté’f&éi“@hf&éfﬁhé“ﬁ%¥Eh&v“aﬁe?s%ép in>thesoveralloevaluation
“of" the utxllty s gaS‘procurement ‘StrategyiztBothistaff counselzand:zy
“TURN argue “that SoCal“s NW purchases weremunreasonableuregardless~~“

of alternate fuel prices.
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The majo

..s-‘. .A...u..aq e

storage leve-s should have beea a suf‘;c;ent wa*nzng to SoCal

—\V\J t».z-.: N e

Loz Tet2on Prrym e ::3,:

that it xas tak*ng a substantlal risk théf the hmgh-prxced Nw T

Ty . -
P y s

SoL O -
- b

gas would dxsplace low-cost vl Paso and Tranéwes%ern suppl;es. ]
For purposes of th;s argument the avallab;llty of PG&E best-efforts

T D d0w Sro oo vayls

gas in April ms__:relevant s;nce the substxtut;on of that gas

RN eSS alutala f Rl "’"v':‘""" ety Tl

for NW.gas woulc‘. ‘have. had the saxe 1mpact on_storage.’ 2Lt el

P

s ""‘
PR S v S e S R T SRLINLT e

.,.mhe mate*;aL facts are, suwmarmzed above and conta*ned 1

wi b1 EMESGRIE TV

AN A b emoo »
-n;h--‘.. L

Appen xes‘A and B. Wg have rqndouﬁt Ehat lf SoCal hac ‘ollowed

e o e P, - -~ «p-‘
- COLNTLI UL IO TLeT *

the course described.by.s: f counsel (TDRN's second scenaerQ that

RIS T A w SR e ! e d e

it would .have been.acting. *easonably.ﬂ Ve, are not certain, that

Ll PNl A e R

SeoCal would-.have. been -acting. reasonanly zﬂ Februafy; March,"and

P i ..-uw-u

April.if-it. nad*FolLowed TURh-s‘flzstascenarlo. However, ,as _shown, Dy

sl Moadwiowad

TURN, the consequence: of -those. actions would, have. bgﬁn the same

Ly
-'ltu-«.vu R

turns ocut to be the scheduling of oil.and: gas.burnsm noE)t. .
relative volumes-of.each.~

W R e ..»..-» -t L Wi -y
as if the second:-scenario: had -been,. pursx..ed. - They only, ,c.n.f £ erence .

AT
QO0Tam

R A P e
LOTITO LD noadbuwod odir Do L 1ovawor

oL -Welare-~convinced -that.the, actions ta
unreasopables SeCal: offered—nofconvanc;nc,natzona_e.why-Operatlonal

i

considerations: would:Cause ﬁt\to-concuctAxtsfbusxnesg,;n“thgs £ashion.

At At

e T, o'\ - aw P Te
Wl aZ o.u IRy A o
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SoCal claims that the results were unforeseeable.
contention is without merit.
In the f;rst place we find that SoCal assumed 2,

A FATTRALNA - e »,lﬂ_n. ‘_.nd -,.« -t-w-h\-' -—-.'wou

substantzal rzsk when it entered. the summer months with storage

5 . A Yot b ; m""'
..»:4.“_~¢ 2T DART O OUTL ITHITLC ubH! .4.,,....‘..

effectzvely full. Apparently it was count;ngfon the, g}eQFrlc
L - n-w‘w .~... J L LTI )-w N ,»'.m» et S .’_a..r\.--(:m
utilities to salvage the smtuatlon._tye i}nd no ;eaﬁsnAwh%)the -
TLTDLOn DOZ ZO om0 liinonseT Dhr Feegmu
ratepaye*s should, share in that risk. .
TR EET G A L L SUDd I TRo zrmiog LREUT LA

SoCai mlstakes the concept of ‘oreseeabil;ty for tHe

oy .
oL R . SOTOLLE oo lonxinl o nDed vl ~OW DIGRD

concept of probab;lzty.ﬁ Wh;levzt is not foreseeable that any ]

- "" et e L Y " 4 el
AP In P NV on WIT WhlTiJR0T LULIYLTLT oY

pa*t;culaf Wiz ter'w;ll be warnm, it is certazp that occasional winters

; iy e -
L QTN DD .ﬁ.-.....a»nh SLOT BTl logea

w*ll be warm leadlng tc the ava;labmlzty of exces%>gas. é?h§§ .
TS A DRQIn - ol wvon

condzt_on is not onlv~foreseeable, lt was, ioreseen.m It was plainly
WA TAT S D no O | v/ CADIGTAT T L TILDn o I0m

horeseen bv SoCal.

,,....;__.,,.,. -I,wu-.d-(’—-. J-«.-.\"v‘-.-mu../

.- < ome b AP
- J\Jm -k w :‘Qu-..‘.. SO0 ow LN

The letter from Lépape to Porter attacgsd to SOCaE)s
. y .._L.,r..JCC iple] WoILG DL SLmOnSLT

Bémef (ob;ecte& €6 By étaff counsel) states this clearlyi‘

. WOTONON -y 4-. epire) oy
\_.....J_,,.-.~A PRIt i Wi SVITTQUCA DTL LGN

"It is possible our total market plus prudent h
- ~operation ‘Of our storage fields might make ~<InORIBITL T
it impossible for us.:.toi-accept.-for -yybrief o -.n:aoo-
period all of the gas you might offer us )

under the present arrangement during
extremely hot weather without cutting back
on takes from one or more ¢of our existing
supplies."

If this prospect was foreseeable to Lepape in 1978, it
should have seemed even more likely in 1980 when gas supply
cornditions appeared more favorable. SoCal has shown that the
winter of 1979-1980 was "extremely" warm. What went wrong?

reply




A.59929 ALJ/km

SoCal cla;ms that lf 1t had not bought €he'NW gas,

B Bl L e T Ty e e l"cl --w

its "nu.éhase(pat ern fbr the period sﬁbsequent £ the spr;ng

oy, £y -q, ~~ -rr-~44-.,.-~“ e

purchaees would have remalned unchanged‘"' THis argument 6ee5fno€

e e mee i % i o o . e "
> : oir onovion 0f moirzlory

support the'reasonableness of Socel s act ons. .
As TURN points out, if SoCal had fcllowed €hl$ couréé S

- ..,,-\,\ . et y

there would‘have been an xmmed*ate substantzal “Benefi€ fbr ;ts

- -.,n. -4.,’. ‘7-»ﬂ,pm‘h

*atepavers resultlng_from the avomded undercollectzon. SOCal

. m e ey T ST ey AT oy s riad

ign ores th;s entzrely- The reduced servxce to P-S customers would

iy o g - -»:—-—--*_ A T r

nave lec to more omlyuse, allowmng the electr;c-utzl;tles €6 Barn "
GIn0TSE ylTs fom sl NOLTIonsd
more qas iz the summer. "Socal ;gnores “Ehis entrrely.

“"\f-\ ~r“‘ ATt S S o

. Thus we conclude that SoCal 'S purchases Of NW gas were -

- “nr\vd-‘" ~ -‘-wa-s"" - oy rafw- E )-‘-:‘:’r 7y -""
rot *easonable based on operatlonal cons;deratxons. Unless sggh
- ""'. -"":—-;Jf:)ﬂ w--r ‘*-‘\ A4 A -\-v f‘r\er ,rc-‘ a-, r-v r n.,--)-:

‘ peratlonal ratlonale, khey T

(s ot -~ -

were anreasonable-;,rhexe£ore ge consi&er ihe mer;ts-oﬁ SoCal s

- e v

other gustzflcatmon5n£or these”purchase&.~~* sl ienogns

- . -~ - [ A
srnim o novy asp oA RO Dol

g e

'-\kv--c-o

¥
Ty my e
Parel e wnt wean O Q0 !

.

T

oD T
- £ o .

R Soleg s St o Yo R INcIndey

- [4
C .y -~ - - o
L 10 o T NG mous uﬂ)}' e puv)

TOTRIw
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3. The Comtwact:ObTigatioms " DRIBRIINIORL vm il I

*"*ﬂ"-wr

ScCalpargues-that 1£‘h53 acdﬁ;re& through Pac;flc
Interstate a valuable supply of gas from vw,: —SocCal states-that this

‘\\_-h o ,,...

gas supply has g eatly a;dei SoCal ln”mcetan,Lts,pubI1C'utmlltv

b -t

responsibility.s” Therefore -SoCal: acted‘reasonably'when :t"accepted

=0 - A _‘,,_"_',,

gas that it was contractually obl;gated tc,recelvehwso asrnot to

[T S ' v

endanger the supply. mel SEEOTS mIomYeLEowRNsTT

s

SoCal refers to'the hlstorycofdﬁer;qrmance‘under the
contract to sutport “the procosxtloa‘that the :NW.: supply*has been a

ﬁﬁ_..“_- - e Sidadad "

-.-,»-\.,,..,., -

valuable supplvrfcr southe Callfornlas,“;t states tﬁat the NW

Ot

volumes auvgmented’ its“decllnlng supply- throughcthecwmnter sof 1977~

SR ke \...-. -, -

1978 and was particularly.ifiportant. durlnc an&'atter “the “cold"

P ..J.;...m.)

winter of 1978=I979.°7C" ToTl ;gx;j ne Nosa ?:;::.s sror sy
As_stated above, Pacifié’ Interstate*had“a lﬁéstgefforts

- e - !
P e e R -~

N

obl;gat;on to purchase gas fromwNW.' secal” states “that “both” tarties*

BeSidetalaaEs - -
-1 - \ e [ oy

intended’ that £he volumes to be purchased from.NW“&ouId°be volumés““

—~— ey LT v, o e

in addltlon to thos"whzch SOCal was recelvmng Erom lts traditional“

- i *—,.-.f

el e A

supply sources, so that SoCal ‘would not be requlred to-cut_back

PR - St b Bad - ) .ﬂ|Pl‘vr—

“on purchases o£ gas frommtrad;tmonai sources “in’ order to accept gas

dalsfeta i ile muomk e, e e N TV,

£rom Nw.‘ ScCai clalms that because it had” capacmty to take“the Nw =

Pttt ~ -..,.‘.J..N _,,_,_,,"-_ﬂ_’

gas durzng th;s per;cc Pac;f;c Interstate was. oblzgated“to purchase

the gas Ln t e course of its best-efforts- T FEILITO o ARE

.».«mtv‘--ﬂ'-:w‘m -

SoCal attempts tolsuppcrt this’ bosztmonﬁw;th“the Tetter ©

.-,_ -

“dated” June ¥8,719 78*'Lepape, to-Porter -7 This Yerter was not offered
ia evrdence dur;nq the prcceedlng, but is attached to SoCalvs’ replv*

sy

brief.” "The" portlcn of “the” Ietter Céhat SoCal asserts is“ccmpelling

reads as follo;"ré:"”*h}: R SRSt _‘“: o T O Fe d vt -,-woj.-:: gr_:‘-ponqn
; mulov o :

l;h:

jol /m-- =

w
N ) -u.:.’:)n—u

L g o wh o ey ..‘.-.. ,,.J o
B ,.......,..‘-a et awn o/
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Yot -
uurchase all gas‘of ered up £o 200 -MMCFD “which?
Cno wersare physically abke to-receive-dnto our ..

