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SUPPLEMENTAL OPINION

Introduction

By Decision No. 85189 dated December 2, 1975, as modified

by Decision No. 86357 dated September 1, 1976, this Commission

established an end-use priority system for the-stateﬁideﬂallbcation of
natural gas. On Jamuary S, 1979, by letter from the Executive

Director, all respondents and interested parties were notified of
modifications to the existing priority_systemfprdpoSed‘by the Commission
staff. The letter summarized the thréerbasic‘areas.of modification |
as follows: | | -

"l. The assignment of certain ¢entral heating.
plants serving residential and commercia
complexes to oxity 1 from the presently
effective Priority 3. .

The assignment of electric utility gas
tuxbines to Priority 3 from the presently
effective Priority 5.

Extensive reclassification of large
commercial and institutiomal customers and

 industrial boiler fuel users with peak-day
requirements between 750 and 1500 Mef to
bring the state critexria closer to the
federal criteria applicable to interstate
pipelines serving Califormia.™"

To promote comsideration of the staff proposals relating to
energy efficiency a 30-day comment period was provided for the first
two proposals, while a 60-day comment period was designated for the
third proposal. Parties were directed to make requests for hearing
and with respect to the evidence to be presented. Thirteen parties
responded to the staff proposal. |

A notice scheduling hearings at Los Angeles on April 4 and 5,
1979 before Administrative Law Judge Banks was issued on March 6, 1979
which contained the following language:

"Because of the substantive comments that
were offered by the interested parties and
respondents on the proposed reassignment of
certain residential and commercial central
heating plants, as well as electric utility
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gas turbines to a higher priority in end-use
curtailment priority system, the Commission
deems it necessary to set further hearings on
the subject, as scheduled below.m

The notice limited the scope of the hearings to Items 1l and 2 of the
staff proposed modification. On March 14, 1979 the hear:l’.ngs were
rescheduled for April 5 and 6, 1979. '

‘ On March 6, 1979 the Ammonia Ma.nufacturing Companies of
Southern Califormia {Ammonia Producers)— filed a document emtitled:
"Comments of Ammonia Manufacturing Companies of Southern Califormia on
the Commission Staff's Proposed Modifications to Decisiom No. 85189;

- Petition of Such Companies for Modification of Decision No. 85189."

The petition proposed creation of a mew Priority 1- BZ/ to include end-use
of natural gas:

"Where rimary use is a feedstock: for essent:.ial
cultural use with no alternative fuel
available..

A notice was issued on March 28, 1979 setting hearing on t:he
Ammonia Producers' petition for April 25 and 26, 1979 in San Francisco.

During the hearing held April 5 and 6, 1979 the only
testimony presented was that of Mr. I. R. Farzaneh of the Commission’s
Gas Supply and Requirements Section-Gas Branch and Mr. ‘Stan Yormg of
Raypak, Inc. :
' During his direct testimony on April 5, 1979 st.aff w:itness |
Farzaneh further proposed (1) that large custome_rs who can’ successfullfr_ g
demonstrate that solar is used as a primary (50 percent of total

1/ At the time the pet:.tion wag filed the Ammonia Producers included’
Valley N:Ltro%en Producers, Inc.; U.S.A. Petrochem Coxporation;
and Union Oil Company of Califormia. Prior to hearing, however,
U.S.A. Petrochem Corporation closed its ammonia plant and did
not participate in the proceedings.

2/ Priority l is presently defined as:

"1 All residential use regaxrdless of size all
other firm use with peak-day dema.nds less
than 100 Mef/d." = .

-3«




C.9581 et al. 9. . o o ‘

requirements) source of emergy be upgraded from Prlority 3 to Prxor;ty
2 and (2) that boiler fuel customers presently in Przorzty 4 who
utilize cogeneration and make substantial investments in energy
efficiency zmprovements-should be encouraged by the Commission to do
so by upgrading their priority from'Priority 4 to Priority 3.

Mr. Farzaneh stated that under this proposal upgxad;ng would occur only
after case—by-case consxderatxon and approval by the Commission.

