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“

Summary

This application involves costs associated with importation
into the United States of up to 240 MMcf/d of natural gas at the
Canadian border. Approximately 215 MMcf/d will ultimately be
delivered to Southern California Gas Company (SoCal) at the Califormia/
Arizona border. The sale and transportation of gas by Pan-Alberta Gas,
Ltd. (Pan-Alberta) co SoCal is part of the prebuilding of the Alaskan
Natural Gas Transportation System (ANGTS) ané has been determined by
the Federal Enexgy Regulatory Commission (FERC) to be in the national
interest since it is a necessary cozponent in the ultimate construction
and operation of ANGTS.

Tre estimated cost of the Pan-Alberta 2as delivered to the
California border ranges as follows: ‘

Staff
SoCal Full Formula Discounted
($1 MMBtu)
1982 7.34 8.52 7.56
1983 8.11 8.33 7.29
1984 8§.17 8.88 7.77
1985 8.99 9.47 8.28
The projected cost of the Pan-Alberta gas exceeds the estimated
Priority 5 reference price (or the price of alternate fuel), at a minfmum,
during the first two years of the project and probably during the
project's first five years. Furthermore, the availability of Pan-Alberta
gas to the SoCal system is estimated to result primarily in increased
deliveries to Priority 5 sexvice over the initfal five years of the project.
SoCal has requested authority to recover the costs
assoclated with the Pan-Alberta project in its Purchased Gas
Adjustment (PGA) mechanism. We agree that the PGA is the most
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flexible, effeective, and inexpensive method by which to monitor Pan-
Alberta gas costs on the ratepayers' behall. We will, chexefore,

grant SoCal's request. However, im view of the relatively high
delivered cost of the gas and its projected predominant use by

Priozity S5 customers, we find it necessary to address two further issues:

1. Management's criteria for determining the
prudency of long-term gas supply purchases, and

2. Rate design implications of the Pan-Alberta
project gas.

With respect to long-term gas supply planning, the Commission,
in Decision (D.) 89177, indicated its support for a policy favoring
utility acquisition of maximum available quantities of gas and corres-
ponding reduction of dependence on imported oil. In accordance with
that policy statement, SoCal management has focused on the "need for
gas'" as its predominant criterion in determining whether development
of a particular long~term gas supply project is prudent. The company's
basic acquisition policy seeks to obtain enmough supply to meet
Prioxity 1 through 4 demands under all temperature conditions.

While SoCal cannot be faulted for following enunciated
Commission policy, the escalating costs of gas supply projects now
preclude the Commission £row simply accepting a "gas at any cost"”
philosophy as a utility procurement policy. An economic test must
be established to assist the utility and the Commission in determining
whether development of a new supply source is in the public interest.

Iwo alternative tests appear viable. The first test considers
whether the net cost of the gas supply at the California border exceeds
the price of imported crude to petroleum refimers in Califormia over
the life of the project. I1f the price of the gas supply at the
California border exceeds the cost of feedstocks used in the production
of alternative fuels, then the gas supply should not be acquired unless
other relevant factors outweigh the economics of the project. The
second test comsiders whether the net cost of the gas supply at the
California border exceeds the price of altemative fuels displaced by
importation of the natural gas over the life of the project.
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We will reserve judgment on which cconomic test is preferable until

analysis of their respective merits has been made in SoCal's next
BGA proceeding.

With respect to the issuc of the rate design implications

of the Pan-Alberta project, much relevant evidence was produced
concexning which class or classes of customers will benefit from the
addition of Pan-Alberta supplies and the extent to which each class

of customers will bear the prebuild project costs under current
2 pPre)

Commission rate design guidelines. With this information, a rate

design can be implemented which will more equitably relate the zectual
costs incurred by a class or classes of customers with the actual
benefits received as a resul: of the Pan~Alberta additions.

However, we o not make soecific rate design findings b//
’ s ng

in this decision. Actual rate design treatment £or the costs associlated

with the prebuild projeet are more appropriately addressed in Solal's

next PGA filinz. We will, however, incorporate by reference into that

proceeding the relevant portions of this record.
Background

D.83160, issued in Application (A.) 53797, authorized
establishment by Solal of its PGA procedure.
the Commission directed SoCal
inclusion in the PGA of costs
of new supply. Undexr D.83160,
and requests authorization to
of certain Canadian gas to be

In approving SoCal's 2GA,
to scek specific authorization for

incurred in obtaining large increments
SoCal f£iled the instant application

include within its PGA procedure the cost
purchased from its wholly owned subsidiary,
Pacific Iaterscate Transmission Company (PIT).

PIT will initially
purchase the gas from T

he Northwest Alaskan Pipeline Company
(Northwest Alaskan). Sale of the gas is scheduled to commence about
October 1981.

Specifically, the application involves costs associated with
importation into the United States of up to 240 WMef/d of natural gas

at the Canadian border; approximately 215 MMef/d will ultimately be
delivered at the California/Arizona bordexr. The gas will be solé by
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Pan-Alberta to Northwes:t Alaskan f{or export to i tates.
The surchased gas will be del vered co zhe Pacific Gas Transmission
Company (P6T) at tish Columbia and then transported
to the intcrconnectxo. Northwest Pipeline Corporation (Northwest)
facilities at Stanfield, Oregon. Norchwes:t will transport the
gas to the El Paso Natural Cas Company (E1 Paso) and EL Paso will
deliver the gas to Solal at the Ca
Canadian government has approved export
a period of seven years.
Ia order %o transport the Pan-Alberta gas
certain additional facilities must de constructed.
transported through 3 pipeline system that
construction or "prebuilding” of a portion
ANGTS ia both che U.S. and Canada. The
{s abouz $192 million on the PCT system,
system, $56 million on the PIT system,anc
syvstem. Therefore, the application involwy
only with the purchase of Pan-Alberis 2as but n the prebuilding
of portions of the Western Lep of the ANGIS
The sale by PIT of Pan-Alberta gas and iss transporIation
to SoCal part of the preduilding of \GTS and has received
approval from the FERC. Ia 2 su . T issued by FERC on
June 13, 1980, the wescerm P 3 o be
"required by the public convenier : ct nsaetions
iavolved, including the importa
to be necessary to the construction
In light of FERC's pronounc
law judge limited the scope of the
that the scheduled hearings wer
federal orocess by determining

necessity require the predull
reserved for treatmenl oI the
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Is the PGA the appropriate mechanism

for treatment of costs incurred by applicant

in purchases ¢f gas associated with prebuilding
a portion of ANGTIS?

What are the rate-design iImplicatioms of this
new gas supply?

What criteria did applicant's management employ
in determining that purchase of gas

associated with prebuilding a portion of ANGTS
i{s prudent?

Evidentiary hearings were conducted in Los Angeles

on Fevruary 3 - 6, 1981l. SoCal, Southern California E<ison Company
{Edison), San Diego Gas & Electric Company (SDG&E), Pacific Gas and
Electric Company (PG&E), the cities of San Diego and Los Angeles
Cities), General Motors (GM), the Califormia Gas Producers Association
(CGPA), Toward Utility Rate Normalization (TURN), the California
Manufacturers Association (CMA), aad the Commission staff appeared
and participated actively. The matter was submitted pending receipt
of both ¢concurrent opening briefs and closing briefs. Application
59793 is now ready for decisiom.

Evidence and Position
of the Parties

SoCal

SoCal sponsored the testimony of two witnesses and presented
affirmative evidence responsive to the three gquestions at issue
in the proceeding. In sum, SoCal contends that the PGA is the
appropriate procedure.for recovering of the costs associated with the
prebuild natural gas which is scheduled for full delivery in
October 198L. Further, SoCal argues that its evidence demonstrates
that under current Commission »ate design guidelines all classes
of customers will benefit from the prebuild supply and lower priority
users will bear their £air share of the cost of the prebuild gas for
the first seven years of the project to the extent that it is
consumed by those customers. Finally, SoCal believes that it has
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fully demonstrated that its management prudently considered many
criteria in deciding to mitigate curtallment by proceeding with
the Pan-Alberta project, which will provide deliveries of Canadian
gas for seven to zwelve years and which will allow access %o a
long~-term supply of Alaskan gas.

