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. Introéduetion

This opinion covers the reasonadbleness of Southera
California Gas Cozpany's (SoCal) and Pacific Lighting Gas Supply
Company's (PLGS) purchesed gas costs for the period Octoder 1, 1981
through June 30, 1982. 3Bosh coxpanies are collectively referred t¢
as SoCal.

The first two phases of this proceeding dealt with revenue
requirenents anéd rate design. The Commission issued Decision (D.)
82-10-040 and D.82-12-047 related %o these issues.

This phase examines the reasonableness of SoCal's purchased
8as costs which are recovered through the Consolidated Adjustment
Mechanigm (CAM) procedure.
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Two days of eviceatiary hearing were held in San Prancisco
on Novexber 8 ané 9, 1982. Robderst Hohne and Earl Takemura testified
for SoCal. Donald King testified for <he Commission staff (stafs).
Yo other parsty presented testimony. This phase was submitted subject
T0 opening Yriefls mailed December 17, 1982 and reply driefs mailed
January 19, 1983. Opening and rep’y briefs were subzitted by Solal,

taff, an¢ Toward Usility Rate Normalizasioa (TURN).

The staff witness test‘fiec that his "overall conclusion is
that SoCal's purchase practices during the review period achieved a
least-cost supply mix wisthin contractual, regulatory and physical
constraints.” (Exhivit 61, 1-DIK.) SoCal's witnesses coacluded that
SoCal "prudently managed their gas supplies to maximizelpurchases of
lower cost gas within contractual odligations and operating
reguirements.” (Exaidit 29, page £46.) .

Zowever, staff counsel ané TURY argue that SoCal's purchase
ané svorage practices during the review period were no%t reasonabdle

.

They allege thas: (1) SoC2l was imprudent in extending for a shors

period a coatract with Pacific Gas and Electric Company (PG&E) and
(2) SoCal was imprudent Lor no% acting in a timely panner in seeking
an alternate ftransportation route for gas from Pan-Alberta Litd. (Pan-
Albverta). According 4o staff counsel ané TURN, SoCal's lack of
tineliness resulted in a capacity coasiraint prodlez which caused
rejection of cheaper El Paso Natural Gas Company (EL Paso) gas for
nore expeasive Pan~Aldberta gas.

We Lind that the evidentiary record caanot suppors tae
findings ané conclusions of imprudence that staff couasel and TURN
would have us make in connection with the PG&E contract extension ané
the capacity coastraint prodlen. 3Based on circumstances existing at
the tine, we conclude that SoCal's gas purchases for the review
period were reasonable




A.82-09-12 ALJ/¥m/dw/zé

ZI. 3Burden of Proo*

SoCal points ouv that it was only after opening driefs were
ivted that for the first $ime in this proceeding it was faced
SoCal argues tha®t since neither
stall counsel nor TURN presented any witness or evidence to suppors
tnelr proposals, Solal nad thus bYeen denieé +he opportunity ToO expose

the allegations as baseless tharougn the rigors of cross-exanmination.
SoCal's argumens nas no real subssance. SoCal is well

aware that reasonableness proceedings do not cozmence with a formal

allegation that the utility has heen imprudent with respect to 2

specific gas purchase. Since Solal is the sole party in possession
0 evidence coaceraing the prudency of its past actions, it has to
pake 2 ¢lear ané convincing saowing to demonsirate %that its gas
purchases for the review period were reasonadble. TFailure o meet
this stanard will resulvt in disallowance.

It is a fundamenzal principle that the burden is on the
tility <o prove that the rates which it seeks are reasonadle and 1ot
upon The Commission, the sTaff, or any other party %o prove tae
contrary (Ia re Sudurdan Wazter Co. (1963) 60 C2UC 786 rev.
éenied; In re SoCzl Gas Co. (1960) 58 C2UC 57).

Wnen we initiated The annual reasonahleness review
Procedure, we addresseé the issue of the burden of proof as follows:

"0< course, the durden of proof is on the

utility applicant <o estadlish the

reasonadblensss of energy expenses sought to de

recovered varough ECAC. We expect a

substantial affirmative showing by each utility

with percipient wiinesses in suppordt of all

elements of its gpplication, including fuel

costs and ?lanc reliability." (D.92496, 4 CPUC
2¢ 693, 701.) (Emphasis added.)

The same requirements apply to the anaual reasonableness procedures
for gas andeglectric utilities.
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D.02406 required a sudgzantial affirmative showing. We
have since had iastances where a usility failed o complezely Justify
The reasonadbleness of fuel-relazed expenditures, which we
consequently disallowed <o the dismay of <the utility. I= seems thatv
fursther clarification of <he durden of proof is required.

Accordingly, we reiverate that the failure To maxe a showing with
clear anéd convincing evidence is reason for disallowance of fuel-
related expenditures reflected in balancing accounts.

For our purposes, the utility must fully explain wigh clear
and convineing evidence what was done and why, s0 that we can
evaluate whesher the decisions were prudent under the circumstances,
before passing such cosIs onto the ratepayer

We realize that in reasonableness review proceedings, the
early idenvtification of issues is sometimes a prodblen. lshough iz
is custozary for she swaff or others, such as TURN, To argue againss
porTions of The utility's showing or even T¢o put on tTheir own
showings on cerzain issues, there is no reguirement in law that they
do s0 and it cannot be said thaz Sofal's durden of proof on the issue
0L the reasonabdbleness of rates or costs is lessened by the simple
Zact that other parvies do or do not participate in the proceeding.

On <he other hand, we agree that the hea:zng process will
be more effective if issues are identified at the outsez.
Nevertheless, whenever parcies raise or identify issues through
cross-exaxinastion, vthe uwtility should have the analysis atv hand and
be able o respond.

SoCal argues That neither staff counsel nor TURN address
the standard under which SoCal's actions are To be considered.
Instead, SoCal contends szaff counsel and TURN merely look at events
after their occurrence and using hindsight, speculate on various
scenarios vo allege imprudence.
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We realize the decision-making process in making a gas
purchase or coantract is cozplex. We also realize that reasonableness
coes not reqguire perfect foresight. We oaly require that SoCal make
prudent cdecisions based on the information availadle at the time. AS
we stated in D0.82-09-105, mimeo. p. 7, SoCal is not subjected o
arbitrary judgment by hindsight. However, SoCal is required to make
a clear and convincing showing that its gas purchases were
reasonadble, ovtherwise these costs will be disallowed.

