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CPINION

Summary of Decision

Today's decision adopts an interim mechanisu, which will
allow Southern California Gas Company's (SoCal) rates to electric
utilities to fluctuate along with volatile fuel oil prices. This
change will eliminate the eleetwic utilities’ existing fimaneial
incentive to switch from natural gas to fuel oil. SoCal's present
"GN-5" rate to electric utilities is 55 cents per therm, compared
with fuel oil prices equivalent to 49 cents per therm.

The current fuel switching exrisis results Lfrom fluetuations
in energy markets. World oil prices have fallen. At the same time,
natural gas prices have risen sharply as the federal governmment has
exercised 1ts regulatory control over prices. /

Today's decision resets SoCal's GN-5 wrate at 49 cents per
therm. The iaterim rate mechanism allows fox twice-monthly review
of oil prices and xelated recalculation of GN-5 rates.

These changes will directly benefit all SoCal customers.

I£ the clectric utilities’ demand for natural gas falls, SoCal’s
fixed costs will have to be spread over the lower sales, producing
larger zate increases for remeining customers.
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The interim mechanism will be reviewed in SoCal's next
Sfuel cost adjustment proceeding, schedvled for April.

In this application, originally filed as Advice Letter 1350.
SoCal seeks authority to f£ile revised tariff schedules on less tian
30 days’ notice redueimg its GN-5 rate for natural gas service to
vtility generating plants. The present rate is 55 cents per therm.
The sought rates are as follows:
Commodity Charge

Per Thexm
Outside South Coast Air Qualicty Management District.. 45.000¢
Within the District on

a. Declared £pisode DayS..ceveerennosrsracennnaans-. 03.000¢
b. Nonmepisode DaysS..eeveenerncnnnnnns ceaee.. 49,000

Episode days are defined by the South Coast Alr Quality
:anagement District in its Regulation VII, specifically
Rule 715 therein.

Cn the effective date tkhis rate schedule the rate for
nonepisode days sHa’l be the rate, to the nearest thou-
sand*h 0f a cent, as adgusbed and made effective on the

f£irst and sixt eench of each calendar month in accordance
wizh the following formula:

$.42000 x §%§E§U'x 100 = Rate in ¢/therm

where LSWR is cdefined as the mean velue of the high anc
low Singapore Carge LS Waxy wresid 0.3% S prices published
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in "Platt's Oilgram Price ncpor“" for the ten trading
davs xmmed;ately preceding the <irst and sixteenth of
cach calendar month, The first adjustment to the rate,
if required, would be effective on Fcbruary 16, 1983.
The commodlty charge for 1 and 2.b. shall bte no lower
than the cornodxty charge for Schcdules G-60 and G-6l.
At the time of adjustment ucility will prOﬂpcly notz.y
cach GN=-5 customer and the Commission by letter of

the effective rate levels. B

Emerzency Considerations

SoCal asked for immediate consideration of its request on
an cmergency basis because of the lost gas sales resulting from fuel
switehing by its principal GN-5 customexs, Southern Califormia Edison
(Ecison) and Los Angeles Department of Water and Power (LADWP). SoCal
asscrted that estimated sales %o GN-5 customers in its last rate
proceccing axre about 35% of total 1983 test yecar vetail sales. The
lost sales assertedly would seriously impact its gas margin, causing
a substantial increase in the undercolleetions in its Consolidated
Adjustment Mechanism (CAM) account.
Public Hearing

In response to SoCal's request, public heaxring was held
before Commissioner Grew and Administrative Law Judge Malloxy in
San Franciscoe on February 11, at which time the matter was submitted.
Evidence was presented on behalf of Edison and LADWP concerming curxent
and prospective fuel purchases. Evidence was presented on behalf of
Edison and the Commission’s Utilities Division staff concerning the
cconomic and financial impacts of fuel switching and with respect to
the details of SoCal's proposal. EL Paso Natural Gas Company (El Paso),
which with Transwestern P»pelxnc Company (Transwestern) supplies SoCal
with lower-than-average cost gas, actively participated in the
proceeding

El Paso’s current rate for -its deliveries in the SoCal system

is 37.7 cents pexr therm; Transwestern’ s commodity rate is

40.9 cents per therm. Any additional sales to SoCal’s GN=-5
customers under the proposed lower GN-5 xrate wourld result in
inereased purchases from EL Paso. V/

-2-
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Position of the Parties

Opening or closing statements in support of the application
were made by the following interested parties: SoCal, El Paso, Edison,
Public Service Department of the City of Burbank (Burbank), San Diego
Gas & Electric Company (SDG&E), Califormia Gas Producers Associatiom,
California Farm Bureau Federation, California Manufacturers Associla-
tion, General Motors Corporation, Union Carbide Corporation, Towaxd
Utility Rate Normalization (TURN), and the Commission staff (staff).
No party appeared in opposition to the relief sought.

SoCal stated that it has lost a sigrnificant portion of
its GN-5 sales to altermate fuels, as its principal GN-5 customers
(Ediscn and LADWP) have switched to fuel oil except during episode
days. SoCal argued that its proposal has the effect of tying its
GN-5 gas service rate to alternative fuel prices, which will allow
natural gas to be competitive with alternative fuel in its GN-5
market. SoCal also argued the lower GN-5 rates are designed to
forestall further fuel switching by GN-5 customers and to attract
back to the system those customers who have switched to fuel oil.

SoCal argued that-the lower rates will bemefit all
customers in that the uncollected amownts in its CAM balancing
account in the next CAM proceeding will be less under the lower

rate than if the GN-5 sales are lost in the February-to-April period
before the mext CAM decision. ‘ |

SoCal is El Paso's largest customer, accounting for about
50% of its total load. EL Paso is SoCal's swing source of supply.




[

A.82-02-04 ALJ/1k/jt ™

El Paso supports the application because of the effect SoCal's
purchases have on E1 Paso's sales. El Paso stated that it had
exercised its market-out provisions in its deep gas purchase com:::acts,y
which EL Paso expects will assist SoCal to maintain its industrial
and power plant load. El Paso sees SoCal's proposal as another
important step towards keeping alternative fuel-equipped users om
line.