1. Thne PGA Procedure as Appropriate Mechanism for
Recovery of Pan-Alberta Gas Costs

In support of its position that the PGA is the
appropriate vehicle for cost recovery, Solal presented testimomy
demonstrating that the historical reasons underlyingz establishment
of the original PGA procedure are ecually applicable today and
support Iinclusion of Pan-Alberta costs in the PGA. BRBefore adoption
of the PGA procedure, recovery of purchased gas costs was addressed
in general rate cases. With the advent of rapidly escalating gas
costs, the ""test year" forecasting approach of rate cases proved
to be an Impractical mechanism for purchased gas cost recovery,

In response, the Commission adopted "tracking' procedures with no
srovision for balancing under- or overcollections. However, frequent
increases in supplier rates required a proliferation of "tracking”
applications. To obviate the need for f£iling numerous ''tracking'
applications, the Commission chose to establish the PGA as an orderly
procedure for recovery of purchased gas costs.

SoCal contends that the rationale for establishing
the PGA procedure supports use of the PGA for cost recovery of the
predvuild volumes. A separate ""tracking’ mechanism would increase
the administrative burden on the Commission, the utility, and
interested parties without providing any additional control on =he
level of costs ultimately borne by the ratepayer. SoCal notes that
ne mechanism other than the PGA procedure was recommended by any
party to the proceeding and contends that there is no record evidence
supporting any altermative procedure.
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2. Rate Design Implications of the
Pan-Alberta Gas Suoply

It is SoCal's understanding that rate design guidelines
in recent Commission decisions have called for the referemcing of
the average residential rate to the average retail rate. Low priority
retail rates are referenced to alternative fuel cost. GN-1 and
GX-2 rates are currently set at the average retail rate. SoCal
testified that application of these guidelines will result in
lower priority users paying for the cost of the Pan-Albexrta gas
over most of the life of the project to the extent the Pan-Alberta
supply permits natural gas service to those priorities. This
contention is predicated upon the assumption that the delivered price
of the 2an-Alberta volumes will de less than or ecval to che low
priority rates established by the Commission. SoCal acknowledges
that during the first couple of years of the project the cost of
Pan-Alberta gas may well exceed the low priority retail rates and
that low priority users will not pay for the cost of the Pan-Alberta
gas; however, this phenomenon should be short-term.

SoCal explained why the cost of Pan-Alberta gas may
exceed low priority rates in the irnitial years of the project. To
understand this phencmenon, one must recognize the method by which
the delivered cost of Pan-Alberta volumes is computed in contrast
to the manner by which the Commission establishes the low priority
retaill rate. The delivered price of Pan-~alberta gas at the California
border consists of two components, the Canadian border price plus
transportation charges. The Canadian border pricing formula references
the cost of Pan-Alberta gas to a world oil price. Transportation
charges are added to arrive at the delivered price at the California
border. Om the other hand, the low priority retail rates, under

Comission guidelines, are referenced to low sulfuxr fuel oil prices
in southern Califormia.
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Given these two Zifferent pricinmgz mechanisms, SoCal
cites two reasons why the cost of Pan-Alberta gas may exceed low
priority retail rates during the first years of the project. First,
the low sulfur fuel oil price in southern California will not reflect
the world oil price until the phased deregulation of TU.S. oil prices
is completed. Second, some of the pipeline Zacilities are being
depreciated as a part of the Pan-Alberta project although they will
eventually be part of the ANGIS project. As soon as the Alaskan
portion of the ANGTS project begins comstruction, the depreciation
rate will be lowered on the prebuilt facilities which, in turn, will
reduce transportation costs and ultimately the delivered cost of
Pan-Alberta gas.

SoCal presented a tabular comparison of the estimated
cost of Pan-Alberta gas and the projected low priority retail rate
applicasle to ?-5 customers:

Description Onits 1982 1983 1984 1985
Pan-Alberta Gas Cost S/MBtu 7.34 8.11 8.17 8.99
P-5 Rate $/MMBtu 6.83 7.59 8.43 9.35

SoCal maintains, £rom a rate design standpoint, that
there is no inconsistency in the fact that the highest priced
coming into the system may be higher than the lowest priority rate.
Ia support of its position, SoCal provides the following rationmale:

When the Commission sets rate design guidelines

and curtailment priorities, it does so to

reflect conservation and social goals as well as
certain economic conditions. Under these
circumstances, the supply acquisition policy, which
has long-term implications, must be separated from
rate design policy. Once supply acquisitions are
judged necessary to serve P-l1 tgrough P-4
requirements, rates must then be designed to recover
the gas costs and the costs of operating the system.
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To design rates which result in the loss of

the low priority market because of short-term e
market phenomena would increase costs teo all
other ratepayers, hinder the development of

new gzas supply sources and increase the use of
imported oil. In addition, gas supplies acquired
under SoCal's current gas supply acquisition
npolicy are to the benefit of all users, not just
one class of users., For example, if gas from

El Paso, which is one of the lowest priced
supplies, were curtailed, it does not Zollow the
highest priority users are curtailed. Therefore,
there appears to be little value in associating
gas supply costs with priorities sexrved for
purposes of rate design.

SoCal also presented estimates of the rate design
{mpacts of the Pan-Alberta project undexr two different scenarios.
The f£irst scenario assumes no supplemental supplies and is based
on average temperaturc year conditions. Projections are provided
respecting the P-5 rate, the cost of Pan-Alberta gas, the reduction
{in curtailment of P-5 customers resulting from the Pan-Alberta
supply, and the average unit price increase to all other customers

associated with the faet that the P-5 rate may be below the cost of
Pan-Alberta gas.
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Description

Crude Oil Price

P-5 Rate

Pan-Alberta Purchases
Pan~Alberta Gas Cost

P=5 Sales with Pane
Alberta Purchases

P=5 Sales without Pan—
Alberta Purchases

Reduetion in P~5 Curtail-
ment Due %0 Pan-Alberta
Purchases

(Line 5 minus line 6)

Percent of Pan-Alberta
Purchases 40 P-5
(line 7 divided by line 3) Percent

Percent of Pan-Alberta

Purchases Paid for by P=5
dline 2 times line 7)
line 4 times line 3

Additional Revenue Re-

quirement to P-1 Through

P-4 Customers

[(line 8 minus line 9) x
(line 3 times line 4)]

Average Unit Price In-
crease Associated with
Additional Reverze Re-
/mirement

line 10 .
(—s;l-;s—— times 10)
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SoCal's estimates indicate that after 1983 all of the
Pan-Alberta gas would go to P-1 through ?-4 users in an average
temperature year. In 1982 the fact that the P-5 rate would be below
the Pan-Alberta ¢ost results in an average unit rate increase to
other customers of (.22 cents per therm. SoCal argues that this
inerease is minimal given the benefits to the nigher priority users
of the Pan-Alberta project. These bemefits, although difficult
to quantify, are as follows: (1) without the volumes associated
with the project, there could be curtailment of P-3 and P-4 users
as early as 1982 in a cold vear and (2) the volumes associated
with the project assure consumers in Califormia access to a long-
term domestic supply source - Alaskan anatural gas.