IIZ1. DPG&E Contract EBExtension

The issue is whether it was reasonadle for SoCal to have
extended its contract with PG&E for firm gas when, as it turned ous,
SoCal would not have purchased any of this gas had not the coatrace
extension required it %o do so.

In Decenmber 1978 SoCal entered ianto & gas purchase
agreement with PGLEZ, under which SoCal agreed to duy an average of 75
zmillion cubic feet (MMef) per day of natural gas on a firm dasis.
The contract also provided for additional deliveries of 75 MMef per
day on a besz-efforts basis, at the diseretion of both parties. The
agreezment was approved by tais Commission on Degembder 19, 1978 in
Resolution (=-2259. The contract was to expire as of December 31,
1981. 0Qn December 23, 1981, SoCal extended this contract.

The relevant events pertaining to the contract extension
are summarized im SoCal's report (Exhibit 28, page 39):

"Negotiations for a new purchase agreement with
PG&E began in October, 1981, and continued into
1982. An indefinite extension of the existing
agreenent was executed on Decemder 23, 1981.
As %The negoviations continued into 1982, the

tilities (SoCal and PLGS) attempted to
negotiate a 'best efforts’ only purchase
obligation retroactive to January 1, 1982. As
it became evident that this effective date
could not be odbtained, the TUtilities cancelled
the® extension of the existing contract
effective TFebruary 7, 1982. 3Beginning
Fedbruary 4, 1982, the Utilities took oanly the
firm requirenment equivalent of 75 MMcfd to
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Tulfull the odligavion incurred during

January 1 - FTebruary 6, 1982. No PGLE gas was

taken after the obligation was satisfied. Tne

Utilities agreed to a new coatract wita PG&E

waich provices for purchase of up ©o 150 MMcefd

on an 'all Qiscretionary' basis. The contract

dated Marenr 26, 1982, decomes effective upon

approval by tne CPUC."

The contract exiension lasted for 38 days in January ané
Tebruary 1982, while negotiavions continued for a new "all
cdiscrestionary” coniract.

%all counsel and TURN argue taat by extending the PG&S
coatracy wish Its firz obligation of 75 MMef per day, Sofal acted
izprudently and incurreé unnecessary additional 8as costs of
$3,641,000. They recommend %hat these costs be disalloweéd from
SoCal's CAM dalancing account.

SoCal 2grees that as events turned out, the contract
extension was not neeced. However, it is Sofal's position that at
the time <The coantract was extended a real and immediate possibility
existed that the gas would be needed %0 meet operating requirements.
According to SoCal, it took this reasonadle, prudent course in order
To protect iTs nigh priority customers. Sofal's witzess Honne
ofZered the following rationazle for the contract extension:

"Obviously Deceumber at the end of the year is
Tight in the middle of the start of the winter
season, and the PG&EZ contract had provided us a
very secure source ¢f supply for a nunber of

years and we were coming oa to the ¢old
weather.

"And we thought it would be prudent to extend
that coatract. Now, at the time we agreed %o
extené it, we also thought we would be adle to
negotiate with PG&E to make it totally

iscretionary —— not only totally édiscretionary
durinﬁ the year, but also effective January 1,
1982. Tr. 2155.)
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According to SoCal, 2ven though supplies from its primary
gas suppliers may have been "adequate” in the fall of 1981, this did
not mean that SoCal could rely upon the level of those volumes
continuing during the winter when supplies often are reduced. SoCal
asserts that the cally voluzmes of gas from E
change dramatically depending upoa séeveral T

1 Paso and Transwestern
actors such as weather in
tae producing area, loss of "best efforis™ interstate and intrastate
supplies and greater demand {roa other customers of theszse suppliers.
(sxaipit 25, pg. 1, 2).

SoCal notes that one of its primary operating objlectives
is to have, at a pininunm, adequate supply %o neet the Priority One
tarougn Priority Four (P1- D4)1 gas requirements in a cold year
(Exhibic 29, page 46.) SoCal further notes that the Coumission has p////
not rescinced this operating objective.

we note that abour four months prior
PG&E contralt extension, the Comamission stated i

the date of the

D.93368 dated

. August &, 1981, mimeo, page 41, in O0II 76 related zo SoCal's
exploration ancd development programs: "So, our goal is to protect

ct
[S I o)

gas celiveries to Pri¢ricties 1-4 in a ¢old vear, and to the extent
gas 1s available to Priority 52 demand so much the detter."
(Emphasis adced.)

SoCal submits that evidence in the record incicates that
without the PG&E 3as, if SoCal's service area nad experienced 2 ¢old
winter, SoCal would nave beeén unable to serve all of the P1-P4 market
in January 19682 from its primary supply with the normal use of
storage. SoCal points out that the 2G&E contract would have provided
up o 150 MMef ‘per day of gas to serve this market.

SoCal further points out that the P1-P4 ¢cold year
requirements forecast for January was 110 Bef or 3,569 MMcf per cay.

a

' Ineluges all customers except utility electric generation.

2 Jtility eleciric generation.
-7-
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.(‘F‘xh ibit 29, page 17.) To%al primary supply, excluding PGET gas, was
forecasted in %the record 40 be 2,495 MMceL per day. (Exhidit 29, page
35.) Projected s+torage withdrawals during January were 20.5 Bef or
661 MMcf per day. (Exhidit 29, page 44.) Thus, only 3,156 MMcl per
day of primary supply was projected %0 dbe availadle, absent the PG&E
gonvract, t0 serve the 21-24 ¢oléd weather January requirezents o
3,569 M¥ef per day. According +o SoCal, the resulting 413 MMes per
day shortfall could therefore have heen supplied in part by the PG&E
gas under the contract extension.

We note, with some concern, that the above aralysis was
first presented by SoCal in its reply brief. We see no reason why
this analysis was not presented as part of Sofal's direct showing as
part of its burden of proof on the prudency of its purchases.