' Southern California Gas Company (SoCal) moved to 'strike that

portion of Mr. Farzaneh's testimony relating to the movement. of selected \V//
~customers froz Priority 3 to Priority 2 and from Przorzty L to Prlorxty 3y

arguing ,hat the testimony goes beyond the scope of issues not;cengn the‘””“
Execusive Director's letter of March 6, 1979: that thero is no procedure

T0 handle such reguests for ungradxng_of service; and that there are

no provisions in the priority decisions whereby customers can be

shifted on a case-by—-case basis from one priority to another based on

contributions to conservation. Genmeral Motors Corporatlon (GM) Jomned
in SoCal's motion, adding that the notice of hearing did not contaxn
any such generalized modification of the przorxty system to promo:e
energy efficiency.. |

The motion was taken under submls ion by the Admlnzstratzve R
Law Judge pending receipt of briefs and the! understandlng that the
motion would be disposed of in the decision.that would- be lssued._ The
details of the staff proposalwere presented:by.M:,,Farzanehithrough
his direct testimony and the introduction of Exhibit No. 2l4.
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Based on the record hereln, we are of the opinion that the ‘
motion of SoCal and GM should be granted. First, the par:ies‘were not -
notified in the March 6, 1979 notice that these issues were to be
considered. Thus, many interested persons who might have5responded
did not appear, depriving the Commission of the bemefit of a full
record. Second, as admitted by the staff ‘witness, there are presently
no criteria by which to determine which cogeneration or solar -
investments should be considered. Flnally, the prxorlties, as
established in Decision No. 85189, as mod;fxed, were carefully
formulated om the basis of a full and complete record, and the changes
recommended by the staff are premature. | . | '

iith respect t0 the reassignment of central heatxng,plants

erving conplexes with residential and commercial *oenan‘c.s o Pnorn.ty l

rem thelr presently assigned Priority 3, Mr. Farzaneh testmfzed
that at the present time there are only seven multl-unit resxdentmal
complexes in California with a peak-day demand in excess of lOO be/a,
+hat only two of the seven are presently asmn.gned to Prn.or:uty' 3r that -
vransferring the existing Priority 3 would result in a volumetr:c_mﬁ“* -
decrease of only 0.275 MMef/d; and that the ass;gnment of these complexesw'
to Priority 3 resulted from the definition of "resndentmal use" as
adopted in Decision No. $5189.

-
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Mr. Farzaneh further testified that because the Prlorxty 3 classzficatioanW
of residential central heating plants places these users in a |
curtailable position, thereby requiring additiomal imvestment in lxquld
fuel standby facilities; such users may be discouraged from investing'
in solar or other emergy efficient hardware and that applicants for
gas service would follow the line of least resistance and install less
efficient individual heating systems to qualify for‘?riorfty_l‘Serviee.*'
' Basedon the foregoing and because of the‘essential
residential use for which large multi-umit residential dwellzn 5
utilize enexgy, the staff would modlfy the present defxnltlon— of
"residential use™ as follows:

"Residential Use: Service to customers which
consists of natural gas use in serving a
residential dwelling or multi unit dwellings
for space heating, air conditioning, cooking,
water heating, and other residential uses,
except for central heating plants servmn%
combination of residential and commercial uses
where the commercial. portion of the use is in
excess of 100 Mcf per day or is moxe thanm 15%
of the total nmatural gas requirements."

It is argued that this defimition takes into accoumnt those cases where _

large multi-unit residential complexes are served through a common meter

together with some relatzvely‘small commercial complexes, that its |

. adoption would achieve the beneficial goal of more effmcient enexrgy \// |

use with a de minimis ;mpact on the present prioxity system and similar

© gas uses would be in the same priority. \ R
On upgrading electric utility gas turbxnes to Prlority 3

from its presemt Priority 5 status Mr. Farzaneh stated that this

proposal is the result of the Federal Energy Regulatory Comm;ssxon

(FERC) assigning electric utility gas turbimes to Priority 3

in the federal curtailment scheme. He stated that when Deczsion ‘

1

3/ '"Residential use" is presently defined as "Residential Use: Service
to customers which consists of direct matural gas usage in a -
residential dwelling for space heating, air conditioning,. cooking,
water heating, and other residential uses." (Emphasxs added.)¢

5
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No. 85189 was adOpted in 1975 electric utility gas turbines
were classified as Priority 5 under the El Paso Natural
Gas (EL Paso) curtailment plan but in 1977 were upgrad’ed" to ,
Priority 3. Because of the difference in priority classification,
it is alleged that on many days during the year, east of Califormia’
gas turbine customers receive gas from El Paso on a Priority 3
basis while gas turbines classified as Priority S in California will be
precluded from receiving service. It is also alleged that because of
the difference in classification, additional operating expenses and
administrative burdens are experienced by Califormia's utilities. |
Finally, Mr. Farzaneh stated that the alternative fuel necessary for
utility gas turbines has become increasingly scarce and expemsive and
that the recommended movement in priorities would increase the supply
of distilla.te fuels available to other consumers.