SoCal's second scenario assumes the availability of
supplemental supplies and is also based on average temperature
year conditioms.
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Descrivtion Tniss

Crucde Oil Price $/83L
P-5 Rate S/WB
Pan=Ailberta Purchases MMMEta
Pap-Alberta Cas Cost S/MBLa

P=3 Sales with Pan-
Alberta Parchases MWMMBEs

P=5 Sales without Pan-
Alberts Purchases

Reducetion in P-5 Curtail-
ment Due to Pan-Alberta
Purchases

(Line 5 minus line 6)

Percent of Pan-Alberta
Perchases o P=5
(1ine 7 divided by line 3) Percen:

Percent of Pan-Alberta
Purchases Paid for by P=5
(line 2 times line 7)

sine 4 times line 3

Percent

Additional Revenue Ra-
quirement to P-1 Through
Pl Customers
[(line 8 minus line 9) x ’
(line 3 times line 4)] 40,339 (12,829) (=2,174)

Average Unit Price In-
¢rease Assoclated with
Additional Revenue Re—

quirement

2820 iines 0)

¢/Therm (0.16)  (0.26)

(Red Figure)
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The £zct that the Pan-alberta cost is above the P-5
rate in 1982 results in an average Increase to other customers of
only 3.52¢ per therm. This increasc would be about equal to the
per therm amount that the depreciation rate will be lowered on the
ANGTS portion of the Pan-Alberta project with the startup of
construction on the ANGIS project. SoCal argues that the minimal
increases to be borne by P-1 through P-4 customers in 1982 and 1983
are clearly warranted by the direct future benefit to P-1 through
P-4 customers of availability of Pan-Alberta volumes and access to
Alaskan gas.

Although the rate to P-5 users may be below the cost
of the Pan-Alberta supply in the £irst two years, SoCal coucludes
that this would have little impact on the rates to higher priority
users. Ia contrast, the benefits to all SoCal's customers of a
secure supply of Canadian gas and access to Alaskan gas are

ignificant. Thus, SoCal maintains that all of its customers will
benefit from the prebuild supply and under curreat Commission
guidelines all customers will reasonably assume a share oZf the costs.

3. Management's Criteria for Determining
Prudency of Gas Purchases

SoCal sponsored testimony explaining the criteria which
its management employed in determining that purchase of Pan-Alberta
gas is prudent. The paramount criterion used by SoCal focused on
the need for gas in southera Califormia. Given the projected Cecline
in gas receipts from traditional suppliers along with the projected
demand for natural gas in southern Califormia, SoCal concluded
that it is necessary to obtain new gas supplies in this decade
and the next in order to avoid curtailment of high-priority
customers. Although SoCal s currently receiving limited short-term
supplies, it still views the long-term outlook for comventional
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domestic gas as unfavorsble. When Canadian gas, the most reliable
foreign source of new supply, became available tarough the Pan-
Alberta project, SoCal felt that it was a logical decision to buy
the gas since the neec for new supplies was apparent.

In support of its c¢laim that there is a need for
the Pan-Alberta volumes, SoCal sponsored testimony demonstrating
which specific customer classes will experience reduced curtailmeat
as a result of receipt of the prebulld supplies. Table I, which
assumes the availability of supplemental supplies, indicates
deliveries by priorities in the years 1981 through 1585 uader
average, cold, and hot temperature conditions.
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Table II, which also indicates deliveries by priorities for 1981
through 1985 under average, cold, and hot temperature conditions

incorporates the conservative assumption that supplemental supplies
will not be available to SoCal.
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ScCal's evidence saows that curtallmens in 2-1 through
P-4 is not forecast in 1981 under either scenaric. This is dee to
the current availlability of short-teram natural gas, which is

caused in large part by the diversion of temporary excess iIntrastate
gas to the interstate market under Sections 31l and 312 of the
Natural Gas Policy Aect (NGPA), and by reduced demand resulting

from conservation, higher prices, and the recent recession. However,
SoCal contends that as early as 1982, under both scenarios, the
Pan-Alberta supply will directly berefit P-l through P-4 by insuring
that the requirements of these customers will be served in a cold
year. Since deliveries from El Paso and Transwestern Pipeline
Company (Transwestern) are heavily contingent upon availability of
short-term Iinterruptible supplies, this firm gas supply provides
nuch needed security for P-1 through P-4 customers.

Although the predominant consideration in management's
decision to purchase Pan-Alberta volumes centered on SoCal's
need for gas, other criteria also guided the determination to

purchase the supply. SoCal listed the following criteria and factors
as supporting the ultimate choice:

a. The prebuild project will inveolve the early
construction of portions of the ANGIS. The
record developed before FERC set forth the
many ways in which the prebuild project will
aid and facilitate the construction of ANGIS
and bring a major long-term (20-25 years)
cemestic gas supply to Califormia at 2 price
less than would be available if prebuilding
were not to occur.

Thus, when SoCal's management considered
obtaining a new long-term supply of Canadian
z2as, it also recognized that the prebuild
project would pave the way for an even greater
and longer lasting supply of Alaskan zas.
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In addition to emsuring SoCal's customers

a more secure source of supply in the future,
the Pan-Alberta project will also benefit the
State's economy and will help reduce air
pollution. ~ Second, the FERC has determined
that the importation of this gas for the
southern California market is in the public
interest, given the country's objective to
displace fuel oil.

0f all potential new supply projects, the
Pan-Alberta gas supply is one of the most’
secure and economically favorable. While the
price of this supply Iis higher than the current
price of domestic supplies under federal price
controls, it is lower than current prices for
scme domestic decontrolled gas. TFurthermore,
viewed over the long run, this gas supply will
provide Californians with clean energy at a
cost at least competitive with, and most likely
below, the cost of alternative fuels. In
addition, domestic gas discovered after 1977 is
scheduled to be decontrolled in 1985 with the
possibility of earlier deregulation. Thus,
virtually all new gas supply projects will
depend upon natural gas whose price is deregula-
ted and significantly higher than the price of
domestic gas under federal price coantrols.

The prebuild supply will benefit the highest
priority requirements. P=-l customers may not
be directly affected by curtailment of P~2
through P-4 customers; but they are indirectly,
acdversely affected by the resulting negative
effect on employment, gutput, and prices. In
additicn, residential customers bear both the
pecuniary and nonpecuniary cost of increased
air pollution when curtailment of natural gas
supplies occurs.

In sum, although shortermm aberrations may occur as
they have currently, SoCal's management feels it must be guided
by the need to adhere to long-run supply acquisition policies.
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Southern Califormia needs enexrgy for the long run, and SoCal must
plan in that light. The current increased supply availability is
snort-term in nature and subject to interruption because of weather
and economic conditions in both the Southwest and Northwest.

SoCal continues to believe that the gas supply Srom the Pan-Alberta
project is necessary to meet its customers’ requirements.

Edison and SDG&E

As large customers of SoCal, Edison and SDGGE
share a common iaterest. 3BSoth utilities support the inclusion
of the Pan-Alberta costs in SoCal's authorized PGA. Further,
both Zdison and SDGEE are firmly convinced that the Pan-Alberta
supply is needed and will provide both short- and long-term benefits
to SoCal's customers.

While neither Edison nor SDG&E presented direct evidence,
both made similar arguments in their briefs. Their positions may
be summarized as follows:

1. In contrast to SoCal's traditional supplies, Pan-
Alberta constitutes a reliable supply that can be
counted upon regardless of weather counditions.
During winter months, when SoCal's traditional
supplies are customarily curtailed, the Pan-Alber:
supply will be available up to the contract maximum
every cay. The supply is also flexible in that
SoCal can nominate any quantity f£rem its ainimum-
take obligation up to the contract maximum.

Traditional supplies will deelime Juring the life

of the prebuild project. Furthermore, the estimates
of supply available from traditiomal sources include
some g£3s purchased under Sections 31l(d) and 312 of
the NGPA. Such gas is not a reliable supply since
it is subject to uncertainties of weather in the
producer state as well as to local jurisdictiomal
coutrol. This temporarily excess iantrastate gas is
given the lowest priority on the sellex's system,
and the seller has the right to withhold this gas
from the interstate market whenever it is needed
anywhere in the state from which it originates. While
Section 311(b) gas is Important, it is a variable

-21-
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supply that neither Solal nor itis customers

can ctotally wely on for planning purposes.

Relilability of supply is especially important

for P-5 customers who reach decisions regarding
il purchases partially upon the basis of the

smount of gas they can count on from SoCal.