Returzing to staff counsel and TURN's allegations, we note
that when Solal extended the contract with PG&E, its supply and
demanéd balance was cersainly no cause for concern. Prom the
beginning of Qctover until late Decexder, when the PG&Z coniract was

.ex*e‘.ded El Paso and Transwestern were offering full volumes.

SoCal, however, to take constractual zminimuz guantities of Pan-Alberta
gas, was having teo turn Dack El Pase gas. California sources were
also adove their forecasted supply levels.

On +he other hand, despite the adequate supplies availadle
until late Decexmder, we have %o agree with Solal that there was 2
theoretical shortfall in Sofal's prizmary supplies if P1-P4 customers
had to de served in a "¢old year". (SoCal's forecasts are based on
three scenarios: a warz year, average year, and cold year.) SoCal
agrees that under the coléd year scenario, it could have supplied P1-
P4 customers during Janvary 1982 by drawiag down storage below normal
levels for the <time of year. Eowever, Sofal argues that:

"While storage could have beexn used $o supply
thds market in January, 1982, without the
PGand® gas, to do so would leave storage at a
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dangerously low level in the event of

adcitional ¢olé weather later in the winter of
- -ne¢ JGancr gas substantially recucec

this potential danger ané 2%t a price previously

approved by the Commissioan.” (Emphasis

added.)

tall counsel and TURN contend taat if SoCal haé
encountered unforeseen supply difficulvies later in the winter, SoCal
coulc have odtained gas from PG&E with no contract, if gas was
availadble, under the SoCal-PG&Z Mutual Assistance Agreement
(Agreemens).

The argument of staff counsel and TURN is misplaced. The
Agreement was envterec into at the direction of the Commission in
D.89177 issued July 31, 1978, for the protection of P1-P4 customers
and was approved by the Commission in Resolution G-2274 issued May 8,
1979. The Agreemeat is available only for energencey conditions.
Under the Agreement, either party must first exhaust all other
aveilable supplies before calling on the other party for supplies
under the Agreement. Therefore, SoCal would have been obligated to
first take 2ll discretionary Pan-Alberta ges, all available Michigan
Consolidated Gas Company (Mich-Con) gas, and 2ll availadle Northwest
Pipeline Company gas bhefore being adble to call upon any PG&E gas
under the Agreemeant. Thus, if there had dYeea a2 coldé winter, and
SoCal ran into unforeseen supply difficulties, the course of action
advocated by staff counsel and TURN wouléd have resulied in
significantly higher costs to SoCal customess.

In passing, we note that in D.82-04-116, mimeo. p. 72 , we
directed SoCal to purchase PG&E best-efforts gas before Mich-Con gas
as long as the cost differential is less than .5¢/th. We found that
there is a public interest in SoCal purchasing additional supplies of
2G&Z gas before it turans to out-of-state supplies of Mich-Con gas.
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Since we stated that our goel was 10 protect gas deliveries
t0 P1-P4 customers in z cold year, we cannot fault Solal for
scrheduling supply and inveatory targess %0 maximize service to 2124
custozers in a ¢oléd year. The PG&E contract was extended three
noatshs after we announced tais objective. The record shows that
there was a wneoretical shortfall of primary supply for the peried In
question. Tnerefore, we concluée it was reasonable for Solal to maxe
up this shortfell by extending whe PG&Z contract. Accordingly, we
reject swaff counsel ant TURN's recommendazion of a disallowance.

We now wura %o swaff counsel and TURN's allegation that
SoCal refused 3¢ take minizmum guantities of PG&E gas ia Jarnuary -

uring a per ;od when either it could have been sold to its 25 market
or used o Lill storage o The target level -~ ané then in February
becaze obliga:ed <0 take the gas when there was no ?5 market for I
and storage was above target. As & result, accoréding o stalf
counsel ané TURN, SoCal turned back cheaper =1 Paso gas waiech would
rave saved the razepayer $3,641,050.

SoCel's perception of its market ian Janwary and Fedbruary
1982 provides a useful dackxgroundé:

"Dur "ing Janueary ané ebrua"y ecurvailzent of

rimary supply »y Z1 Paso ané Transwestern anc
payback of RP 76—38* ges caused the Usilitie

%6 reduce s*o*age inventories more than 5 3c*
below the target for Jaavary 1982 moath-end <o
meet customer demand. This operation caused 20
problem in nmeewing peak winter dexands.

"During the review period, PS5 customers reduced
natural gas ceasumption for severzl reasons.
Among “hexm were the price differential in faver
of fuel-0il, contracturl obligations with oil
supplxe*s, availadilivty of hydroelectric power,
awa~1ab lity of lower ¢os*t purchased power ané

arious tests on oil firing.

"?1—?4 deliveries were also considerably bdelow
toe Utilities' forecast for an average
temperature year. A large portion of tne

- 10 -
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. forecast steamflood market did no%
naterialige. This was prodadbly &ue to the
price decline for heavy crude and the rising
cost oL natural gas. The ammonia producing
market was also less than forecesst.
Residential usage was less than forecasst due o
warzer than normal 4emperatures.

"~

Consequently, even though storage was below
target avt the end of January, 1982, and 211
available market was served during mosgt of
Januwary, 1982 and every day from January 26
through June 30, 1982, <the TUtilities were
unadble %o maintain their underground siorage
drawdown schedule ané ended the review period
about 31 3el adbove the average tempersture year
estinate as shown in FPigure 4~1 anéd Tadle 4-2.
As <he market continued 4o soften, the
Utilities were forced %o commence siorage
injections early and %urn back Transwestern and
Il Paso volunes.

"*Zl Paso's permanent allocation
Plan, approved Yy the PERC in May,
1981, requires the Usilities (SoCal
and PIGS) to 'refund’ a total of
32.69 Bef over a four-year period
t0 PGandE and Zast-0f-Californie
customers.” (Exhidit 29, page
39.) :

SoCal's explanation for not taking the PGEZ gas in January
1982 is that operating conditions that month did not require taking
the gas although storage was slighily below targes.