| Testifying in support of the staff proposal on April 6 to
upgrade central heating plants to Priority 1 was Mr. Stan Young, the
director of marketing for Raypak, Inc. Mr. Young stated that, as a-
manufacturer of boilers, water heaters for commercial and residential :
facilities, swimming pool heaters, and solaxr equipment Raypak Inc.
supports the staff because the use of a central heating and- cooling
system for a multi-unit residential complex is much more efficient than
are individual appliances. He also stated that there is a c.ost saving
of up to 50 percent by utilizing a cemntral system rather than indivn.du.al
gas-fired appliances and that the 100 Mcf/d limitation has been a ‘,
deterrent to the comstruction of new residential units utilizing a
central system. : :

Southern California Edison Company (Edison) supports t.he
staff recommendation regarding the realignment of priorities for
electric utility gas turbines. |

Edison states that the FERC h,as classified elec.tric utility
gas turbines as Priority 3 in the federal natural gas end-use priority ‘
scheme and that if the Commission fails to realign its priorfit'y. system’
‘accordingly, natural gas that would otherwise be available'to Celifornia

o

4 L et i e b
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would be lost; that middle dmstzllates, the alternatlve fuel for A
electric utility gas turbines, <apresently in short supply and it is’
expected to get worse in the mear future; that the realignment will not
have the devastating effect upon other Priority 3 customers. as: some .
partles predict; that resligmment of electric utillty gas turbines to
Priority 3 will not result in a shift in the use of such turbines from
a primarily peaking mode of operating to a base load operation, and
finally, that the realignment . of gas turbinmes to. Przority 3 is consxstent
with the anmounced policy of the U.S. Department of Enexgy. (DOE)

Edison argues that El Paso's. tarmffs— £iled pursuant to the
FERC curtailment plan assures EL Paso's east of Callfornia electric |
utility customers a Priority 3 classzfmcatlon fox their gas turbrnes:j |
with little or no interruption and that the recommended reclassiflcatxon
is long overdue. With respect to alternate fuels for Przorlty 3
customers, Edison states that while other Prlorlty 3 customers can -
substitute fuels such as No. 6 oil, gasturblne customers can only'use
middle distillates free of corrosives, deposmts, OF erosive elements..
Edison also states that the Power Plant and Industrmal Fuel Use' Act .
restricts the use of natural gas and oxl for both new‘and existmng power
plants and will accordrngly greatly rnfluence the gas requirements for
electric utility gas turbxnes. with respect to using gas turblnes for -
-base load, Edisom states that it is much more efficient for electrlc
utilities to use.their larger, conventional fired umits when peak loadi |
+ gemeration is not required and thus, electric ut;llties would. only use
gas turbines for peaking purposes. Finally, Edison states that the-
realignment of prlorztzes is consistent with the posture of the DOE-
which, through the Ecomomic Regulatory Administration (ERA), proposes
to~encourage the use of natural gas in electrlc utility gas turbines

4/ El Paso's tariffs reflect the opinion rendered by the United- = .. /"
gggteSZCourt of Appeals (D.C. Cir.) in Clty of Wilcox v FPC 61977):““*'
F 2d 394. ‘ ‘ aeox v I8
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in lieu of middle distillate fuel and. that the DOE encourages natura.l
gas users who have switched from mnatural gas to petroleum, particularly
middle distillates, to switch to natural gas where practicable and
allowed by state or other governing laws and regulatn.ons.

Pacific Gas and Electric Company (PG&E) supports the staff
proposed revisions stating that such changes would be more in alignment
with federal priorities and could result in the receipt by California
of greater quantities of natural gas. PG&E also states that the
federal and state priorities plan should be aligned where possn.ble to
simplify the utility's operating procedures.