All of SoCal's customers will benefir substan-
tially over the life of the Pan~Alberta project.
Aside from the apparent benefits of a secure
long~-tern supply and Iimproved access to Alaskan
gas, evidence indicates that Priorities 3 and &
will benefit directly from the Pan-Alberta gas

in average-year scenarios beginning in 1985,

three years before the initial seven-year
authorization for the gas expires. In the absence of
prebuild voluzes, current staff supply projections
show curtailment in a ¢cold year for Priorities 3
and 4 in all years analyzed. In a ¢old-year
scenario, even Priorities 1 and 2 could benefit

in 1984 and 1985 if variable supplies are un-
available. The probability that P-5 customers
will be the primary recipients of the gas in the
project’s early years does not contradict the

faet that all classes of customers will ultimately
benefit from the availability of Pan-Alberta
supplies. The prebuild volumes will afford fimm
protection to nign-priority customers.

The price of the Pan-Alberta gas, although higher
than other SoCal supply sources,compares faverably
to the cost of other alternative supplies. In
fact, testimony indicates that there was no cheaper
supply of zas iIn the quantities involved and with
the same relliability of service available anywhere
in the world.

QMA and GM
Both CMA and GM agree that the Pan-Alberta project,
judged solely on its own merits, may not be warranted. The evidence
clearly demonstrates that in the initial years of the project
virtually all of the gas will be made available to SoCal's P-5
steam-clectric generation customers. Both CMA and GM also noted that
the record presents serious cuestions Tagarsing the markeradility

-




£.59793 ALJ/jn

of Pan-Alberta gas to SoCal's P«5 customers. 2Projections indicate
that the estimated cost of the gas delivered to SoCal ($7.34/MEtu)
will exceed che estimated P-5 rate ($6.83/MMBtu) in the £irst

full year of operation. As a result, other customers of SoCal will
necessarily pay higher rates in 1982 because of the purchase of
these Canadian volumes. However, both parties acinowledged that
the short-term adverse economics of the Pan-Alberta project may
well be outweighed by the long-term economic benefits relating to
availability of and zccess to Alaskan gzas.

Since the Pan-Alberta acquisition can be justified oaly
in terms of potential lomg-term benefits and since all of SeCal's
customers stand to denefit, GM and CMA contend that the cost of
the prebuild supplies should be allocated among all of SoCal's
customers. It would be inappropriate to conclude that P-5 customers
are disproportionately benefited by the availability of Pan-Alberta
gas and unfair to 2ssess such customers a disproportionately higher
rate for the gas. Evidence demonstrated that the level of P-5
contribution to fixed costs and return is reduced from roughly
$215 million to $177 million when Pan-Alberta gas Is provided to
P-5 customers. While this loss of contribution has a "cost" of
0.5¢/therm which customers in P-1 through P-4 will bear, sales to
the 2-5 class, as a whole, continue to make a very substantial
contribution in excess of gas costs. '

Both QMA and GM comclude that the Commissionm,
when weighing the propriety of the sale of Canadian gas to low
priority customers, should consider the fact that such custamers will
continue to provide a very positive contribution to recovery of
the utility's fixed and other variable costs. If there are loung-rwm
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advantages to this gas supply project, they shoulc be weighed both
in terms of the incremental cost-rate differential and the level
of contribution provided by the P~5 class which would be receiving
the gas in the early years.

CMA. aad GM caution the Commission to avoid the conclusion
that,because one of several supply sources provided to a particular
customer ¢lass bears a cost in eoxcess of the rate charged that
class that customer class in any way fails to provide revenues vd
sufficient to meet its allocated cost of service. Nor should the
Commission conclude that, because one supply source of several
provided to a given class bears a2 cost of $7.00 per MBtu all

sales to that class must bear a rate of $7.00 per MMBtu.
CGPA

It is the position of CGPA that in view of the extraordinarily

nigh delivered cost of the proposed Pan-Alberta deliveries to SoCzal in
southern California, these purchases must be kept £o the minimum
volume levels specified in the SoCal contract, as modified by FERC's
June 13, 1980 Order. Any '"discretionary” purchases above the minimum
FERC-modified contract delivery level should be made only in
accorcance with an ascending level of cost - with the objective of
reducing the overall cost of SoCal's natural gas purchases 2o a
ninimumm level. These discretionary takes should be subjeet to intense
scrutiny by the California Public Utilities Commission (CPUC) im
future SoCal rate increase proceedings.

Because of the benefits to both SoCal 2nd PGEE, SoCal
should make every effort to secure additional Californiz "firm"
and "best efforts"” natural zas s;pplxes from PG&E before any
"discretionaxry' pu:chases ‘of hxgh—cost Canadizn g3as are made.

.
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In determining the cost sequence of SoCal's natural gas purchases,
careiul examination should be made to determine the extent to
which SoCal's underground natural zas storage injections and
withdrawals must also be scheduled - at least for the next few years -
to place an absolute "cap'" om SoCal's purchases of expensive
Canadian gzas at the minimum FERC~-authorized delivery levels.

Compared to the high delivered costs of the Pan-Alberta
zas, the present delivered cost of SoCal's other natural gas
supplies are only 117%-617% of Canadian gas cost levels:

Delivered
Price
Source /YMBru Relationshin

Pan Alberta $7.80* 100.0%
PGEE-SoCal 84 . 783k 6L.3%

Transwestern 2.77 35.5%
California 2.25 28.8

Z1 Paso 2.20 28.2
Taderal Cffshore 0.84 10.8

* Based on present $4.94 per MMBtu Canadian border price plus
$2.86 per MMBtu transportation costs (minimum voluxes)

=% Per PG&E Application 50263, £iled Februwaxy 17, 1981.

3 '-/, -

Therefore, CGPA contends that before purchasing zny more
than the absolute minimum volume of Pan-alberta gas supplies,
every effort must be nide to purchase the maximum available supplies
of gas from alternative lower cost gas sources, including additiomal
"Lixz" and '""vest efforts” natural gas supplies from PGLE.
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The 1981-35 minimum required annual Canadian natural gas
purchase volumes under the Western Leg Prebuild natural gas purchase
contracts as modified by the FERC June 13, 1980 Crder were caleulated
as follows:

Minimum Pan-Alberta Volumes at Califormia Border (MMcfd)

Volumes 1981 1682 1983 1984 1385

Average Annual Contract 215.0 215.0 215.0 15.0 215.0
Average Ananuwal Minimum 136.6 132.2 125.4 120.5 116.2
Daily Minimum 80.3 77.7 73.8 70.9 68.4

% Load Factor 63.5% 61.5% 58.3% 56.0% 54.0%
Discretionary Volume 74.8 82.8 89.6 94.5 98.8
Accordingly, CGPA maintains that starting with 78,400

MMBtu per day in the fall of 1981, and increasing thereafter, there
is a large volume of Pan=-Alberta gas which is available for

"diseretionary”, as distinguished from '"mandatory”, purchase. This
volume amounts to 35%-45% of the 215,000 Mcef per day of delivered
Pan-Alberta gas purchase volumes. It is this volume of "diseretionary”,
Pan-Alberta gas purchases which must be subjected to iatense and
detailed scrutiny before the higher cost of any of these Canadian

g§3s purchases are inclucded in SecCal's consolidated adjustment
mechanisnm.

CGPA presented evidence demomstrating the benefits of
implementing lower minimum purchase veolumes of Pan~Alberta gas.
Tastead of purchasing maxismm purchase volumes delivered at the
izona-California boxder of 215,000 Mcf per day, the minimum purchase
volumes for 1581 would be 136,600 Mcf per day - a difference of
78,200 Mef per day or 28.6 MDth (bef) annumally. Altermative
"discretionary” supplies could be purchased from PGS&E at a lesser cost.
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Benefit to SoCal Gas: Price (¢/MMBtu)
Purchase Price of:
Pan~Alberta Gas $4.94
Alternative Gas From PG&E . 4,31
Savings .634
Based on the 28.6 Bef volume of avoided purchases from Pan-Alberta
times 63¢ per MMBtu, there would therefore be a savings to Solal
of $18 million on an annual basis for making such purchases
from PGSE.

