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Company (I Paso), C JxaﬁY&m nYsmonMelays Pipsline Company Mojave)
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Municipal U",‘ ty District (SMUD), Southem California Edison Company, (Edjson) San,
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Diego Gas & Electric Company (SDG&E), Southem California Utility Power Pool and
Imperial Irrigation District (SCUPP/IID), and Long Beach Gas I ?Pmm(g” ,(Lgpg Beach).
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i1 1ILh SoCalGas? Proposals » 1202 10motz 65 o) 2 2Luloxs O 110 noiteluslas 2id 1)
SoCalGas offered two appréachés for calcylating the péaking rate.rS6CalGas'oizua
“preferred option; which it charagterizes a8 a F'market-based™ approach, woatd pérmi€ the
| utility to set a customer’s price yithina f{zon¢ of reasonabléness.ih:The flgor of this pricem
range would be the utility's short-fun marginal cos€ and ths céiling Wwould be equal to théuq

average nonresidehtial core rafe (which'is chsldcraBly high€f than thg noncore defaultstnrz

rate which syould otherwise apply):;SoCalGas believes this type.of negotiatéd ratg:d s20dw
structure is reasonable because customers subject to.the rate iave competitive optionsn Itoo
argues that it yill be better.able to'compéte against p‘a:tia]‘xihecdnomid b)’pas"s‘-if it has the
leverage to negotiate higher rates.stzyates e/ 0?2 waizenqd whizaos :d;gin; o avsinetzud
SoCalGastal{enative proposal; which if réfers to,as YOption A\ setks to address'or
some of the concems expressed by parties that SoCalGas* prefeired proposal is ndt ¢ost-ash

based. SoCalGas states that Option’A rates are tost-based, and aré designed so that'onlyiv

those customers whose load factor.after partial bypass is worse than the class averagezz.2¢n
load factor erid up paying more thah they would under existing. volametric rates» Option nin
A rates contain two components: a capacity ¢harge and a.vdlumietric rate, i s)s1 znidsx 21
If the Commission is concerned that SoCalGas': propdsals will apply to custoimers,va
whose bypass is economic, it suggests a cap on the peaking service revenue that it
believes would guarantee that the peaking rate would never diSCoﬁragG,bypasz,Wh,énLthe
customers’ bypass cost is less than the, utiliy/s fopg-sun marginal ¢ost (LRMC) of serving
that load; hduz snogsbau 2sd 263 10 isvitsh o1nlzenni 1o s9ivisz wdr ol Lmr sl
noizzimimo’) wiodnlugssl (01,:1 H bashod rivod 1o sunnuzzi o) dguoul! sgands [Bisue
LCap.z (Standard tanff,f'-LBMG)J 1 (Total gasivolume) 4+ LRMG A, (Peaking o (D5:T1)
ﬁmSCIYIC JON)P?)xlmoa doider zonileqig botelugsr D51 Yo s yohiasa odi bobulaai
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(This calculation of LRMC excludes the customer cost component {6 rettghlz& thiVihe
custonier'¢bstis'not avojded in partial bypass sitdatlons.h1qqe o) Lusilo 2601607

-1 Neither 6f SoCalGas! préposals wéuld 4pply to gas prodisctioh Which'dogs hotistng

meet its goality specifitations (“Off-spec’ gas); to fefinety-produged gas)or-to'gas ol il
produced and condumed within the dervice afea of a wholesalé custotiter: SoCalGas s 53051
states'that these exceptions Will hsbrd that'the peakifig fatt does not hpply'to customers>ve
whose bypas§ is économio.< Both proposals wobld apply.ofily o those éusfomers Whd v o1n1
construct new diréct pypass pipeline facilities 6r conneetlonsszvsasd sldsnozns 2i swiomy2
o1 *SoCalGas believes that eithier of jts approathgs will improve 'prici.ﬁgféigh'als torsugs
customers who might consider bypassing SoCalGas' systemit It explaliis thiat itg all:-g*tﬁvsl
volumétiic rate 'design’encourages partial bypass because competing pipelines have?
demand charges or reservation charged's Bedausé thé utility has an obligation to 8éive, itao2
will end up'serving 6nly high-cost peaking loads.s It poinis bift thal custéntersieDoed bozed
assessments as to Whether &rniot to bypass the utilify systeny shduld compare thetitity’ i
margihal tosts to serve the custonier-and thé tost of the bypassoptions:Jt believes thatb ool
its peaking rate improves price signals by creating a situation ‘where the custonier's 2211 A
avoided cost is cléser td the utility's.avoided ¢o5t 2l Burioonas 2i noizzinmustoD st
1 16d) unsron 99iv1ez gnidesg odl no qeo & zizengu2 3 simoacos 2t e2ngd ozodw
-dm_])lsgnss]m] soszily wren bliuovwr o161 gnidesq o) 1ndi ontnsnng bluow 25vsilsd

sol 21 1200 22aqyd ‘e1smoizng
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The market for the service of intrastate delivery of gas has undergone substa.h_ual 15408
structural change through the is‘éu'anoe of both Federal Energy Regulatory Commission
(FERC) and Conith lsslbﬁ'décisions dufing the pastdedade. IRetently; tMS“éﬁhngé‘h
1ncluded the market entry of FERC regulated plpehncs which compete’ fé\' tHe providion
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of Intrastate service for noncore ctistomers.- (Prior to, the entry of Kemn River and Mojave,q
PG&RB and SoCalGas faced competition for gas delivery servicd only from those foncore =2
customers. who maintainéd dedicated pipeline access to Califoinia’produced gas.) v bloo o

