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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of Southemn
California Gas Company (U940-G) for

Authority to Revicw its Rates Eftective Application 96-03-031
January 1, 1997, in its Bicnnial Cost (Filed March 15, 1996)
Allocation Procceding.

In the Matter of the Application of San
Dicgo Gas & Electric Company (U 902-G) Application 96-04-030
for Authority to Revise its Rates Eftective (Fited April 15, 1996)
January 1, 1997 in its Bicnnial Cost
Allocation Proceeding.

ORDER GRANTING REHEARING OF DECISION (D.) 97-04-082
IN PART, AND DENYING REHEARING AND MODIFICATION IN PART

INTRODUCTION

T~

In Decision (D.) 97-04-082, we adopted rates for llié-’éomin g period through
July 31, 1999 for customers of Southern California Gas Company (“SoCalGas™) and San
Dicgo Gas and Electric Company (“SDG&E”) based on the utilities’ Biennial Cost
Allocation Proceeding (“BCAP") applications. (D.97-04-082, p. 2 (slip op.).) In this
decision, we also determined that a wholesale customer would be incligible for the 10
pereent cap on its liability for the interstate transportation cost surcharge CITCS) if it
docs not take its full assignment of SoCalGas” interstate pipeline capacity at the full tarifl’
rate. (D.97-04-082, pp. 75-76 (slip op.).)

In D.97-04-082, we also considered SoCalGas’ relinquishments of interstate

pipcline capacity on both the El Paso and Transwestern pipelines. As a result of these
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relinquishments (or step-dowas), there were benefits and costs. The relinguishments
resulted in a reduction in the pipeline demand charges allocated to SoCalGas’ customers,
as well as “surcharges” allocated to firm capacity holders through pipeline rate case
settlements adopted at the Federal Encigy Regulatory Commission (“FERC”). (D.97-04-
082, pp. 73-75 (slip op.).) In the decision, we determined that the noncore customers
would receive the benetits of the relinquishments, and both the core and noncore would
bear responsibility for the surcharges. (D.97-04-082, p. 74 (slip op.).)

Further, in D.97-04-082, we declined to grant the reqUest’of The Utility
Reform Network (“TURN") to establish a memorandum account to track at this time any
alleged excess costs to the core that SoCalGas might incur in meeting minimum supply
requfrcmcnts al Blythe. (D.97-04-082, p. 83 (slip 0p.).) The Commission also rcjécted
TURN’s pr’oposial for a core storage withdrawal reseevation of 1,726 MMcf7d, based on a

flowing supply assumption of 1,640 MMcfd, and adopted the recommended reservation

of 1, 985 MMcf7d proposed by the Office of Ratepayer Advocates (“ORA™),! which uses

SoCalGas’ estimate of 1,381 MMecfrd flowing supplies in calcu]atihg this reconimended
number. (D.97-04-082, pp. 19-25.) _ »

Two pariies, the City of Long Beach (“Long Beach”) and TURN, timely filed
applications for rchearing. In its application, Long Beach clainis lcghl erfor on the
grounds that D.97-04-082 retroactively eliminates the core cap for SoCalGas’ wholesale
customers, and that Long Beach was denied due process because the changes in the
allocation of the 1TCS allegedly occurred in an carlier Commission decision. TURN
argues that D.97-04-082: (1) results in the allocation of most surcharges to the core and
all benefits to noncore, and thus, the decision is arbitrary, unduly discriminatory, and
unsupported by cither the record or past Commission decisions; (2) is arbitrary and

violates Public Utilitics Code Section 451 because it fails to require tracking of excess

! Formerly known as the Division of Ratepayei Advocates ("DRA™).
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core procurcnicnt costs; and (3) adopts a core storage withdrawal reservation which is
inconsistent with the record and within the decision itself. '

The ORA, the California Industrial Group and Catifornia Manufacturers
Association (joinily, “CIG/CMA”), and Southem California Gas Compar;y (“SoCalGas”™)
filed responses to both applications. Joint résponses were filed by Southern California
Utitity Power Pool and Imperial Irrigation District (jointly, “SCUPPAIDY), in response to
Long Beach’s application; and by Southem California Edison Company, the Southern
California Utility Power Pool and Imperial Irrigation District (jointly,
“Edison/SCUPP/ID"), in response to TURN's application.