1981 Mef/Day Bef/Year
Maximum Purchase Volumes 215,000 78.475
Minimum Purchase Volumes 136,600 49,859
Difference 78,400 28.616
63¢ times 28.616 Bef equals $18.0 million
Ia addition, another substantial benefit would acerue to
PGSE. Taking the sales price of the gas to SoCal at $4.31
per MMBtu, and subtracting the $2.70 per MMBtu purchase cost of
California gas, effective July 1981, the difference is $1.61. Then,
for every additional million Btu's of natural gas which PG&E sells
to SoCal, rather than having SoCal purchase it from Canads,
PG&E can buy the additional supply of California gas at $2.70 per
MMBtu and resell it for $4.31 per MMBtu. On this basis, the benefits
to PG&E would be about $46.1 million anaually.

Benefit to PG&E: - Price (éMMBru)
Sales Price to SoCal $4.31
Purchase Cost of Calif. Gas 2.70*
Added Profit . 1.61
*Effective July 1, 1981 .
$1.61 cimes 28.616 Bcf equals $46.1 aillion
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CGPA concludes taat in view of the present substantial
oversupply of natural gas in the California natural gas market and
its likelihood of continuing throughout 1981, and probably 1982,
only the minimum, rather than the contract maximum, of high-cost
Canadian natural gas supplies should be purchased by SeCal from
Pan-Alberta.

Cities

The Cities challenge the prudency of SoCal's decision
to commit itself to purchases of highly expensive Pan-Alberta
voluzes. They argue that at least through 1985 the cost of
Pan-~-Albexrta gas, either full formula or discounted, will remaia
nigher than the P-5 alternative fuel price. They question whether
SoCal has any customers that will buy $8/MMBtu gas. The Cities
contend that if this gas could not be rolled iIn with Solal's other
gas supplies it could not be sold. They argue that SoCal management
is motivated by a “'gas-at-any-price” supply philosophy, and they
asx that the Commission discourage this approach.

In general, the Cities take the position that the cost of
Pan-Alberta is prohibitive and that SoCal should not be allowed to
surchase it. If, however, the Comuission decides that the prebullcd is
a necessary coaponent of the total ANGTS, then the short-term adverse
economic effects should be spread to all Califorxnia gas ratepayers
and should a0t be Inmposed solely upon SoCal's customers. Since all
California gas consumers will ostensibly bemelir [rom access to
Alaskan gas, there is no justification for southern Califormia

ratepayers bearing all the costs associated with prebuilding the
western Leg of the ANGIS.




A.59793 ALJ/jn

It is TURN's position that ScCal's application shouléd be
denied. Pan-Alberta gas will not bemefit SoCal's high-prioxity
residential and small commercial customers, yet these consumers
will be forced to tear rate Zncreases totaling up to $1 billion
over the next four years because of this high-cost supply. TURYV
argues that the impact on 2 customer using only the lifeline amount
could reach $25.10 in just the first full year of Pan-Alberta
deliveries. TFurthermore, the gas will be delivered to southemm
California at a price in excess of the cost of the oil that would
be displaced. TURN concludes that Califormia will be poorer overall
as a result of this project.

TURN maintains that there is no realistic possibility that
the Pan-Alberta supply will be required to meet high-priority needs.
In support, TURN cites the staff's gas volumes which indicate that
there is no Prioricty 1 and Priority 2 need for Pan-Alberta gas even
in a cold year. SoCal's tabulations also show no high-priority need
in its gas balances when availability of supplemental supplies is
assumed. Wwhile SoCal shows Priority 2 need for the gas in 1983 in
a cold year absent supplemental supplies, TURN contends that such a
scenario is completely unrealistic since it assumes no purchases
waatsoever from PGE&E, EZlk Hills, the Rocky Mountains, ete.

Since there is absolutely no need for Pan-Alberta gas
among high-priority customers, TURN feels that it Is patently wmfair
to burden those classes with the extremely high costs of 2am-Albexr:
gas merely because they are captive customers with no alternative
source of fuel. On this grouad alone, TURN urges the Comuission to
reject SoCal's request for PGA treatment of the Pan-Alberta gas.

Ta further support of its opposition to PGA treatment
for the Pan-Alberta volumes, TURN notes that Pan-Alberta gas will ve
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cheaper than oil only 1f each of the following conditions prevail:
(1) U.S. market conditions and reduced cdemand f£for gas continue

to force a discount from the Canadian border pricing formula;

(2) Pan-Alberta gas can be taken at full 1007 of coutract volumes;
and (3) transportation costs are reduced in 1983-1984 as a result
of a l2-year Pan-Alberta contract extension and the start ol ANGTS
construction in Alacka. TURN argues that conditions 1 and 2 are
mutually incompatible and indicate the unlikelihood of the project
ever proving to ve economic for southerm Califormia.

TURN also tries to demonstrate that the minimum take
requirements of the Pan-Albert2 comtract may well result in negative
consequences for SoCal's ratepayers. Pan-Alberta gas will flow
to SoCal through its Zl Paso lines. Since total capacity is limited
to approximately the 1750 MMcf/day contract quantity, this much
cheaper domestic gas may have to be turned back on any day that
it may be available at the contract level in ordexr to make room for
the minimum daily quantity of expensive Pan~Alberta gas.

If the Commission rejects TURN's recommendation and
approves the application, TURN urges the Commission to establish
certain policy guidelines for SoCal's operations that will minimize
the detrimental impact of the Pan-Alberta project on P-1 and P-5
customers. At a minimum, TURN requests that the Comzission direct
SoCal not to purchase discretionary 2an-Alberta gas when the cost is
higher than the rate paid by the customer class that would receive
the additional supply.

However, this policy would do nothing to mitigate the
impact on high-priority customers of the mandatory 607 of Pan-Alberta
purchases. Furthermore, this policy could result in SoCal's turning
back discretionary Pan-Alberta volume because of costs when some
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low-priority customers night be willing to pay that higher cost

in order to obtain gas. Given these potential problems, TURN

2s5ks the Commission to direct the staff to investigate and propose
more creative approaches to mitigate the rate desizn Impact on

P-l and P-2 customers. Since actual recovery of Pan-Alberta gas
costs will not be addressed until SoCal's October PGA £iling,
assuming approval of this application, the staff will have ample

time to analyze and determine an appropriate mechanism for recovering
the high cost of Pan-Alberta gas f£rom the customers who actually
benefit from the addition of that source.

TURN asks that the following rate design proposals be
examined for possible adoption in SoCal's next PGA filing:

(1) establishment of a demand charge or ''access to service”
charge for customers who will receive additional service because
of the addition of Pan-Alberta supplies; (2) authorization of

3 system in which the utility accepts bids from its interruptible
customers for amounts of gas to be purchased, for example, over a
two- to three-year period, the highest bidder in each priority
thus assuring itself of full service before anyone else in that
priority; and (3) separate ratemaking treatment for the fixed and
variable components of the cost of Pan-Alberta gas.

If the Pan-Alberta purchases are approved, TURN also asks
the Commission to establish broad policy zuidelines for SoCal's
system operations. Such operational guidelines should cover three
areas - sequence of takes, storage policy, aad the maximum reasonable
price to pay for discretionary gas.

Finally, it is TURN's position that SoCal's long-term
supply planning should recognize a cost comstraint. Sofal's
apparent "gas at aay cost” philosophy must be rejected,'and the
Commission must exercise a more active role in supervising SoCal's geos
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supply plamning. TURN genewrally supports the staff's iteration
of an appropriate long-term gas supply »olicy:

"...it would be reasonable o assume that the
acquisition of a new increment of gas supply

will provide economic benefits to the total

system, or service area, if such supply is acquired
at a price less than the cost of imported crude

oll delivered to U.S. refiners, although a higher
price might be justified based on air quality

and supply security comsideratioms.’

TURN notes that its support for use of an imported cruce
test over the long term differs from its suggested P-5 rate or
residual oil price standard for day-to-day discretionary gas purchase
decisions. Tnis dichotomy ia positions Is explained by the fact
that imported crude does reflect the marginal cost of energy for
California over an extended period wnile the short-run operation
of the market 1s too complex and constrained to permit such a direct
substitution of fuels.