Z1 Paso explained that the greonting of this application
may have a material c¢ffect on negotiations with the Federal Enexgy
Regulatory Commission (FERC) on settlement of El Paso's curront
general rate increasc. I lost or potentially lost GN-5 sales axve
avoided, a settlement more favorable to California may be obtained
and futurc incrcases may be less than would result if such sales ave
lost. El Paso estimated that if it is successful in reaching
settlement, there likely would be no appreciable increase in its
gas rates to SoCal through the balance of 1983. On the other hand,
if a favorable settlement is not reached, El Paso's rates to
SoCal will increase by 14 to 16 cents pexr decatherm in April.

2/ Market-out provisions in gas purchase contracts permit the buyer

T (pipeline) to establish an altermative price, to replace the
price being paid under the pricing term of the contxract if the
purchased zas cannot be marketed at the price being paid. The
producer (seller) then has 2 pdriod of time to attempt to find
a éifferent buyer willing to pay a higher price (typically
30 days). If the prolucer is unable to find another buyer, it
must then sell zo the pipeline at the alternative price. EL Pas
has set the altermate price for its high cost gas at $5.00 cecatherm
effective Maxreh 1, plus applicable taxes, in lieu of current prices
of $8.00-$9.00 being paid to gas producers. A portion of this
reduetion will flow back to SoCal. '
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Edison and Burbank support the application because it
will price gas competitively with fuel oil as fuel for electric
generation, permitting them to burn gas rather than oil.

Industrial users appcaring as interested partics and
California Gas Producers Association welcome a change £rom present
pricing policies for industrial gas use. They asscext that the
current rate now exceeds what the traffie will bear and should
be reduced to reflect the reduced costs of altermative enexgy.
They urge pricing Priority 5 gas closer to a cost of sexvice basis,
rathexr than attempting to cstablish rates for low-priority gustomers
based on what the traffic will bear.

SDG&E, a wholcsale customer of SoCal, supports the
proposed rate changes as being in the best interest of-
California’s gas customers because keeping electric generation
load on the gas system, cven at the reduced rate proposed, will
result in lower rates to all customers than those which would
othexwise exist. _

TURN's closing statement best expresses the effect of
this application on SoCal's residential customers, as follows:

"In TURN's view, this can only be secen as a2 blezk
day for the residential gas ratepayers of SoCal.
What scems o be presented here is a choice
between losing a little and losing a lot. There
is no good option available. It seems to be
relatively c¢lear that there will be, or has been
and will be, Zurther sigmificant fuel switching
1f the GN-5 rate is not weduced. The reduction
in rate may achieve a weduction in those losses,
but I don't sce 2 lesser rate as 2 benefit. It
is still a loss. Thexre can be little doubt that
thexre Is going to be the residential customers
that are ultimately expected to make up the
undercollections that result f{rom this reduction
in rates, and I think this fact has to be clear
and recognized by the decision-makers when their
difficulr decision is made.”
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The staff stated that both the application and the
staff's analyses treat the SoCal's request for a reduction
as a temporary measure designed to elimimate further fuel switching
and the accompanying revenuce loss in the GN-5 schedule only; the
question of 2 permanent or long-texm solution to fuel switching under
GN=-5 rates, or other rate schedules, should be reserved for
the next CAY proceeding at which a full inquiry into such issues
can be made. The questions relating to rate design as a whole,
particularly how the revenue loss would be made up from other
customer classes should be reserved to the next CAM proceeding.
The staff generally supporsted the application. It opposed a
geparate rate applicadble only on episode days.

In a letter to the Commission, received as Item C,
South Coast Alr Quality Managment District's (SCAQMD) Chicf Deputy
Executive Officer/Operations stated that SCAQMD's staff has reviewed
SoCal's request and it appears to be consistent with SCAQMD's policy
of encouraging the use of natural gas in lieu of fuel oil due to
the resulting lower air pollution. The letter further states that
SCAQMD believes that the proposal has merit, provided that the
revised rate schedules do net xresult in inereased costs to other
gas comsumers.
Evidence of GN~5 Customers

Edison and LADWP presented cvidence concerning their present
and prospective fuel procurement policies. The general manager of
Burbank stated that during the week of the hearing Burbank made
a decision to switch to fuel oil as @ means of reducing high cost /
oil in storage preliminary to replacing that oil with lower cost
oil cuxrently available.

Edison

The witness foxr Edison testified that Zdison had begun
burning fuel oil on Januvary 25. During the period between January 25
and February 11, it had burned the oil equivalent of 8 billion

6=
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cubic feet of gas. In the January period prior to January 25,
Edison had burned only a small amaount of oll for testing purposes;
the balance of its generation fuel requirement was met by burning
gas. Edison could increase its fuel oil usage over the Januwary 25~
February 1l usage.

Edison has a minimum gas requirement of about 20 million
cubic feet per day for ignitiom purposes and am additiomal 20 to 40
million cubic feet per day for startup, depending upon the“activity
levels of its fossil fuel plants.

The situation which prompted Ediscn to switeh to fuel oil
fter January 24 was the significant reduction iIn the price of low
selfur fuel ¢il in late 1982 and early January 1983. By'mid?Jannary

Edison determined that the price of low sulfur fuel oill was at
least $3.00 per barrel below the equivalent cost of gas; by the end
of January that difference was about $5.00 per barrel. Edison felt
compelled to reduce its inventory of higher cost oil in storage in
order to be able to purchase and flow through the lower cost oil.
Edison contacted about 17 potential fuel oil suppliers
in late January and early February and received firm offers ox
indications of supply and price from 12 of them. The responses indi-
cated that at least 5 million baxrels could be purchased over the next
few months at an average price equivalent to 49 cents per therm.
Further reductions in fuel oil prices are expected by Edison based
on offers from potential suppliers. Edison believes that the
mechanism for tracking oil prices set Zorth in SoCal's proposal
is a proper imdicator of future changes in oil pxices.
Edison stated it will imdédiateiy terminate its efforts to burn
down its current fuel oil iInventory and would switch back to
natural ga§ as its primary fossil fuel for electric gemeration if
the applicatioﬁ\is granted. '
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Edison accepts the higher rate that would be applicable
on episode days in oxder to expé&i:e the processing of this
application. Howevex, Ediscn would oppose the dual rate structure
if it is proposed im the next CAM proceeding for application on a
permanent basis.