_system without cutting back any of the gas we
‘are “entitled to receive undér other pre--=n Lol
el exmst;ng'agreements.nghas'means Werwould not. . - .,
ke required to cut back on purchases from
California-sources or “from“El Paso “QrFTIeT
Transwestern in order to accept 'as available',
gas Zrom Northwest. Our gas balances Lndzcate .
we “should “have ne problem acecepting alr-ga5*~~~~
= - Northwest:uisiable toroffex:-us.--It isipossible .-
our total market plus prudent operat;on of our _
storage fields m;ght*make Ttvinposs¥Ble ~for ust~: LY iL -l
< -itoracceptrforrachrief ‘period-all jofithe :gas:asrmiry
Layou might . offer us. under the present | _
" arrangements“durzng ettremely ‘Mot TweatharSTos Lo Do
without cutting back on takes f£rom one orcmore~; -
oc our exzstlng suppl;es ", o

P P VERTVOL 2005

SoCal states that th;s document clearly sets forth Pacaflc Interstate's

A~

AL e o Mide T PO s de _.-JC‘ 2T IO "u.-.;r"*‘.-.i’ﬂ

n_ under the contract long before

T l\”' Il oy - "r‘ ,w \-bv

ey

T
.....,,......, -

understandmng of lts obligatlo ;
anyone questaoned the propriety of the NW purchases.
B - G et ¥ e W oot LDLTW Dmon o SoLr J'-J_.«

SoCal further argues that its NW purchases were nemther i

[ [ __ - - Ol «A’-A‘A-O .»._qu\g Pyt P . ?.C'D:' l::: K ..‘:'

subgect to ERA s. Order No. 14 nor inconszstent w1th ERA's directmves.
. L [ P T LD CEAOILDDTID MO TEY 20 EonLnnTan Mo

It states that "No subsequent events or governmentai actions have

men
felabvrytviui aburie STILLD OOm LNT e

lndlcated that Vorthwest was actzng_other than in compliance wmth

et kW Le Dol Ts AT O a00%  DOITOG LIAT DOITUD nov
the ERA's orders." Thus, when,Pac;rlc Interstate was notlfmed

. e et e e -t o OO r-,ﬁw - -..,. ,__._,

that ¥W had volumes,_ .4n_excess. of xts system requlrements ahd SoCal

AT .A...-.-

Eacmflc Interstate had,nofdlscretzon

st v WMol Ll

- - -JJ* -

to re‘use.“r,n e it e o e o

A 3 A b vn iy = - *,
e ST DwnTlIToOn ogtiel ,_-..,,..)\)_4()_.._ o e 3.....~-..) DLIOD. o

-~,~—,C,SoCal argues ERAnOrder.No.,l4 does., not apply because -

A e -...1-.-..'.... Ve _.a.o. A inm

"Pacific Interstate is neithex an lmporter of Canadlancgas-nor

L]
- [PPuRS

purchaser of Canadian gas. It is a purchaser of volumes of gas
which Northwest determines on a best-efforts basis are excess to
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its system“sﬂneeds.mifSQCAI“cIaims?tﬁatmtheﬂoﬁxyarebatronship5592 oo
between the ‘gas NW-makes “available to-Pacific Interstate and'/Nwuscoi
Canadian suppliestisithe pricerciNWiinsisted «thatoit receivesthesim”
1ncremental cost of its Canad;an~suppl£esb::SoCab wa:ns*tﬁab without
wlacked ‘theTsale  <uzoms onl oldomonsounl Douol od Hlvodn !
Soi0:786Cal sTobligationTtovpurchase NWovolumes fromiPacificcdor
Interstate is not-disputed: cHowever, istaffcounsel and:TURN sbothn v
arque~that PacificTInterstate iwas mot .obligated: toupurchase*the;:u
gasimadeCavailable ™y NWws ©2a "nliowsol cow WL bap o havioval sonm onow
DUTTITURN contends-thaﬁfsocarﬂsx“cddﬁracﬁuabiobrfgattdndargumeﬁt
is simplvnot-credible " TURNTargues thatiunderwSoCals" vz lidiznog
interpretation the contract lacks mutuality of obltgation,cbecauseoa
the buyer and~sellertare under~different:zbest-effortsiobligations,
since NW:isiapparently®not recuired-to-takergasioutzof storagestoqus
serve-SoCal; but SoCal: may”be-obligated_to7Lnjectogasq1ncsto:agezaxx

IIDTURNCstatescthatIthesmpeculiarity*iof SoCal'sninterpretation
of thelterm’ "bestTefforts*cisiclear whenzthesNWiand-PG&E . contracts i 5
‘are’ compared.-cIn"eachTinstance:bothoparties havelaowbest-efforts:=s:

obligation, but in the PG&E: contract: purchaseswaboveztheofirmrlevel™
are entirely at SoCal s:discretionsy Thus:thestermo™best .efforts™

Lo s -.-,.......

e e ta Radado

apparently has a dmffexent meanxsg in~ the two. contracts’“‘

wmt hw*h R AT

TURN arguesithatiac reasonable*1nterpretatzon*efsehe

——— A

contract is that Socel retelns the’ rmght o' decmde for 1tsel£ whether
or not it. hasicapac1ty for.NW_gas.on.a partlcular day- RTURN poznts

e el [ Aol SIS

out. that_NWLhas,neverwlnvestlgated or. questloned in, LAY, way'SoCal S

R T T S L W .....A.t-'.a

Nor has SoCal. ever.

-t 0 VoAvi W «U*HM#*—

anulre& Lntowvw_s judqments regar§1qg the volumes 1; purchases. -

.Ja.-m’—lu..--.. -

TURN states:that the mutualﬁmnteractien 2ppears. to have been limited

B U I ¢ - w.h-.-. ALY

‘A
-

b BTN T S 38
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to SoCakESnestimatesvoﬁrhownmuch—gas~itnwilbotake,Cinrordermtow» o
ASSIsStINWhs system:planning.:-This- course . of mconduct lswdeemed»”‘ e
"much-more :consistent!:with:discretionary~purchases than.with the~ -
binding obligation asserted: by SoCal.::zrnsD ==i: ¢

- teunen zoEven:ifcSoCal-was.obligated:under the:contract, - TURN-argues
that SoCal should be found unreasonable and imprudent:for having-o: s
madezabsolutely no-attempt to.modifycor-.rescindqits “obligation'
when :the ! Canadian price-increase was- -announced. :Since NW did.not-~-
profztnfrom;xts;sales;tOQSoCaL,fCanadianrtakegon:payaoblxgatxonsu?:;
were not inveolved, and NW was reducing its own Canadian%pﬁnchaseéSS?
“hy-32%-below L1979 :levels ;~TURN "asserts-thatsthere-was az"“strong

possibility" ~thatclW-would not have:obxected"to;aLmodlfmcataoqmcf nl
SoCaltszobligationiss Zc vwrolilsuzur oX¥os!l Zooxrron

- JuJ-'H

f-"w = [ ..--’u- -
: RSl olin st Roralia

f;“:.;-Staff*counsel states- that theutermdtbest efforts"~isie v

AR}

apparentlycta termuof- art.rthecmeaningrof which iscgenerallywy oo~

P

understood:-by:;pez:sons-t;-faml:.a::.nwn.th;gas cacquisition and purchasev-gg;; .

I -
Whiw SQLS0

~"Bothostaff-and 'SoCal understood. thestermsto-provide-fory SoCal s
discretionzin;theiPG&Econtracty :Staffgcounsel:a:guesdth;sosame: e
interpretationswouldbe consistentowith:Sectiong2u04:of;ﬁheSNWbBacific
Irterstateicontract; xf«rm.':h:p:ovn.éles-c;nwpa:r:‘»;"w ol omi

Tnoit2. 04+ NothingrhereinTshall ‘bexdeemed tozbe a. v u-i:zrm.
guarantee or warranty that. any particular o
volume~of ‘gas will ‘be“available orwill-be® *27
“delivered:by-Sellerworspurchased: by:Buyer~

durmng the term or_on any par icular day wonta
thereof.::**‘“ e SIALTLI LWL Sons

xhe*éfore SoCal-wouId have no obligat;on“to*purchase~the“gas*
’ Staff counsel further ‘Contends” that*Pacific“Interstate 5“0

- -
oy —qf\”

obl;gat;on to buy gas from- Nw*iscdetermlned not onlyhbyJPaczfi

terstaéé;gvbest-efforts obllgatmon but‘albo“by the terms of>the <

R o

contract betweén Pacm‘ic‘Interstate and*SoCal” The pacifiersra WAUT

o
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Interstate-NW-contr act—onlymrequired ‘PacificiInterstatélto’negotiate
a contract with SoCal’that would "permit"” the-'salecof NW-gasitodnTas
SoCal.  Staff-counsel”argues that®the*more restrictive contractsIai:
between Pacifiec Interstate”and” SoCaliwas”unnecessary. > "Thus) JifriTas
SoCal’ is correct inits® interpretation of"tlieaP&ci’f-ic’”:nt‘efétate‘;w
contract because” of the" operation-of” the Pacifit Interstate-SoCalicn
contract,” then staff counsel®contends’ SoCal~was” imprudent. ‘eldpliove

. “BN”his“letter”dateé“kpril“I?Q“IGSI““staf“‘dounéer“aﬁjééegsto
SoCal's reference to the letter £rom Lepape to Porter for the.cITing
reason that neither 'the”letter-itself norsitsicontents were offered

aé‘é%i&énté“in thibfﬁéttéri ?Stéf‘“bounsei ésSertséﬁﬁat SbCaITS”uséf

and SoCal be admonished-to-refrain®fromSsuch~condicts IPiIoIonil Tod
SoCal originally” asserted the“contract Cb%iqatioﬁfasﬁffﬂfw

Supportiny- its’ purchases of NW gas forithelentire® periocdcds

February 18 through Aprili - When PG&E"s offeriof “bestiefforts gas:{

on April 13wasfai§blb§éa’fstai5aamit%edvthatwitswdgxunderfnérEurther
obl;gatzon*to purchase~Vwbgas~ and- offered another’argument. in> i xu 2
support of” itE actionstt T wet find thaﬁ~Pac;f1c~Interstatefwas"underiD
no ob*Lgatzon to” purchase NW gas" ‘during®any part’ ofithis” perdod.v

- Owelagree  with' Staff” counsel that i SoCallst referencedto the
“epape-Porter letterhls*mnappropr;ate in lightSof soCalrsfailure W
=) o_-er*the~1etter"a5ﬂevxdenceu'«However,”rather~thbnﬁdis%é@ard?Ot:
the "Ié't’te%‘- as s&géjé’si&"éd Swet Find” that™ its' content’s démonstrate £hatd
Pacific Intérstate was urder” no—oblmgat;on to~ ‘purchase= Nwﬂgasf ‘evens
under $oCal" s interpretatidn®of the ‘contractl’ {5002 Zod obu

TOTT v ome Tetter plainly” indicates: thatiSoCalt sy bbmja;tion- is

2 funetion of ‘its'™total market® plus’prudentsoperations of ourioD
storage” £ields. " As' indichred above andtshownddn Appendix: B*
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SoCal's. actual-storage-levels were.substantially.in-excess.of - its.q-
target: levels: throughout,this: periods. jPrudent:operation of-our,.

storage: fields". would;have allowed:SoCal 0. £0rgo,. NW.purchases :-n.o
during this- period.for.the reason that:excess:gas-in storage would .
foreseeably-require-SoCal: "to cut-back.on.purchases from.California-
sources: _or- from-EL Paso-or Transwestern.in.order:£0.ageept 1asSv-nen
available' gaSRfromwNorthwestz“puThereforenweoconclude~xbat SeCal.ca
acted entlrely at.its own. d;scretzon Ln 2buying NW_gas. dur;ng this

Pe"'loe-—;.*: o ‘

“ A ,"' — - hd - " . r
DAL TTION O wmoTo] monI o woroal oo Py oy e T e e

- e
b e e e W W bu D ea'e i e - e -....~J\-r-

S T \Ior are- we~persuaded that-SoCal.has. reasonably interpreted
the;contract.-  The.actual practice-under the.contract suggests that.
both parties.considered their. :best-efforts.obligations, to.allow. =,
for discretion -:there-was, no-effort: by,either,party.to measure: ;..
whether:the: other!s efforts-were in:fact their.'best"..n.2