As part of the regulatory compact, SoCalGas reldins its obligation (o serve all <h>1d
customer:Joad; both core and hontore, withid its servicé‘téri‘itﬁry;rE\fcn withinthe I
noncora class, S6CalGas serves a diverse and varying lohd as indicated in the testimony v&
presented t0.the Commisston in the procecdings which led to tHe developmentbf LRMQ: )
based ra;cs,(D.QZ'lﬁfOSS).«;SGCa!Gas must maintaih facilities to eive thé dyhimid load s}
of nopcore Industrial qustomers load like UEGs which shotw. substantial daily and nidtooms
seasonal yariation'as well.as thie dyinamic tempe¢rature dependent load of the corels bannsh |

In our decisions implementing LRMC rates, we developed rates which reflected nisb
the concepts of both incremental cost and proper allocation of such cosis across cuodtomer
classes. I applying the iticremental cost conceply-we ude a'15 year horizon to include s Joi
comprehensive or-long run pesspective of investment costs;We use incremental cost to 2«1
encourage efficiency both in customer use of thé local distributioii company's’ LDC's) 1575
faciliti¢s and in the:customer’s cholce betwgen the LDG and a market €nfrant 0w 1uvovold

ni z5A market entrant must plah its entry to meet long nin' invéstment cost, and wé usg:o

a long run perspective to allow the LDC to cofpete with the potential entrantaThisizes101
perspective atlows us (0 rely on LRMC baged rates in our evaluation of Bxpedited 41
Appligation Docket (EAD). contragtsqMoredver, this long fiuln perspective plays an 2 194t
important role in:our analysis of theissue of bypass gompétition sb s1nt 6 ovid Lhisort2 L]

To.apply:inereraental gosts to customer classes; we also fecognize’and usé the v monl
concept of peak load pricing to achieve economic efficiency (D.92s1 2—058)2'H0\Vey8f,1ix‘3ﬂ
we balance the objectives of both efficiency and faimess across classes in applying the

59




A.93-12-017 COM/DWE/lerfjxb dapneNIWCR0D CIOST-£0 A

peak: load pricing concepl.lThe concept appéhrs In the allocation of thd costs of All-»yailo
services; for exampls, we allocate distribution costs based on thé clads cofneldent 16ad Rl
the cold winter day (CWD), loeal Gransmission based on the colneldént peak nionth and suo
backboie transmission baséd on cold year throughputijiios iolslugsy sl ta y1eq 24
In achieving a balance of efficiency and fafmess, the allocators teild to'measure v
average u'se rather than peak 1oad defand.Some allocalors show this'{endéhcy niotaovrnon
than othefs; for example,’cold year thioughput represents fofe of 'aﬁ'aver'a‘ge'hléaéufe 52911
than coldiwintet day.s Oo!d',yearith‘roﬂgh‘put’avetages daily demarfd 5ros thd Yearis1 board
smoothing out daily ‘and seabonal demand vatiatidns/i If pehk ¢apatity Excveds averagen 1o
demand, then use’of ah average measure Implies that off-peak denthnd snb‘siaiieS‘bhipéak’-*a
demand..slisy doidw 2n bogolovsh ow 2u1c DISLT gnitasmslqmi cuotzioch wo il
1m0 Moreover, these allocalors répresént ayerages in anothier senseii Theallocators ate it
not unique 4 custormers and in§tead measure an a\'eragé across all cudtomers wyithin a2zonlo
class.y Use 6f-a class average'implies that a custoiier whose load factor éxceeds tha'¢lass 0o
average load facor subsidizés customers With load factors belov/ the élass avéfagermuoons
However, we certainly dé not forésee thd dévelopmentof clistomer speeifit nyakginal tilionl
cosis, given the inherent difficulties in rheasuring marginal dost due to the uticertainties in
forecasting project cost and customér demand.ns o1 DU sy wolls oy svitosqzasg nur gnol ¢
Thé usé of dfiaverdage measure and the Implicatléf' for a sibsidy meand’that 4>w1214
market enﬁﬁan; ¢¢uld moye readily attfact the subsidiZing'customéf.l.\Weé tedoghlZe that hin1A
LDC should have a rate designi allowing it to réipond.> Bedalse'thése sabsidies'can drigsini
from variations in individual customer.load] we are allowing thé D@ individisal T4t
flexibility as desctibed beléW) snsisitls simonoos svsidas of gui".wi‘.q beol Anxg 10 132002

st gaiglqgs ni 292519 220108 22omist bus (sasiaifs diod Yo z9vitssido o) sonsled ow
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v2f Bad aty ) 148" iy ’ :x;uiq AT A I D oY d
beo!In its testimony, S6CalGad describés ifs service as a peakifg raté proposalaitit oy |
SoCalGas usés the word 'peaking’ to refei'to, acustomer specifio peak loads In thd s=ls 261
comr;nﬁoﬁal and more restri¢live sense, pedk load refefs (o the system peak load with the 2
customér peak 10dd méasured ¢oincldent with the system p'eak-JkSoCalGés dodd notsizungxo
restrict itsdefinition of the customer specifis peak Joad to cbincidénce with'the'system!tinti)
peak. ) Yo brof 9264 5if) weioz of ¥ hissh bluow é;ﬂ”'J{]it[ zzrqdl (o7 2250V
In'its testimony, SoCalGas contrasts its proposed peaking service with base 16¥d )02
service. 1S6CalGas déscribes base load service 4¥ d high load factor service dnd itsUJ
peaking rate service as a low load factor,service:: Clearly} SoCalGas is'describing a dgucih
residual load service in its péaking service, whére residual load servics simply means 1012140
service above base]odd or, if bypass decurs; in the absence of baseload.s This residuabyifemi
load service provides the capagity to balance the customer’s 0ad. 15 1159 35800 1odini A
We acknowledge that a'pure peak dad pricing rate design (given priority seiVice
rules) might achieve its efﬁcienoy objective by not assighing'muth; if dny; capacity’cost 1
for this residual ‘or capacity balancing service to the ndncore'custdmer: Hdwelér; agrmoleus
described aboye, our cost alldcation rules combine the objectives of faimess'and 2 10 noilqo
efficiency, which implies that thé noncore custome? bears cost reponsibitity fof some of 110
these costs:'To avoid confusign with thé more cényeptional definition éf pedk load, weIntos
call SoCalGas' proposed setvice aload specific stryict ot résidual 1oad rathidr thdn 4251 30
peaking setvice-?This designation recognizes the eSsential asgect of SoCalGat sérvica;neq
providing a customer specific load service. | J20% Innimism e