LADWP |

1ADWP's witnesses testified that based on the cuxrrent oil
market conditions, recognizing the market Is extremely volatile at
chis time, LADWP would, in all likelihood, do the following with
respect to its gas purchases:

a. At a cost-of-service based rate of about 42¢
per therm, LADWP would switch to 100% gas
on the day the rate went into effect.

b. At a single-tiered, alternate-fuel-based rate
of about 47¢ pexr therm, LADWP would probably
switch to gas when its current fuel supply
contracts are ended.

At a rate of 49¢ per therm or higher, LADWP
would mot switch fuels; oil is less expensive.

At the dual rate proposed in the present
application, LADWP would not switch back to gas
except possibly some gas use on nonepisode
days when operational convenience would
dictate. LADWP would probably attempt to
further minimize gas use on episode days.

At the current rate of 55¢ pexr therm, LADWP
would not switch back to gas.

LADWP is currently planning a test of

Scattergood Unit 3 to determine problems

aesociated with operating above the umit's
derated-load capability. The test is TO

begin in February, last up to six weeks, and

use from 200 to 800 MMcf of gas regaxdless of price.

Gas use for episode days and Ignitexr gas will
continue, but be minimized, regardless of price.
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LADWP opposed the dual rate structure under which a

higher price would be charged for gas burned on episode days.

LADWP would not disclose the current price of oil under its

present fuel contracts, except to state that oil has been avalil-
able to it from Newhall Refinery Company, Inc. (Newhall) from

May 1982 to date at a gas equivalent price of 47.4 cents to 49.6
cents per therm; in January 1983 the price was 49.5 cents per therm.
LADWP indicated that it is discussing with suppliers potential
supplies of fuel oil at a gas equivalent price below the proposed
initial nonepisode day price in SoCal's proposal.

LADWP stated that it had advised the Commission in prier
proceedings that contemplated GN-5 gas rates world cause LADWE to
switeh to fuel oil. It now advises the Commission the proposed
dual rate structure is not likely to induce a change in its current
policy, and LADWP will continue to burm fuel oil rather than gas.
Applicant's Evidence '

SoCal presented five witnmesses in support of the relief
sought. Their testimony developed the Zollowing facts:

On January 24, 1983, Edison notified SoCal that Edisom
would substantially reduce its use of matural gas for the future.
Edison's switch to the use of fuel oil was to achieve
a least cost fuel mix. Edison's use of ofl since
January 24 has been at the rate of 1.8 milliom barrels per memth,
equivalent to almost 1l billion cubic fegt (Bef) of gas. LADVWP
switched to the use of fuel oil on May 4, 1982, except for episode
days when air quality regulations regquire the burning of gas, if
available. LADWP'"s switching resulted froz an increase in the
GN-5 rate to 51.8 cents per therm, which was greater than LADWP's
cost of fuel oil. The GN-5 requirements of Edison and LADVEF
represent about 947 of SoCal's current retall GN-5 load.
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Recent fuel oil purchases by LADWP indicate low-sulfur
fuel oll (LSFO) prices to be in the range of 49 cents to 50 cents
per therm. Recent prices for low-sulfur waxy residual fuel oil
are equivalent to a delivered burmer-tip price of 48.% cents per
therm. o

The proposed rate reduction sbould mitigate fuel switching:
by setting the GN-5 rate Initially at 49 cents per therm and
providing a mechanism to adjust the rate twice monthly would ensure
that the GN-5 rate can remain competitive with LSFO. SoCal believes
it can immediately regain the Edison porfion of its GN-5 market;
SoCal also believes that It can regain LADWP's GN-5 purchases after its
existing LSFO contracts expire after Jume 1983. :

| SoCal believes that if its GN-5 load is not regained and

maintained, non~-GN-5 customers will be forced to pay even higher
rates than if the GN-5 rate is lowered and some smles are retained.
In 1982, retail GN-5 customers represented 337 of SoCal's tozal

retall sales and 367 of its retail revenues. Loss of this GN-5

market would wresult in an additional undercollection im Solal’s

_CaM balancing account, which defieit car only be recovered from other
customers mclud:.ng the residential class if the GN-5 market is not retaimed.

- -

"E1 Paso is SoCal's supply source for additiomal sales that
would result f£rom approval of the reduced GN-5 rate. The current
cost of gas supplied by ELl Paso is 37.6 cents per therm, which is
well below the proposed nonepisode day rate of 49 cents per therm.

Tables 1 and 2 in the application set forth Solal's
estinates 0f the potential reductiorn In future revenue requirements
which could be realized by retaining Its GN-5 market-duripg the
period February‘through April 1683. Those tables show estimated
monthly CAX balancing account adjustments witk reduced sales and
at potential sales to GN-5 customers for January through April.
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Table 1 is based on reduced sales estimates and current GN-5 rates.
The calculations on Table 2 showing revenue calculations with
retention of the GN-5 market, assume the proposed variable tariff
be effective February 1, at rates of 49 cents per therm for
February, 48 cents per therm in March and 47 cents per therz in
April. No episode days or increased cost of gas supplies are
included in the February through March period. The net effect

- between the two levels of service as calculated from the two tables
is as follows:

TAELE A

SoCal's estimate of its April 30, 1983 CAM balancing
account. (A) assuming current rate in effect and
(B) proposed rate in effect during February-April, 1983.

A B
With Reduced Wich Market
“Market Retention
GRS ¢ EED)
April 30, 1983 balance @92.5) (140.6)
January 31, 1983 balance ~ (156.5) "(156.5)
Improvements in balance ( 36.0) 15.9

(Red Figuxre)

The above calculations show that the combined improvement
in the balancing account is $51.9 million if the Edison sales are
recaptured in this February-April period. The calculations assume
levelized sales to Edison based on historical usage, but only start-
up and ignition gas sales to LADWP. ,

SoCal’'s rate design witness explained the proposéd_
method for calculating the changes in the nonepisode day rate,

and the reasons for retaining the episode day rate at its. current
level.
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Staff Evidence

The staff evidence was presented by two witmesses.