San Diego Gas & Electric Company (SDG&E) states that it
supports any plan that would result in larger volumes of interstate
gas flowing into Califormia, particularly the proposal to elevate
utility gas turbines to Priority 3. | | |

SoCal opposes the proposal to upgrade residential central
heating plants to Priority 1 status based on the residential nature of
the units served. SoCal states that the concept of priority status,
based on "end product”, has repeatedly been rejected by the Commission
in favor of an "end-use" approach where the ability to utilize an
alternate fuel is determinative of the degree to which a customer will
be exposed to curtailment and that there is no reasonable way to
orioritize customers based on the social wor'ch:.ness of various products o
and services. Further, SoCal states that if a large 'boiler can, be
reclass:.fied as Priority 1 simply because its "product" may ult:.mately:
serve living quarters, a course may have been chartered where all gas
customers will vie for priority preference on the basis of their
particular contributioms to the quality of life.

With respect to the staff's utility gas turbine proposal,
SoCal states while the attempt to create consistency with federal

curtailment priorities is admirable, such a change would actually result

in a morass of ecomomic, technical, and administrative difficulties;
that the impact is major from a vol’.umetric. standpoint:. - Further,
because of the huge requirements of utility _turbipes; forecast by the
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staff it alleges that it would be.extremely unfair to the existing
occupants of Priorities 3 and & who would find thcmselves conszderably
displaced by the demands of the gas turbines.

SoCal further avers that while the staff surmises that
unless California's utility electric turbines are elevated to Priority
3 the State will forfeit gas which otherwise would have béen.availablé“'
under the federal curtailment plan of El Paso, no evidence or data
has been advanced to show what the "loss" of gas to Callfornla would
be. In addition, SoCal states that if the staff proposal is.adopted
SoCal would be required to lgnore the Commission's "parlty order of
Decision No. 84512 requiring comparable levels of servxce to all utllzty
electric gemeration customers served directly or 1ndirect1y.

Finally, SoCal suggests that before prOposing any change in
utility electric gas turbines, the staff should (1) emsure that the
federal priorities have been establlshed, (2) xnvestigate to what extent
inconsistencies between state and federal priorities may result: 1n a V-/l'
diminution of supply, (3) investigate and make recommendations. concern;ng
the conflict with the parity concept, and (4) evaluate the impact of
the proposal om current Priority 3 and Priori:y A“customers;'and?the~‘
resultant effect on the Califormia economy. o

GM did not present anmy witnesses durxng this phase of hearing
- but conducted extensive cross-examination of the various witnesses.

With respect to the staff proposal to revise the state
priority plam to conform to applicable federal criteria, GM's positlon
is that such action would be untimely and premature; that there is
little, if any, tangible evidence that benmefits will accrue to (
California should the proposed reviéxons be adopted; and that whether
couched in terms of "energy effmczency consideration” or potentxal |
loss of gas from interstate pxpellnes" the benefit sxde of. the eqnatlon
is speculative. ‘ : ‘

In taking exceptzon to the staff proposal to elevate central
boilers serving residential and commercmal complexes from Priozity 3
to Priority 1, GM argues that in Decision No. 86357 we state‘

_IQ;=




C.9581 et al. Im/ks

"In Decision No. 85189 we distinguished between
gas for industrial boiler fuel use (Priority 4)
and commercial boiler use (Priority 3).
Notwitastanding the distinction made therein,
we believe, as argued by all parties, that a
true end-use plan requires that the use of the
gas and not the emnd product should determine
the appropriate customer priority. As pointed
out and concurred in by most participants, a
distinction based on customer classification,
i.e., industrial and commercial, rather than
how the gas is used at the burner tip is a
social Judgment and not based on the end-use
concept.”

and that nothing has occurred in the interim to call this principle
into question. _ |

On the elevation of electric utility gas turbines, oM argues
that placing these turbines in Priority 5 was consistent with the

end-use concept supported by the evidence as tofthe insignificant

cost of converting gas turbines to an alternate fuel. It asserts. that
staff's reliance on federal actiom for. elevating_utility gas turbines:
to Priority 3 is misplaced in that (1) the Federal Power Commission
(now FERC) in implementing -the decision in Wilson v FPC, 576 F 2d 394,
on July 29, 1977 determined that electric gas turbine requirements
should remain in Priority 3 until further order of the Commission and
that om August 10, 1977 the presiding Administrative Law Judge issued
a notice of conference to establish priorities and procedures with
possible reclassification to Priority 3 of gas turbinesrutilized'té
generate electricity and (2) there has been né-quantifi;ationuof the
amount‘of natural gas, if any, that Califormia might lose as the result
of the present discrepancy between the federal and state priorities.
Di scussion