.SoCal's:contention-that the ERA:policysdeclarations.dn.. ..
Order No.:l4 do.not 2pply:te its;NW purchases.is FPFé@:-‘r‘ané?le-:s:;éé@a
~¢claim: that- the: Nwrgas was- not- Canadian.isz incons:i,s;:ent with :-Lts.,

fedw

2t

cl‘a:.mﬁ is: _a-lscs‘;ncon.s&sten_t_ﬂ- mtth:.i;t;s .S;tﬂ-'sesl,‘; ra?&.?&?:’-ﬁ: fS?E-'; the ;P:’-‘&P:IBSI
provision-that-bases+the price~onnthemCanadianxbordernp:ice.ﬁ%;g;’
\W's incremental- supply-of-gas is.not-Canadian,.then. why J«»ro'u.fl.d
NW's. customers..have: opposed the., saleﬂto~SoCal without- suchwa-pricing_
provision? - An-examination of.SoCal' sta;ly Operatlnq Records. iy =
discloses- that- NW purchase3», were.not: "needed J.mmed....ately.. to. prever.t,

on

We conclude that SoCal sr;-aqj:;n.gps were: @ogics'gm-:ce:fﬁﬁgtél;.P?}:}Web::
-z Nor: would: wes e satisfied; with, the- simple.defense that

the contract:-required. Pacific. Interstate- to buy-the, gas., Contracts.

are renegotiated occasionally:r.this contract has been amended. OB -

P
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severalioccasions. .One:of the.mostitellingTeriticisms/ofrbalancing
account. ratemakingris.that it removes ther incentiver foxr thers,: (ZI7)

utility:to bargain:for: the:best terms; becauserallecofsitsccostsyon o
are passed:on.to therratepayers.. Merelysmaintaining.the:status .quow
does not:establishca prima:faciexzcasescfrreasonablenesswore o Ilomne

R N

4" The-Canadian-Origin of the~Gas-~7 ,uolizsllosd vuoanooos ofir

-

- As indicated:above;-SoCal.originally-arguedsthatoits s NWa
supplies:were not.Canadian-gascr-When the~availability ofaPG&E.gaswo
in Apriltwas*disclosedﬁnSOCaltreSpondedcwithﬁanothernratienale::gsca

TouL s Janyr decision: notl toctake the: Northwest.gase
.would. have ertailed an_ unacceptable risk.to the
viability' of both” the Pan"Alberta-project”and-v"°
the Western Leg of the Alaska Natural Gas.:sn oldol_ovi-nr
.. Transportation. System. (ANGTSJ.S

_.---, o H“- '..a.
P J07 .

For the purpose of th;s argument SeCal cla;ms that the Nw purchases

D PR .

were "percezved i Canada as purchases of Canad;an gas. ‘ . .
SoCal. contends that the Pan_ Alberta pro;ect is_an lntegral

o [ ....«uu.»v -—'vu\—l

Sy
-ty '

WL TILD

- an A .-_,,J

part of ANGrsv.necessary to*”pre—bu;ld" papelane-facalztaes needed
to transport gas from Alaska S North Slope to Cal;fornza.

R L ..._....,. ....av..) u ‘..‘,._v-d

“The ANGTS and;the related.PanrAlbertawproJecte
have the- wholehearted: support of-both-the:ac
United Statessand: Canadian-governments; and~
will providel facilities:not only-tovassistn~
the transportation of:Alaskan North-Slope: H.z--:
gas intosCalifornia,. - but:to: enable:California -
to receive a firm supply of committed-gas: s~ s

. from Alberta vears befere the VOrth Slepe
qas begans tc flow. ™" =% - LI e

SoCal states that, as a firm.supﬁfy oE:qas,“EiéfP%n ANlberta project”
will help southern. Calaferuia dampen‘t?e dee?fu?'gﬁi}ggg:?erm

secure supply sources: = Ins view: of; .‘chese~ consi.deratwns,g SoCal states
that the zmportance'qﬁ the Pan® Aiberta preject to southern California

-..\./. I P < 2 e ad
is "beyond question.”

St e

Wy, ke
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. A

~oras ooz InsNovember:l979; . therCanadianzNational EnergysBoardstovss
(NEB) approvedcthevexport:tortherUcS.iby:Pan Alberta:Gas:Led.; overs
a seven=year-period of:l3:686 billion-eubic-metersaofngas £forvehe:s:
Western:Delivery System:. Apparently. thiszvolumerof gasawasstoo: oo
small to enable%prégectﬁparticipantsctoufinance constructionsof nnob
the necessary facilities.
Albertafappliedhto:theYNEB:for:authorztywtocexport:additidnal volumes
over-a longer period-toirender thewprojectrfinancially feasiblelccon
SoCal: states  that.Pan~Albertatscrequest. forzadditionals exports e .

-

volumes was opposed: by~off;caalsrfrow,Bratmsh*Columbla, who feared

-~ ..--u,- oS atadd:

that approval woula jeobar@;ze expcrts o‘ British.001qgolan

as-available gas.2u” ;;:;::x aame 2 Eo =0l awaTEon nEz

.
;- Mv‘n"‘t -

In this context, SOCal cIalms that” 1t wasO%aced‘w1th a

g Al - - -~

ais lcult chozce when PG&E made addztlonal volumes available 1&°
earlv Aprll.

TR R ke s - —~ Ve
SLsDonnT Do nooorioe Ly G L\Q..A 2D oL o Dovionmads
SmTLn

g~ ,Y.L-...\'"-'

_ "Ordmnarlly, ‘the” choice” would be” to” irn” back®™®

wooon Tehelmore expensive supplyv-firsts andu1n~£act,u‘ v
that_ was,,and remalns,_ngaI S, pollcy. e
this case,” however, SoCal executives at- the R
h;ghest-1evel"determinedfthat:xttwould:be)in el
the best interests of:the: company-andiitsis oo
southern Califormiarcustomerstorcontinue oo oaU
taking” Northwest: gas during:April;>zl980vieor low
avoid jeopardizing the:pending:NEB: decision.~gf:
to approve»addzt;onal“exports:for;thec?an, e
Alberta: project.mic TOOoLETLE maIl oL ovoonLny A

— et s
Ay T .

SoCal contends tﬁat VEB-approval of’the a&d;tloﬁaI"ekpdft volumes

W b -v-tJA-«

was. very tenuous,.because of. the B:;t;sh Columb;anxpos;tlon.” -

w47 ke [ R N T

e " o ee AAY actzcnrby SoCal wh;ch might.have T e
'~ susgested that the Pan Alberta’ 'gas was mot ~-°
" needed- in~ Southern California:could haverbeen:lcoon
used by the British Columbia officials to O o am e
urce disapproval’ of the export’ request e i

fotai A""".""“

o T
o w’*.‘.“

-
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“Ratkerthan-risk:an:.adversesdecision onzsuchisl™
a.crucial project, SoCal _decided_that the, e tora
long-term ihterests of its-customers would®s & itv-
T bestpesserved.-by continuing.tostake Northwest --
gas.for-a few.more_weeks until_ the additiomal .
export regquest was cranted. “In-the “Yudgment™ <"
of- SoCal executivesiand.officials directly=> zo:zs
involved in the Pan Alberta case, the risk was_
réal that the project might be” Jeopardized‘“
if-SoCal turned’back Northwest gasapending. . w:
approval of the additional export volumes.ﬁn P
Given the great importance of the Pan Alberta”~---"- 7%
“projecttin termscofra firm; ilong-term:supplyssuT
.. 0%.gas for southern California, the risk . . .. ..
was s;nplv not worth takmng‘“‘“ R T e

Biatole:

SoCal argues that its’ &ecrsxon to purchase NW‘gas durmng*thas perlod
resulted ig van’ macrease in” gas” costs” to southern Calaforn&a oEDITL

- Anmn

onlv Sl 677 712““ SoCal states that this cost” was“reasonably-“~- fr

'\mnﬂs |‘-rﬂ,

L =y AT,

1ncurred to help assure approval‘of the project*‘ 5 RS 0T Buliibodon

L e

Staff oontends that SoCal's® actions™ 1n“this Yegard were™-

=t .\.;...,-.'.‘.'

lmprudent. Staff states that SoCal™has® offered no evidence to 7¥T Lo

- . ....‘.,.,,,_‘,

substantlate ;ts cla;m, beyond‘;ts’"own,professed'paranoiai“'OStafE“
Ty -w--w\—o--n- - ’»»p-.-\---k , ~ w-‘:f\u-\w, ek

poses the_foIlow1ng questions-' vilpnosrnorn

,n..,. .. ot ~ - PR PO ",,, -~ /("“'M

""If the Pan Alberta’ Projectfwas {n Factagts AT
Iierinately’ tied:to:SoCalls. purchasessof:gast ron~ny
.‘from Vortﬁ;esthlpel;ne Company, which seems . . .
implausible, why Has SoCal waited until” thighs TS RUELnan
- late date to:disclose:this link?-~Why: didn~szi o0
rr,SoCal fail. to_ even mention such a relationship.
-S4 hear;ngs on this appllcationﬁ Why hast o ST
-7 SoCal even at this late datefailed to- provide:~ -~
. any. evidence. Ln Support of this allegatzon’ .

e W el 0 B o B o 3

As~stated above,fstaffwwatness Klng originally‘testlfled that o

a_-v‘wl.t.n-_ .L,l .o_;- S I g

SoCal's NW purchases were. reasonable. Howeverﬂchls opinlon was,

L ¥ Py O L S S B fn ey TLIRT .)c

apparentlv‘based on.the mmstaken facts orrg:nally offered by SoCal.

.o AR -

Based on, the oorrected faets Krng;con51ders %gCai's attempt to,

- e - N A e el IRt —.....H« PR | A b
Justlfv the purchase of W gas by reference to the Pan Alberta
project to be unconvineing, without any foundation in faet, and

clearly imprudent.

- Ha TN e
C’& o ¥ \.......» - 6 RORNN i

'_.r -~
wir e ! la
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TURN- states that :Hohne s‘addltlonal test;monyrdoes not

N

change TURN's posxtion regard;ng these matters.; "What the new

B v e D et
e mAs et e o RS MG RUES S W N SR 0 atParges N

information does: Lsoelmmanate,vfor~thenAprzlwperaod onl sthe

e

‘contractual obImgatmon"arquﬁent put forward by the'Eompany as

‘-\..-..,n-«.«

justification for. its: VW’purchases.ﬂr‘In TURNJSvVLew"SoCaa was forced

oo D

to "£all back’ on" the: argument that NW_ purchases weré~nee ~ssarj to

b e i *-*“*L-)-“ Whwe D0NE RDDT

maintain goodwmll ;n:Canada whale ‘the PansAlberta eXportI:
authorization_was’ penamng before the NEB Yoot 0 LLvoTEes

- =, - r«—d ~ Ora".
oDl lal T Rt AR

TURN‘refers tos theohastory of‘SoCalfs argumengmas
“"interesting." Dur:.ng the heai'iﬁgs on A‘59508“when these Nw purchases

NSRRI ..-.A.,.;. W

were.first. questaoned Hohne d;scussed polzt;cal consmderatmons

P

st e & Slanaliul Ulin TLID TR L0

under.- cross—examination, . butsSoCal dzd not make such an, argument

S e f rm ey
ot !

bt R

in its brief, as. noted 4n D. 91969. Then, whenhNW purchases were .

ooy :
PR A -..—.\‘\'VL\,..;.‘«

scheduled to be a prlme 1ssue 1n thms proceedlng,_Hohne fa;led to_‘

.
.-l Ll L LIl EaTIELoN g

mention any. pollt;cal motlvatlon for these transactlons an his

et e el

i S0 RS ORI R

direct_testimony, desplte Lwo. separate efforts (Exh:.b:.ts 15 and 23) . .

RIS B PR DU LLL LIbhITa RS AR b4

Now,scontepds.TURN,\when-SoCal s“other Just;flcatlon is lost, SoCal

Al et ot e il lawn L --ul.l-u--..;ww’ﬁ N‘
raises this apparently xntentxonally abandoned argument. . o
Tl il .J..,... T W e mi o 0T ""‘u"‘ |

TURN argues, that SoCal smpositzon has obvlous weaknesses.

S

TURN characterizes- SoCal" o srtu:at:.ono asﬂn.ﬁ. it was forced to

A ey

mislead the Canadzan gove:nment about‘the true market for*qas in

PRI c e A ...u...x_.;-.l.;.a.