ni esg18do Wisegso sbuloni doidw asmclaus 2idt diiw 21en1n09 2ngi2 1ncitng sl 1t

n brol szed anol hodz o)
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SoCalGas presents its proposal for it$ Joad specifig sesvice in responte (6 bypass
competition.-As indicated aboye, bypass compelition for S6CalGay KOR and UEG load
has already.octufred over existing interstate pipelines: -Moreovery as sumnarized if)/s o2
SoCalGas' testimony, several other bypass pipeling proposals have appearéd, itcluding:nos
expansion of Kém Rivér, €xtension of the Mojave piptliné thfough-SoCalGas' seqvice o)eu
territory. apd exténsion of the El Pasé pipeling t6'Mexico (Exu1y pp. 3:474 SoCalGas'sines
Witness, Tom). Bypass pipelines would clearly prefer to serve the base load of A
SoCalGas' nonédre customers. oo hozoqoug 21 2)2nvhi02 2001602 yaositzo 21inl

Under its current rate désigh, SoCalGas ¢an nieet’such’poténtial competitién only 192
through its volumetric rate.!:SoCalQas does not impose éapacity charges on its noncore!s «q
customers, ;- As'describéd above;’thisTate reflects an'average of cusfonier use which agdinn
implies that within edch tlass the base load ‘service subsidizes'the lodd specifio servicejvise ‘
A market entrant can attract thé customer with the subsidizing load. s : shivary a2ivioz bol

»o1We can make our analysis best undérstdod by momenqtarily adgpting the s oW/
perspective of a market entrant.and a potential customet. ‘As ah éxample; assumsd thatasin
customer yith a dynamio load finds the eritrant's Tates atfractivé, but wanis td réserve theiot
option of switching: to another pipeline 1o sérve its base load.> Ifi other words/ th&; bediteah
customer will sigita long.term contract for its residual 1oad; but want a shért term2nsioitte
contract for its basé load, The'entrarit pipeline would likély sign such $éparaté'contracts s
for residual and base:load only.if:the lohg temii contrct for residual load,includéd s D02 115>
payments for both the tésidual.and base load capacity while pricing the base load coptract 4
at marginal cost. 59iv192 beol 2Miowg2 195molzud £ 2nibivaiy

If the entrant signs contracts with this customer, which include capacity charges in
the short term base load contract-arid the qustémer.subsequently, finds a MbIE aliractive
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alternative 1q serve itg base load, then'the customer leaves the erdtraiif valnetable for22 6101
recovery. of il capacity costs on'thé base load capacity. <In this example; the éairantoitniny
attempts (0 avold this under-recovery by.using a pite design similar td the one’ploposedivy
by SoCalGas;i the entrant’s rate design resembléé S6CalGas' proposed ¢ap'fér it Optionsitd
B rate design In which SoCalGas-allows the price for.residual capacity to include théishing
costs of base load capacityy s yrm 26015702 10 22ihng TADH 1xon oy gniw(l .ngizob ol
:Unlik.e,thefma:ket‘qﬁUantj-SoGal(i-gfs has fnvested in capdeity 1 'serveadiversd diod
load without the:support 'of long term contracts for assuréd cost recdvery. Unlike thé 1oha
market entrant, $0CalGas currently.cannot refuse to sérvé a noncore cudtémer who will-21te
not sign a’long term contract for it$ load. I The combined absence of 181g Yerm'¢ontracls ¥/
for assured cost recovery and the preseice of a subsidizing rate'stnictire’places SGCalGas)2
in the position of the market entrant in the abdve examplésidw 19biza0s v vysdw ool sib)
Given the absence of long term contracts, S6CalGas' rates _mﬁét femaln 2i rzinsilosm
continpopsly,competitive with a polential entrant.<If SoCalGds'2afinot retain’its oniéore
customer load, then S0CalGas c4h resolve the consequent loss through ‘shareholdés lodstqno
or with Commission approval, through'changing’ thg cost allodation rules o incrédse thetzuo
rates of other customers:11€ much of thé nohtdre base load is af risk of bypass; thén iotqso
SoCalGas can only impose thiese 10ssés on the remaining captive cudtomers. | 2"1310)211
aigiem-non [ 19v0o91 01192 21 el sgiedo sinsmolo? o 2i Insnoqmo? ooz sdl
D. :A Load Specifi¢ Flexiblé Rate Design®izo1 batnlusing 2t tnonoqod ed ' #z0o
Jo its.(estimony; SoCalGas Has' proposed twa rate désigns which we will'calb 9361575
Optipos A and Bh:SoCalGas' tesﬁnfonyciﬁuodugeﬂ its'preferred optisi'] which ¢ latar)uzon
called Qption Bi‘4nd.we retaih the’name, Optioh B, s a clarifyirg labél. “SoCalGascalls o)
Option Adts alternate proposal;hich SoCalGas subinitted in'redponst toparties’ requestio’l