According to Hohne, SoCal had hoped that PG&E would
eveniuelly sign 2 best effor<ts contract and make it retroactive %0
January 1, 1982, and thus, allow Sofal "to have access t0 2 very

ignificant source of supply, and yet not obligate us to take <that
supply.” Therefore, Zohne contends it was reasonadle for Sofal %o
defer taking the PGEE gas in January since there was an expectation
that SoCal would be relieved of the contractual obliga<tion t0 take
the gas. -

Staff counsel and TURN argue that the problex with Hohne's
reasoning is that it was dased upon either naive or foolish optimism
that PGEE would let SoCal out of its prior contract obligations when

@ e nev contract was signed. .
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We share some of staff counsel's and TURN's concerns.
However, we note Hohne was not direetly involved in the contract
extension. Tis does not excuse SoCal from the requirement of
spoviding a percipient witness. Solal would be well advised o
present witnesses directly involved in such matters; otherwise it
will run the risk of disallowance for failure 10 SuS tain its bdurden

£ proof.

We will now éxamine the consequences of SoCal not taking
she PG&T gas in January and then taking it In February "when there
was no PS5 market for it and storage was adove target.”

Review of SoCal's operating records, Zxhidit 29 as
supplemented by SoCal's letter dated Dacember T, 1982, shows that in
Jaauary 1982. 25 customers refused gas on 21 days. Therelore we have

.J

oCal that operating conditions did not require taking

[5)]

to agrec wit
PCG&E gas in January.

Yy
O
v3

On the other hand. we should examine SoCal's operations
January on the basis that SoCal incurred ztne PGLE c¢onutract obligat:
and "should have taken the PGXE gas in January when it had a marke

Undew tha contract extension, SoCal acquired a firm sSUPPLY

-~

6T 75 MMefd commencing January 1. Thic eguates 0 2.3 BCF for the
Hoof

Janvary. It was not availadle in December 1981,
We note that the month of January started with underground
e Txhibit 26, Table 4-2). Conmmencing the

cr
[¥]
'Y
ol
§7)
«t
N

torage 3.0 BCF adov
2nd of January there was significant withdrawal of gas, averaging
over 1 BCF ser cay, <0 meet demand (Appendix A-4). These withdrawals
continued through most of tne month. If this rate of withdrawal hac
not Been reduced dHy curtal ilment” 0o P25 customers, underground sSiorage
2t the end of the month should have been 12.95 BCF delow target
instead of 5.6 BCF below target. (Curtailment of P5 was T BCF,
letter Docember 7, 1982). 12.6 BCF below target is a significant
shortfall, therefore, we Tind 1t was reasonable for SoCal to curtall
5 eustomers o reduce storage snortfall.

]
-
[

]

e et
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Another factor which does not support the sale of PG&E gas
to0 PS5 custonmers in Januvary, is the reductions of El Paso and
Transwestern supplies. These supplies dropped significantly about
the middle of January. (Exhibit 29, Appendix A~4).

The total PG&E supply for the month equates to a little
over 2 days withdrawal from storage. Therefore if Sofal took 2.3 BCP
of PG&E gas in Jaauary, Lt would not have significantly changed +he
need to curtail. Underground storage would still have ended below
target. Since there are valid reasons for achieving underground
storage targets (Exhidit 29), particularly in January which is in the

iddle of the winter season, we cannot fauls SoCal for not selling
the PG&E gas in January. We conclude that under normal underground
storage operating procedure, even iL SoCal had <taken delivery of the
PG&E gas in January, it would have been used 1o supplement storage
rather than for sale to0 PS customers. We £ind no basis to conclude
that SoCal should have turaed around and sold this gas to the P5
custonmers in January even if the gas was taken from PG&E in
accordance with the contract obligation.

Turning to the operating records for Pedbruary, we note that
commencing February 4, 1982, when SoCal started taking PG&E gas %0

ischarge its contractual obligation, deliveries from El Paso aand
Transwestern were below capacity. CTherefore, this was as good a tine
as any for SoCal to satisfy its obligation to take the PG&E gas.
Also, we note <that commenciﬁg Pebruary 11, while SoCal was taking
PG&E gas, there was refusal of less expensive El Paso gas, but this
was necessary to take the ZPan~Alberta ninimum ¢ontractual

obligation. Accordingly, we conclude that SoCal's operations in
Pebruary were reasonable.

Stalf counsel and TURN argue +that absent the purchase of

PGEE gas in Pebruary, Sofal could have purchased eguivalent volumes

£ less expensive El Paso gas later in the year. This argunent has
no merit. The operating records show that P5 customers refused gas
on every day in February through June 1982. As we see it, there is
no basis to conclude that SoCal could have sold more El Paso gas
later in the year.

v/
v
"4
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Finally, we note that staff witness King testified that

SoCal's purchase of the PG&E gas Ia Fedruary "prodably worked out in
the best fashion it could have worked ous™ from a Total cost

tandpoint. King stated "If Southern Califoraia Gas Company haéd not
taken the hundred and fifvy million cudic feet on a numder of days in
Pebruary, 2G&T woulé have been in a2 position of backing out either
more California gas to tze exteat they could physically do so or El
2aso gas." The henefit o PG&Z's customers is incidental %o our
assesszent of SoCal's actions.

We share staff counsel ané TURN's concera that SoCal was
not better adble to forecast the gas markes for Jaauary and Fedbruary
1982. Zowever, SoCal rezminds us that unlike a cozdination uwtilizy,

it is nov affiliaved with its electric generation customers.
According o SoCal this circumstance 2dds considerabdble complexity *o
its systexz operations and substantially adds to the uncertaiaty of
gas cdexmand as compared o cozdbination uwtilities such as PG&E ané San
Diego Gas & Zlectric Company.

Although we cannot fault SoCal for following Commission
objectives, iv does appear that SoCal acted mechanically in extending
the PG&E contract in order to have protection under a worst case
scenario. Nowhere in the testimony dié Sofal indicate that an
economic evaluation was made of the downside risk of going into the
winter without the extension to the PG&T coatract. Rather, it seems
thaat SoCal was content %o follow a policy of naving ample £irz supply
at all times to serve the P1-P4 market without questioning the need.

IV. Pipeline Capacity Prodlern

IURN alleges that SoCal should have more %imely secured 2
second delivery point for its Pan~Alberta supply and theredby avoided
rejecting less expensive El Paso gas oa most édays from Octoder 1,
1981 through”April 8, 1982. According to TURN, the prodlem occurred
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on the days when Tl Paso was delivering full contract quantities %o
both SoCal and PGAE, and at +the same time Pan-Alberta contract daily
Dininuz quantities nad to bYe transported. The E1 Paso rejections
that TURN refers to equal the daily minimuz Pan-Alberts coatractual
obligation of 84 NMMef per day for zhe period.