Staff

The staff sponsored testimony in response to the three
issues raised in the administrative law judge's ruling. Regarding
the appropriateness of the PGA procedure for treitment of Pan-Alberta
costs, the staff recommended that the Commission authorize SoCal
to include such costs in its PGA.

With respect to the rate design implications of the Pan-
Alberta supply, stafi testified that the responsibility for recovery
of the net increased costs will £all on those classes of customers who
will not directly benefit from its availability certainly during the
first two years of the project, and perhaps during the first five
years. Staff esrimated that the Pan-Alberta gas would primarily
result ia increased deliveries to Priority 5 service .over the
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irse Zive years of the project, altrough from time to tixme,
depending on weather conditioms, Priorities 3 and 4 would alse
be served.

Staff's Energy Balances show that without Pan-Alberta
supply there would be no curtailment of Priorities 1 or 2 sexvice
through 1985.

Staff prepared a comparison of estimated P-5 alternate
fuel prices through 1986 and compared those with estimates of the
Pan-Alberta gas prices both under full formula and considering a
147 discount by the Canadian governmment. The result of this
comparison shows that even were the Canadian government to continue
discounting the border price of the gas, the estimated cost of the
Pan-Alberta gas delivered to Califormia exceeds the estimate of
P=5 reference price during the £izst five years of the project.
Although staff concludes that the rates applicable to low-priority
service under existing Commission guidelines will be less than
necessary to recover the cost of Pan-Alberta gas, no recommendatiom
was made for changing the rate design at this time. Staff did
suggest that It may be appropriate to review rate design at the time
rate relief is requested under PGA procedures.

Concerning the question of whether the Pan-Alberta project
was a prudent supply decision by Solal, staff offered testimony
showing that the acguisition of the Pan-Alberta gas on a "stand-
alone” basis would not weflect a prudent procurement policy. Staff
found the project to be imprudeant when measured by an economic test

which considers the cost of a mew increzent of gas supply against
the cost of imported crude oil delivered to U.S. refineries. Stafs'
evidence demomstrates that the cost of the Pan-Alberta gas delivered
to the California border will be more than the cost of imported
crude delivered to the U.S. for the f£irst five years of the project,
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unless market conditions force a discount in the Canadian border
price. If the gas is discounted below the £full formula price,
however, Pan=-Alberta gas will still be above crude prices through
1983, assuming that the comstruction of the ANGTS begins in 1983.
If ANGTS begins construction after 1983, the depreciation schedule
of the prebuild transportation
an ll-year basis rather than 2
price will exceed crude prices
formula.

facilities will continue to be on
27-year basis and the Pan-Alberts
¢even under the Canadian discounted

While staff concludes that a straight economic analysis
of the Pan-Alberta project shows it to be imprudent, they indicate

that there are unquantifiable benefits from the project which may,

on balance, make it prudent. Staff leaves it to the Commission

to decide whether the air quality benefits, reduced oil consumption,
the commection between the Pan-Alberta purchases and ANGIS, and

possible additional Canadian gas justify SoCal's takc-or-pay supply
contract.

Staff further notes that in certifying the prebuild
project and the importation and sale of the

Pan-Alberta zas to SoCal,
the FERC clearly found that the project was

in the public interest
and, in effect, concluded that any short-term adverse economics were

justified by the long-texrm benefits. Staff, in its brief, does draw

several conclusions f£rom the record evidence in this proceceding.

First, the Pan-Alberta gas will be purchased exclusively to sexve

SoCal's interruptible customers. Second, the Pan-Alberta supply will

most probably be acquired at the prices above the cost of imported

crude oil delivered to Califormia refiners. ird, SoCal's high-

priority customers while not directly beacfiting from the Pan-Alberta

v

supply will be required to bear substancial costs of this gas if current

rate design guidelines remain Commission policy.
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Staff acknowledges, as 2 practical matter, that FERC has
already approved the Pan-Alberta project and that construction on
the prebuild facilities has already commenced. However, in light
of the conclusions which it has drawn respecting the Pan~Alberta
supply, staff urges the Commission to address critical issues
raised by the project.

First, the Commission should adopt specific economic

eriteria for large new increments of supply. 1f a project is
sought to be justified as the basis of providing security of service
to high-priority (P-1 and P-2) customers, the utilizy should be

required to perform a cost-benefit analysis which weighs the

probability of the occurrence of curtailments to high-priority

customers and the magnitude of the cost of curtailments, against the
cost of providing securicy from such curtailments. It may make

cconomic sense to purchase extremely high-cost gas to protect against
remote possibilities of curtailments, but Solal should be regquired

to present such an analysis and not use the mere possibilicy V//
of curtailments as a blank check to purchase gas.

On the other hand, 1f 2 utility sceks
new supply on the b2sis of serving interruptible
Comnission should require that the utility have the burden of
demonstrating that the interruptible customers will be paying at
ieast the marginal cost of this supply.

to justify expensive
customers, the

Such a policy regarding
SoCal's discretionary purchases has already been stated in D.91905
in Finding 36:
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"SoCal's policy of purchasing Canadian gas at a cost
higher than its system average rates Is reasonable

so long as rates for low pricority users, tne principal
beneficiaries of that gas, are set high encugh to
return that cost.”

I£ it appears that a supply »roject will not be able to
pass this economic test, the utility should have the burden of
showing on what other grounds the Commission should £ind the
project .prudent. One possible justification for such a project
might be to show that the delivered price of a new supply will de
cheaper than the altermative fuels it replaces, or at least, be
less expensive than the cost of imported c¢rude as delivered to
California refiners. ‘

Second, the Commission should adopt specific economic
criteria for SoCal's discretionary takes.

The June 13, 1980 FERC decision gives SoCal substantial
opportunity to reduce its contract volumes of Pan-Alberta purchases.
To ensure that SoCal knows in advance of its purchases exactly what
the Commission will expect, the Commission should adopt in this
proceeding specific economic criteria for the discretionary takes.
The staff witness recommends that SoCal be prohibited from making
any discretionary purchases unless the variable cost of the Pan-
Alberta gas, on the day of purchase, is below the cost of imported
crude as delivered to California refiners. TFor purposes of
determining this rate, the staff witness recommends that the prices
be referenced to the California Energy Commission publications to be
nmade under the Petroleum Industry Information Reporting Act
(SB 1444).
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rinally, staff counsel urges the Commission to adopt
new rate design guidelines. If SoCal will be indeed selling the gas at
a less under current Commission rate design guicdelines, the Commission
should order SoCal to propose a new rate design scheme whereby
interruptible customers, those who will be the beneficiaries of
Pan-Alberta supply, pay the full cost of this supply.

Staff counsel arguesthat the most efficient and economically
sound basis for new rate design guidelines would be to create a
market among interruptible customers for new supply increments.
He notes that while it would be unacceptable to dedicate supply
to interruptible customers, the Commission could authorize a bidding
systenm whereby P-3 and P-4 customers were allowed to bid for optioms
to purchase gas iIn preference to those interruptible customers,
includiag P-5 customers, who 2ad net acquired optioms to purchase.

Obviously, before such a bidding procedure could be
established the Commission would have to first phase out the existing
priority system for interruptible customexrs. But once established,
the bidding procedure would rave a number of advantages over the
existing priority system. By ¢reating market conditions among
interruptible customers, the Commission will have the opportunity
to determine exactly how valuable gas supply Is =o iaterruptible
custonmers. Scaff counsel centends that in addéition to purely economic
consicderations there arc eguity reasons for changing Commission rate
design zuidelines. It is clearly wnfair to 2-1

anc 2-2 custemers
20 have Io bear the costs for the Pan-Alberta suppl

e used t¢ serve only interruptible customers.