9 0
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for a cost-based rato.r We describe bothi options and then'Indic4te why'we adopt avilcuisiln
variation of Option B that redefinds thé cap.'»At‘SoCalGa's'fﬁuggesﬁoﬁ;-we‘ adopt thesvoun
variation of Option B for dn experiméntal period until implementdtion of SoCalGas" nex( s
Biennia] Cost Allgcation Procezding (BCAP)‘expected by January. 1019970 This s a'od d
pruden ¢oursé of action as parties gain ioré expériencd with'thid 18ad épecific flexiblés H
rate design. During the next BCAP parties or SoCalGas niay request 4 re-evaluatid of 1202
both the concept and forniulation of this rale désignirIh this way; if actual ekpetiende

under this flexible rate design mechanism demonstrates that jt prddaces unintedded tiv brol -

affects, parties will have an opportunity to raise any such:Issues with the'Cdntinissionz 1o
We also see the BCAP as an oppdrtunify to conslder thé bioadér application of a'load:i2 lon
spegific flexible tate design to noncoré rafes, génerally.s Ata'nlinlmum the BCAP will bso?
the forum where we consider whetlier or-not ths load spécific flexible ratg deslgiiiz o oift ni
mechanism is extended beyond this Ihterif period.os mist guol 1o 97n52ds ol nuvio)

s Under.Option A;SoCalGdspropdses a rate based on two compdrients:oFirsty 4nilnod
capacity charge wobld be set (0 récover the margin costs allocated (o' a'partitular! 1moao
customer.class on the basis Of thé'capacity deniands thé clas$ places.on thé systemi. > Thev 10
capacity charge for d parti¢ular ¢ustomer.would be thé élasé peak ‘'day rate Mittes the 1o €91
customer’s peak-day.volume 6vgr the most recent twelve montlis.zzoqmi yIno nes 20015702

The second componerit is a volumetric charge that is set to recover all non-margin
costs. This component is calculated residually. a5 the différencé bdlwegh the class (1
average default rate and the margia components included in 1hé Eapacify chirgd.2Ash
result; the monthly bill for d customer taking Service under this tarff oiild bd baséd 661190
the customer!s peak-day. volunie, ds well 43 thé:vélume takeh during the billifg mdnthbsllss
For,cusjomers:whose load:factor over the previdus tRelve'mohths s lowerthin theh noilqO

10¢Q
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customer class load factof; their nfonthly bills will bs higher than the standard tariffi Poro
pattial bypas$ customers whose Ioad-factor is Above the ¢ldss 1oad-factor, Optidn-Ansnidis
would résult in alower bill than the bill based on the standard ¢4fiff;-SoCalGas,lin thisrolls
instanc¢eé;/wonld apply, the standard taniff. <1512biz109 botovsb sved v andy atoir 9%
d-We reject Option A because it will nof allow SoCalGas to'respdnd to, the 29161 hozed
individaal consequehces of the los¢ of cGstamet 1oad, 'Also; SoCalGas' did not show. howis
costs wonld be allocated within the class between hon-bypass and bypags’customers; the >
loss of bypass load will réduce both base and peak load although the forier Morgiin bezed
proportionately, than thie lattér.o svs doidw ,ngiz:b st 2ilivwge beol o 191nuouns 10moelzus
nt 211lUndet Option B, $0CalGas does nof proposé a Conventional fixed rate tatiff, buf:ymo
instead proposes a range or zone of reasonableness between a floor;and a'ceilihg rafe; silqqs
Option B includes a floor sate of shért run-marginal édst'(SRMO)‘and a céiling raté’/
SoCalQGas presents two'altematives fof the ceiling Ya(é either twice the noncote LRMC of 75
the non-residential ¢ore rate.«The first altetnative méans a lower ¢elling of-aboug<5 o i
$1.00/MMBTU while the sécond means a ¢eiling of about $430/MMBTU, using the1soibni
values spbmitted by SoCalGas lipdatéd by ourreceiit BCAP decision (D.94212-052).il-zn0!
SoCalGas also proposes a revenue cap to avoid discouraging econoniic bypassi<Toid! Jqobs
replacé SoCalGas' combination of a ceiling rat¢ and reygnue'cap, \é order a'teilidg raté oW/
whi¢h equals;the product of the current tariff ratg arid the rétio of the’¢ustomer’s load tiowqz
factor before bypass (4 its load factor after bypdssii brs 1209 sldaihav 2oilqint o i doidy
0}z OPIIOI) B alldws SoCalGas'to negotiale a'tate: with €ach norldore customer who
decides to.bypass./This raté takes gfféct onjy after the customer has’ ‘partially bypassediozsn
SoCalGas' facilities and applies to the ¢isTorier's residual load to provide the loadislt hinsn
specifio service 4s we have describeéd above; > Paities have submitied three ‘objédtions 16202
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SoCalGas'rate design: flrst, that thg faté 1§ not'¢ost based; sécond, thaf the fate ¢an booteus
arbitrary and diseriminatory; and third, that the'rate casf discourdge economic bypas$ andcq
allows predatory pricing)iWe addrzss these concertis Belowae ) lid vowol s ai Hluzon bliow
We note that we have devoted considerable tirhe tb obir developfent of LRMQGi:)2ni
based rates for gas LDCs for the'puirpdse of offerihg costomers tost-bas¢d ratés) which
reflect not émbeddad batifdrémental cost (D.92:12-058):cThétéfore, the customés Has-ibai
the clear option of SoCalGas' servicé under cost-based ratésni-‘Aicustomer faces'd 00st170)
based tariff before bypass-ahd only after b'yﬁqsising SoCalGas' facilitiés; does the 1¢d Y0 2z0}
customer encounter our load specific rate design, which we ordér foday. - We:lvant 161019
emphasizé that the customerinot SoCalGas; initiates thé action'df bypass which kesilts in
application of the load specific rate designsnsldriozast o snos 10 synar sroqmq besteni
We order the adoption of this load specific rate dedign to recovér the'costst & noilqO
associatéd with customer sérvice.1SoCalGas incurred these costs Ih building the systehy Yo7
with the expectation of full service and with6ut the'expedtation of bypass'.sAs Wet-non o
indicated above, weé adopt this 16ng nin perspéctive on cosls and cost ré¢dvery for thésg). 12
long-livéd g4s plant assets becaiss any. firm;iwhethéf SoCalGas dr 2 niarkel eniradt, mos{s/
adopt this perspegtive for economic survival in planning its rates and other contiact fefm3o?.