According vo TURN, SoCal nad +wo options nad the second
delivery point been availadle on Octoder 1, 1981: SoCal could have
purchased adéivional Il Paso gas and %then sold additional supply to
1vs P53 customers, or SoCal could have reduced its purchases of the
more expensive PG&E and Transwestern gas. TURN calculates the
Tesulting loss from SoCal having failed o have the second delivery
point as 311,703,000 or $5,084,000, depending upon which scenario was
possidble during the period. TURN leaves it to the Commission %o
decide which scenario is more plausidle.

%he "reasonableness" question facing this Commission is
whether SoCal should reasonably have anticipated the possidilisy of
capacity constraints ané acted earlier to odtain FPERC approval of a
second delivery point to avoid rejection of less expensive El Paso
£8S .

Tae primary routing for delivery of Pan-Aldersa g2s 10
SoCal from Canada is through the so—called Westera Delivery Systen
(WDS). Tne gas enters the United States and Slows tharough the
Pacific Gas Iransmission (PGT) systez <o Stanfield, Oregon, where it
is treasferred <o Nortawest Pipeline Company (Northwest). Northwess:
then transporis the gas through its system to0 the poiat of
interconnection with B1 Paso (in reality tzis transaction occurs
through displacement). EL Paso delivers the supply through its maina
line %o SoCal’'s systex at the California border.

The seconé delivery point, which is now in operation,
peraits receipt of the Pan-Alderta volumes through the PGT-PG&E
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systen when that systex has excess capacity and when the Z1 Paso
systen has insufficient capaciiy to carry full E1 Paso volumes and
pinioum Pan-Alberta volumes at the same time. Thus, with the second
delivery point, SoCal is now adble to maximize the receipt of El Paso
gas while still fulfilling its obligation to take Pan-Alberta gas.

SoCal contends it acted in a vimely manner %o secure the
second delivery point. TURN dispuses SoCal's claim and alleges that
proper planning and foresignht by SoCal could have avoided the
rejection.

IURY argues shat SoCal should nave sought the second

poiav earlier because of: laanguage in a petition for
2 with %the FERC by tae Commission anéd information on
forecasted supply containeé in Z1 Paso's FTERC Forzm No. 16.

TURN notes that the potential for capacity counstraints in
tae WDS was icdentified as 2 problem‘in <tae FERC certification
proceeding. The Commission's petition for rehearing filed May 7,
1980, in Docket No. CP T78-123, et al., contained the following
argument:

Adcdivional adverse economic impacts could

resul?t because of the proposed routing, waich

has the potential to cause 2 10ss of

subdbstantially less expensive domestic supplies

ia orcer to celiver WDS volumes to facilities

of limited capacity on the SoCal sysvem.

(Petition, page 4-§

IURN contends vhat Solal ignored this waraing for well over
a year before beginning the process of securing a second delivery
point. According to TURN that period could have beea used to secure.
the necessary contracts and regulatory approvals. TURN argues that
it would seem that prudent and cautious utility managers would
undertake every effort to prevent prodlems such as this one, even if
the risk appeared relatively small.
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SoCal points out that the one sentence in the entire
petition for rehearing that TURN relies upon is merely an uasupported
vatement that limited capacity on the SoCal system could have some

waspecified adverse impact. According to SoCal the evidence at the
tine of the TERC hearings iadicated what there was 20 capacisty
problem. The statement in gquestion was 10T supported by aay analysis.

We concede That the sentence in guestion was prophetic;
however, i% Coes appear that FERC considered it unsubstantiated
argument ané chose n0% %o act oa it. In the absence oL something
nore concrete, we are no% prepared o0 fiad SoCal imprudent on this
grouné alone.

SoCal notes that when the Pan-Alberta contracts were
eatered into and when the project was approved by the FIRC,
suflicient capacity was forecasted 30 exist for full édelivery of Pan-
Alberva gas without a turadack of El Paso gas. Some time afte
June 30, 1981, E1 Paso informed Pacific Iaterstate (SoCal's
affiliate) that a capacity coastraint could exist on the El Paso

sys%en. According t¢ SoCzal, before tais time EL Paso was assuring
Pacific Iaterss that capacity existed, and ElL Paso was also
reporting to the ?“RC in its Fora No. 16 £iling that capacizty
existed.

Beceause of these assurances SoCal submits it haé no reason
to believe that z capacity prodblem would occur. SoCal maintains it
was entitled %o rely upon El Paso's coatinued assurances ané thas
such reliaace was eatirely reasonable. SoCal further argues that if
capacity did not exist, =1 Paso was &isadvantaged because it was the
El Paso gas which was turaned back. Because of thals, SoCal coatends
it was rational to believe that if there was aay reasonadle

possibilisty of insufficient capacity, ElL Paso would not have dbeen
g8iving assurances of sufficient capacity.

-
-




A.82-09-12 ALJ/wn/dw/ma

. In this contexs, SoCal witaness Hohne's assessment of the
need to have initiated earlier negotiations for a secoad delivery
int is set forsh:
"Q Do you know any reason why the company would
not bYegin discussions wiva PGT prior to
August =- I mean, say, in April, just oa thae
chance that there might a problex with the
capacity prodlem, given the forecast E1 Paso
was zmaxing?
I Think that is the reason, they didn'% feel
it was a problez, Mr. Rosenberg.
So in your mind the company's view was that
Tne prodability of there Yeing any suraback
in Octodber bYack ia April was so remote that
1T wasa't worth evea the effort of some
preliminary negotiations of PGT about an
alternative routing in case there was 2
problen?

"A Yes." (Tr. 2058.)

We now tura to SoCal's assertion that it was not watil
adbout June 30, 1981 that it became known that a real problem existed.