Also, ORA filed a petition for modiﬂéation of D.97-04-082, and raiscfs the
same arguments on the allocation of the surcharges rcsuﬁltiﬁg from the stepdowns as those
asserted by TURN in its rehearing application. In its petition, ORA further requests that
D.97-04-082 be modified so that these parlifular costs are allocated inthe mannér

proposed by the Alternate Decision of Commissioncr Conlon. Responses to this petition

were filed by SoCalGas, CIG/CMA, and Edison/SCUPP/IID. We have disposéd of this

petition herein.

On February 26, 1998, SoCalGas filed a motion for oral argument. ORA and
TURN filed a joint response, which opposed the motion. In a ruling dated March 20,
1998, President Bilas grahtcd SoCalGas® motion for oral argument. In a ruling dated
April 9, 1998, Assigned Commissioner Conlon set forth the procedures for an ora!
argument lhai was held on April 20, 1998. The oral argument was limited to the legal
arguments raised by TURN’s rehearing application on the stepdown issues. The
following parties appeared for oral argument, and made presentations: ORA, TURN,
SoCalGas, Edison/SCUPP/ID, and CIG/CMA. All parties reiterated the positions they
had taken in their pleadings on the stepdown issues. |

We have reviewed each and every allegation raised in both rehearing

applications, and ORA’s petition for modification. The arguments raised by Long
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Beach’s application for rehearing do not demonstrate any legal error warranting @
rehearing, and thus, the application should be denied. We belicve that the claim raised in
TURN'’s rehearing application and ORA’s petition for modification conceming the
stepdowns and the allocation of surcharges has merit, and thus will grant a limited
rchearing on that claim in the manner specnﬁed below. The issué regarding the
sufiiciency of evidence raised b) TURNi is made moot by our granting of lhe limited
rehearing. The remaining allegations in TURN’s rehearing application have no merit.

Finally, we take this opportunity to correct some typographical errors in D.97-04-082, as

described in the ordering paragre{phs.

1. DISCUSSION

1. The Commission $ Determination To Make Wholesale
Customers Incligible For The 10 Percent Cap Unless They Took
Full Assignment Of SoCalGas® Interstate Pipeline Capacity At
The Full Tariff Rate Does Not Constitute Unlawful Retroactive
Ratemaking.

In its rehearing application, Long Beach clainis that the Commiission has |
“r‘elroacli?ciy climinated the core cap....” (L(mé Beach’s Application for Rehearing, p.
4.) More spCCiﬁcally, Long Beach is claiming that the allocation to wholesale customiers
of costs \\'hicﬁ have been accumutated in the ITCS batancing account prior to the
Conimission’s determination on wholesale customers’ eligibility for the 10% ITCS core
cap in D.97-01-082 constitutes retroactive rateniaking, and thus is unlawful. (Long
Beach’s Application for Rehearing, pp. 4-6.) Accordingly, Long Beach argues that it
should “receive the benefit of the cap through the period for which the cap applied. .
(Long Beach’s Application for Rehearing, p. 3.)

Long Beach does not dispute the accounting status of the ITCS costs. What
it disputes is the Commission’s allocauon of the costs for 1996, unider the eli glblhly rule

set forth in D.97-01-082. (Long Beach’s Appllcahon for Rehearing, p- S.)
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L.ong Beach cites City of Los Angetes v, Public Utilities Commission (1972)

7 Cal.3d 331, 358, in support. The Califomia Supreme Courtin that case held that
changes in rates which are due to changes in accounting principles and accounting
cvaluations must be prospective, and not retroactive. (14.) Long Beach argues that the
change in the allocation of ITCS costs constitutes a change in the accounting principles,
and thus, should be implemented prospectively, and should not be applied to amounts
accumulated in the ITCS account. (Long Beach’s Application for Rehearing, pp. 5-6.)