We intend 1o allow SoCalGas the opporfunity: to recover these ¢osts lhrou'gh’(}iis'"lo'éd-:»;!qsl
specifid rate design. Thid variable rale’design applies to customeér.spetifio vatiable load islv

which, in turn, implies variable cost and in this sense ourrate'desigd is cost:bdsed 1+d 101551
We adopt a'maﬁable rate design for this 1oad specifio rvicé’to alldw'S6CdIGAs to
negotiate rates with each cistomer who'inteids. paﬁlal bypas$:i Forthe Customer Wwith diosh
nearly flat base 16ad (with a high 16ad factor),-SoCalGas cah offer;a fate at'ot abdve Dro2
SoCalGas'SRMG to Keép the customet oni the systent: ‘Short nun markets clearwhenilisog2
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price equals SRMC, which does not include sunk cost;: By offering SRMG in the face of
potential entry, SoCalGas is sesponding to. competitive ¢ntry. with & market rdtesin A

1o - FOr the.cpstomer.wjth a highly.yariable l0ad (tow load factor), our: variablé rate-hio
design allows SoCalGas to negotiate arate with the customer-which teflects the ¢ost of dul
the cuslome('s potential bypass:-SoCalGas ¢an'offér a raté as low 4s-SRMC or as high at o)
the current tariff increased by the efféct of the cu stomer’s bypass.iThe customer his three 2
options at that pointi:stay on SqCalGas' system and pay thiexisting tariff rates, leavesds A
SoCalGas' system and pay,the 1at¢s.of the market enttant pipeling; or pastially bypass o bns
SoCalGas systemy; leavmg its residual load on SoCalGas' system, and {aking basé&load to
the enrant’s Plpcl{r.\s};;f\‘le acknowledge that this variable ratp dgsign only erdcouragesiimbe
partial bypass when the entraat pipeline has a'lower tong run’ (in¢renmiental) cost of cbodism
serving the customer's residal load than SoCalGas:~The potential nrarket entraht i¢2- b .qq)
making a long run decision at the time of entry, not a short run detision, and must decide ;d
if it can offer seryice at rafes which will recoxer is Jong run costs.r We have structured sy
this variable 1ale design to encourage the entrant to make the economically efficient long 1o
run degjsion. 5ir,spz01q 581 1o sybsiwond it ihiw sioh od bluodz Jator 1o Ininig vsdisdwr

Moreoyer; we adopt a rate cap, not the SoCalGas reventue tap, which is thel .27eq¢d

product of ;hse.c,lgx,c.m tariff and the ratio of the customer’s 1oad factor before bypass tosioro
the load f??IQI.ii.{LC(_bYPass-:r,l?o.r..é.xamplﬁ.:i.f.lhe‘c.u.smlpcr»had_a,;76__ percent 16ad factor olin
before bypass and a 25; percent load factor afterbypass, theli-SoCalGas could negotiate 400
rate up to 3 times tfle current tariff which if the custonlc'r*acc'epts-af ter. bypaQS'ﬁ\eahs thatioo

full cq;;.l.&ybnch i vgmm.s?.gpa. S.o,GaI,Ga.s. gys.tem by‘ its paﬂtakbypass_!;n v yodiam s7itoqmod

o) agizsh 9161 sldixslt oiliveg2 brol i lqqe o .a19muznod o) 2lsngiz aoig fnoioiila

13,1




A.93-12-017 COM/DWFNerljxb | AoV GIZ0D CHOCLTQ A

10 - Ei -Raté Dgn Inipatt Issucs oo A2 shuluai yon 2 ob doitha D112 2drups 051y
A numbet of partied have argued that a 1oad differéntiated tale'dedtgn ¢distnites i
either anti¢onipetitive behavidr of undiéd dideritiination cohtrary to theYegiireiénls of
Publio Utilitiés Code Sectibns 453 and 728:'As we'discués below, wedd ot betikve hish
to be thp'case> W $ée this rate design fléxibility 2 aridiRer zrrow'in the tiliy 10200 s
competitive quiver allowing it to respond to thé eVolving dynantics in the nbncdre fmarkel
At the samb time, the utilify's ability,to éxert urdue Parket pdwer 18'¢hibeked by ihe fl6bfi0
and ceiling cogiditions we have placed'on thd vate déslgd flexibllity st bas rmateyz 2aDls D02
ot IAsfTranswesterd Pipeline Contpany pointd out lii its conthients 6 thenz¢z 2018702
administrative law Judge’s proposed déclsion] it 18 anachroniltic t ‘apply’ thé sarite tate 51
methodology and'servite reqbirements as in {he pré:1992:térritorial mMon6poly sitiatidn”icq
(pp. 4-5)i We agree!: Nohcore custoners thit hake ednséiods decislons to partially snivis?
bypass the utilily. system hdve entered the fealny'of competitloh for inirdstatg naol & gnidem
transportation servites!/ They are no lodger simifarly situ'ated with foll-requirenidltg162 3 i
customiers; i’ matter that they may: have siitilar load factoisy Decisions € bypadsninny 2i)
whether partial or total, should be done with full knowledge of the prospective €68t 6fD (v
bypass. Rates'cAn hardly be deemed didcriminatoiy when effectiatdd by voliatary 4
cholce by the tustémero: Prdvidihg SoCalGas with a Breatér ability t6 thargs raldd thaebory
reflect the Tarkel value of partial-requirements Service within ‘prévicuslyappeotved berot adi
Comnission cbét guideling? Will promote a'trude nrarkdr-badéd decisidh bhriveeir ¢d s1015d
contifiued utility serviceind ytility bypassio oy 1 doidvr Han 91192 56 25mi) £ o) qis 5if1
sds Our inteptiotis to provide the LDCs the fexéssily. tools torengage in a'hore V150
competitive market with the ¢0bjedtiva of préventing Gasdonoric bypsss bl sivdying= v
' efﬁcicnt price sigﬁals to consumers. We apply this load specific flexible rate design to