We note that none of the communications with Bl Paso
regarding the provlexz were reduced to writing. According to Hohne,
the communications consisted of telephone conversations between Harr
Lepape of Pacific Iaterstate and uanamed officials at F1 Paso.
Lepape dié not testify in this proceeding. We warn SoCal that in
situations such as this, where there is 2 possidle conflict of
interest, we will not give SoCal the denefit of the doub* unless
there is supporting documentary evideance to show that Solfal was
diligently looking after the interests of its ratepayers. 3SoCal's
executives should take a more agressive posture when dealing with
corporate affiliates. It is time for Solal to closely examine its
relatioaship with other corporate affiliates to make sure it is
fulfilling its utility odbligations.
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SoCal convends that the negotiations for new transportation
agreements began as soon as practical afier notification by EL Paso
of possidle capacity coastraints. The agreexments were reacned on an
expedited basis, considering the complexisy of comple<ing 21l of the

technical, legal, and policy matters relating to the new
trangporiation systez. Iransportation agreements were completed
between Pacific Intersiate ané PGT on Auguss 18, 1981, and between
SoCal and 2G&Z on Octoder 9, 1981. The application to the FERC
requesting approval for this alternative Transgportation systexm was
Tiled with the FIRC by Pacific Interstate on Octoder 15, 1681. This
was six days after the final transportation agreement was reached.
The PERC order authorizing the alternative transportation route was
issue¢ Maren 12, 1982. Pacific Intersiase accepted its certificate
oa Maren 29, 1982, 17 days after the FERC cersificate was issued.
(Exnivit 29, page 40.) Accordiang to SoCal the entire process of
negotiations and regulatory asuthorization for the second delivery
point proceedeld remarkadly fast

We will now move oa o "URN'S allegation that Sofal should
have had notice of a capacity constraint froz F1 Paso's FERC Fornm
No. 16.

Il Paso is required to file semiannually oa April 30 and
Septexder 30, a report of gas supply and reguirements designated as
FERC Forn No. 16. The April £iling indicates <az= pipeline capacity .
existed %0 transport the EL Paso forecast and the Pan-Alberta minimunm
of 84 MMef per day for all months except October 1981, when there was
a capacity shortfall on the EL Paso/SoCal system of 8 MMcf per day.

IURN argues thav: "Since the minimum daily Pan Alberta
obligation was 84 MMef, it seems o0dd trhat tnis forecast would have
been considered comforsing dy So Cal. It is possidle to utilize
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gpare capacity on the PG&E syster when Bl Paso is delivering less
Than full volumes, bu: Ihe range of tolerance was certainly very
szmall.”

We note that TURN concedes there was Spare capacity on the

We also nove that the prodlem oceurred decause as it

Sy Paso deliveries in October and the months foll wing
exceeded vthe Form No. 16 forecass. It so happened Thav the pipelines
were full and "no range of zolerance™ remained. E1 Paso gas had o
be Turned back in order to take the Pan~Alberta contracy ninimunm
ebligazion.

TURN questions whether SoCal should not have anticipazed
that 21 Paso's deliveries in Octoder and the following months would
exceed the Form No. 16 forecass particularly "since the passage of
whe Natural Gas Poliey Act (NGPA), Z1 Paso's forecasts have generaly
been on the low side.™ .

On cross-examination Hohne offered <he following <esvimony:

"Q In your experience over the past Five years
with El Paso forecas:s, isa't it the case zhaz
Zl Paso had consistently urndereszinaté i3S
supplies availadle %o SoCal?
Well, on bdalance that may de correct, but &%
TAlS Time In June, I don'st know what the
Prodlex was. 3ut shey were forecasting very

igh deliveries w0 us for gas and <hey were
nol neeting those deliveries.
They were no= meeving those deliveries at whaz
point?
They didn't meet those deliveries at all
during the summer. As a masgter of fact, They
€¢idn's meet their forecast until the first day
of October when the Pan Alberza gas began o
flow.”

Staff witness Xing's observations on El Paso's forecasts
are as follows:
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o} rega-& T0 Z1 Paso’'s forecasts of its gas

. "Q Wiz
supply availadle 30 SoCal, has there been 2
pattern in the peried subsequen: T0 passage of
XG2A of those forecests heing low?

Yes. I <hink zhat's gho gene*a‘ case, ené
there's a goaa reason for what. Z1 P2s0 is a
ver j cozplicated sys:em. =% is ab’h o
estinate wizh 2 high degree of accn*acy whe
Celiveradilizy froz its dedicazed upplies.

"3ut iv's very difficult o Znow on a day-to~
Cay basis or on a monshly bas's inso zhe

future how zmuch excess discrew ona*y ga° wil
be aveliledble from shors terz suppli

LACE AU.

"Given <haw sizuetion, EI1 Pase or any ozher
suppiier would <tend 0 == or I would say
rather bYe on the shor: side zhan To tell a

cusioner we're go,ng T0 have mo*e gas
availadble than actually meverializes.

"Se, in a general case, Z1 Pazso, I think, <ends
TC Unéerstate -- enéed =o urndéerstate the

volumes of gas %0 de ava-lable over short terz
fusure periods.”

recross, Zohne offered the following explanati

"Q  All righs. YNow, if we would add the minipunm
Tare from the Pan Albersa conztract of, whas,
84 <o 86 zmillion cubic feet a day, that would
PuT you over the pipeline capacity?

"A  Thav would puv us over in our syssexn,
Nr. Rosenberg, dus Il Paso was less tharn full
contrac: and there would be less %o PG&EE.

"lhere would be capacity in 2G&E's sysvex.
That 2ind of cepacicty would be sufficient o
zove the minipum gquantity of Pan Alberta
gas.

"Q  You have acknowledged shough, with the
excepuion of las< su“*er, EL Paso has for zhe
pass f;ve years at least underestimated
consideradly in its supply forecas: The
volunes of gas delivered o Soushern
California?
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. "A 1 %hink what I said, Mr. Rosenderg, was that
The enactment of the NGPA makes forecasting
very, very &ifficult. Ané where we and Tl
Paso and Iranswestern and everybody else has
Trouwdle is forecasting the amount of their
shorv-terz nonfirn capacity supply-

"Ané El Paso has tenced 0 be conservative in
tee forecast of supply svailable from thas
source.

"Q In fact during that period, there was
¢consideradble extra gquantity of gas that El
Paso nad o £ill up the pipeline despite its
forecast of 2103 meeting the pipeline
capacitly; is that right?