Long Beach’s reliance is misplaced. The facts in the City of Los Angeles v,

Public Utilities Commission, supra, 7 Cal.3d at pp. 355-359, differ from the instant case.

The Supreme Court decision there involved the subsequent change of a rale that
Commission had previously found reasonable (id.), while D.97-04-082 involved the
atlocation of the ITCS costs recoided in a balancing account which tracks such costs for

future recovery. (See Re Gas Utility Procurement Practice and Refinements to the

Regulatory Framework for Gas Utilities (“Capacity Brokering Implementation Decision™)

{D.92-07-025] (1992) 45 Cal.P.U.C.2d 40, 73; se¢ also, Re Southem California Gas
Company [D.94-12-052](1994) 48 Cal.P.U.C.2d 306, 318.) Thus, in atlocating the ITCS

costs in the balancing account, we were not changing a previously adopled rate, or even

adjusting a previous allocation of the 1996 1TCS costs.

In fact, we did not sct a rate for purposes of récovering thesc costs until the
instant BCAP proceeding, which resulted in D.97-04-082. Accordingly, the 1996
accumulated 1TCS c¢osts were not reflected in the previously approved rates, and the
cligibility rile for qualifying for the 10 percent ITCS cap by wholesale customers was
applied on a prospective, rather than retroactive basis. Therefore, in the instant casce,
there was no ratemaking within the meaning of the law against retroactive ratemaking.
(Sce Southern Cal. Edison Co. v. Public Utilities Com. (19'78) 20 Cal.3d 813, 816-817,

emphasis in the original.) The fact that the allocation might reflect past undercollections,
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namely 1996 1TCS costs which were tracked in the balancing account, does not inake it

retroactive, ratemaking. (1d. at p. 820, fn. 21.)

2. The Commission Did Not Deny thlesale Customers Of
SoCalGas, Including Long Beach, Of Due Process When It
Adopted The Eligibility Rule For The 10 Percent Cap In
D.97-04-082.
Long Beach is alleging that the issue was decided in In the Matter of the
Application of Pacific Gas and Electric Conipany, Etc. (‘PG&E BCAP Deécision”) [D.95-
12-053](1993) __ Cal.P. u. C. 2d __, and thus, Long Beach was denied duc process.

(L.ong Beach’s Application for Rehearmg, p. 3.) This allegation is simply without merit.

In D.95:12- 053 we did discuss that “SoCalGas \\holesalc customers were

granted lhc 10% ITCS cap in D. 92-07-025 without the Commlsswn dnn.cll) addre ssmg
w hcthcr all lhc wholesale load obtained capacity from SoCalGas at 100% of the as-billed
rate.” (PG&E BCAP Decision {D.95:12-053), supra, at p. 55 (slip op.).) However, when

we found Palo Alto and other wholesale cuslomera of PG&E incligible for the IO% core
ITCS cap unless they reserved core capacn) in the future at 100 petcent of the as- billed
rate, we made no dclcnmnauonras to SqCalGas wholesale customers, mcludmg Long
Beach, and, in fact, reserved the issue for SoCaiGas' next BCAP. (1d.)

In the instant proceeding, namely SoCalGas’ 1996 BCAP, the issuc was
under consideration. ORA raised it as an issue in its testimony, by advocating that
circumstances no tonger warranted giving SoCalGas® wholesale customers, including
SDG&E and 1 ong Beach, the bencﬁts of the 10% core ITCS cap. Further, ORA
pl’OpOSt.d inits lcsnmon) thal treatment of SoCalGas® wholesale customers should be
consistent with D.95-12-053 on this issue. (See Exhibit 58: DRA’s Report on SoCalGas’
1996 BCAP [Testimony "c;nfR.; Mark Pocta), pp. 9-2 & 9-8; sce also, Comments of the
DRA on Issucs Raised in D.95-12-037, R90-008 & R.88-08-018 in Exhibit 58,
Attachment 9-B, pp. 6-7.) o
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l.ong Beach had an opportunity to convince the Commission not to adopt