Public Utilities Code Section 27712/ requires that the Commissmon
establish priorities for natural gas service’ based, in pertinent part

5/ All references are to the Public Utilities Code.
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on a determination of those uses whlch prov;de the most important'

publzc benefits and serve the greatest public need. Pursuant to-

Section 2771, an§ based on the supply forecast made at thet time, wet '
established, in Decision' No. 85189, a priority system tied;to’the- \///ﬂ_
end-uses of natural gas and the relative ability of different types : |
of gas-using equipment to utilize alternate fuels. . _

In Decision No. 86357 we modified the basic priority criteria
established in Decision No. 85189 and recognized that our decisions-
provided only a starting point from which selected modiflcatmons should
be made to imsure that the curtailment procedures continue to serve
the public interest. Addxtxonally, in Deczsxon No-. 86357 prov;szon
was made to allow customers to apply dmrectly to the Commlssxon for:
relief from curtailwent. Relief would be granted, however, only'upon |
a showing that the customer waS-subJect to’ extenszve curtazlment
lcreatxng undue hardship. |

At the hearxngscof April S and 6, 1979 the staff provmded
testimony and data supporting its recommendat;ons that the natural gas
end-use priority system be modified (1) by assigning certain’ central
heating plants serving residential and commercial complexes Lo
Priority 1 from the presently effective Priority 3; ; and (2) by ass;gn;ng‘

electric utility gas turbines to Priority 3 from the presently |
effective Priority 5. Under the staff proposal, the reclasszfzcatxon
of central heating plants requiring in excess of 100 Mef on a- peak day
would be accomplished by modifying the presently effectlve defrnit;on

of residential use, the narrow nature of which forces such use to be
classified as Priority 3, rather than Prxorxty l along_wzth other
resxdential use. : ' S

Because of the absence of any showing in 0pposit10n to‘the
staff's proposed modxficatione, no conflicts in evidence exist to be -
resolved. However there was concern expressed on certain issues thch
deserve comment. SoCal's reference in its brief of May 14, 1979 to .
legal impediments to reclassification of the turbines erising_frpm‘our o
"parity" orders in Decision No. 84512, :eqdiresfsomeudiscussionean¢.‘
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clarification. Decision No. 84512 was issued prror to our orders
establishing end-use curtailment. procedures and required comparable
levels of service to SoCal's dlrect and indirect electric utility
generating customers. Addltzonally, we provided for perlodlc reports
of the loads and resources of SoCal's direct and 1nd1rect electrzc
generating customers to assure comparable levels of service to suoh
customers on a2 current basis. SoCal contends that unless all of its
direct and indirect generating customers have a proportionally slmllar
mix of turbine and boiler capacity, parxty*rn 'delivexy to such customers
would be iImpossible to achieve. While SoCal correctly antmclpates a
potential disparity in levels of service if electric utility gas .
turbines are assigned to Priority 3, it does not follow that we are
precluded from requlrlng such an assignment upon a showlnghbefore the
Commission that the reclassiflcatlon meets the publlc interest
requirements of Section 2771 of the Public Utilities Code.

The concern expressed as to the«impact on exlstzng Prxorlty 3
customers with the movement of utility gas turbines to Przorlty‘3 is.
without merit. & The evidence of record is that there would be lzttle, _
if any, diminution of Priority 3 service. Further, the Power Plant and"‘
Industrial Fuel Use Act was enacted in November 1978 which: restrzcts _
the use of matural gas and oil for both mnew and exist;ng powexr plants.
Under this act, mew power plants are prohlbxted from using oil or
natural gas while existing facilities are prohibzted from usmng natural
* gas as a primary emergy source after January 1, 1990 ox before-that
date unless the-gas was the primary enexgy source at any txme in. 1977
and only then in proportion to its use in 1974 through 1976

Regardrng the concern that a h;ghar priority could lead to
electric utilities "base loading™ their gas: turblnes, the evzdence 15
that a higher prlorlty alone would not lead'to such action because._'
(1) electric utlllty gas turbines are relatzvely small as compared with

the larger steam generating plants used by electrlc utilities to: generatep”'

electricity for base load purposes; (2) steam veneratlng plants are’ more ffh“
efficient than are gas turbines in terms of electr1c1ty produotlon when

o,
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peak load is not required; and (3) electric. utility gas tu:b:.nes are
primarily used for peak load rather than base load.
‘Ammeonia Producers Petition :

Hearings on the Ammonia Producers' petition to create . a new
Priority 1-B were held April 25 and 26, 1979 in San Franci.sco. The
petition is for the establishment of a mnew Priority 1-B which would
include the following end-use:

"Where gr‘hnary use is as a feedstoc.lc for essent:.al
agricultural use with no alternative fuel -

available." ‘
Such use is presently classified as Priority 2-A under the prn.orzty
criteria adopted in Decision No. 85189, as modif:Led.