"The actual volumes that were offered to you
were at pipeline capacity tarough all the
winter, because you were turning it dack
virtually every day frox October right on
tarougn March whea you got the alternative
delivery systen?

"A That's rignt. And it is sor: of strange that
we were bumbling along in the summer at far
less then cepacity.

. "Then almosty immediately on October 1, 21 Paso
was able To give us full deliveries,
something we Gid not expect for that entire
period.”

SoCal argues tzat it is significant that in the suzmer of
1981, Z1 Paso was delivering less than forecasted volumes because
during the summer I Paso's deliveries are normelly at their seasonal
high. Wnile we agree that ElL Paso deliveries were wausually low in
the summer of 1981, and <he NGPA made forecasting difficult, Solal
was aware of the possidility, however unexpected, that EL Paso
deliveries coulé exceed +ne forecass.

- 21 -
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Putting oursclves L1n the shoes of the cxecutives
responsinle for gas purchases, we conclude that SoCal's actions at
the time were reasonable. Having the benefit of hindsight, we can
now see that it would have been ideal if SoCal did have the second
delivery point in time to avoid a turndback of less expensive El Paso
gas. However, we pnave to put ourselves in the time Irane of the b’/,’
summer of 1681: ELl Paso was celivering coansiderabdbly less than

contract quantities, when according to past experience deilveries
Snould nave been over forecast in the summer; the Form No. 16 filings

snowed no actual capaclty shortfall; and according to SoCal, El Paso ¢
was providing assurance that there was no capacity prodblea. Also, we
nave to agree with Sofal that if a capacity probdblexz was reasonadly
foreseeadle, El Paso should have been the first to point that out
since it was El Paso that would have been disadvantaged because its
gas would nave been rejected.

In summary, we coaciucde that it would have been Ideal if a
second delivery point was in place to avoi¢ a turaback of less
expensive gas. However, under the c¢ircumstances prevaiiing at the
vime, SoCal acted reasonably. We cannot expect perfect foresight
from tne utility at all times. Accorcingly, we reject TURN's
allegations of imprudence.

V. Pan-Alberta Purchase Recuirements

pr sy

Staff counsel and TURN expressed concern that Sofal was not
aggressively pursuing reduction in the minimum purchase requirenents
contained in i%s Pan-Alberta contract. They point out that because
of a reduced m§rket, significant quantities of less expeasive El
Paso ana Transwestern gas are being turned back dbecause SoCal is
compelled to take minimum contractual obligations of more expensive
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.a.n-Alberta gas. They recommend that the Commission pursue every
available avenue to0 odbtain a reduction in the Pan-Aldberta contractual
ninizum obligation.

Since submission o0f %this proceeding, SoCal informed <he
Commission that agreement in principle has been reached with its
Canadian suppliers which would reduce its gas purchase odligation by
zmore than 5300 million over %he next 18 months. This, iz 4ura, would
perzit SoCal to duy less expensive replacezent gas volumes currently
availadle froxz domestic sources with a net saviags of approxizately
S8C million for consumers over the nex:t 18-month period.

nder 2 1978 contracy, which was approved by FPERC, Pacific
Interstate previously had %o purchase a minizmum of approximately 111
billion cudic feet (3ef) of gas over the 18-month period. According
to SoCal, *his azount would be reduced Yy 61% <o approximasely 44 3ef
under the amended contract.

The anticipated contract amendment will require approval by
the Canadian producers and goverazmental authorities. However, .

acific Interstate expects to reduce its Canadiarn gas purchases even
prior to such approvals.

While we note that some progress has been achieved, SoCal
must continue 10 aggressively seek additional reductions in the
Canadian price of gas exported to the U.S. to dring that price down
t0 a competitive level.

Findings of Pact

1. SoCal extended its firm gas supply contract with PG&Z for
38 days in January and Fedbruary 1982 ané incurred the obligation to
take 75 MMef per day. As evenits turned out, the contract extension
was not needed.

2. The Commission in D.93368 dated August 4, 1981 stated +that
one of its goals was to protect gas deliveries to P1=P4 in a cold
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.ear. is goal had not been rescinded when the PG&E contract was
xtended.

3. 7There was a theoretical shorifell of 413 MMe?f per dey in
SoCal's primary supplies for the 1981/82 winter based on a colé year
scenario. This shortfall was reduced dy <he 2G&E conitract extension.

4. 3Based on iInformation availadle at the time, Fedbruary 1982
was as good a time as any for Solal %o satisfy its PG&E contraciual
obligation.

5. 3Because of pipeline consiraints, on most days from
Octover 1, 1981 <through April 8 .982 SoCa’ turned dack guantities
oL less expensive Z1 Paso gas in order %o take its mininoun
contractual commitment of Pan Aldberta gas.

6. In +he FTERC cervificastion proceeling on the WDS, the
Commission's petition for rehearing £iled May 7, 1980, in Docket
CP? 78-127 e+ al., contained the following statement:

Addivtional adverse economic impacts could resuld
because of the proposed routing, which has the
potential to cause & loss of substantially less

. expensive domestic supplies in o:'de:' t0 deliver
WDS volumes %0 facilities of linited capacity on
the SoCal system. (Petition, page 4.)

This slatement was not substantiated by any evidentiary showing.

7. % the tinme the Pan-Alberta contracts were entered into and
when the WDS project was approved by FERC, sufficient capacity was
Lorecasted %0 exist in the 21 Paso systexz for delivery of the Pan-
Alberta gas without the need Lfor turnback of El Paso gas.

8. ©SoCal contends that the £irst time tha*t it had information
tha*t a capacity constraint prodlem existed was about June 30, 1981.

9. Z1 Paso's Porm No. 16 £iled in April 1981 indicates s
capacity shortfall in Octoder of 8 MMcs per day on the El Paso/Sefal
system, which shortfall could be made up on the EL Paso/PG&E system.
On 4his basig, there would have been no turndback of 21 Paso gas.

.




A.82-09-12 ALJI/km/dw/zg  *

0. In tne past, EL Paso gas deliveries have generzlly been
above foregasts.

1. The enactaent of tne NGPA makes forecasting short-tern gas

supplies difficule.