1401




A.93-12-017 COM/DWFer/jxb ) AP0 TIOSLEC A

| prospeclive partial bypass customerd"at this tifief. Acvilomer that decldes ol to'byphes v
does s0 becauss 1t I not in'its"eddnoiid inferest Customets who ¢hodss'te partfally:ftwo
bypass will do so because they belieye thémselves better off than &s a full-requimestsos2
customer of the utility. That a customer is not as well off as it would be if it could>z:nbhs
continue to receive pastial-teguirements sérvice under the existing Tate'design shéuld not
b¢..S,Ccl},asfuﬁdDly:disﬂi_gﬁnalﬁfyl')b Our proposal melely internaliZel tht extemblity codt 2
a custome¢t imposes on the general body:of ratepayerd by its'dgéision to bypasé atider thenis
current regulatory franigwork. (Integnalizing this’externality.iill:alow consumers tor2n9 o
make rational ¢conomic décisions (economic bypass dedisions) {0 the bdnefit of gas's13otni
consumers generally.b\We do not $¢¢ this as tnduly aiécﬁminatbryja'stn'l naizoh o161 sldixoN
1:\e can hardly disputé thé claini by some that SoCGalGas" propodal will affect Isineq
competition./That is,du’r:iq;pntidm ¢Thé fact that {He currerit tariff stfuctute does not: 101361
allow the LDCs ta efféctively ¢ompete with bypass proposald is the reason Wé have o1l
considered SoCalGas! applicationt: Hovever, giting the utilitles the ability te Sompetsrsiny
does not necessarily equate with anticompelitive behatiori-We have placed a floor on theo!
rate design flexibility at short-nin inarginal cost to prévent predatory’pricingJrAs :d T
discyssed belownwe also place restriction’ on oyr mechanism to addréds ¢oncenis raizéd 2 -
by,a number of parties that it iay att to stifle Sompefition by praventlig economie:snago

- tariff gate also checks.the utility’s ability (o use it§ market power to charg¥ ratds that bostrin
gengerate jriore reyenue. than it wonld otherwise: Having addressed the concerns of istrior asy -
predatory priciog.market. powera.nd preverition of econoriic bypass; We believe'we Havé 2
discharged our obligation 6 ¢onsider antitrudt implications of oir methanism and make300)

the necessasy:findings ofifact and conclusions'of kw (Northein Galifornia Powdr-Agency

191




A.93-12-017 COM/DWF/edljxb drnNIWOINZ0D STIOCLEC A

y. Publie Utilitles Commission, $ Cal:3d 370,:380).1We will review jmplementation of o1q
our flegible rate design’proposal and invite parties i SoCalGas'riext BCAP to make'a™»ob
showing if they believe there are instanées of anticompetitivg behavlor that néed to bezad
addressed. 1o 1i Ui 54 blarae 3 28 Tio How &6 1o 2i 190091202 5 3547 Agitig o) 10 1zmateus
ton IEdison and SCUPP/ID argue against applying the SoCalGas proposal on'a suiikiod
system-wide basis for UEGs with nfultiplé faciliti¢s:»SoCalGas argues that UEGS'opeiate‘i
an integtated system. Facility by fa¢ility treatmént ¢f UEG cusjoniers would only serve s 6
to encourage uneconomio partial bypass of the utility systein through the UEG’s391 tnonu
integrated systém dispatching capability...Yé agreoicInthe Interiin; dbueload §pecifis oAsm
flexible rate design mechanismiwill b4 applied to a UEG’s entire 104d 11l 'the eventof- 1202
partial bypass’i In the event of parlial bypass; SoCalGas shéuld usé'thg'expected 16ad
factor for conventional g4s-fired thermal plarits in thé last Energy. Cost-Adjidtment i} 1102
Clause (ECAC) proceedirig ddépted by, the Comniission for jurisdictiéhal UEGS I ) wolls
calculating the load factor befote bypassii For.non-juriddictional UEGs; the inderlyldgznoo
toad factors for the latest adopted BCAP: throtighput forecast should be ¢'sed.z7>2n 1on 250b
The Califoinia Cogereration Council argdies that PU Code'§ 454.4 prevénts 4 toad 6)
specific rate design that does not maintain parity betiween UEGS and'cogeneralorsh If a i
cogenerator.voluntarily self-selects (o partially. bypass the LD systent and subjedts itsel_f{d
to a flexible rate design for the femaining load, itforgbes'the protections of thts pirity tavd
crafted fof a bundled monopoly.service. 1 The choice 1§ for the €6 genérator (6 adke. Teitin
can remain wrapped in thé securily of a regulatorily ‘safcloned cogéneration patity dnder3
.§454.4'0r.it can’teSt the water$ df'a'conteltablé'inlréstafe transportation seviée markenborq
Cogcnératbrs can nof have it both ways.il\Ve do not read §454.4fas»‘r€qui’r{ﬁg ihe‘DaW f22iD
extension. of cogeneration parity’onét'a décision is mhade (b enter e competitive arena? sy
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for Intrastate transportation services. We recognize that in the past we exercised s15bizno?
discretion in'interpreting.§ 454.4 to provids transportation Yatd parity, ‘However, that
transportation rate parity is still dvailable to cogeneratoré that choose fism orfntérmuptible 2
full reqﬂlréméhts'servicd? We decline t& furthét eXid thé intéipretdtion’df Sratés forinoD
gas'iin this confext where conipetitive optiond are iitcieasingly dvallablerafd a pew typorq
of service is dffered in respdnise (0 thosé marke( pressures ‘A cogenerator that riake§ a1 ni
conscibus decision’to partially bypass the LDG has enferéd this competitive atenh and hias?
left the protective womb of rggulation in sb'fat-as the zpplicability of cogendration parity 1
under § 454 4.