In seeking this new priority, the Ammoni'\ Producers state
that three factors contributed to the filing of ito petition. First,
in passing the Natural Gas Policy Act of 1978 (NGPO.), Congress
recognized the importance of ensuring a reliable sapply of matural gas
for Messential agricultural uses" including the producti:dnf of ammonia
and that interstate pipelines were théreby required to establish a
special priority for those uses which have no alternative ‘fuel;. second,
the creation of a special new priority will bemefit the Califbmid
agricultural industry and all California citizems by placing ammonia
above other important industrial users; and, third, the creation of
a new priority class will have an important effect by facilitating the
establishment of a separate rate schedule for Ammonia Producers.

Testifying on behalf of the Ammonia Producers were the
Director of the State Department of Food and Agriculture, Mr. Richard E.
Rominger, the Deputy Director of the State Department of Food and:
Agriculture, Mr. Jerry D. Scribmer, the head of the loug range plann:.ng |
program in the State Department of Food and Agriculture, Mr. Vashek
Rcervoka, the assistant of the President of the Western Growers Assn.,.
Mr. Walter Jemneson, the general manager of the Califormia Fertilizex:
Assn., Mr. E. James Houseberg, the editor of the California Famer, ‘
Mr. Jack T. Pickett, the Vice President of Valley N:Ltrogen P::oducers,
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Mr. Elvis B. Lee, the Director of the Department of Econo&;ics ‘and
Business Development for the State of California, Ms. Betty Byrant, -
and the manager of Development for Union Chemicals Divisionm of Union
0il Co. of California, Mr. John J. Clarke.

The Commission staff opposes the Ammonia Producers, alleging
that the real motivation for the petition is for special rate treatment
over present Priority 2-A customers; that the Ammonia Producers are
presently only one priority removed from the highe-st classification
with no prospect of curtailment; that to date there have been mo' B
curtailments of ammonia producers due to lack of Supply; that despite.
no curtailments, six ammonia plants in Califormia closed for other
economic reasons; and fimally, that the Ammonia Producers produced no
evidence that the existing classification had been: insufficient to
protect their supply of natural gas. ' ' _

SoCal states that petitiomers are presently enjoying
Priority 2-A status; that as yet, there has been no cur_tailﬁ:ent of
this priority, mor is there amy projected curtailment for this priority
in the near future. SoCal further states that while req'ae-sting a new
priority in this proceeding, the Ammonia Producers intervened in
SoCal's rate increase application seeking exemption from any and all
rate increases>’ for at least 12 months.. Should they prevail
in the subject petition, they would enjoy the lowest rate for any class
of retail customer, including lifeline sales, if SoCal's proposed rate =

design is adopted in that proceeding. |

Union Carbide Corporation (Uniom) did mot partn.c:.pa.te in
this phase of hearings but did file written comments in oppos:.tion to
the Ammonia Producers' petition. o ‘

Union states that the Commission, in establishing its priority
system, recognized and adopted the end-use principle substantlally in

6/ In interim Decision No. 90322 dated May 22, 1979 in SoCal's .
Application No. 58724, we determined that to maintain the Amonia
Producers' load and preclude potentially serious and widespread
adverse effects to the California agricultural industry, the rates.
for the Ammonia Producers should not be increased.