ORA’s proposal, and to maintain the 10% core ITCS cap for SoCalGas® whelesale

customers. In fact, Long Beach presented testimony, criticizing ORA’s proposal. (See
Exhibit 101: Prepared Direct Tcslimbn)' of Christopher J. Gamer, Manager of Business
Operations and Gas Supply, Long Beach Gas Department, pp. 2-13.) Further, Long
Beach’s counsel also took the opportunity to cross-examine the ORA wilness on this
matter during evidentiary hearings. (RT Vol. 14, pp. 1692-1694.)

Based on the above discussion, Long Beach was not denied due process. It
had an opportunity to fully litigate the issue in the instant proceedings, and thus, its due

process allegation is without merit.

3.  The Allécation Of The “Surcharges” From The Stepdown
Capacity In D.97-04-092 Is Inconsistent With Previous
Commission Decisions.

In D.97-04-082, we stated the following regarding the stepdowns:

“Despite these new surcharges, we will maintain our
established policy framework untit we have review: ed our
transition cost policy ina gcnenc, statewide proceeding. We
should not dismantic our policy in a piece-meal fashion, one
utility at a time. Therefore, SoCalGas® core will pay the full
costs of its capacity reservation (1044 MMcfd) including
base rates, an allocation of ITCS equal to 10% of its
reservation, and surcharges, and the noncore will pay the
remaining cost of 406 MMcf7d in capacily, including base
rates and surcharges, through the ITCS. Because we
differentiate between interstate stranded costs based on their.
origin in cither pipeline demand charges versus surcharges,
SoCalGas should account for these costs separately. But
despite this separate accounting, core and noncore will pay a
share of both types of stranded costs in proportion to the
current core and noncore allocations of firm interstate
capacity.” (D.97-04-082, pp. 74-75 (slip 0p.), emphasis add.)
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We also found that the “altocation of ITCS to core customers in an amount equal to 10%
of the core capacity reservation as cstablished in D.92-07-025" should bc> maintained.
(D.97-01-082, p. 174 (Finding of Fact No. 57) (slip 0p.).)

In its rchearing épplicélion, TURN asscris that the allocation of the costs and
benefits associated with capacity stepdowns in D.97-04-082 ié inconsistent with previous
Commission decisions on transition costs, eSpéciall)' D.92-07-025. TURN also clainis
that the decision to assign costs to the core and benefits to the noncore, as discussed by
individual Commissioners, is unsupported b} the record. We find mcm to TURN’s

assertion of i mconsxslcncy with our prwnous decisions. -

TURN's application for rehearing has prompted us to review our prévious
Sapp A

decisions, in particular Re Natural Gas Procurement éir‘ld'[:'{eliabilily Issues (“Capacity
B;okcrin@ccisiﬁn’;*) (D.91-11-0251 (1991) 41 Ca!.,P.U.C.?d 668, and Re Naturat Gas
Procurement and Reliability Issues (“Capacity Brokering Implementation Decision™)

[D.92-07-025]1(1992) 45 Cal.P.U.C.2d 47, concerning our determination to allocate most

of the surcharges to the core. Upbn further consideration of these decisions, we believe
we have unintentionally erred in concluding that the surcharges constitute new costs
which need to be allocated in the instant BCAP procecding. |