The data presented showed the staff's caleulations of
LSFC and No. 2 distillate fuel oIl in the Los Angeles market
developed from posted prices published im Platt"s Oilgram Price
Report (Platt’s). Since Platt's does nmot track the price of LSFO
on the west coast, the price is estimated based on the differential
between high-sulfur and low-sulfur residual fuel oil prices on the
east coast. The data are similar to those presented by the staff
in recemt CAM proceedings, which the Commission has relied on in
part, to establish gas rates for Priority 3, 4, and 5 customers.
The staff witness stated that it is apparent from kmown tramsactioms
that this staff method does not adequately track west coast LSFC
prices, either in terms of the current level of prices or the
direction and magnitude of price changes. )

The staff witness also presented a summary of Platt s
published prices for Singapore Cargo Low Sulfur Waxy Residual
(LSWR). The witnmess testified that the posted prices of Singapore LSUR are
reasonably comsistent with prices paid in recent purchases of LSFO
by TADWP. It was the witmess’™ conclusion that the posted prices
of Singapore LSWR represent the most reasonable index of LSFO

prices that is readily available on the short-term emergency basis
considered here.

- - - ————— . Lt % b Lre o e wE A ewm et M e s s

The staff estzmated the fvel requirememts  _
of Edison, LADWP; the cities s of Burbank, Glendale, and Pasadena
and the Imperial Irrigation District (IID), (SoCal's GN-5 customer
group), for the months of Mareh and April 1983 to show the impact
of the requested emergency relief over that period. Staff estimates
the gas and oil boiler fuel requirements Zor the GN-5 customer
group for March will be 27,711 MDth. I£ the present wate of
55 cents per therm is contimued, staff estimates gas sales to the
group will be 6,611 MDth in Marech and 6,384 MDth iIn April. TUnder

~12-
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proposed rate conditions expected by the staff where LADWP and
IID will continue to burn oil, but Edisom will switeh back to gas,
staff predicates SoCal sales to the GN-5 customer group of

22,180 MDth in March and 15,775 MDth iIn April. The following table

sets forth the estimated effect in SoCal's gas cost balancing account |
undexr the above assumptions:

" TABLE B
SOUTHERN CALIFORNIA GAS COMPANY

IMPACT OF STAFF'S ESTIMATE GN-5 SALES ON
THE GAS COST BALANCING ACCOUNT (GCBA)

Marck and April 1983

: Net Contribution to :
:GCEA Through April 30, 1983:
: (Revenue Le;§$Cost-pf Gas) :

; Cost of ELl Paso Gas ; GN-5 Revenue
:o/Dth: MDth : NS :o/0th: MDgh : MS

At Present GN-5 Rate of 55¢/Therm
'$3.75 12,995 $ 48,731 $5.50 12,995 $ 71,472 $22,741

At Proposed GN-5 Rate of 49¢/Therm
3.75 37,955 142,331 4.90 37,995 186,175 43,844

GCBA BALANCE DIFFERENTIAL AS OF APRIL 30, 1983
PRESENT VS. PROPOSED GN-5 RATES

Net Contribution to GCRA

rresent 2roposed

Rates Ratres Differential
ions of Dollars)

22.7 43.8 +21.1
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The above staff estimates assume that the present price

of El Paso gas will remain comstant through April. The staff

witness testified chat a mumber of events have occurred, ox = . ___
wpgteqpff%iy could occur, that ¢ould result in an essentially £lat
El Paso rate over the mext severazl months té & year. EL Paso

exercised market-out provisions In its high cost gas purchase contract

effective March 1, 1983. This action will reduce El Paso's cost
of purchased gas by an estimated 20¢/Mef. Additiomally, El Paso's
general rate incregse[»whithbecame_efﬁgctivg_inkJuly;of_lészg

subject to refund, soon may be settled. If s

settlement Is achieved iz 3 tiZely manner, additional reductions

in E1 Paso’s effective rates will occur and the combined reductiomns
would likely offser Z1 Paso's April 1, 1983 Purchased |

Gas Adjustment (PGA) Increase, leaving El Paso’s April lst rate at =~
approximately the present level. As part of the settlement package,

El Paso would withdraw its scheduled Apxril 15, 1983 general rate

increase, elimimating an approximate $60 million increase in

SoCal's gas costs that would otherwise occur. EIL Paso's

estimated sales volumes In the proposed settlement assume that

Edison will purchase gas, mot oil, to meet its fuel requirements.

I1f Edison continues to burn oll and reject gas, E1 Pase ILs likely

to proceed to settlement in a different mammer than It would if

SoCal sales to Edison were assured. A possible result is that

El Paso's scheduled Apxril 15, 1983 inecrease would not be withdrawn.

The staff furcther testified that any increases in the

estimated balancing account undercollections would have to be fommie o

_absorbed by SoCal’'s residential and GN-1 and GN-2 customexs.

—
At s s e = PR
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proposal that the GN-5 rate be no lower than the current GO-60
and GO-61 wholesale commodity rate of £2.1 cents pexr therm. The
42.1 cents per therm floor represents the weighted average cost
0f gas plus franchise fees for the curreat CAM period. This
£loor should be revised accordingly irn the next CAM proceeding.

The staff opposes the dual rate system where the
present 55 cents per therm rate would bDe assessed within SCAQMD en
episode cdays, and a lower rate on nonepisode davs. The staff prefers
a single rate of 49 cents per therm for this proceeding as episode
days are not expected until June; therefore, the dual rate proposal
can be deferred to the April CAM proceeding.
Discussion

The staff zccepts as a zemporary condition applicant’s

We will grant the application as indicated in this discussion. I
clear f£rom the recoxd that LSFO can now be purchased at signi-

is

ficantly lower cost than natural gas for electzic generation and
that, as a coansequence, substantial fuel switching has occurred by
SoCal's GN-5 customers. The record is also clear that the loss

of load from fuel switching will have severe economic impacts on
SoCal, its suppliexr El Paso, and on SoCal's remaining customers. The evicdence
shows that the adverse economic impacts on SoCal and its customers
can be mitigated by autborizing an immediate reduction in the GXN=3
rate and the xrelated £floating GN-5 rate proposed im the applicati

The evidence also shows that retention of the descn,
portion of the load that otherwise would be lost by SoCal and
El Paso will be 2 favorable factor in negotiations nmow underway
with FERC. If these negotiations are concluded favorably, Califormia
gas uvtilities and their customers will receive lower rate increases
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from EL Paso in the near term than otherwise would take placc

This applicaticn has been presented to us ag an emergency
measure to prevent undue revenue lossces pending resolution of CN-5S
rates and fuel switching Issucs in SoCzal's Moy 1983 CAM proceeding.
Granting this apnli ation will give this Commission and the parties
opportunity to assmess the effecctiveness of the flecating rate pro-
visions in keeping or weturning GN-5 load to 5o0Cal’s system and
will provide a cooperative atmosphere fox complietion of El Paso's
negotiations with FERC.