-l,5‘_‘ '
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conformance—with the priority system adopted by the Federal Power
Commission in its Order 467-B; that the present priorities areAbased
on the specific fuel or feedstock requirements of the user rather than
the economic classification of users and‘the end products produced- o
and that the Ammomia Producers recognized that fact by limiting their
proposed Priority l-B to "...essential agricultural use and with no- \///‘
alternative fuel available."
' Union argues that in Decxsmons Nos. 85189 and 86357 the:
Comnission was aware that there are many agrioultural and’ food industry o
needs and processes that depend on natural gas because of its unique
characteristics either as a feedstock (e.g., for fertilizer production)
or for hydrogen and carbon dioxide production used in food processing
for which there is no feasible fuel substitute and that the Commission
further recognized that there are other agricultural and. food industry
processes iIn which natural gas is used merely as a boiler fuel and -
which therefore do not qualify as high priority uses because there—are
suitable alternate fuels. Union also states that both feedstodk and
food processing uses where there are no suitable alternate fuels
presently qualify for Priority 2-A but that the adoption of the
ammonia Producers' proposal would place the food processors ‘who are
dependent on nmatural gas in a lower priority. «

Although the Ammonia Producers and interested parties
submitted ample testimony on the economic plight of the Ammonia .
Producers, rates are szmply not an issue in this proceeding. The
Ammnonia Producers are not precluded, nor have they been precluded, from
seekrng just and reasonable rates in an appropriate proceeding
independent of their priority olassmficatlon- with respect to
curtailment, no evidence was presented in this set of hearings which
would permit us to conclude that matural gas service to the Ammonia
Producers would be curtailed. absent a new Priority 1-B classification.
Natural gas supply estimates have, however, been ‘introduced into the ;'
record of this- proceeding‘as recently as February of this year.d Such
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estimates were c¢ontained in Exhibit No. 211 sponsored by the s;éffL
Within the staff testimony contained in Exhibit. No;‘211"the staff
concluded that it expected the California distribution utllltles to be
able to maintain high levels of service to Priority 3 and Pr;oraty 4
until the mid 1980's, and if base load supplemental supplles‘are then
-received, high levels of service can be maincained'in£0vthe‘longfterm.”
future. Priority 2-A, the Ammonia Producers' present'claSSificatien,_
has not been curtailed in California since we .established the end—use
procedures. Without a showing of cureallment or d;mlnmshed supply
ereating an undue h&rdshlp on the Ammonia Producerb, establlshment ofi
2 higher priority occupied exclusively by Ammonia Producers: cannot be’
justified. Creation of a separate priority to be inserted between g”
Priority 1 and Priority 2-A, which would include essentlal aﬂrxcultural ﬁ
uses, may, at some time, be both desirable and justifiable in order to A/Sf
bring the state c¢riteria in conformance with the ultimatelyfadOP;éd5j i
federal criteria. The petition of the Ammonia Producers, however, is =
premature, because first, the final rules'implementing‘Sectibﬁ,&pl‘ofﬁ-
the NGPA are not scheduled to become effeccive'uniil chember 1, 1979,
and second, the category of essential agrmcultural uses as defined xn B
Section 40l of the NGPA and further established in FERC Order No. 29
includes a plethora of uses in addition to ammonia productmon. SR

While we will deny the Ammonia Producers' petmtxon for a
separate Priority 1-B classification, we do not ~-e_jeczt: the: xdea of
creating a separate category to be inserted between Prmorlty 1 and-
Priority 2-A to accommodate essential agricultural uses as: ultxmately ‘
defined in the curtailment procedures appllcable to’ lnterstate p;pelrne"
companies. Hearings on Item 3 of the staff's proposed modmf;catxons
which deal with extensive modificatioms to the prcsent criteria, to
bring them in conformance with the federal criteria, have. .not. been set.
Prior to holding hearings on these extensive modlflcatxons, the federalf
ecriteria, which are presently interim in nature, must be: made ‘
permanent. When such permanent criteria are establmshcd, we expect
the staff to support a proposal to brmng‘the state criteria in
conformance with the federal criteria with supply-demand forecasts.

~17~
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Such forecasts should include proJected levels of service to the
various priorities under the present criteria compared with the
projected levels of service under priority crlterza adopted at the
federal level,. including the criteria mandated by the NGPA.
Findings of Fact : : :

1. A priority system for the statewlde allocatzon of natural gas
based on end-use was established by Decision No. 85189 dated December 2 |
' 1975 and modified by Decision No. 86357 dated September 1, 1976: | ”

2. The critical consideration used to establlsh.the end—use

priority system was the ability of customers to convert to the use of
alternate fuels.

.""
“

3.. The priorities establxshed by Decxsion No. 85189 deftned
residential use as:

"Sexvice to customers which consists of direct.
natural gas usage in a residential dwellimg for
space heating, air conditioning, cookrng, water
heating, and other residential uses."

4. Certain central heating plants serving complexes with .
residential and commercial tenants are present]y assigned to Priority 3.