In reviewing our capacity brokering decisions, we are convinced that, except
as to the costs resulting from the relinQuiéhr‘nenl of capacity on El Paso by Pacific Gas
and Electric an\pan)' (“PG&E”) and a small amount by others (which will be more fully
discussed below), the surcharges constitute the same transition costs which the noncore
was responsible for, but in a reduced amount because of the approval of El Paso and
Transwestem Setilements at the FERC and the provisions for “tumed-back capaéily,”
namely stepdown capacity, in the seitlements. In its settlement, il Paso would assume 65
percent of the unsubscribed capficii) costs associated with the aniiéipalcd contraclual step
downs and terminations over the first cight years of the Settlement; while the cuslom;rs

assumed 35 percent. (El Paso Natural Gas Company (1997) 79 F.ER.C. 161, 084 p-
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61,118.) In the Transwestem Scttlement, the utility and Current Customers would share
the risk of unsubscribed capacil)"* (70 pcrccnl assumed by Transwesterm and 30 percent
assumed by the customers), and then the utitity w: -ould assume 100 percent of SoCalGas’

capacity relinquishment beginning on November 1,2001, and for cach year afterw. ards for

the remaining term of Current Customers® service agreements. (Transms!em Pipeline
Company (1995) 72 F.E. RC. f6l 085, pp. 61,445-61,446, 'r’éhr‘g. denied, Transwestemn
Pipeline Company (l99$) 13 FERC. 161, 089 ) - _

Inthe (‘aQacm' Brokering Deciswn [D 9l 11-025), supra, 41 Cal. r. u.c.ad

at p. 698, we observ: cd

[W]e are uncomfonable allocalm g costs assoclaled with
NONCore s¢ mce to core customers. ln the past, we ha\'c
allocated to core and noncore ¢ustomers a share of *transition
costs® which result from major program or mdustr) changcs
We have done so on the basis that utilities had madec certain
commitments which were intended to benefit both core and
noncore customers. In the case of interstate ¢apacity,
however, we arc adopling capacity reservations for core .
customers which are consistent With historic use during peak -
periods. ... Remaining capacity has been historically
rescrved lor rioncore classes”* (Emphasis addcd )

‘This observation was rcitcrated and adopted in  the Capacity Brokering lmpleméntation
Decision [D. 92-07- 02$] supra, 45 CalP.U.C2d at pp. 60-61. In this decision, we stated:

“In D 91-11-025, we established reasonable reservations of
interstate capacity for the utilities’ core customers. The
reservations were, genérally, based on peak core demand so
that sonie capacity will be unused durmg off-peak pcnods
Rémaining capacily is reserved for noncore customers .
Capacity for both the core and noncore customers may
become stranded because it cannot be brokered at the full as-
billed rate.

LRI Y

“No part) to this proceedmg has pl’OpOSed that the noncore
share cosls of ‘excess® interstate capacity reserved by the core
¢even though there is ample evidenice to suggest that core
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customers will be paying ‘excess’ costs. The ¢ore will pay a
premium for reliable service by bearing 100% of the cost of a
large reservation of interstate capacu) PG&E’S core
reservation is about twice the core’s average annual demand.
SoCalGas’ core reservation is about 20% higher than average
annual demand.

. We have stated many tlmes our view that thc core class
should share the costs ofa program or investment from which
it benefits. . . . We agree that competition in nonc¢ore markels
may ulumatel) benefit the core. However, \\cha\'e no -
evidencé that the Core will benefit from capacity brokering.

In fact, the cvidence suggésts that ¢apacity brokenng by nself ’
is likely to increase the risk and ¢ost of gas service to the core.

“Capacnl) brokering is a method ofi lmprovmg the access of
noncore customers to firm interstate transportallon capacnl)
and to less expensive gas supphes In order to lmpro\e access
for the noncore, the core niust give up access that it has had in
the past.

. [W]e will direct lhe uulmes to allocale strannded
mterslale costs on an equal cents‘per-therm basis. The limit -
of the core class” lability for these stranded costs is the cost
ofl 10% of e\islmg capacu)' held for the core class on each

pipcline.  Becauseé we have found that amount to bea
beneficial level of slack capacity, we believe 10% is a
reasonable figure for delenmmng the core class’
responsibility over and above thé capacity held to serve the
core during peak periods. This ¢ap would limit the core’s
annual liability to the cost of 107 MMcf/d on SoCalGas’
system and 120 MMcf/d on PG&E’s system, m addition to
the reservalions already allocated to the core!