The retura of a porxtiorn of the GN-5 load te &
system at the Jower rates approved here will lessen the
fuel switching on other customers, as the

collections will be less than if the lower GX-5 rate were not approved.

G
We will consider in the MNay CAM proceedin g”the rate inereases necesszar
to recover the CAM undercollicctions the customer Zroups on
which the necessary rate inercases = £2ll. It is noted that
representatives of all cuctomer g as suppliers
appearing at the hearing support this application.
Our decizion today is not a finding of reasonebleness of Zdison's

. s

fuel procurement policies which will be reviewed in ite ZCAC
re

asonableness procceding.

Floatinz Rate

The method propo oy SoCal under which the f£loa
r nonepisode days would caleulated has the support of our
is reasonable. :

The issuve raised was the manner in which this rate s
be made kaown. SoCal intends to notify its.GN-5 customers of the
new rate on the date of the change. Staff proposes a S-day £iling
and review pexriod defore the rate is effective. ther parties ask
that the rate change b made through Gemeral Order 964 adviece letter
procedurqs.€ |
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The requested review period and advice letter procedures

not recognize the need o make timely changes in the GN-5 rate
during this two-month period. The methodology used to calculate
the floating rate is set forth in SoCal's application and is
adopted in this decision. It will be fixed im SoCal's tariff.
The data used to calculate the change arxe public information.
The rate changes are subject to a specific £loor equal to the
commodity chaége for Schedules G-60 and G=6L of 42.1¢ per therm,
and a ceiling equal o the current commodity charge for Schedule GN-5
of 55¢ per therm. The rate changes should be £iled with the Commission
to become effective on the date of filing, subject to future Commission
review £or consistency and compliance with this decision.

Dual Rate Structure '

SoCal proposed that the present GN-5 rate of 55 cents per
“therm be applicable within SCAOMD on episode days, as gas nust be
burned on thoéc days to recduce air pollution. Edison reluetantly
agreed to this proposal in order to achicve the balaﬁcc of the rate
roposal. Staff opposes the dual rate structure for this interim

proceeding as it believes there will be no cpisode days in the
period to the next CAM proceeding:; thus, the dugl rate issue can
be more fully explored in the CAM procceding.

We have not directed our £ull attention to this issue in
this proceeding and desire to explore it fully irn the next CAM
proceeding. Since we expect few, if any, episode days will occur
in March and April, revenue losses will be insignificant. We will
not authorize the dual episode-nonepisode day rate structure at thig
Tine.

Gas Rate for Cogenerators o

The issuc was raised in cross-exzmination whether theJ
proposcd lower GN-5 rate would also apply to cogeneratcrs; The
staff pointed out that D.92792 in A.59684 et al, directéd'that“
utilitics establish cogeneration gas rates equal to the appiicable
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industrial/commercial raté.g/ SoCal's tariff schedules now provide
a rate of 55 cents per therm for cogeneration gas use. PGE&E's
tariff schedules provide that the cogeneration gas rate shall be
the same as its gas rate for utility electric gemeration without
naming the specific rate. SoCal should amend its tariff to comntain
a similar provision so that Its cogeneration gas rate will always
be the same as the authorized £loating GN-5 rate.
Findings ¢of Faet

1. D.82-12-047, dated December 8, 1982, in A.82-09-12

established a GN-5 rate of 55 cents per therm effective Janumary I,
1983.

2. Finding &4 of D.82-12-047 stated that the evidence in
4.82-09-12 is inconclusive to determine the gas rate levels to
industrial and steam-electric gemeration customers which would
cause fuel switching.

"3. SoCal's principal steam-electric gemeration (GN-5)
customers are Edison and LADWP, accoumnting for more than 90% of
SoCal's GN-5 leoad.

4. Om May &, 1982, prior to the date of D.82-12-047, LADWP
had switched from the use of matural gas to LSFO as its primary
fuel for its steam-electric generation plants.

5. On January 24, 1982, Edison advised SoCal that it would
cease to purchase natural gas as its prineipal fuel for:its steam-
electric generation plants and would purchase LSFO.-

Oxrdering Para§raph 2 of D.92792 provides: "2. This tariff

sball be equal to the rate at which the electric utility
buys natural gas to gemerate electricity or the applicable
industrial/commexcial rate, whichever is lower."
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6. The decision of Edison and LADWP to switch to LSFO was
based on the‘availability of LSFO at gas equivalent prices sub-
stantially below the GN~5 rate of 55 cents per therm established
in D.82-12-047.

7. SoCal's GN-5 sales im 1982 represented 337 of total
retail sales and 367% of retail revenue.

8. Edison's use of oil since January 24, 1983 has been
approximately 1.8 million barrels per month, which is equivalent
to almost 1l Bef of gas.

9. EIl Paso is SoCal's swing source of gas. El Paso's
current rate to SoCal Is 37.6 cents pexr therm.

10. Continued loss of GN-5 load will result in higher rates
to SoCal's customers who continue to use gas, because SoCal's fixed .. ..
costs will have to be borne by remaining customers and

e e e m— e

spread over reduced gas sales. At current rates, when electric
utilities and cogenerators pay 55 cents per thexm and incremental

supplies of natural gas cost SoCal 37.6 cents per therm, each
therm of gas not sold as a result of fuel switching will result in
a lost contribution in excess of 17 cents to SoCal's fixed costs.
This loss will have to be made up by customers who continue to
use natural gas.

1l. Recent utility fuel purchases show that LSFO prices are

in the range of 49 cents to 50 cents per therm range. S

| 12. Setting SoCal's GN-5 rate initially at 49 cents per

therm and providing a mecharism to adjust the GN-5 rate twice a
month will ensure that the GN-5 rate will remain competitive with
LSFO. '
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13. The loss of SoCal's GN-5 load may adversely affect the
settlement in El Paso's current FRRC rate proceeding. Reten-
tion of a substantial portion of SoCal's GN-5 load may
result in no major increases b& EL Paso to SoCal in the near V//
texrm.

14. Edison can reasonably be expected to zesume purchases of
natural gas and discontinue use of LSFO for fuel in its steam-
electric generation plants 1f SoCal’'s rate proposal is adopted.