‘2. El Paso gas celiveriss curing the summer of 1987 were below
2

forecass. 21
1901,
Conclusions of Law

aso returned to full nipeline gquanstities on Qctober

. The utility has the burden of proving by clear and
convincing evidence that its expenditures are reasonabl

2. Since the Commission in D.93358 stated that its goal was
protect gas celiveries o P1-P4 customers ia a ¢old year, it was
prucent for SoCal to extend its PG&I coatracs to maximize service
P1-P4 customers in a cold vear.

3. Based on information available at the time, it was
reasonadle for SoCal not to take PGEE gas in January and %hen 40
take PG&E gas ia Fedruary 1982 or

bligation.

cer Lo satisfy its contractual

T

0

o

/

4. based on the information available at %he time, SoCal was

not imprucent in not securing a second delivery point to transpors
Pan Alverta gas prior to Qectober

y 7987.

-
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TEZRD INTZERIM ORDER

IT IS ORDERED that 20 adjustment de made to Southera
California Gas Company's Consolidated Adjusiment Mechanisz Balancing
Accownt on account of reasonableness of gas purchases for the period
October 1, 1981 zhrough June 30, 1882.

This order decomes effective 30 days from today.

Dated 0CT 51983

» 8% San PFrancisceo, California.

LIZCTIRD M. GRIMES, JR.
Preslident
VICTCR CArLVO
DRISTILIA C. CGREW
DONALD VIAL
WILLIANM 7. ZAGLEY
Coxmissioners

I CERTITY TEAT T
VAS APIROVED 27 Th3
COMLS3LCUERS

Zdiovitz,

y
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. According to SoCal, even though supplies from its primary
gas suppliers may nave been "adequate” in the fall of 1981, this did
10t zmean that SoCal could rely upon the level of <hose voluzes
continuing during the winter whea supplies ofsten are reduced. SoCal
agserts that the caily volumes of gas from Il Paso and Traaswes?t bopol
change dramatvically depending upon several factors suceh as weazhér in
The producing area, loss of "best efforts” interstate and inxféstaze
supplies and greater demané Lroz other custozers of these '&ppliers.
(Exniviv 29, pg. 1, 2).

SoCal noves that one of its primary operatiig odbjectives
is to have, at a minizmum, adequate supply to meet Ahe Priority One
tarough Priority Four (P‘l-?z'.)1 gas requirezentsAin a ¢old year.
(Exaivit page £46.) SoCal further notes that rhe Commission has not
rescinded This operatiag objective.

We note that adbout four months the date of the
PG&E contract exteasion, the Commission/svated in D.93368 dated
August 4, 1981, zmimeo, page 41, in O0IZ/79 related <0 Sofal's

exploration ané cdevelopment programsé/ "So, our goal is to protect
g8as deliveries o Priorities 1-4 ix a colé vear, ané <o the extens
gas is available to Prioriscy 52 Yemané S0 much tae better.”
(Enpnasis adéed.)

SoCal subzits that evidence in the record indicates that
witaout the PG&Z gas, if SoCal's service area haé experienced a ¢old
winter, SoCal would nave beén unable vo serve all of the 21-P4 narket

in January 1982 from its primary supply with the normal use of
storage. SolCal pointsdgut That the 2G&E coatract would have provided
up 10 150 MMcfL per day of gas o serve this markes.

SoCel further points out that the P1-P4 cold year
requirements forecast for Jaauary was 110 Bef or 3,569 MMef per day.

1 Includes all customers except utility electric generation.

2 Utility electric generation. .
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‘ Putting ourselves in the shoes of the executives
responsidle for gas purchases, we c¢conclude that Sofal)s actions at
the %time were reasonable. Eaving the beﬁefi* of hindsight, we can
now see that it would Rhave Ybeen ideal if SoCal dad/have the second
delivery point in %igme %o avoid a turndack of légs expensive E1 Paso
gas. Zowever, putting ourselves in the tinme ‘?ame 0f the summer of
1987: El Paso was delivering consideraly less than contracs
guantities, when according 40 past experience deliveries should have
Yeen over forecast in +the summer; the Porm No. 16 filings showed no
capacity constraint; and according %o SkCal, 1 Paso was providing
assurance that there was no capaciyvy éobleu. Alse, we have %o agree
with SoCal <that if a capacity prodlez was reasonadly foreseeable, El
Paso shouwld have Been the first to point that out since it was Zl
Paso that would have been disadvaywaged because its gas would have
been rejected.

in sunmmary, we conclude +that i+t would have been ideal if a
seconé delivery point was in place to avoid a turndack of less
xpensive gas. Xowever, undel the circumstances prevailing at the
tinme, Solal acted reasonadly, We cannot expect perfect Loresight
from the u**lxvy at all times. Accordingly, we reject TURN's
allegations of imprudence. .

V. Pan~Alberstza Purchase Recuirements

Staff counsel énd TURX expressed concern <that Sofal was not
aggressively pursuing reduction in the minimum purchase regquirements
contalined in its Pan-Albertz contract. They point out that hecause
of a reduced markes, ségnificant grantities of less expensive El
Paso and Transwestern/gas are deing “urned dack decause SoCal is
compelled to take minimuxm contractual odligations of more expensive
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. 10. In the past, El Paso gas deliveries have generally been

above Lforecasts.

11. The enactiment of the NGPA makes forecass ing short-tern gas
supplies difficuls. Py

12. EL Paso gas deliveries during the summer o% 1987 were below
Torecast. EI Paso returned o full pipeline guantities on Octobder 1,
1981.
Conclusions of law

1. The utility has the burden of proving by clear anéd
convincing evidence that iss expead;tu*’é are reasonadle.

2. Since the Commission in D.9A368 stated <hat its goal was %0
provect gas deliveries to P1-P4 cusfomers in a cold year, it was
prudent Jor SoCal to extend its DG&I contract <o maximize service to
Pi-24 customers in a2 cold year.

3. Based on iaforma<ion Availadle o< <he tine, it was prudent
for SoCal not to take PGLE ga Janua*y and then to take PGEE gas
in February 1982 in order +to/satisfy its contractusl obligation.

4. 3ased on the information availeble at the time, SoCal acted
prudently in not securing A second delivery point %0 %ransport Pan
Albertz gas prior to Qctober 1, 1984.