(1d. at pp 59-61.) Thus, \\'e determined in lhis deciston |mplementing éapacily brokering
that the core would be l‘c.spc;nsnble for the stranded costs which was the cost of 110% of
existing capacity held for lhe ¢ore class on cach pipetine, and accordmgly the noncore
was n.sponsablc for the transmcm costs for the remaining capacity, W hich was the

rquunshcd capacily. Wlth the stepdowns, the noncore benefited in the reduction in lhe
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amount of transition costs for capacily that the noncore had been made responsible for by
the Commission in D.92-07-025.

The reduced amount of the transition costs for the noncore (whereby the
interstate pipelines now are at risk for 65-70 percent of the unsubscribed capacity) is what
constitutes the surcharges. This is more fully understood by looking at the very FERC

order discussing the tumback capacity costs, which recognized that Edison would face

tumback capacity cost surcharges paid by SoCalGas through its ITCS, which was

established in the Commission capacity brokering decisions. The FERC stated:

“Edison’s stated concem is the proper level of [SoCalGas’)
federal, interstate rate, primarily the turnback capacity costs
under [SoCalGas’] Interstate Transition Cost Surcharge
(“ITCS”) Account.” (EL Paso Natural Gas Comnan\' supra,
79 F.ER.C. 161, 084, atp. 61,128.)

As the FERC further elaborated in this order on the El Paso Seitlement:

“Ldison explains that the CPUC initially established the ITCS
in its capacity brokering decisions, D.91-11-025 and D.92-02-
025. Under those decisions the CPUC took [SoCalGas’]
traditional interstale capacity commitments on El Paso and
Transwestern (2200 Mmcf/day total), assigned a portion of
that capacity to [SoCalGas’] core custoniers (1067
Mmcf/day), and required that the remaining capacity (1143
Mmcf/day) be made available for release in the secondary
market. The ITCS tracks the costs associated with the
capacity available for release (i.e., the full as-billed rate for
the capacity) and the revenues associated with any of that
capacily released into the secondary market. [SoCalGas])
recovers the difterence between the as-billed rate and the
released price (i.c., the unrecovered costs) from its customers
— including Edison - pursuant to a CPUC approved allocation
methodology.” (Id. atp. 61,128, fn. 21.)

Accordingly, it was those ITCS costs that are affected by the stepdowns, and
not some new transition costs that need to be allocated. Thus, we erred in our allocation

of these “new surcharges™ to the core in the manner we did in D.97-04-082.
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In considering TURN’s allegations of legal error on the allocation of the
stepdowns, we have come to the opinion that it is time to reconsider the allocation method
we adopted in D0.92-07-025, whereby the core was made responsible for paying the full
costs of its capacity reservation, including base rates, and an allocation of ITCS equal to
10 percent of its reservation, while the noncore was assigﬂéd the remaining capacity and

the ITCS costs. We adopted this cost allocation niethod almost six years ago. In the

interim, the natural gas industry has been rapidly and continuously cvolving. We believe

that the time is ripe for reconsidering the polic_ies we adopted in D.92-07-025." Although
the issues were raised during this pfc‘acée’ding, the record is ot adeQUale to help us
consider all aspects, including the iﬁlportanl policy implications, of these issues. Thus,
we deem it appropriale to grant a limiled_ rchearing fot the purposes of providing notice
and opportunity for the parties to be heard on this issue. We will grant a limited rehearing

so that interested partics can address the following questions:

1. Should the Commission change the method adopted in D.92-07-025 for
assigning the 1TCS costs between the core and noncore? Ifyes, whatis
the underlying basis for this change? If no, what is the reasoning for not
making a change?

_ If the Commission were to change the method for assigning the ITCS
costs, how should the allocation specifically be changed? What is the
basis for this new allocation? What are the benefits and burdens, if any,
to the core and noncore with this new allocation?

. Are there economic and business impacts of allocating the ITCS costs to
noncore customers? 1fso, what specifically are these impacts?