3ir pollution and natiomal security vexefizs of

men Lo will

wmreasenadle for all cof the burden of these bex To De placed
on SoCal's highe-priority customers.
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Disgcussion

¢ A. The PGA as the Appropriate Procedure for Recovery
of Pan-Alberta Gas Costs

Although we opposed the Pan~Alberta project at the FERC as
contrary to the interests of California ratepayers, no appeal was
taken from the FERC order of Jume 13, 1980 denying rehearing and
reiterating the conclusion that importation of Pan-Albertsa volumes
as part of the ANGTS prebuild project is in the national interest.
Construction has begun on the prebuilld facilities, and SoCal :
{8 contractually bound to purchase the prebuild volumes from PIT. V//
In light of these facts, it would be inappropriate to relitigate
or collaterally attack the federal determination that there is z
need for the Pan-Alberta project.

However, recognition by this Commission that the Pan-Alberta
project has been found to be in the national interest by the FTERC
cannot be construed as unconditional support for the ANGTS. We are
nindful that significant financial and marketabdility difficulties remain
to be resolved before construction can commence on that projéct. At the

.appropriate tire and place, we will address the issues of financizl

conditions or other project risks imposed upon the Califormia consumer,
independent of our approval today of ratepayer support for this gas
supply. We must recognize that FERC and this Comxission share concurrent
jurisdiction over certain gas acquisition projects proposed by California

utilities. Ve must also recognize that federal determinations of '"public

convenience and necessity’ are predicated upon comnsiderations of national

interest while our analysis focuses more narrowly on the interests of
the Californla ratepayers.

To avoid unwarranted duplication of information and umnecessary
delay of needed energy projects, we must try, to the extent possible, to
reconcile the parallel but significantly different standards of review

employed by federal and state regulators in wmaking energy-related determi-

nations of "public comvenience and necessity'. Toward that end we will

develop an economic test to assist utility management in determining

whether the development ¢f a new supply source is in the interest of

California consumers. (See Section B of Discussion.) It is expected that

. future applications by California utilities for federal approval of gas

supply projects will, in che absence of compelling reassons, meet this
economic test of prudency. ,
-8-
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With respect to the instant application, there is no
basis, in law or in equity, for a2 Commission determination that
SoCal's purchase of Pan-Alberta volumes is imprudent. In the
federal decision, the need for the prebuild project was
determined almost solely on the basis of its relatiomship to the
ultimate construction and completion of ANGIS. Evidence of the
economic impact of the prebuild project was considered relaﬁively
insignificant when contrasted with the nation's interest in
facilitating the coastruction of a natural gas delivery system from
Alaska. Furthermore, SoCal's acquisition of maximum available quanti-
ties of gas to reduce dependence on foreign. oil has been prompted by the
¢learly enunciated policies of the Commission. (See D.89177.) Since
today's decision modifies prior Commission gas acquisition policy
to include specific criteria for determiniag a zeascmable price
te pay for new supplies, this new standard for assessing the prudency
of an acquisition can only be applied prospectively.

Therefore, we will now address ourselves to the more
germane issue of whether the PGA represents the proper mechanism for
recovery of costs associated with the Pan-Alberta volumes. We conclude
that the PGA is the appropriate cost-recovery procedure.

We agree with SoCal that all evidence submitted in this
proceeding supports inclusion of the prebuild ccsts in the PGA
mechanism. The historical reasons which originally prompted the
establishment of the PGA still pertain and apply with equal force
to the Pan-Alberta purchased gas costs. The PGA reduces burdernsome
administrative requirements while providing the Commission with the
flexibility to monitor gas costs on the ratepayer's behalf in the
most efficient manner. Accordingly, we will authorize SoCal to
provide PGA and balancing account treatment for the purchased gas
costs-associated with the prebuild project.
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B. Criteria for Determining the Prudency of Long-Term
Gas Supply Purchases

The issue of which criteria SoCal used in determining
the prudency of purchasing Pan-Alberta volumes engendered a lively
discussion between the parties. The corollary question of which
criteria should be employed by management in determining the

prudency of future long-term gas supply purchases proved equally
controversial.

SoCal's witness indicated that the company's basic gas
acquisition policy is to obtain enough supply to meet Priority 1
through 4 demands under all temperature conditions. His testimony,
in part, reads as follows:

"I think California would be best served by

getting as much gas into Californmia as

possible, under certain econ¢mic constraints,

of course... But I think the more gas we get

into California the better off the state is

golng to be...(Vol. 1, Tr. 35)...certainly

there's a limit...to what we can pay for gas,

but certainly our paramount c¢ncern above

all else is to get emough gas in here to

make sure our customers, when they get up in

the morning and turn on their thermostat or their

gas range have gas coming out of it.” (Vol. 1,
Tr- 25')

Both TURN and staff counsel challenge the criteria employed by
SoCal and characterize the company's supply planning efforts as
based on a "gas at any cost" policy. They contend that SoCal's
rlanning is so utterly pessimistic and conservative that the
company always perceives itself as heading toward a severe shortage
unless new supplies are required. Both recommend that SoCal's
long-term supply planning explicitly consider ecornomics as well as
need.

In D.89177 dated July 31, 1978 the Commission gave policy
support for the acquisition of maximum available quantities of gas
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to reduce dependence on imported oil to the lowest possible level.
The Commission did not, in that decision, provide arny specific
guidelines regarding prudent prices for new gas supplies. We
will not now chastize SoCal for followingz our enunciated policy.
However, with respect to> future gas supply projects, some economic
test must be established, even in an era of shortages, to assist
the utility and the Commission in determining whether development of
a2 new supply source is in the public interest. The Commission
cannot simply acscept a '"gas at any cost” philosophy as a utilicy
procurement policy.

Admittedly, these are times which pose very difficule
and complex economic planning questions. As new gas supplies become
more difficult to find and more expensive to develop, distribution
companies are confronted with critical long-term purchasing
decisions. Development ¢f expensive new supply projects often requires
prices in excess of alternate fuels as well as a shifr c¢f the risk from
producers and interstate pipeline companies to distributiona companies
and consumers. The demands of project developers for such requirements
as long-term take-or-pay provisioms, cost-of-service tariffs,
rate designs which Ianclude rolled-in pricing, and dewand charges
which cover all f£ixed costs have the potential to shield the producers
and interstate pipeline companies f£rom the interplay of a £ree market-
place. Since actral costs are disguised and not communicated to the

consumer, the marketplace does not operate freely to reject gas
where cost exceeds value.

The acquisition of such expensive zas supplies may, in
the short rumn, alleviate fears of impending gas shortages and increase
our sense of security. However, the price exacted for such 2 sense
of security will create a situation in which the cost of service may
very well exceed the value of gas obtained. The consequences of such
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a situation are clearly not in the »ublic interest. The negative
consequences of such a situation become even more apparent when one
recognizes that purchased gas costs now constitute about 707, and by
1986 2a estimared 85%, of a distridbution company's revenue
requirements.

If cost of service exceeds the value of gas, large-volume
customers, who are very responsive to changes in the price of
alternate forms of energy,will shift to the most econemic
alternative. The small-volume users, those with relatively
inelastie demand and an inability to change fuels, will be left
to pay rates which must be raised to cover £ixed costs no longer
recovered from the large~volume customers. Although in all
likelihood fixed costs would ultimately be recovered, the
financial stability of the distribution company would most likely
be injured in the long run by this customer dislocation and
reaction.

Furthermore, when considering the economices ol
longer-term supply projects, the simple expedient of determining
that the rolled-in price to the consumer can absorb the price of the
incremental supply is not satisfactory. As more incremental supplies
are acquired, the danger increases that the system average supply
price will exceed the price of alternate fuels and the potential
for marker dislocation becomes very real. Those distributors that
have relied upon rolled~in pricing to ensure marketability of
supply may, quickly and dramatiecally, £ind that they have lost a
substantial part of their market simce it is the consumer who will
make the ultimate price decisions when gas prices are finally deregulated.
It is even conceivable that if the price of gas turnms out to be a great
deal highexr than the value of gas as a fuel the distribution companies'
full cost of service might not be recoverable.
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In the absence of market-oriented forces controlling the
price of incremental supplies, distribution companies must consider
the long-term economic consequences to themselves and the consumer
of such purchases. Logic and sound business practice dictate that
they employ an economic test to assist them in considering the
prudency of purchasing expensive long-term incremental gas supplies.