15. Retention of Edison’s load on SoCal's system at the
lower rate of 49 cents per therm will contribute to the maintenance
of SoCal's gas margin, resvlting in a lower balancing account under-

.collection in SoCal’'s April CAM than if Edison’s load was lost to
the system.

16. The expected lower balancing account undercollections
. resulting from approval of SoCal's GN-5 rate propesals will bemefit

all retail customers of SoCal.

17. The initial proposed GN-5 rate of 49 cents per therm is
rveasonably related to the current utility cost of LSFO, estimated
o be $28.30 barrel. i

18. The use of Singapoxe Cargo LSWR as the indicatoxr of changes
in the initial LSFC price of $28.30 barrel and the formula proposed
by SoCal to revise the initial rate on 2 twice-monthly basis is
reasonable and should be adopted.

¢+ 19. The floor of 42.1 cents per therm (the curreat wholesale
G-60/G-61 rate) and the ceiling of 55 cents pex themn (zhe current
retail GN~5 xate) for application in the formula sets xeasonable
parametexs in which the GN-5 rate may fluetuate,until weviewed in
the next CAM proceeding.
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20. The rate changes resulting from the application of the
formula described above should be filed with the Commission on the
date of change to become effective 'Immediately so that GN-5
customers may have the immediate use of such revised rates.
2l. Few, if any, episode days avre expected within SCAQMD
in the months of February, March, and April, the period in which
the proposed rates are intended to be in effect. Therefore, it
is not necessary or reasonable to establish at this time a dual
rate system umder which a higher GN-5 rate would apply on episode
days than on momepisode days. )
22. The rate proposals of SoCal in this application, modified
to delete the dual rate system, are reasonable on an interim
basis, pending further comsideratiozm in SoCal”s mext CAM proceeding.”
The wate Increases, if any, resulting from the periodic application
of the formula for adjusting rates are justified.

23. Prior decisions have established SoCal's gas rate for
cogenerators at the same level as its GN-5 rate. The lower rate
established here should also apply to gas sexrvice to steam-electrice

cogenerators.

24. The order which follows should become effective immediately
so that the benefits to SoCal and its customers may accerue immediately.
Conelusions of Law

1. The application should be granted to the extent provided in
the above findings.

2. SoCal should amend its tariff schedule to establish a rate

JR— ————  ——  — A —————— it il S B e il o S e
- e ——— —— e =
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for steam-electrid cogenerators at the same level as its GN-5 xate.

3. The rates and related provisions authorized in the Lollowing
order should be reviewed in SoCal’s next CAM proceeding. SoCal is placed’
or notice that in that review the Commission must determime that the

floating rate provisions will not c¢reate long-term problems which exceed
recognized short-term bemefits. |
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QRRER
IT IS ORDERED that:

1. Southern California Gas Company (SoCal) is authorized to
file the revised tariff sheets attached to A.83-02-04, excepﬁ that
the commodity charge of 55 cents per therm for application on
declared episode days within South Coast Air Quality Management

shall be cdeleted.

2. The tariff publication avthorized in Ordering Paragraph 1
shall be £iled with the Commission and made effective on three days'
notice to the Commission and the public. Rates will apply prospectively
from the effective date of the tarifs.

- 3. Tariff pages reflecting reviscd rates resulting from the

application of the formula for adjusting the initial GN-5 rate
shall be £iled on the Zirst and sixteenth days of cach calendar month
to become effective on date of £iling, subject <o subsequent review
in SoCal's next CAM proceeding.

4. SoCal shall ecstablish and maintain the zate for gas
service to electric cogenerators on the same level as its
then current GN-5 raﬁe.
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5. To the extent not granted, the application is denied.

This oxrder is effective today.

Dated FEB 24 1983

, at San Francisce, Califormia.

LEONARD M. GRIMES, JR.

FPresilent
TICTOR CALYVO
PRISCILILA C. CREW
DONALD VIAL

Commizsionexs

~ -
-

oV

- <L
Ltz, Executive Dixeptor
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(EXD OF APPENDIX A)
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Decision 83 O2 est

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of )
SOUTEERN CALIFORNIA GAS COMPANY to ) |
revise tariff schedules related to ) . s YYe
utility electric generation service ) (F‘;gzé:';ig;ﬁir%lozlggﬁ
under the GN-5 rate schedule. % T

)

(Adv. Lex. 1350) .
(See Appendix A for Ap?&\é

OPINTIO

Summary of Decision

Today's decision adopts an interim mechanism, which will
allow Southern California Gas Compa.ny s (SoCal) rates to electric
utilities to fluctuate along wirh volatile fuel oil prices. This
change will eliminate the elec«:r:.c utilities’ existing fimancial
incentive to switch from nayzral gas to fuel oil. SoCal’'s present
"GN-5" rate to electric utilities Is 55 cents per therm, compared
with fuel oil prices eq'x:.:'.v/alent to 49 cents per themm.

The current f el switching crisis results from fluctuations
in energy markets. W9rld oil prices have fallen. At the same time,

natural {gas prices have risen sharply as the federal govermment has

ee—l—md its regulabo/ry control over prices.

Today's ‘decision resets SoCal's GN-3 rate at 49 cents per
therm. The Interim rate mechanism allows for twice-monthly review
of oil prices and related recalculation of GN~5 rates. |

These changes will directly benefit all SoCal customers.
If the electric utilities’ demand for natural gas falls, SoCal's
fixed costs will have to be spread over the lower sales, producing
larger rate increases for remaining customers.
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in "Platt's Oilgram Price Report"” for the ten tradin
days immediately preceding the first and sixteenth o
each calendar month. The £first adjustment to thke rate,
if required, would be effective on February 16, 1983.
The commodity charge for 1 .and 2.b. shall bte mo lower
than the commodity charge for Schedules G-60 and G-61.
At the time of adjustment utility will promptly notify
each GN-5 customer and the Commission by letter of

the effective rate levels.