Southern California~ xn “order:to obtamn its: des:red.export license."
Zver if such a'"purchase“ of”qovernmental‘coo&wzll?as‘approprmate,

«-n...-'“h-.n._-..< e

TURY conten&s—ﬁbat the cost: shonld not’ be treated~as partaof the
current cost of gas. Instead the cost”should ‘be' treated as a
capltal asset “and amortibed over the” lzfe"of“the‘projectz sitice’ the"

“'r"vr'- - -~y . rng

benef;t lS 2 supply of gas “For future éustomers. PREODILG W ' Lle0ol

:A?URN\argues that the‘WﬁB deczsxon iﬁself’&besxaoﬁisﬁﬁﬁogf

Socal" s c;azm- (Natzonal Eneroy Board Reasons “for Decision, In”the

e R S T NIy — e -
LD L G ! (o TR 3e Serkorhe CRBADN ST W Do nanrneno o s

- P
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L:.m_ted Apr:.l 1980) -TURN. sta,tes' o

\ B e e e e et - ~
—-dw-u'.«' SRS A .a..u- <2 RN

SNowhere :in .the NEB.. dec:.sa.orwa.s- the.market for. ..
gas in, Southern Cal:.forma even d:.scussed. R
With respect to -Britishk Columbiarsiiconcern that.”

the_?ag Alberta volumes’ would displace: existing <
' off-Tine " -sales Erom Northwest: to EX Paso, ..
the Board did:not ‘even cons:.c?er: “t‘h:.s‘ q'aestion Tiw

to be w:.thm its Jurisdfction, w0l

r‘p.n..,,... A ‘..,,..‘ ,\a e A,Y‘

JRN deseribes SoCaJ. s £ear of _a.t&.B:J.tn.sh Co]tu:wxjo;.an e§versara.es as
"'m.splaced. Bz i v

: o em Y [ -y -t
-0 bl Io rxilzbofioz anz zshs (Laonan

Nor does 'I'URN accept ‘SoCalrs: calcul,at:.om oﬁthe~*cost of

o
e e

SoCal's decision to bux the '\1w gas;- A,SQCa‘I'sf ca cuIat;on s based

— b hath ko ,.A.L

on the assumed displacement of 970 MMcf, basedon the subst:.tutn.on
of PG&E gas for \IW gas ~on ~a da:.lvA }:asxsr -up to thellesseriof 75 MMcf

- n NN vy ,-.,—\, p--Dv-.vva-n

per cay or the actu.al take from 'NwﬁmTURN ..con.tends t_> t‘he

ol Vet e

realistic managemenjt ‘choice “fox” t‘his »purpose -was)'whetherfto take

~ ;“r‘-"}-ur

NW gas or PG&E gas. - ent;.fely-,. In. 'J:URN svv:.ewz,.., .t‘ne da :,.'Ly\ subst:.tution

- it e

implied by the- ca‘.gculation ~:Ls ~unI‘1ker‘ “tof‘have":actuany@ccurred-

*' Y ~ A - ,‘.1.,,

Based on the total —volume »of cNW purc‘nases JE'oIlow:mg AR;;
TURN calculates “the "cost” as $2709T -488,4-» oD wornid woxk:

e iy
Tt T e

. However, this celculet:.on 1§ not"t‘he “amotnt “tHat TURN

et eticiey - M ¢

O

i mnmf - \,)..-_,;,_ mr-ﬂ.a

brepoées e c.;salloyred for th:.é per:.od. TURN contend“s that~the NW-

. -
v o - T e~

gas should not have bee.._purchased regardless of “the .avan.‘Iabn.I:Lty

Faiatele’ NN et e ta

of PG&E gas. '“UR.\’ suggeéts that ﬁﬁrchase "of the PG&E gas’ woul’d A
v e Nals it

itselsl have _'been of quest:.onable prudency dur;ng ‘c.‘n:ns per:.o&

because ot: SoCal s h;gh Etorage l<=vels.

.."'\
. ot

by -y r--o - y'
Tmon nnn oo oninv

DS meiDnslsd
s NW e

purchases weré :easonable-' ‘-Iowever, it modified” ;ts pos:.tion w}'hen

h(-r-.a

CGPA orn.g::.nally supported “Socal’s c.‘I.a".:x.‘rrqt-“!:ha.t.O’>

e v, ,l,.‘.u

- -L-v/ -~

the facts regard:.ng PGSE'S offer of best;efgorts qas “came “to" l:.qht
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CGPA points' out’ that not only would these -purchases Have 'saved ‘money:
for Socal, they would have also ‘benefited i "PGEE, because PGLE woulds

have Deen able to purcbase additional’ volumes from Califormia Sorimil
producers at a lower cost’”*CGPA asks’that*we'reaff;rm’chat-

2 Foin G SO tw
I

"Pirst, all~suppl;es—of’natural-gaswshould,benwlg
purchased. by. the State's. natural, gas  purchasing: -
utilities:o(PG&E:-and.. SoCal) Lnustr;ctﬂaccordance
withan -ascending -order:of €ost .= ALl 5 tmroz Qg‘
available supplies of. lower costrqas,benng
purchased first before any purchase is made

of ‘any ‘hicher ‘cost -matural -gas suppliess-o%

"Second, that the scheduling of underground
:matural: gas storage be carried oufl imisuch.a ~-
manner as to facilitate and matnmlze the
purchase of‘all avanlable-supplzes of”low SOILIDUL
»o.cost gasy and o AN TR e o e

; Ty v e
[N - -t et -9».& LN

- st

Third, that 1nrdetern1n1ng the, naturaluqa ~an
purchase needs of the State's natural gas, ]
purthasmng'utllxtles (PGEE and~SoCaI7*these Wz

. de. requxred to purchaseJ and redellver to o
“~SoCal all’ maximum placeable~volumes~of Yow? “aTs
weost California produced natural ~gas .volumes. .-

before any discretionary or 'best efforts'
‘purchases -are ‘made ‘by éither "PG&E “or ~SoCalior °
€rom higher cost out-of-state; Canadian.~or. . ..
. other foreign. natural gas sources."

LoD F el BEAR VIt Sl
CGPA contends that such a statement of pol;cy is necessary tovprovxde
D TIN TOS IOWO.

: $le
a2 fim oundatlon tor meetlng Callfornla s maxmnum natural gas

L PR V“""'" -~ "~ v -, -
- NPSLVH TTILC e mATEN O Do mee

needs. at the lowest reasonable cost cons;stent w;th the Comm;ss:onﬂs
A it [SRwae o My i BlSS)

._, ) e ....v.' C =0
mandate in the Cal;‘ornla Publ;c Utllst;es (PU) Code.

‘A-...........-

i e .-e.»-w..... (R ),_, T o ’\"""" SRy

This is the sort of lSS%Q that strains the foundatlons of
- E e voerora amord 5208 L0 Doustod
balancing account ratemak;ng. SoCal S positzon is’ based ot on
. - i T T LUTTOSTUR VoLnnnimius
any factua; standard but. on "the Judgment of soCal executives and

- e et Lt e .'....._ ,\_, N __vj_,, ._' |“h Ar) «r"r')" v"' V -»f'w‘— r--lﬁﬁvnc

officials. dzrectly ;n _the. Pan Alberta case (that) the risk was real”

e U AN TLULS TUENwY pri SuoHRT o o T A el
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that the project imight. be’jecpardiZed  if/ 'SoCal iturned back NW
volumes. - We are \ncomfortable with after:therifact’ evaluations:of t1x
vtility judgments generally.'” We -are particularlyscuncomfortable [:7o%

T .when'"the ‘utility judgment iis'‘based ‘on: ‘such ‘anelusive notiow:as s nel

political TwiskrIah ol IO cTuron 14:001I0 2Xor ow (lnTol o vd booo

TUILT ViTWe iare. notlpersuaded thati/pendingiaction’iomwithe Paw s Lo
Alberta project justified SoCal's actions. We ~conc3:ude‘that SoCal s
purchase ©f NW gas after: April 4 ‘wasimprudentiiicrr wic oW

L IWe ‘cannotihelp but :wonder about SoCal si:delay: inasserting
this argument.” "Xs “TURN points'lout;=ithe’ reasonableness :of::SoCalizis
NWpurchases was ‘raised in A S9508@nd deferred torthisiproceeding .
by DJ91969.° 7 SoCal ‘was "advised :that:tit thadothe. hurden:of proving il
the ‘reasonableness "of these purchases and itprepared its: sshowing 10
accordingly. T Wecannot account forr-its failure o offericthis -cuozog
rationaleuntil-after thellobvious failure oficitsearlier:argument oz
we £ind ‘mere oversightinsufficient to-explain how.SoCali omittedsmob

its elaim that "SoCal - executives at the'rhighest-levelrdetermined.z. v
tha.t it would be in ~th‘e‘5be-s;t :i’nft‘erre;éts‘idﬂ:the>SCOmpanycan&e.tts:’ 2 IoDo2

Ly
2 -

AprTL, 71980, Lmienoy SoLT ToN 24003 0lomoIrsy basszn ' IiDoR o
120 InigeCals lassertionthat pending NEB actiom-justifies rits uop
"W purchases:is not supported by.referencecto the NERcdecision andiow
is irsulting to Canadian energy officials. The statement .that thisx
gas supply was "perceiveld in Canada" as of Canadian;@;:;ig‘ﬁig;;;:pdicatea
that:SoCal wasmo more able to . convingce the Canadians: of ~the
unknown originof:this gas than: ttowas-ableto convincecthis::  ~Sovow
Cormission. :We . seemo connection between cexcess cgas.cinssoutherw ooo
California in April 1980, and an application '"to export additional
volumes over 2 longer period -of time" than the seven vears origirnally
authorized by NEB. We would demean Canadian energy officials if

we were to £ind that they would take such an argument seriously.
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By detter:dated: August:. 7. :198L,. SoCalk: objects, (£o TURN s~ »
argument-that the: NEB. decision does- not. suppoert-.SoCal’s posiﬁ:i.pn-_._- lo
SoCal cites:three:pages;in: the NEB. decision as:proof;:ofthe - 2  :-u
legitimacy oL its  concerns.i»While we: are unable:to make the .connection
alleged by SoCal, we take official notice of the entire:NEB decision
and attach those:three-pages::asAppendix.C.usocthat: soCaly: may refer
to tkem in:this:record..: e T N .

LLECLIDS GIliTa ZDoneuc oouedla

We are troubled.py:.:SoCal)s :stated rationale in: the -face-.-
of the plain federal: declaration: that::suchigas should: not be
purchased mrnless. necessary.. We are not:.2ble torstate thatarlocal

nterest should -override:-the nationalicinteresticin :suchwmatters...-We:

believe -that theredis leverage -associated: with U.S. dependence con; e
Canadian -gas :andthat -SoCal "s-action/would only :increaseCanada’s <
perceptioniof It ability tor raise:exporty-prices..;We obsexve: that,.
the overwhelming reaction o ~the: Canadianicincrease :was reduced q: e
demand.s - .Wer believerthat the reduced demand -led-to thecsuccessful: ..
U.S.-Canadian :negotiations: :;that~::r:e:i::xsta:té& “the:-lagtime -principle, - ; :
SoCal shares mone.of:thercredit forthat =sSuccess. ~; oo > uow =i 2o~

‘Firally -in -this regard we statethat  we ragree with ~TURN -
that SoCal's stated rationale does not support recovery as:sa current
gas :cost, assumingcthat SoCaksiactions -were -justified.cSuch costs
would be appropriately capitalized-and recovered from futurersw.s wr
ratepavers. moanrorn LnT L2loIniTho wmeano xoibons

croSlirgenclusion s ilonal IO mp UsDIssT mz Dovioomogd

irWe £ind that SoCal’ s'-pumcha.ses QE NW -gas:. aua:mgr Eeb::uary
March, andrApril 1980, cwere aumreasconables We agrieerthatthe Nwro::,'-w
gas aid not: d;sPlace ~fuekoilovbut rather -displaced lower .COSt :gasoD

Sy
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Tor this purpose we find that purchase of PG&E best: effortS'rn*m g
pril. 1980 would -have ‘been unreasonable ard ‘that: the “lower cost gas
that was-éisplaced:was:from El:Paso and:Transwestern.:i? =ow 5003 oz
--o-TURN zcaleulates the "gasicostsstorbe disallowedcas Horouton:
818,926;000,rplusiinte:est::i?on;theSpu:poseaoﬁ'this caleculkation ooz
TURN assumes.that:-all:of:-the-displaced gas was EL-Paso-gas,cthe s zo
cheaper of thestwo.- Wesfind-this assumption extremeJ: Absent -, o=
the NW purchases SoCal could have reasorably purchased additional.:
gas £fromcbothrElzPasorand: Transwesternzuntil 'undernominatiion was
necessaryc-r.Based on the-undernominationrratios-displayed in:.z-5
Appendix-aA wedfind:that-a:caleculation based-on :60% EL-Paso . volumes. -

aznd 40% . Transwestern:-iszreasonable.s Thecactual calculation:sr-ismos

!