5. Electric utility gas turb;nes are presently assxgned to
Prioxrity 5.

6. The Commission staff proposes to transfer central heating
. plants serving residential and commercial tenants from: Priority 3 to
Priority 1. ' C

7. At the present time there are only seven multl-unit
residential complexes in California with a peak-day demand in: excess
of 100 Mc£/d. Only two of the seven multi-umit re31dent1al and
commercial - complexes with central heating plants are presently asslgnedf
Priority 3.

8. Tramsferring existing Priority 3 central heatlnghplant
multi-unit residential and commercial complexes to Priority 1 would:
result in an average Priority 3 volumetric decrease‘of 0.275 MMcf/d.‘
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9. Classifying residential and commercial complexes with central |
heating plants in Priority 3 places these customers in a’curtailable
position thereby requiring additional inVéstqut ig‘disﬁillate‘fuels '-
and standby facilities. | : o

10. Requiringresidential and commercial complexes with central
heating plants to invest in standby facilities and carry a reserve of
distillate fuel tends to discourage these customers from investigating

- solar and other emergy efficient hardware while encouraging applicants
for gas service to install less efficient individual heating systems
to qualify for Priority 1l service. | o

11. Serving a multi-unit residential/commercial complex with a.
central heating plant through a single meter is more emergy efficieﬁt‘”
than serving each temant through an individual meter. B

12. The definition of residential use should ‘be amended to read
as follows: . | o

"Residential Use: Service to customers which
consists of matural gas use in sexrving a
residential dwelling or multi unit dwellings
for space heating, air conditioning, c¢ooking,
water heating, and other residential uses,
except for central heating plants serving a
combination of residential and commercial uses
where the commercial portiom of the use is in

excess of 100 Mef per day or is more than 15%
of the total natural gas requirements.”

13. Electric utility gas turbimes are presently assigned to .
Priority 3 under the El Paso curtailment plan. El Paso is California's
primary interstate supplier of mnatural gas. | o

14. Reclassification of electric\utility gas turbines from
Priority 5 to Priority 3 will: | |

1. Bring the state curtailment plan into
cgnformity'with the El Paso curtailment.
plan.

2. Provide natural gas for Califormia utility
gas turbine. customers when the east of
California 'zustomers receive Priority 3
gas from El Paso. | |
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3. Lessen operatzng expenses and ttllity
adninistrative burdens.

4. Release middle distillate fuels, which are
in.short supply nationally, to customers who
are unable to utilize any other enexgy
source.

15. Califormia's two Ammonia Producers are presently ClaSSlfled
as Priority 2-A for curtailment purposes. :

16. Agriculture is.the No. 1l Industry im the State of California
and ammonia fertxlmzers are crmtzcal to support this rndustry : : \///
17. To date there has been mno curtailment of ammonia producers

due to supply. For curtailment purposes, Ammonia Producers are .
presently only one priority removed from the highest prlorityf | :
18. Natural gas is an essential process fuel for food‘processors :
in the S tate who are unable to use an alternate fuel. |
Conclusions of law ‘ |
1. To the extent provmded in the order whmch follows, the staff
proposal should be adopted. : o '

2. The Ammomia Producers' petltxon to create a new’ priorlty
should be denied.

SUPPLEMENTAL ORDER

IT IS ORDERED that:

1. The definition of reszdentlal use for curtamlment purposes
adopted in Decision No. 85189 is revised as follows:

"Residential Use: Service to customers which
consists of matural gas use in serving a
residential dwelling or multi-unit dwelling
for space heating, air cond;tionzng, cooking,
water heating, and other residential uses,

except for central heat1n§ plants serv1n%
combination of residential and commercial uses
where the commercial portiom of the use is in
excess of 100 Mcf per day or is more than 157
of the total natural gas requirements."

2. Electric utllzty gas turblnes shall be reclasslfled to-
Prioxity 3.
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3. The petition of the Ammonia Manufacturing Companies of
Southern Califormia is denied without prejudice. ,
4. Respondent gas utilities shall file revised tariffs reflectmg‘
the modifications under Ordering Paragraphs 1 and 2 above to become
effective on the effective date of this order.
: The effective date of th:.s order shall 'be th:Lrty day's after
the date hereof.

Dated ' SEP 12-' 1978 , at San Francisco, Califdmi.a-

' _._.«/)/ ) %J/u.—- z . §