Emergency Considerations

SoCal asked for immediare consideration of Its request on
an emergency basis because of the lost gas sales resulting from fuel
switching by its prinecipal GN-5 customers, Sout n California Edison
(Edisor) and Los Angeles Department of Water and Power (LADWP). SoCal
asserted that estimated sales to GN-5 customers in its last rate
proceeding are about 357 of total 1983 teé% year retail sales. The
lost sales assertedly would seriously impact its gas margin, causing
a substantial increase iIn the undercoi&ectionsAin its Consolidated

. Adjustment Mechanism (CAM) accoumt.
Public Bearing

In Tesponse to SoCal's’request, public hearing was held
before Commissioner Grew and Administrative Law Judge Mallory in
“San Franciseo on February 114/az which time the matter was submitted.
Evidence was presented on behalf of Edison and LADWP coﬁcerning current
and prospective fuel purchases. Evidence was presented on behalf of
Edison and the Commissidg's Utilities Division staff concerning the
econonic and financiﬁl/impacts of fuel switching and with respect to
the details of SoCel"s proposal. El Paso Nartural Gas Company (El Paso),
vhich with Transwestern Pipeline Company (Transwestern) supplies SoCal
with lower-than-average cost gas, actively participated in the

proceediné.i/'

L1/ EL Paso’s current rate for its deliveries in the SoCal system
is 37.7 cents per therx; Transwestern's commodity rate Is
40.9 cents per therm. Any additiomal sales to SoCal's GN-5
customers under the proposed lower GN-5 rate would result in
increased purchases from ¢ ; T LS~

- _,Z ,’.’oa-o.

-2
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El Paso supports the application because of the effect SoCal's
purchases have on El Paso's sales. EI Paso stated that it had
exercised its market-out provisions in its deep gas purchase comtracts 2/

——
>

which El Paso expects will assist SoCal to maintain its industrial
and power plant load. El Paso sees SoCal's proposal as another
important step towards keeping altermative fuel-equipped users on
line.

El Paso explained that the granting of this application
may have a material effect on negotiations with the Fedexral Energy
Regulatory Comxission (FERC) omn settlement of El Paso’'s current
general rate increase. If lost or potentially lost”GN-5 sales are
avoided, a settlement more favorable to California may be obtained
and future increases may be less than would pesult If such sales are
lost. El Paso estimated that Iif it is suecessful in reaching
settlement, there likely would be no apprééiable'incredse'in its
gas rates to SoCal through the balance /% 1983. On the other hand,
if a favorable settlement is not reached, El Paso's rates to
SoCal will increase by 14 to 16 cené% pex decatherm in April.

2/ Market-out provisions in gés purchase contracts permit the buyexr

~  (pipeline) to establish am altermative price, to replace the
price being paid under the pricing term of the contract if the
puxchased gas cammot be marketed at the price being paid. The
producer (seller) thex has a period of time to attempt to £ind
a different buyer wi¥ling to pay a higher price (typically.
30 days). If the producer is umable to find apnother buyer, it
nust then sell to, the pipeline at the altermative price. El Paso
has set the alternate price for its highk cost gas at $5.00 decatherm
effective March/l, plus applicable taxes, in liev of current prices
of $8.00-59.00 " being paid to gas producers. A portion of this

f; reduction will flow back to SoCal, -tfsuffdclouwt -]
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Edison and,Burbank support the application because it
. A - @quanguruaﬁcwoaeg PP . N
will price gasnlowpz-:han.ﬁuel oil as fuel for electric generation,
permitting them to burn gas rather than oil.

Industrial users appearing as interested parties and
California Gas Producers Association welcome a change from present
pricing policies for industrial gas uéé:wufﬁz§:&$§éft'tEEEmEhe
current rate now exceeds what the traffic will bear and should

be reduced to reflect the reduced costs :f/a/l_tem.a,t;me_:sx‘-.

They urge pricing Prioxity 5 gas closer t© a cost of service basis,
rather than attempting to estébliéh’%hté; for low-priority customers
based on what the traffic will bear.

SDG&E, a wholesale customer of SoCal, supports the
proposed rate changes as being i /Ehe best interest of
California’'s gas customers because keeping electric generation
load on the gas system, even &t the reduced wate proposed, will

result in lower rates to all/customers than those which would
otherwise exist.

TURN's closing/statement best expresses the effect of
this application on SoCal's residemtial customers, as follows:

"In TORN's viga, this can only be seen as a bleak
day for the sresidential gas ratepayers of SoCal.
What seems /20 be presented here Is a choice
between losing a little and losing a lot. There
is no good option available. It seews to be
relatively clear that there will be, or has been
and will be, further significant fuel switching
if the GN=-5 rate is not reduced. The reduction
in rate may achieve a reduction in those losses,
but I don't see a lesser rate as a bemefit. It
is still a loss. There can be little doubt that
there is going to be the residential customers
that are ultimately expected to make up the
wndercollections that result from this reduction
in rates, and I think this fact has to be clear
and recognized by the decision-makers when their
difficult decision is made."
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The staff stated that both the application anéd the
staff's analyses treat the SoCal's request for a reduction
as a temporary measure designed to eliminate further fuel switching
and the accompanying revenue loss in the GN-5 schedule only; the
question of a permanent or long-term solution to f}g}_switching under
GN-5 rates, or other rate schedules, should be reserved for
the next CAM proceeding at which a full inqtiry/gnto-such issues
can be made. The questions relating to raté/désign as a whole,
particularly how the revenue loss would be made up f£rom other
customer classes should be reserved to the next CAM proceeding.
The staff gemerally supported the application. It opposed a
separate rate z2pplicable only om episode days.

In a letter to the Commission, received as Item C,
South Coast Air Quality Managment Q£gtrict's (SCAQMD) Chief Deputy
Executive Officer/Operations stated that SCAQMD's staff has reviewed
SoCal's request and it appears :o/be consistent with SCAQMD's poliey
of encouraging the use of naturdl gas in lieuw of fuel oil due to
the resulting lower aixr pollutjén. The letter further states that
SCAQMD believes that the proposal has merit, provided that the®

revised rate schedules do not result in increased costs to other
gas consumers.

Evidence of GN-5 Customers

Edison and LADWP presented evidence concerning their present
and prospective fuel procurement policies. The general manager of
Burbank stated that dé;ing the week of the hearing Burbank made
a decision to switeh/to fuel oil as means of reducing high cost
oil in storage preliminary to replacing that oil with lower cost
oil currently available. ' o

Edison

The witness for Edison testified that Edisen had begun
burning fuel oil on Januwary 25. During the period between January 25
and February ll, it bad burned the oil equivalent of 8§ billion

-6-
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®
from El Paso in the near term than otherwise would take place.