3 ol
PR

using TURN'sradjustment-to-King's Nw;avqide&:costgﬁhgurewiis'o: o
displayed:belowsr onu writ lzofom o0 mNIDYADGY o2AomunYs LoAD:

. e dr et w P e el -\n-v -l ‘:«::}A:;D
Monthiruis waicoeyer onz vEXNW=ER/TW) -x Mdth:: 2ud

\ s

March 1980 . __ . ($5.0409 - $2.3538) x 3,427 =__9 -
April 19807 w7 T gEY0559 7 T62T3538) K-E 814217 iy ggy B

e “

ey e e T v o e e
AN =)

ERIOL SVED ZON Jid@28G7 M@Eh SF4Y-D L0898 297
The amount of'Sls 297 000“ plus frterest > s’ dfsallowed°from”thé i

sy v\m - . ~

AP SRR TSl It o 0 "3\.,:' ~Ihon oW BTN E oo "‘.‘l':‘s'l‘.’.;:’r”l
balanc;ng aceounto " ~ * gz 3

February 1980 v .lrnv (85.04822-:82.3538):x 1,3566 58k, 209
._;9. 6.

- N

“We flna that stafsrs’ gu;dellnes ‘are” 1nadequate\1n feﬁéfdo'

-

to‘the;r'fallure'to “recognize- storage ‘Considerations¥and errdmeods®”

-y -

in v'evga.rd to~ thelr‘alternate'fuel reference £8SE T~ Cwe Of YRA%ERat ST T2
CGPA' s" gumdel;nes adequately address tre” storage—prdblem and’ are*‘*”

R _,n..a-

reasonaoly aeopted in conjunctmon witR“the spot‘market“test for
dlscretlonary qas purchases LI ﬁﬂ°3~~av§ prsood wowey Donrtouly

.-\..my‘,.q. R R T -n—- £ “ =
L i e v ¥ il i et i ’Jq}-u\. oA
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s ...-..-.,-.‘ hoa ke ba of LR

Asof May“l‘*lQ&O the*prmce~of.PG&Esbest efﬁorts”sales:rn
to SoCal was $3.4367iper MMBtuz: On:May:4 »0ko80wtheopricewas,y ==
increased =to $4:.3087 per MMBtubysD29k720- (As:sshownzinsAppendix A,

soeCal‘purchased PG&E best-effortsigascfrom:-May:lthrough Junei2s .2
1980. - “Both .staff counsel: and TURN .contend:that. these:spurchases /7UT
were unreasorablerand:recommend sthat. associated qaswcosﬁs be zowozodz

disallTowed oo 2onirorus viloaoaloy ovad olon loDoR moussdowie WY ofz

; R ot Yo eEAete o aete
- ttTheresiszlittle sneed stoigovthrotghrtheirdcontentionst™ oo
in cetail, because:their -positions: are:essentially extensionszofozor
the ‘points they.made “incregard to::the NW.purchasesoh~:that storagez:s:.
conditionscwere:such thattSoCal assumedctherriskothatoitswouldo:
have to reject-lowerccostisupplies over:the:rsummer:zw;TURN does make:
adéitional arguments regarding the retail rate and thecalternatec: il
fuel test, but theseare disposed-of by the foregoing discussion.

:-., -SoCal makes seve:al po:.nts in.fts reply. We find thatxdu® .

B. PG&E Purchasest»i IiT7 1o wnodoviz rods B3IT oa cnouic nify voT

. -~

,":»»m "‘. np,\ "\"’Z)' PRI

these are wzthout mer;t_and adoPt an appzoPrlate adJustment”“ RUTSY,

—O- E o
P w - A A Ay - e &~

T e i e R e A

-2~ SoCal claims that ztﬁcould not have foreseen "the cond;tions

Ry

which. lead to.the. sudden and unusual loss of. xtsﬂprlo:ity - fmve

e
- T R Vel

B ‘u\Ju\iw-.A\J..\..a Tl s -

maaket that summer." We address foreseeab;lzty'above._g§s

con.zrﬂed by _seoCal's -version of the appropr;ate alternate fﬁel B

e e e [ERER P el

test, SoCal shows 0o compre@enszon of _ the role of d;splacement costs

B (R e ahl" [ W —-&-4

in tne;9§01cemof buraing gas-oraoll-ﬁ We cannot fand that these _

__,.;_‘__'_,_,_*n .......4 u w—-‘(r‘.,.. an -

circumstaxnces. that“preva;led in Junebwere unforeseeable zn May., . e

P g A o it o 2 e D 2™

v _SoCal re‘ers Sko Edmson s stated surprlseawhen.addxtmonal

P W e (RS i IR A VIR W

purchased power became available "with v;rtually no: advance .

LYWL ».J..-a-- Jops w \ N

notice."* But this situation did not displace the cruczal volumes
0f gas ané oil. Edison burned oil because of the prevailing
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economics. SoCal has.not shown _ that it -could. not.have- known of
these: circumstances, ~only. that it did -not understand. _,g;h_e;.r“-;;f. R IT
relevance.: ~u LUl wnuloan: weloloan moo2uds ofom oW L hewslloo

SoCal states:z~- - el e

YR e ey
s

.
o~ N ay =
Ce T L LANTIL D L

“SeCal's purchase of - the PG&E gas under normal
T operating  circumstances wou‘.Ld not have raised
any concern. ‘The -purchase of- ‘this volume of
Ce-gas and, -assuming -arguende ‘ag ‘alleged by TURN,
.its injection .into- :storage would not have been
unusual. May is a month in which SoCal
‘normally commences -storageinjections.” o Iruenu

This contention does not support SoCalis. ACEions S/ lIiIilindl o

-~ ... Theselwererplainly not.'normalk.operating: Ac_:.xcums:tances.
I£ May- is“the monthiin which 'SoCal normally" rcommencesystorages -

Aat

injections, “theniwhat:do we make of Jits:substantialrinjectionstszT I
throughout April fel Iowa. ng:a warmwinter ‘withiactuals ;s.*cerag:esa Levelscw
substantially-exceeding targets? .Somewhere..in there: ist a>basdsr z:

oty

for "econcerncottiLLTLT VL NI anUTall wudranhoon o T R TCnmar

e e e
PR APR « S e w IS e

SoCal claims further that 1ts actzons were reasonable

.‘i—-\. . \\4

because t‘-xe underly:.ng contract between SoCal and PG&E was approved
by th:z.s Comm:.ssmon an.d the pr:.ce e tainshed by th:Ls“Comssn.on-

g

These C:L cunstances in ne way excuse “SoCal “from n?ts) obl:.ga*t::.on: to' 1%
reasonablv :nanage its ut:.hty operat:.ons ané’are" lrrelevan*t o’ our-C”

IR - TR 2wy - e

ev'alua :.cn e"-‘ :.ts actn.ons. Taomonednno 2aas wrns Lloz (LERL (o liTeAa
. 1=':x.na3.?£.y, socal’ argues that "its act:.ons'“d:.d fot Yotate <07

PR

the "eta:.l rate standard asserted by' 'TURN “hecarse RIS was“*not-*‘i-‘ SR
Canadi an gas. “Our deca.sn.on is not” based onf‘the Fetail Yage S5 Oa
standard so thn.s content;on is w:.thout merit’. ‘However *Cf.or' Yurden -
of proof purposes that standard appl’ies regardless of ‘the TEtiona e

SN

Orlgln Of the gas; ThIOTLNT a2 LT o L22200 20D
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adjustment,” we ‘adopt’ TURN™s ‘method of caliculating:thesamountitorooss
be disallowed. We note that in neither instance diéd any partysvo.ox
£fer an alternative method. The calculation:followssoOoZ
Dates Eﬁfﬁfw “jf:“_~~J C(PESEER/TWy i MR & JED02MS

o e

May 1-3 E ‘im;tii”;5~cssu4sa-.32,3538) Ro243235 oS 263
To June 2 LU g ($4 3033--$2 3538)0% 2, 245 =,-4,389

—— s A

Total TR e B Tele T IPiiizase Mdth"'"”:‘—'

""\" Ao .,,—- \/

The total amount of tnewadgustment~m ;$22,94&m900,upluswmnterest-
C. Kelso Compressor Statjon OULACS r~ooxmin -O0x So0s

" For the ‘same reasons -stated min regardtto theoNw gas~f"""“

i~ - e P ]
;_...‘Vl. Frteiariad )...H o0 il

L TURN ralses certain questions regarding-SoCal/stscheduling
of a compressor -station outage xresulting -in-apparentoundernomination
of Transwestern: volumes and:additional PG&E purchases..:Thissmatter:
was' developed: further inithe -wecord ~im.A.60339-and>TURN: s brief;in::
that proceeding: states that TURN:zis satbsﬁiedé&hatgstaQ;acted5:35~
reasonably. Therefore no further discussion is requireds~oosmon™

. B e R T . -
et e L

el bl R .:."“'F"' '77'4\"”:“':.'"‘"'. S, "5
R 5 s Socal‘NotrOn < -2 lLoo2

o - - ey by - rnp " —~ -
S0 WDU0N TonwDol FoUusnls oxiveorabry ofr onuoned

The publlshed agenda for ‘the Commission's conferenee of

LI .4_*\.4... - .‘-4 P P ;.u...g..(_.... ~,4

ADrll 6,51982 -(Agenda 2611) anluded prqposgd deczsmons in two

[— W o A

—r nl
SOLTRNLDALD 200 -

soCal CAM pxcceed;ngs. tb;s mutte: .and A. 60339.‘ By motlon leed

D e - B N S G R Y e R RIS e TN i

CLIOl LT
April 6, 1982, SoCal asks that these matters .be consolldated and,

u-d-.J' [N, ~¢\4-u-~’-.~_>v».,

that a,deczs,oa bg‘deie ed uns l aitur 2 decxgbon in. A 60867
another. SoCal, CAM nroceed;qg_,‘SOCal asxs that after the decxezon
PR - b-«.“v“uu"nl -J‘--.'-.J -..u.r\ ...-.J..... A...-w-.l..-- -»

in A.60867, .these consolidated. ﬂatters e _set for oral argument.‘

L . T d e e W T - AS

The, basis for SoCal's motion is that the publxshed agenda Lndzcatéé,

ol e .'....'./ o PRl IR NS W it kv 0

among, other .things, proposed dzsallOWance of_ about 334 8 mlllzon

.-.....-.,- P .JH\-‘ - Ak et ‘.n\._ l.—.-}':- :O

0f purchased gas ¢osts. SoCal statesAthat the proposed actzqn 1§w
-l PR
of "grave concera™ to SoCal and its affiliates.
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In suppo:t of xts mot;on_SoCal :eﬁers to several

Commission deczsxons-regardlng gas~su lvbpolach“Lneludzng
0.89177 dated July 31 1977 (LNG), D293368 §ateq_August-4, 1981

e

(GEDA), and D.93370 dated August 4, 1981 (Pan. “hlberta):. SoCal
relies on: the first two! O support the: proposition, that.the., .~ -

Commission favors-the: acquisition: of neyﬂgas~suppl;es,ﬁandw:he w
latter for the proposition that: the Commmssxon—recognxzes that ~ac
because. "its own policy had mot.provided: anygguldelxnes~to
determine! whether:.or-qmot: the: purchase 0f.a, given: supply, was. imo o
prudentf';it-wouidvatmb&mﬁai:yOQLﬁeﬁﬁonﬁplﬁx@?&??&ﬁ}G&?e5§@§§§3tb
Gas:forupursuingvthae'policyyasutheucpmmissionﬂitself had, oo imean
expressed it." The Pan Alberta decision,did not provide any .- ..
sucbaguidelines,.;Insteaduweﬁdh;ecmedjtheypgp;yeelegxggpszder
such guidelrnes.inHSOCaltsgnexe&aﬂfgegee@}Q%za .,

oo orus SoCal states that:p:qposalsxwenefmade;inmits.October;;gﬁl,
CaM proceeding, A«60867, but :that.no decision has been issued. . ..
SoCal statesz. . ~coooninme

- . -
-, pee e e e T ey o o
e rw D ITLL [OR b \..."-'-u-‘-:‘.a."- R AT L Ok v

MItowould: be manifestly unfair .to.impose a ...
penalty on SoCal gas for 1980 gas supply ~°

- " -operations which were ‘conducted a -foll ttweoiion

- years -before -the -Commission -establishes ... .,

its gas supplv-purchase tests. In fact,plt
is most probadble -that “SoCal s—1980wgasﬁﬁ4'wi
:0pe:atxon5’wculd -meetrany of theweconom;c .
tests propesed in A.60867. And if the ”“
Commission were' to impose’a. penalty foriiin ool
allegedly’ mmprudent 1980 ope:atlons befc:ew
the-economic  'tests are-even adopted, Tfgw sty
could-well ‘find ltself in-the® zndefenSrbIev
posxtlon of -having” adoptedea~penaltyvﬁor‘ ‘
operatlons which would- passw;tsueconomlcw
tests,” even“before havxng-decxdedcwhzch
of the proposed tests Tt would~adopt.™ -

T AV Yo el RN AP IR

3 L L

SoCal argues that such @ :esult denzes it-due: pxoces§ o‘ law.

lﬂr..