We must, therefore, determime the appropriate economic
test. Two alternative tests appear viable. The first test
considers whether the net cost of the gas supply at the California
border exceeds the price of imported crude to petroleum refiners
in California over the life of the project. I£ the price of the
gas supply at the Califommia border exceeds the cost of feedstocks
used in the productien of altermative fuels, then the gas supply
should not be acquired unless other relevant factors outweigh the
economics of the project. The second test considers whether the
net cost of the gas supply at the California border exceeds the
price of altermative fuels displaced by importation of the
natural gas over the life of the project.

The respective merits of these two tests should be
analyzed in SoCal's next PGA proceeding. Until thenm, we will
reserve judgment on which economic test is prefarable. Furthermore,
at that time, the parties should also address the propriety of
establishing an economic test to determine whether the discretiomary
purchase of gas under long-~-term supply contracts is prudent or not.
Any conclusion that is ultimately drawn regarding an appropriate
economic test requires as its basic element the concept of a
comparison with alternate fuels. However, there are other dynamics
that aust be weighed by utility management prior to any decision to
acquire an increment of high-cost gas. Cexrtain considerations can be
cited as examples of elements which caa have an impact upon
management's determination to purchase a gas supply.
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1f an expensive source of supply includes a2 take-or-pay
provision, management must consider the detrimental effect of such

an acquisition upon the entire fuel mix. In an era of ever increasing

gas costs, the distribution companies must make every effort to
continuously purchase the lowest price fuel mix. SoCal is fortunate
in that its system at present is relatively free to arrange its takes

from various suppliers in a sequence that results in a least-cost
supply mix over a range of demand conditions.

All parties to this proceeding agree that the appropriate
sequence of takes from current supplies to the SoCal system should

be arranged to insure a least-cost supply mix. We concur that

SoCal's sequence of takes should be arranged in order of increasing
prices; and, as system demand falls below available supplies,
purchases should be backed out in order of decreasing cost so

that a least-cost supply mix is achieved. Certainly, the fact

that a high-priced incremental supply accompanied by take-or-pay

obligations has the potential to force the backing out of less

expensive supplies in the energy mix must be considered a megative

element in the purchase equation. As a corollary issue, analysis

should be made in SoCal's next PGA filing of the extent to which
SoCal's umdergrownd storage injections and withdrawals should
be scheduled to minimize the cost of Solal's supply mix.

Conversely, there are justifications for purchasing a
new increment of supply at prices in excess of imported crude prices
or altermative fuel prices both in the short term and long texrm.
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Alr quality constraints or supply security considerations could
conceivably ocutweizgh a negative economic dnalysis. It would not
be prudent to back sut supplies if service to Priority 1 or
Priority 2 would be jeopardized.

While the poiat must be made that no analysis can be set
down in a rigid fashion, it should be clearly understood that an
economic analysis based on the value of gas vis-a-vis alternate
fuels must be made in evaluating new supplies of gas. No longer
can the existence of a shortage be a Plank check to purchase
expensive gas. Economics could very well dictate that a shortage
" cannot be alleviated at prevailing prices.

C. Rate Design Implications of the
Pan-Alberta Project

Much evidence was adduced respecting the rate design
implications of the acquisition of Parn-Alberta gas volumes. The
views expressed were varied and wide-ranging. On the one hand,

SoCal concluded that each class of its users will pay a fair share of
the prebuild gas costs under existing rate design guidelines. On
the other hand, TURN and the staff contend that current rate design
policies will result in a substantial share of Pan-Alberta gas costs
being imposed on high-priority customers, P-l and P-2, who
do not require and will not bexefit from this supply.

During the proceeding it was expressly indicated that
specific rate design issues would not be addressed in the context
of this application. Actual rate design treatment of the Pan-Alberta
gas volumes will await the outcome of SoCal's PGA f£iling In Qctober.
At that time, the central issue will involve the most appropriate
method for recovering the cost of Pan-Alberta gas from the customers
who actually benefit from the addition of that new source.

In addressing this critical rate design issue, it will
be necessary to establish two facts: (1) which class or classes of
customers benefit from the addition of Pan-Alberta supplies and
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(2) under current Commission rate guidelines which class or classes
of customers bear - and the extent to which they bear - the costs
associated with delivery of the prebuild volumes. Given this
information, a rate design can be established which more ¢losely
correlates the actual costs and actual benefits experienced by a
class or classes of customers as a result of the Pan-Alberta additioms.
Much relevant evidence regarding the rate design issue has
been presented in this proceeding. Such evidence will be incorporated
by reference into the record of the proceeding in SoCal's October
PGA filing. TFor example, the gas balances provided by SoCal and staff
are useful tools in determining which class or classes of customers
will benefit from the prebuild supply source. While we will not
foreclose litigation of this issue, our preliminary review of the
evidence indicates that the availability of Pan-Alberta gas to the
SoCal system will result primarily in increased deliveries to Prioxity
5 service at least over the first five years of the project. Furthermore,
with respect to the issue of which customers will bear the costs
of Pan-Alberta gas under current Commission rate design guidelines,
there is also much useful, although often contradictory, evidence
available. Relevant evidence has been presented projecting the
cost of Pan-Alberta gas over the life of the project, based upon
application of the full Duncan/Lalonde border price formula as
well as the discounted formula. In contrast, we also have estimates -
once again over the life of the project - of altermate fuel prices
which under current rate design guidelines would be used as a reference
in setting rates applicable to Priorities 3, 4, and 5 service.
However, our review indicates that it would be premature to draw any
conclusions upon the basis ¢f the current record. Finally, we note
that both staff and TURN proposed certain rate design inmovatiems in
their respective briefs. Edison also sought unsuccessfully to
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introduce evidence respecting specific race design recommeadations

Although clearly beyond the scope of this proceeding, the xespective
merits of altersative proposals to the curvent Commissi on-authorized
gas rate design certainly desexve consideration in SoCal's Qcctober
PGA f£iling.

Findings of Fact

1. The FERC concluded on June 13, 1980 that imporcacion of
Pan-Alberta volumes as part of the ANGTS ozebuild projeet is in che
national interest.

2. The Commission did not appeal the conclusion of FERC that
the prebuild project is in the national interest.

3. Comstruction of che prebuild Zacilities is underway.

L. SoCal is coatractually bound to purchase the prebulld
volumes £rom PIT.

5. SoCal purchased the predbuild volumes under cenunciated
Commission policy.

6. As part of zhe prebuild project, SoCal will incur costs
associated with the purchase of up to 215 MMcid of Canadian gas
from PIT.

7. The PGA procedure is the most administratively flexible,

£fecuive, and least costly mechanism o monitor the cost of the
srebuild gas supply on behalf of ratepayers.

8. The severe iacreases in the price of natural gas wmandates
that the Commission require utilities to purchase in the future a
least~-cost supply =ix.

9. An economic test will assist utility management and the
Comuission in determining whether development of a new supply source
is in the purblic interesc.
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10. The availability of volumes of prebuild zas to the SoCal
system will result primarily in increased cdeliveries to Priority 5
sexvice at least over the first five years of the project.
Conclusions of Law

1. SoCal's purchase of prebuild volumes, under enunciated
Commission policy, is prudent.
2. Recovery of costs associated with SoCal's purchase of

prebuild volumes is most appropriately tveated in SoCal's 2GA
mechanism.

3. SoCal's discretionary purchases of natural gas should be
made in oxder of inereasing prices - with the objective of reducing

the overall cost of SoCal's natural gas purchases to a minimum
level.

IT IS ORDERED that Southern California Gas Company is
authorized to provide PGA and balancing account treatment for the
purchased gas costs associated with the Pan-Alberta project.

This order}aﬁ;oqqasgffeCtmve 30 days from today.
Dated

A L’)L 4/f~ a/\(//‘[/\/

7 Commissioners