_ This application has been presented £O US as_an emergency
measure to prevent undue revenue losses pending resolution of GN-5
Tratés and fdel switching issues it SoCal's May 1983 CAM proceeding.
Granting this application will give this Commission and the parties
opportunity to assess the effectiveness of the floating rate pro-
visions in keeping or returning GN-5 load to SoCal's system and
will provide a cooperative atmospbere for completiom of EL Pase's
negotiations with FERC.

The return of a portion of the/GN-5 load to SeCal's
system at the lower rates approved here/m.ll lessen the Impact of
fuel switching on other customers, as/ the ‘balancing account under-
collections will be less than if the lower GN-35 rate were not approved
We will consider in the May Cﬁm/proceedmg the rate increases necessary
to xecover the CAM undercollectibns and the customer groups om

. which the necessary rate :.ncre.a'.]ses must fall. « We—recogrize~that,.

5‘ 5 ~vmether—0r~nme-approve‘chn.s-zpp'l-rca~t fom ---.snﬁ‘J arge.portion.of.the
xate-increase MeCESSATY £O /offsetdche*‘bavlancmg-aecoun-t-am&eroo'n‘eo—
rions—must—fall on residential gas—customers.~ It Is noted that
representatives of all cu/stomer_ groups and:e-é_ gas suppliers appear-

g ‘5 :.ng at the hearing support this application. as—beirg—im—their—beot—

55%5 : oe‘.):.ng Rate /..__ e e — e

The method proposed by SoCal under which the floating rate

for nonepisode days would be calculated has the support of our staff
and is reasonable.

The issue raised was the mammer in which this rate 'should
be made known. SoCal intends to notify its GN-5 customers of the
new rate on the date of the change. Staff proposes a 5-day £iling
and review period before the rate is effective. Other partfes ask

that the rate change be made through Gemeral Order 96A advice lettexr
procedures.
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The requested review period and advice letter proceduxres do not

recognize the need “to make the new GN-5 rate e"fect:.ve _immediately.
The method to arrive at the rate will be fzxed in SoCal 3

tariff; the data used té?calcu’f‘te tHe chamge are p\‘B'l‘:L.c “andare”
well-known. The rate chap}es are subject to a spec:.fi‘c floor and
ceiling (the average cost of gas, and the preSent GN-5 rate) and

the method is also fixed in SoCal's tarifEJ/ﬁWé kave not |
delegated our ratemaking powers to SoCal by approvidg procedures
which can reach only a specified resul Therefore, the rate ™\

changes should be filed witk the Co ’ésion\gp become effective on

the date of filing, without a revie:7;

‘Pual Rate Structure

period.

SoCal proposed that the present GN-5 rate of 55 cents per
therm be applicable within SCAQm on episode days, as gas must be
burned on those days to reduce air pollution. Edison reluctantly
agreed to this proposal in oéder to achieve the balance of the rate

proposal. Staff opposes the dual rate structure for this interim
proceeding as it believes there will be mno episode days iIn the
period to the next CAM /roce.eding; thus, the dual rate issue can
be more fully explored/in the CAM proceeding.

We have not/ directed our £full attention to this issue in
this proceeding a:nd/des:.re to explore It fully in the mext CAM = _
proceeding. S:.nce/we expect few, if any, episode days will occur
in Mareh and April, revénue losses will be imsignificant. We =
will not authorzée the dual ep:.sode-nonep:.sode day rate structure
at this time.

Gas Rate for Cogenerators

Tne issue was raised in cross-examination whether the
proposed lower GN-5_rate would also apply to cogemerators. The =~
staff pointed out that D.92792 in A.59684 et al, directed th.a.t utmlz.t:.es

establish cogeneration gas rates egual to the applicable™
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.. 23. _ The loss of SoCal's GN-5 load may adversely affect the
settlement in E1 Paso's current FERC rate proceeding. Reten-

tion of a substantial portion of SoCal’s GN-5 load may

result ir no méjor increases b& E]l Paso to SoCal in near

- . U U

14. Edison can reasomably be expecteé/co resume purchases of
natural gas and discontinue use of LSFO for fuel in its steam~
electric generation plants if SeCal's ratérproposal is adopted.

15. Retention of Edison's load on/ SoCal's system at the
lower rate of 49 cemts per therm will/contribute to the maintenance
of SoCal's gas margin, resulting in a2 lower balancing account under-
collection in SoCal's Apxril CAM than if Edison's load was lost to
the system.

16. The expected lower balancing account umdercoliections
resulting from approval of SoCé&'s GN-5 rate proposals will bemefir
all retail customers of SecCall

17. The initial proposéd GN-5 rate of 49 cents per themm is
reasonably related to the'd@rrent utility cost of LSFO, estimated
to be $28.30 barrel.

18. The use of Singapore Cargo LSWR as the indicator of changes
in the initial LSFO priée of $28.30 barrel and the formula proposed
by SoCal to revise thg/initial rate on a twice-monthly basis is
reasonable and should be adopted.

19. The floor  of 42.1 cents per therm (the current wholesale
G-60/G-61 rate) and the ceiling of 55 cents pexr therm (the current
retail GN-5 rate) for application in the formula sets redsomnable
parameters in which the GN-5 rate may fluctuate, until reviewed in
the next CAM proceeding.




A.83-02-04 ALJ/1k

IT IS ORDERED that: (so/
1. Southern California Gas Company Cal) is authorized to
£ile the revised tariff sheets attached t:o A.83-02-04, except that

the commodity charge of 55 cents per t m for application on

declared episode days within Soutk Cogst Air Quality Management
District shall be deleted. a[

2. The tariff publication horized in Ordering Paragraph 1
shall be filed with the Gomissi‘o(x and made effectiyve e OB three day

. .. . s forc ;Z /*““”

notice to the Commission and the public. ﬁ:{u f

3. Tariff pages reflecfing revised rates resulting from the J
application of the formula for adjusting the m:.ta.al GN-5 rate

¢

———— e a

shall be £iled on the firsy and sixteenth days of each calendar monthk .
become effective,on date of £ilsn ot Bl D bbbz gutaad it ony a7
% "wf LA 7 2 i y,

7 4 SoCal sha.ll establ sh an ma:.nta:.n the rate for gas

service to steam-electric cogenerators on the same level as its
then current GN-5 rate.