SoCal“urthe: axgues that the proposed penalty would

N R el G WS T -

be a serious financialr blow,to‘tbe Pac;f1c~nmghtxng Utxl;tmes.

P,
DT LIV e Ll »
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T M reoo L
Wi

- ":n:v'zess demands- an- oppor tuniity® ot thex“:;_"::»y TS
part-of SoCal Gas: £o- present -its-case .
d:.rectly to the Corm;ss:.oners in” oral kS
arqwnent— MU LB R Zunpnh Dornd TIINLC

SoCal claims ‘that® thel Pacific:Lighting: Utilities had combn.ned e
net earnings in- L9BI" of about SLL6S million;s soithat the proposed™
Denalty anounts® ko over ' 30%-0f L1981 net ‘earningsire ooy ol vurzol
¥ SoCals' motion i uriprecedented. U Thedpublished’ agendar:
is only ‘oné.step in"'a’ long- ‘process - < The recommended decision 270
des&ffﬁ%d“id*fhéﬂhgendawxs‘notHalwavsathemactxonhtakeuuby\thec;::
Commission: We' cannot: help But be ‘troubled: by:the precedent thats
would be’ set if ‘SoCal"s motion iis® granted. ©iS o6T .zl Gozoongus
-'8eCa)Y has ‘Alleged neither: new evidencde northe dnabilkity
to offer evidence duﬁfﬁgiﬁﬁéﬁpr5éééd&hgSaﬂﬁlkﬁwd§ allowed tor rizuco
':‘fié“ffGé‘brféfé”iﬁitﬁé-fwoicdéééﬂdbmbfﬁe@.:*rtfdi&:doﬁ ask for
oral argument at ‘anly ‘earlier stage: of-the\proceedlngavuﬁJ:cv\‘?:C
SoCal selectively cites past Commission decistons inlcz
fashioening its- argumenm-that the-guldelxnes to be-adopted in

oS Re T

A.60867 should: be-applzed xetroacfwerw It cveziooks lts 1978

wu-...‘«

CAM‘proceedlqgs in whléh the reasondbleness ofﬂltsuNW“purchases

~n v
\.«._‘_v . -~

Sia the _decisions.
In D.90822 datéd’ Septemoer 12 1979;’1n“A«5872¢’Lwe"9tated'

e

“The staff:also raised the zegulatory {5508 of‘Socai‘
policy of- purchasing, Canadian - -gas. by, way,of Tehel D
Northwest PlpellnemCoroo:atLon and PG&E at‘*‘

r/‘*"‘

a wholesale pr*ceﬁhxghe: than the “retailr
price~SoCal -charges.its.lowest. PZlOtlty.,f;
customers. -According .to the stafﬁ, it isll
SeCal's-supply - pol;cyﬁto buy ALl of“the :

gas that is-available- whxle,prlczngptheﬂ_
.gas to GN-3, GN-4, and GN=5 customers “so

-as Lo preservera narket sufficientzto sifis
absord the_gas._ supplzes. Such a_practice .
‘iAcreases ‘SoCal's revenue recu:.rementw - L
~morerthans$26cmillion over:the amounta.~ix
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..

needed were -this.relatively .high, pnmced
gas not gurchasedﬂn "The _staff ‘belleves
this Commission should. consxde;ﬁwhethe?
its ratemakxnngechanxsms may. be operating
to modify.a utilityls operating: pnacﬁmces
and the testyof reasonabIeness., olIowzng
is the staff!s, position o3 theséhzssues;

e et S

~ 'These issuesvare: charactezrzed an'
- “latent,-becauserthelstaff-has not:
directly raisedrany:-issuen aSJtOu“”’
the reasonableness~of SoCallsos 0%
supply” polxcv~1n~thls proceedrnga
This acguiescence is based: Ln~z~~-z
large part-onvtherCommission's:
‘establishedraterdesigna: polxcy-
As will be:shown:ibelow, anys .o
-departure from ex;st;ngbratedzﬂuw
design policy calls lntouquestzon
.. the.reasonableness. of_ SoCal's .. ...
jsupply policys e ‘"ﬂ;\,w oo

T Simply stated SoCal . supplyns
Tupolicy isttoobuyrallr ofz thengastyoy
. thatiscavailable; while: pricingziave
“the gas’to priorities 3,54, andcos
5 customers” SO1as tO presexrve aciomo
U market suffmcxent‘to-absorbrche~f :
" gast suppliesit s (Tl 744 Lt The: '
'3-ratemakmngvconsequences~of'thxs.ﬁ\*
policy are dllustrated:by: their ot
T testimony: thatielimination ©of: the iz«
Northwest: Pipeline:r Canadian:'supplys
from the-gasnbalance"reducesﬂtheJ B
test Jyears revenuelreguirement: by i
- more than -$26- milliom: (Tr. p. T32)miTin.
with resultzng xncreased curta;lment-::
of only priorities 3, 4, and 5. /.lci-1i8
STr. p- 740.). - Although no, caleula- .
tions have ‘een made as to the PGEE <TG -LEo
Lo gupplyr (Tris pas 7400 thereffee wouwld: samovol &
apparently. be similar,,. though of
smaller wagn;tu&é.j’ s

L e

o B e

Ty

‘The bas;c :abemaklng questxon ralsed
BY- - £hese ‘transactions s as, oose&”“
by staff counsel-jl”Wbuld "you. by ;m

-t
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thms qas lf there were‘nq*balandzng R
account: trea*ment’m' (TP STL2L 9N L

. The'" aﬁswer is" cautxous"“ "We~wou'd~

- have “to _come- “in“more ;often® FEQE LT
Qgenezal rate- 1ncreases “torsee~ thatﬁo” v
our "costs are covere&’” (Txaops 743. Yoz
Since"SoCalfor~several®yedrs-has 77 T
sought-general:rate .increases as ;-
often as possible,-thisyilsqsa gqualified
endorsement:of . the:general policy.:
The point:for the:Commission.to ~-=
consider:is:that-its own ratemaking
mechanisms.may be ope:at;ng*to gL
modify’acutility?ls.operatinge sossl

PR N

practicescandsthe:test-ofrreasonable-
ness. If-~thiscis-intended, thew -
Commlssmon should:so state.:. :(Staff

b

brief; p. 2-3r) 2255 nt,ﬁﬁh

[

"The staff ralses “an” issae” dlrecth"related

to the rate design issues we”must address
herein. As longzas'gascsrates: for gp@exruatible
custome:saarefsetlat;afpziceoxhat~§leeast
recovers:SoCal! sccost forc the dncremental
high cost*quant;t;es~o£ gas: Lo, serve these
customers, there-is no harm: to.SoCal's :
ratepayers: as:aswhole: because: the cost. for
this higher~-'priced’ Canadian: gas-ds: recovered
from those. interruptible:customers., who»use
it. TFor this reason we:.adopt ratesgfoq
interruptible customers. that:are-high enough
to recover.SoCal's cost: for. the: higher,
priced Canadian. gas;.this. concept~wxll«be
discussed: further: xn~the;subseqpent v
discussion on altermativer fuel .cost .as--

it :elates;zo xa¢e~desmgna~v:{2 PUC -24:,340,
353=355.).7 ol sy :

Several parties. petltzoned fdf‘rehear;ng.pf D.90822. In D.91095,
dated November:.30: 1979;.we denxed‘reheétmnéJ}bub added several
flndlngs of fact, 1nclud1ng the follow1mg~ﬁ”’”

"36. areha.

few ke N -J...C‘\

-
I oo e T e S
5

jut -‘-.»c..cA..-V...A- PP S

as rates for“Iow vrlcrltv~u sers; the
principal beneficiaries of that gas,
are set high enough to return that
cost.™
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4 W ew s - "o
LT . ,,,.‘ e ’-—L -

" . T
vi O ™ T WV Ui

mhat decision was less than three ﬁonths prior to SoCaljs )

o - ot = ..», -
[ . i

o

- u‘.-'g...a M s e b e e LY

1d1txal ourchases .nat are d~sallcwed ;n this, dec;s*on Ln

R A PR N e _,v.;., - e D L eu.).,...m.

A-59929. .. .

o
-

B T e . W o b an -
Rooemi 20T omTodD NoLIsrnocrnsTi o5 WA "':« Fayiy-ied
o8

Iu thls context we find that SoCal had suﬁfmcxent

i =
J.~~u PR IR T SN O A0 s s e O A

warning _hat the, "latent" Lssue had oeen rendered "naten "

N S, .a......"-;_ [V o rte b ame -

by .the Canadian price. ln;rease. At the tlme it, purchased th

: DIVOTT

-

PRI - T e S VLRI o SV R

gas SoCal.should have. had in, mind its. ob’;gat on, ;o—demonst;ate— n

--u’-.'\-‘vns FE I R S

the reasonableness of lts act;ons.

P® e Ay i - wh R [
FCOR D - Y e b oW DL AOD e e A - .

SoCal's calculat;on oﬁhthe flnanc1al ;mpact of, the .

oy N ... s

propesed decisioas . 1s m;sleadlng. SoCal Lgnores tne offs ettlng

U CPPE e WLl g -J.--l.

-features -of, tﬁe o:oposed decision, ln A 60339 . the. recove:v,pf

-
v [PREE & SO RN WAL TN Ll € DUNLND BT

franchise fees and carrvxng costs.on.gas, in Storage.. Although

- g poeiied ‘.,.-...‘..u--t...- [ RN SR Koyl e Siapyiug

the effect of the latter.is not, qpantxf;ed xn,the deczs;on,,:he

PR,

probable comblned :esult is.in a dlsallowance.orﬂless than .