SoCalGas in its Opening Brief (pp. 32-35) addresses a number of limitéd (DI1E .Y
circumstances$ where a load specific flexible rate'design could discotrage economic'
bypass.i;-We havé ho i-nte‘re‘sl in this outcome and as such limit the applicability of our «jqo |
adopted mechanisni. Our rate fléxibility méchanisin Will aot apply.to the followingazisitit
sitvations i which byp43$ ¢ould be etonomics (1) gas which dées not meet the LD(s d1iv
gas guality. specifications contained in its authorized tariffs (off-$pec gas) (2) refinerysiloq
produced gas and; (3) gas produced and ¢onsumed within the setvice arei of a wholesale of
customer. 15dto ]’J!‘.’lflli-'(f’)/'l’)‘-’b."; ot 1001 15010 8 ygolobobisns DAL o 12bau Laqolaveb

2>¢In the intefim period until SoCalGas" fiext BCAP; the rale flexibility niéchanismzua
we approve isapplicgble to thése costomers who makeé bypass arrangeéments on or-after 21
July 1,1995.-All.previously ekisting arrang’émé\nw will be grandfathered.itoqin 22cqyd 1ed)
Grandfathering.vill be applicable (o prévious existing arrangejients 6n California:sourteo!

gas or interstate gas. We believe that with these limitations we have eliminated any likely

possibility that our proposal could discourage economic bypass. Again, we invite parties

. bns ngilsmqufl l?daﬁ?. onl At nr)}vo—d.g) JIADK2 .0‘35 vd I_';!n. NN a!nsmmo’)p?m

in SpGalGas'next BCAP,the opporfunity fo show if further limitations:should bo 5aizuboyd
AMODID Las yovish oA weejold simolilsD Yo yasqinad
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considered.zininns oo 120 568 nb 3oy oxingouoy oV 2 90ivioz noidahiayrnsn 93z saai 10l
) Finally, soriie paities beligvé that SoCalGas' proposal 18 simply a.way for thé s122il
company. (o increase revenues under the terms of the {'global'setilement’* adoptéd by the s
Commission in Decision (D.) 94-07:064., The séttlemeiit expiéssly permits SoCalGas @0
propose a peaking rateto the CommissionisThe'signatories;to the Global Settleniént 416 13
in no position to argue against the proposal of the basis that itis contidry.td’the! s9iviz2 to
seftlementi-As we haye discusseéd above; the cohditions ywe havé:placed on durloadivziod .
specific flexible rate desigi are féy¢nus neutral from a fatdpayels perspectivestong sy Nof
bteh g 1shou
Y. 31i(e) Comments dritnn 5 2522 mbbs (RE-CF qq) Iondh 8!““';.’]0 M ni 220IRDN2
Six parties filed coninients to the hltérate'decisioh.}>The pdrties continue tormunis
oppose the concépt the, peakirig rate concept adopted in this decision and havé offeredaqg¢d
criticisms of ths plan and SoCalGadl defense bf the plarti«We have féviewed these boiqobs
criticisms, but have decided to addpt a modified version f SoCalGas! Optidn B foraiisuliz
policy reason§Which reagh beyoiid these criticismsi [Td repeat these reaséns, we adopt 453
load spécific flexible rate desighi mechanism to allow S6CalGas _tO’gééﬁirei‘ costst bosuhong
developed under our LRMC methodology in order not to adversely impact other .39i102240
customers; this adveise inpact occtiry When SoCalGas can'only ¢harge & pdrtlal bypass

custonier.the yolumetric rate applied to the‘dus'tdmere'shad béfore bypads/We conclude v
that bypass pipelifies cdn ompete With SoCalGas on an équivalént basis: fdr cudfshief ¢lut
load:Our broddet policy objective leads iise to réviey the récotd and S6CalGas! Option:D

wlodil ¢as botenimils seed sw znoiin)imif szsly diiw ted) ovoilsd oV Leng sislzasiai 10 263

esitigq slivai ow nirgh 226 d 9111101073 5361072ib bluod {r26q0q 110 J1ad) ‘(lfl!dfé?oq
Comments were filed by CCC, SDG&R, Chevron U.S.A. Inc., Mobil Exploration and

Producing U.S 4 Inol2Mobil Usmaﬁﬁfa}mnng And ReGiAig; 166, Te'fééo'lﬁcifaﬂd 'Unida Of1> ni
Company of Cahl'omla, Mojave, Kem River, and CIG/ICMA. .
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B differently than in the Proposed Declslon. Ais1Y2 olahogEas

1+ Bdison in'its comments constructed seyeral examples of parfial bypass which®
allegedly prove the Comnission’s policy. will discourage gconomic bypass,-These 1r it 215
examples do not show.what Edison contends.: Edison also raises & ¢oncern that thef
formuta for determining the rate cgiling may imposé ¢osts on UEGs; which are unrelatedyivw
to the degree of bypasg.-That was not dur intention:1We have added s6meé discussion io o
clarify the lpaa.faclqr; adjustménts Finally, Bdison raises a'concern over.the impacs thatgia
applying the peaking rate o1l a system basis rather than on a plapt-.bx-plénl basis.will have.
on the UEGs compgtitive posture.: *As we move forward with ¢lectrio festrocturing we
will reconsider how the peaking rate adopted here should apply (o muylti-station UEGs.1 «iy
We ¢nicourage pr’oposalsitﬁal'addregs,me concerns raised by.both sidé§ to the'debaté on
this issue, including proposals that address the fiXed cost nature of the service dnd its. nxler
impact on rate design, v viitizs'l ziced zinslzge bommgsini an no itnngzib D10 S