-t Gow il m o a3 ad” ..r....su

v e w-q whm o A

-

(P04

$20 million. Reduced to .agnet number, to, corxespond to, SoCal s,*,~

[P RN -.,.,....e,...‘ FOTPELNEE . P

information, the, p:oposed penaltyels Less, than 8% o£,1981 netn

o - i ra o

earnings. vy n e o -

~ -

- [ )
T SOV D e -..4-10\....: S oW -.Lv’Ow..a o

-No good .cause has been,showngby SoCa;J-,Ixswmotlon~-

P e .
L v
. -Ov/a

C‘t.... e e et s o - -
e PV S I PEDE I IV P 05 .J“JCI... .r‘.; (IS T PP

la .D. 92498 dated Decemb‘f_ﬁhﬁl98o -

e B adaad o bt sa ot e S

SoCal was authorxzed to reduce rates.as, requestedw SO

- ooy g e S
T ol “h S ) -

2. .Ceztain issueswere deferzed. by D-32498 o this segond
phase-of:this proceedinga=- . -» ., izc dowms Sodoos |

g - o
L D TLLOOTINL

P ATy
[ \db'u Maw o waa N

3. The deferred.issues.relate to the reasor eple;e§s,o£WWCT,
SoCal's-recorded.purchased, gas~costs fo* the, pex: ﬂdzgepgyarxiphrough
August 1980. ‘ oldonorsot Low

4. During this period ScCal's affiliate Pacific Interstate
had 2 contract with NW to purchase quanﬁities of gas which W
determined to be in excess of its requirements, while Pacific

aterstate agreed to use its best efforts to sell such gas to
SoCal. :

I‘\" -
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5. SoCal is obl;ged to buy all of the NW gas purchaeed"

A e -

Ca LI UNIALT ovIaD DoXr tusl oow onolzionl zodT
by Pacific’ Interstate. o

-Or’\ﬂ

6. The prlce "that” SoCal pays is based on‘the” Canadlan*border
price pa;d by Nw, a transportat;on charge for use of the. NW'k“*‘“‘“
system, and a fuellcharge-

o~ s o -~ A
\J-.u : o -.u-J-‘ [ ) ﬂ

- T

7. Durlng this” perlod SoCal had“a'contract with PG&E GhanEow
provzd;nq ‘for~ 75 m;ll;on cubic feet per”&ay Cof* firm delivéries andc
up £0 75 million cubic feet daily OF- best-efforts ‘sUppTiassFvet tiT

PR

8. This contract was approved oy this Commzsszonﬁoﬂo”“*- nal

-y

Decembe*- 19 19‘78 by Resolm.t;on 'Go2259, ¢ -T wakTinn 27 LoDog

v e

9. Under th;s contract the or;ée was orxg;narly negotiat g~
between Socal and’ PG&E-t‘Beg;nn;ng witth -9Y730%Qated’ Aprll*Z?*”l980

IR = e Ta - ,“I

this Comm;ss;o* has’ establzshed the’ prlce. [RRSmoLaS 2egl couinoasil
0. o Uanuarv 18, 1980 Canadzan officials Gstablished s “°
new border pr;ce Of $4.47 MMBER" {U.S5.¥- for gas exported "5 £he~2
Un;ted‘States, effectmve ?ebruary 17,71980.07 =2wouovd :
I1. Based on the Pacific Tnterstate-—NW-COREract] theidsstcof! .
¢as to SoCal was about $5.16 MMBtu. X
127 On February 167 19807 the ERA issued“OPinidn and order
No. l4. -
13. The ERA found that the Canadian border prrceewasnnot—w~~£-
reasonable ‘because- of the short: t;me that” elapsed “frém the calculation

-~ r

£ the price to its’ implemertation:” VRSO GF DORITANILL wow lolod

oo -
~ et

14, The ERA allowed the- continued’import’of Canadian gas
where the gas "is needed meedxately to prevent’aJsovere fIdverse st
lmpact on- the publzc'health safety*or ‘welfarefnivivy oiT L

SLtiaslow May-15% 19807 the ERACannéuncedSthatiithe border prides
was reasonable. .Oa:L TLUDLA
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“L6. . Intheimeantime Canadian officials announced:acrevised
pricing-mechanism resulting from-negotiations: betweenzU-Sosand .l ok o
Canadiarn officials. LEROIZIDEnD

17." -SoCal-made~-substantial purchasesrof NW gas: £rom”?ebruary
18 throuqh APrEl~L980. Dok nemilov dociza~dnir vusssizewsaid cooduse

. —HH—.U Nt b

18. SeCal made no purchases of PG&E best=efforts gas im: uvron
February, -March, Sor=April: L9807 w0z wminy ool orooresls XA e

-

19. PG&E best-efforts gas was availabletozSoCal:after-z:nul

- e s e e ] e e o - I R ™ - o - ., -
hogn | . ' : N ; r e L b sy o -~ . P
Ap"‘ ! 4 P o o By .N..)y».. D s 2D .}4.,-...-‘.,;...',.’_-@' R S .

DY

—

-20. 7 During - February: and~March”SOCaanasmqeneralby~w1thdraw1ng~

¢gas from storage. LlLo o

~217 YDuringTApril-soCal: wasialmost :‘constan?cly cinjecting .gas
izto storage. ST DT T
72207 Beginning ‘May-l SoCal:purchasedithe additional 75 nillion
cubic feet dajily of PG&E best-efforts gas until Junex2> Jaomoonlgalil
"123:7 Durirg-May.“SoCal was ‘almost-: constantly*&njectnng gasc
into storage. JaoToanT qé?m?!@ LU WD Do ot nonus

Lot
[ z ,~QM)?J*~M

L

24. On June 1l SoCal began undernominating El Paseo Supplle

257.0n-June=2ItSoCal began: undernominatmngwTranswestern
suppliest s wIiirilw roa mood lolmsrir onz row 5oSoun m

.\..u\,

26. Undernominations of El Pasé:suppliesccontinuedguntilgoﬂ;b:
August- 2Ly cETL LT .

— -
- PIRER

27. TUrdernominations of Transwestern suppl;esocontxnued~untxl~

Qctobexr 1l 14 --v ;uxﬁ SoWnoIooulon oxz mosh Tisnw nosibd >

PR A O R E A Nl T

28. Beginning in February and through the spring SoCalzzovo lnx

R

mmaiﬁtainéd»actualwstoragerlevelsasubstantiallyﬁbigherothanﬂlts+
target inventory levels. i I+ 0T cviroolad ofr no oollox

- 29155 Thel reasonableness. of 'gassutilityspurchasesishould. be
examined on a case-by-¢ase basis.

o i F e - U
y » fugie RN bt
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230« .Reasonable operation of a utilkitycannot-berreduced:to.
a dailyrsequence of rtakes without.regard ;oisupplx-andzdemandp:;
conditions. ‘ nle _—

P

gt DLITC
.3k io"There may be times:when:@a utility: would;easona.bly,w
purchase discretionary high-priced: volumes and.sxmultanqqus%yo;;r i
serve its P-5 customers..c . wo ononsdowio on whom Labol 5.

* b e

32. An alternate fuel price test(is areasonablestocl inzi~sns
evaluatingthis:practicelzo —ove now 2op oiioiia-znod TEDC L0C

-J-ﬁ--ﬁ-‘--— 1t e —

33. The appropriate alternate fuel price test most closely:~-.
yields:theﬂtrne;economnc;szqnab;reqa:d;nq5the5ch01ce;to:burn,gas
or oil. 5

e o e T
e .J-O-r\. g

34."The price. .of. :mportedJc:udeJozl is~too~remote~for this
PLurpese. LORLT0ND QT

e g Fu

0352 IThe: imported crude-oilztest does not: adequatelyzreflect
d;splacement COStSLT lirny LoD nruolIo-znoe DoDS o

Ry I Py L V‘..' 'y

viioD Zouwl oidy
362 If thecimported: crude:©il stest is used dnrconjunction: with realistic
underlzft charges, the cost of NW gas exceeds the cost ofncrude orm

— ke

- " . N
. e o T2 DR S et o Sl Te A B Fe B o F s T . (W
Oll- - .“g F I B P R PPN ) f‘&- W DGO ke fod ey J &S o

37z=:The~Form~423: xnformat;onfreports Edlson"SAfac1lat1esg
charges in such a way that the material does not reliably indicate:.
Edison'srincrementalocostiofrodll.ss 13 o uoosromrmomtodbry 3

O P

38. Edison burned oil instead of gas in June 1980, because;;;'
of :displacementicostsuizoi. mioliownms

T e
-t e

39. Edison'sgain from the sale of No. 2 fuel oil is thquojgﬁ

relevant-— R PAMANORA T .":"""« ':...‘._',‘ Ty VLT e e iat ol

- e Lt [ MO “....T) g - W

=, '-\r’)f ~

e
RSDUNIRTNS Pt - b

40:. Although-TURN.!s: method'attempt to,accountwforrd;splacement
costs, it relies on the defective Form 423 data.ys’ VIQZZOvII Zonues

4I.blrheaFormﬁ423;data;amrnotsavailab&egohgagcprrenxrbasaﬁ.

- ;
e oAl e - e = -
PRSP TR SR w T {C—C'.;..‘..-D PR
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42: 7 -The 'spot market “price ofoil i a‘quidelirné-Based on‘.
widely available informatlon and 1mplmc1tly~recogn1zes~dlsplacemen6’

- A - PV [ PN ,u,i,—).“._,.-,n., - - E -

costs. SIUTTILI L un WDooT .v..ﬂ.‘..a,...,"__.u..-\.. . e RO DAL PR

-

43.7 Spét market prides providé~ i contindingirmeasire of -the’

value of the oil - a built-in loss (or gain) £from the sale, th

most easily’ applled “Gisplacement “cost L UETITE 21 ISDOE Lol L
44. The- spot “markét methed *is” the-only fethod ™ thatvrecognizes~
that gas-may" ‘e reasonably purchased-when‘the*cost GE gas-cxceeds*%

.

the contract prxce of*- o;lJ when ‘the- spotwmarket*price of"ollvv 370k

— o b I L e

exceeds thé-cost -of° SgagzveUn NI LTunThuL

45. We find a strong-éorrelation‘betwéen-rate“design -~
considerdtions arnd-the’discretionary ‘gagtasg. 722~ & AR
7046, - We s £ind tHAt TSEALE YT ad jisted ‘Platt s iiformation should -

ode Yo Nedridd a2

be- used Eor Btk purposes* TELAMCUL TOT 2O0d noloinod TIV o ofdT L 22
47. any gas cost exceeding thé "hightend of “staff ‘s pricé e o7
Targe requlres ‘a“‘convincing’ showmng bv‘the ga's” ut;lmty‘that the

o e

rowrmm s

qas*was "necessary o provide” serv;ce*beyond “p=5 customefs.“*”*“‘*”?‘
' "487 ‘ThHe'cost of“NW gas-duridgthis “Perid *48es "not “axceed o

TEY eSe us -

the high end of staff's price range. PSS DRSNS DONITELILL

T v,

summer with storage effect;vely-full. FUSGOA0LITTIY Lo L”

500+ Ratepavers “Showlé - ‘ROt share xn*the rmsk assume&‘bv
SoCal. ' et Ut DA

Sl. Tbe *esurts “of “SoCal*s” actzcns were“foreseen“by“

N, P e e g [ e e Wy ey e R,
SoCals cmonT o rrentin TR oDno o cwnof LD smoowos 08 naw booslsu
z : . :

TB2s U TE! SoCaI “Had" not“bought“fhe NW-g&s there"woﬁid“have

been a substantial immedidte “benefit for “its ﬂzsg‘tépaye‘rs*” S
531 7-THe “reduced ‘Service €S PR Sistomers would ‘have -Led ¢°

to more oil’use Hr'Febriaf¥; MorcES and WprflS aFrowidg ‘He
electric utilities to burn more gas in the summer.
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54. .SoCal's -purchase of NW.gasg g§§:gogﬁ;eegeggggeopqseég;
n.operational. c:c:u:as:z.'.ie:..au:::.c.:»n:s,.1 Gxs maceamaan

- 4
A . \."w. -.vn-.. wn - ..‘\..._ - JAYSA

55. Pacific Interstate's cblmgatzon o NW is a ‘unctzon
©f SoCal's total.market.plus-prudent operation of;its storage:.

- e-c.s-~ A T e T S S R T T S Foom Al e Tm
N Y T i At -1 L~ T ) A SO -

56. Since SoCal s storage.levels. were«sub§;ant1allyvin,w; .

excess.of its target.levels for .February, .Maxrch..and April, ..
“prugent.operation of its storage fieldsy wouldqhave allowed, .. .. »
SoCal to-Zforge .NW.puzchases.during.this period., ;s:xg soszzmos oo:

57. Actual practice suggests that SQCa%&gﬁoégzgeg%ogdgngggﬁ:x?
the XW ccnt:actmwas»at~SoCa%stdiscretien.)~O~*n o e e Te e = -

L e .o

58. ERA's policy declazatmonsgepplyﬁto SoCal s NW.puxchases.

b drtahAdotelsle)
.3%. -SoCalisapurchase -of NW gas was.contrary.to.federal policy.
60. The NEB decision does not support. SeCaE.§ pegcelved needM

€0 pu:chase NW-gas. after‘Apr;l Ath. MmiLeoDHS 220D 25w vRA  WTh
6L. We -8¢¢ 1o -cornection. between 8XCess .gas,, $R-¥ southegn~ et

Califorrnia iz, Apz::.l 1980 204, an appla.catn.on..';.to ..supportgaddltn.onag .

o

volumes over . aﬂlonqer pexlod of,tzme“ than the,seven,years ormglnally

Y

autborized by the NEB. copnsT o2V 2Tose o Znw fod onfs
62. .ScCal's purchases of NW .gas cduring Fe pruary, -Macch, sand
April 1980 were unreasonable. N,

Ty -

"3

W e b i M e pas
.\.- =)

.
63. .. The W _gas. cﬁsplaced lowez COSEt -G g
Trasswesterz.

64. Based on actual undernomization ratios we findthat the
gas displaced was 60 percent El Paso and 40 percent Transwestern.- ..
65. .. The effect of SoCal's. unreasonable,Nw -g_as purchases ;is
that we d;sallow 518,297, ooo ,plus Lnxerestkg,hm, CormmEoEndLn o A00d

66. CGPA's gu;del;nes‘a:e reasorably.adopted . ancongunctxcn
with the spot market test for .discretionazy qas purchases:

-y o -
2O DTG Ol

-
¢ meome s omf A e
LI 2T EDLIlLlTY -J...-—:) Y
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67. During May and until June 2, SoCal pﬁrchased PG&E
bect-efforts gas.

68. SoCal assumed a substantial zisk when it purchased
such ¢as in light of its storage conditions. ,

69. Ratepayers shoulé not share in the risk assumed by
SeCal.

70. The results of SoCal's actions were foreseeable.

71. The DPGSE best-efforts gas displaced El Paso and
Transwestern volumes.

-

72. The amount of the adjustment is appropriately calculated
in the same way as for the NW purchases. |

73. The effect of SoCal's unreasonable PGSE purchases is
«nat we disallow $4,652,000, plus interest.

74. The total amount of the adjustment is $22,949,000,
plus interest.
Corclusions of Law

1. SoCal's purchase of NW gas in February, March, and April,
1980, was imprudent. '

2. Pacific Interstate was under no contractual obligation
to purchase the NXW volumes. ] 7

3. Political considerations d1é not justify SoCal's agtions.

4. SoCal's purchase of PG&E best-efforts gas in May ané
Sume, 1980, was imprudent. |

5. SoCal's motion to defer decisions and set oral argument
is denied. ‘
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FINAL ORDER
IT IS ORDERED that Southern California Gas Comparny

shall reduce the balance in its CAM balancing account by $22,929,000,
plus interest, on account of imprudence.

This order becomes.effective 30 days from today.
Dated porpil 28, 1982 , at San Francisco, California.

JOHN E. BRYSON

. President
RICHARD D. GRAVELLE
LEONARD M. GRIMES, JR.
VICTOR CALVO _
PRISCILLA C. GREW .

/s/ LEONARD M. GRIMES, JR. - Commissioners

I will £ile a concurring opinion.

Commissioner

Y CERTIFY TEAT THIS DECISION
VAS £2?PROVED BY THE.ABOVE
COMISSICNERS TOMLA.-:
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APPENDIX 3

SOUTHERN CALIFORNTIA CAS COMPANY
FACZFIC LIGHTING SERVICE COMPANY

-

UNDERCROUND STORAGZ INVENTORIES
Ta:ge:s,iand Minlmums
W79 - Jancamy 1981

Sur 9f Workian imventories i ALiso, Goleta, Honor Fancho, and Montebelle

th=ending Working Inventory

Vonth ' . Targer (1)(2) tinimum
A — nee—————— S ——————
Januazy by 105.6
Febzuazy S.L 98.2
9; .9’
93.3

September
Q¢croder
Novenber
Decender

September
Octodber
November
Decenmier

-

4.9
6.8

8.8
0.5

(1Y . . S *

V. During the winter ronths underground storage gas will bedwithdrawn to minimize
Priovities 1 through & curtailment. The extent to which’such storage will be
withdrawn to avoid curtailment, shall be guided by these month-encing quantities.

(O)zengrawals below these levels will be made to mainzain sesvice to P-3 and P-4
subrect 10 the approval of the Vice President, Gas Supply, and providing that
:'ne e o -

minizun month-end levels are nos violated.

-

Fenzcary ending mizimum until Februazy L1980,

Bef transferred from working inventory to cushion inventoxy at Aliso Canyon:
Qctober L, 197%. All figurvs for Januazy-September, 1979 include this 19 Bef
woTking inveztory. C

(End of Appendix B)
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Provincial Govermments

The Attormev=General of the Province of British Columsia (3.C.)

was concerned as to the impmct Of the mroposed exporss on the utilization
of matural gas transnission Zacilities in Sritish Columbia, perticulazly
with respect t© the export ¢f British Colunbia gas to the Northwest
Pigeline system. Waile not opmosing the mrebuild project, B.C. sought
assurance that the Pan-Alberta exports via the western Leg would not
displace British Columbia gas moving south cut of the Northwest Pizeline
system to EL Paso and to other markets as "off-line" sales. B.C. noted
the evidence on pipeline capacity on the U.S. portions of the Western
Leg, which indicated that there would be insufficient capbility to move
both the higher daily volumes rroposed by Pan-Alberta and the British
Columbia sales to El Paso, and sthmitted that the issue had not been
clarified at the hearing. Accordingly, B.C. stated that the az:pl ications
were not accertable to it. | ' '

B.C. added that, if the Board were to grant the applications,.
the pew licences should be conditioned to require that a minimum caprcity
of 1.13 billion cubic metres per year be assured in the Western Leg
system for the delivery of British Columbia gas for sale to El Paso and
to other "off-line" customers. T "

The Minister of Enercy for Ontario submitted that the Board
should assess the apmxropriateness of exporting relatively low cr-:st gas
when, in its opinion, in a2 few years suprlementary supplies might be
needed from frontier areas at significantly higher prices. FRurther, it
adveocated that the supply of cxude oil, its price, and the price of
natural gas to Canadians, should all be considered by the Board in
Ceternining the surplus of gas. Accordingly, Ontaric did not supgoTt the

proposed exports. It believed that apmroving exports at this time woul 5
be cut Of phase with the need to exaine the broader energy issues,. and
referred to the Board's supoly/demand inuiry mroposed for late 1580.
Ontario also stated that it could net SUPEOTT a stand-alone
Frescild moject, noting that without a quarantee of the whole Foothills

system being huilt, 2 stand-alone xciect was in effect a purely

(End of Apperndix C)
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COMMISSIONER LEONARD M. GRIMES JR., Concurring:

While I concur with the unanimous decision of this
Commission 0 penalize the Southern California Gas Cpmpany for certain
gas purchases, I do so with serious reservations.

Fuel cost adjustment clauses which we have adopted for the
gas and electric utilities have in effect removed all business risk
£rom fuel purchase and usec decisions. Fuel costs aré.passed.tﬁxough
to the ratepayers on a dollar for dollar basis. The only risk to
the utility is that our highly overworked staff w;ll months later
(this case covers decisions made eaxly in 1980) reconstruct a

“situation and find that a particular action was imprudent. The
Commission is then placed in the role of Monday mornlng gquarterback.
I have become increasingly convinced that this form of regulatlon is
ineffective, counterproductive, and misguided. I am, of course, not
alone in this fecling amoung regulators across this country.

I am also concerned that our procedures are one-sided.

In this case SoCal Gas has been penalized for an imprudent purchase
which cost the ratepayers ﬁoney. Will we in the futuré‘grant-a
reward for an exceptionally prudent purchase which saved the rate-
payers money? A proper system of regulation should provmde rlsks
and opportunities to management similar to\those'whach exist in the
marketplace. Now the system provides them only risks of after the
fact penalties; there axe few if any rewards.

Of equal concern is the fact that our procedures have
unfairly shifted all business rxisk of fuel purchase and use to the
ratepayers. We are overduc in implementing modifications that will
more fairly allocate risks and rewards between ratepayers and
shareholders. Management would know when and how to both avoid loss
from imprudent decisions and how to profit from wise actions on
behalf of the ratepayers. Our need then to second guess. day-to—day
management decisions would subside, and ratepaycrs would be more ‘




fconfident that they were getting the lowest cost utility sexvice
possible. '

Last October 1, I issued a proposal to reorient several
ratemaking practices to this end. After much comment, study, and
internal debate, we finally have before us today an Order .
Instituting Investigation to reconsider the allocation .of risks
inherent in fuel cost adjustment clauses.. This is a most important
first step to update ratemaking to the realities of the remainder
of the century. I hope that each of my fellow Commissioners will
agree with me that the time to get on with this investigation is
now.

San Francisco, Califormia
April 28, 1982
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TURN ﬁaims chat SoCal's NW purchase cost exceeds the
adjusted Platt's price. TURN is mistaken. The cost of NW gas
during this period did not exceed the aigh end of staff's price’
range. ‘

Over time one would expect that use of the same data
for rate design purposes and for the alternate fuel cost guideline
will cause the retail rate guiceline and the alternate fuel cost
guideline to merge} as the svstem average cost of gas approaches
the cost of alternate fuel. In a companion case decided this
same day in SoCal's A.60867 we f£ind that this condition has
occurred, and set a P-5 rate at the level of the cost of alternate
£uel. Thus the retail rate is reinstated as the guideline for
discretionary gas purchases. The burden of proving the réason-
ableness of purchases at 2 higher price is on SoCal. The
preceding discussion addresses that sort of -showing that is
necessary to sustain that burden.

However, as the burden of proof rests with SoCal, the
alternate fuel guideline is only one step in the overall evaluation
of the utility's gas procurement strategy. Both staff counsel and
TURN Argue that SoCal's Nw'purchases were_unreasonable regardless
of alternate fuel prices. |
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67. During May ané until June.2, SoCal purchased PG&E
best-efforts gas.

68. SoCal assumed a: substuntlal risk when it purchased
such gas in light of its storage conditions.

69. Ratepayers shoulé-not share in the risk assumeé by
Socal. .

70. The results of SoCal‘s actions were foreseeable.

71. The PG&E best-ef‘o*ts gas dlsp*acea El Paso and
Transwestern volumes.

72. The amount of the adjustment ls appropr;ately calculated
in the same way as for the NW pu*chases. .

73. The effect of SoCal's unrcasonable PG&E purchases is
that we disallow $4,652,000, pius interest. N

74. The total amount of the adjustment is $22,949,000,
plus interest.

c$use of/§cfg;\&Qg;::jfi3g/fﬁrs\éifiiigp/:txaggg;dpf’/' g:;;

ive the day it is si
Sions of Law

1. SoCal's purchase of NW gas in February, March, ard April,
1980, was imprudent.

2. Pracific Interstate was under no contractual okligation
to purchase the NW volumes.

3. Political considerations did not justify SoCal's actions.

4. SoCal's puréhasé of PG&E best-efforts gas in May and
Juzne, 1980, was imprudent.

5. SoCal's motion to defer decisions and set oral argument p//{
is denied. : 7
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FINAL ORDER

IT IS ORDERED that Scuthern Cal:.fornxa Gas Company

shall reduce the balance in its CAM balancing account by §$22, 929, 000, -
plus interest, on aeccoynt L0

2 lmprudence.
e PALL, 0ol
45 This order u-,\effecgive tcday. %W
Dated APR 281882

at San Francisco, California.

JOWN £ BRYSON
President
LICHARD D GRAVELLE
- LEONARD M, CRIMEh. R
VICTOR CALVO -
I will £ile a con 'urring opinion.

YRISCULLA C. C“Ew :
Leonard M. Grimes, Jr. Commissioners.
Commissioner ' '