In its comments; the CCC challenges our policy determination to not éxtend theaty
applicability of Public Utilitigs Cods Section 454.4.t6 our load specific.flexible rate
design mechanism. Although we have applied Section 454.4 in previous proceedings.ooiq
involving LDG transportation services; our. dé¢termination is niot (o extend.its applicability
in this case, As partof the electric restructuring effort, the broader question of thé iem nus
applicability of Section'454.4 will have o be re-examined in Jight of the.changing bs2ss1oni
regulatory and markes structure, :Today;*\wze.t)u!y choose riot tozextend its applicability to
this new. service:hirsqeaos gnize) zismolaro 16l 21000t bis agailion oflisw)z diiw 29351 bozed
Findings of Fact | 2noilqo
1. SoCalGas proposes a peaking rate foripartial requirements customers:. Therate
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transportation system. okl bazoqod] odr i nad) (Binsroib U
2.:S0CalGas proposed twod methodologied for a peaking rate. Ong is'a twd:Part

rate that inclides acaphcity charge and a volutlietrio Tate2 The other I ﬁegoﬁatg:d'kaé}! s
3. S6CalGas" Option B; a négotiatéd ratd; as modifiéd by this order:is cohsislentsr
with prémoting efficlent Gtilizatlon of the sfate’s natpral gas systényainitmnsioh 161 £linviol
o) r4;>SoCalGas” cirfent ¢lasé aVérage volumetric rate strictute proyided poor-phice’) o)
signald to noncoré customers and may promolé undtonomio bypass by providing art: '~(-1imb
underpHeed Insdranée policy to customérs with marKet alteynatives)s gnids s o) gnivlqys
_ 9+5::80CalGas! cirrerit rts structuré may promote uneconomic biypass to thé'éxténtio
th; rates dd noi'@orr'é.’spond 10°-30CalGas’ coslsizicpohs 2161 gaidowg o wod 1shiziosn iliw
n6):S6CalGas proposes {hat the peaking rate apply. 15'a UEG ¢ustomes’s entire 10ad ¥
when a sihgle UEG unlt éngages Iri partial byphssz s1ths et 2lnzqoiq gnibuloni 50220 2id)
7. UEGEs dispatch on an integrated systems basis. Facility by facllity treatnient of ui

UEG custoniers would sétve to éidourage uneconomld gartial bypasslssmmos 4 nl
8;?e’l‘hé'é'eul'éméht'app'rov'ed.in D.94-07-064 eXpliciily petiiils SoCAlGas 16idssilqs
propose & peaking tate.v o ni b4 2b noituud bsilqs saril ovr deizodA ansinsdosm nigizoh
Vili\9, A load speeific fléxiblé raté design'i$ cost baséd with & floor set eqifal to.short/ni
run marginil'costs 'and a ¢éiting' sel'equal to the carént long-nin niafginal cost tariff raté ni
increased by the &ffedtbf theibuitomée's bypassi ot svad lliw b1 21 roiss2 Yo ilidsoilqys
o) ¢10.J:A Noad spéeific flexible rate desifinallows for'a range of negbilated lma}.rkétl 0go
based rates with specific ceilings and floors for customers facing competitive serviceon 2id)
options. _ ' : 325120 250aibnil

sen 1T Arload specific flexible rate desigh is'not aiduly discriminatory'and i§ .1
consistént With Pablis Utiliiles C&dé'sec:iongnsa ahd'728:2 97i1q 15ti5d broz of babusini 2t
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12; ‘Cogenerators whod make a'consclops declsidn to ‘partially bypasd the LDCuorttus
have entered the compétitive arena for intrastate transportation seivictsdw s 10 £.915 93ivion-
+':13: THe short ruh'marginal cost floor applied to the fleXibls rate design prevents
predatory pricing by SoCalGas. 2anyd Ieineg Yo 1nsvs sdi ni brol s1binn
14, The load factdf adjusted lodg run marginal cost'tariff fate ceiling’ préVerls the
exercise of mirket power by SoCalGasizzimmo sy smiy Jsdl 34 TADH 3250 26016002
153 /Th¥ tate flexibility ritechanism will not apply 1 thé following situation$ ini9)x5
which bypass could be economic: (1) gas which does not meet the SoCalGas® gas quality
specifications contained in its authorized Hriffs (off-spec gas); (2) refinery-produced gas
and; (3) gas prodiced and consunied Within the sérvice drea of a wholésale consimer.
Condlusions 6f Laws w1 roiziooh il wd bailibom 26 botnsig 2 95iv192 30bd6x] 8 oveorqs
1. The Comﬁussmn shiduld grant SoCalGas' app)lcalldh to adopt a load spegifidiioy
flexible rate design mechahism as modified by this ordér for the reasoiis set forth hérein,
This approval is for an interini petiod until implementation o0f SoCalGas’ next BGAP it
1-2:¢Thé 10ad specific floxible rate design niechdnisi i$ Hot unduly discriminatoryino
and is consistent With'Public Utilitiés Cod¢ Sectiops 453 and 728415 110 bovisz od Hled2 bns
3. The load specifit flexible raté'design mechahism is'not anticompetitive, svisos1s
- 4. Cogeneralion parity as described in Section 454.4 is n6t applicable inzid 1
circumstances where a cogenerator fifakes a decision to partially bypass the lodal (|
disuibution company’s system,
5. The}ﬁéﬂ)iﬁfigo fléxibld fatd design mechams\m is apg!lcabl?>toelhose o '
customers making:bypass arfangentents on or after July 1, 19955, - s il
6. Thglioz;dl ls{;;)elcf:l’::o ﬂléx:ﬁg ?a':t{a’ design mechz;“msm Shﬁuld not apply to gas \thh
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