. Whether the Commission decides to reatlocate costs or not, should it
consider the amortization of the ITCS account batance for both the core
and noncore for a period tonger than the full BCAP period? In what
ways would a longer amortization help core and noncore customers? In
what ways would a longer amortization not be of benefit to these
custonters?
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5. Ifthere was a longer amortization period than the full BCAP period,
how long should it be? What is the basis for the period recommended?

. What are the pros and cons of having an amortization period over about
four years, with a goal of a z¢ro balance by Decémber 31, 20017 What
impacts, ifany, would such an amontization period have on the
California economy?

With respect to the portion of the surcharges related to the stepdowns of

capacity on El Paso by PG&E and others, we acknowledge that these are arguably new
costs. These specific costs were mainly the fesult of PG&E’s r‘clinqﬁishmenl ofa
substantial amounit of capacity on the El Paso systent (71 percent of the capacity
stepdowns), whereby SeCalGas® r‘élinquishmcnl_ represented only 19 percent of the
capacity stepdowns. In D.97-04-082, we lumped these particular costs with the other
stepdown cosls_rcfalcd to SoCalGas’ relinguishments of capacity on El Paso and |
Transwestern. Because we are granting a linited rehearing on the other stepdown costs,
we believe it would be reasonable to include, as part of this rehearing, the issues
concerning how these new costs should be allocated. We pose the followiﬁg questions

for the partics to address:

1. Should the Commission (reat the costs related to the
relinquishments of capacity on El Paso by PG&E and
others in the same way as the costs resulting from
SoCalGas’ stepdowns on El Paso and Transwestern, which
are collected through the ITCS? If yes, what is the basis
for this similar treatmient? 1fno, what is the reasoning for a
different treatment? »

. Ifthese costs related to the relinquishments by PG&E and
others should be treated differently, how should these costs
be allocated? Why should these costs be allocated in this
manner? What are the benefits and burdens, if any, to the
core and noncore with this different allocation?
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Because we are granting a limited rehearing on these allocation issues, we
sce no need to address the issue raised by TURN conceming the sufliciency of evidence.

It is deemed meol.

Further, we note that SeCalGas submilted, by Advice Letter Numbcr 2589,

tarif¥ schedules implementing the adopted changes set forth in D.97-04-082. The tariff
schedules included the allocation for the “new surcharges,” namely the costs related to the
stepdowns. The tari fY' schedules weére reviewed by the Energ) Division and made
effcctive as of June 1, 1997. Because D.97-04-082 erred in concluding, in D 97-04- 082
that all the stepdowns resulted in new costs to be allocated mainly to the core (based on
its capacity reservation), and because the allocation of these costs has l'ak’e’ﬁ éh‘ect, there

is a nced to consider the possibility of an adjustmeit (by means of a refund or surcredit

and surcharge), as appropriate. (Sce generally, Califomia Mahﬁf'ﬁtlurér's Assn. v, Public-

Utilitics Com. (1979) 24 Cal.3d 251, 261-262.) However, bccausc We are granlmg a

limited rehearing to [CCOI\SldCI’ whether we shoutd changc the al!ocauon method, and we
do not know what the outcome of this reconsideration will be, we w ill not order an
adj11§ln1eﬂl at this time. Rather, we will permit SoCalGas to continue allocating and
collecting the ITCS costs in the manner set forth in its Advice Letier Number 2589.
Further, we will permit the parties during the fimited rehearing to propose for our
consideration a method for such an adjustment, i needed, and to provide us with a

justification as to why their proposed method should be adopted.

The limited rehearing shalt be held at such tinie and place and before such
Administrative Law Judge as shall hereafter be designated. Because the limited rehearing
involves our consideration of modification to D.92-07-025, today’s order should be
mailed to all parties to the capacity brokering proceedings, Rulemaking (R.)88-08-018
and R.90-02-008, as well as all partics to this BCAP proceeding, so that they will have
notice and opportunity to be heard on the matter, in accordance with Public Utilities Code
Section 1708.
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The Commisston Did Not Err By Rejecting TURN’s
Request To Establish A Memorandum Account To Track,
At This Time, Any Alleged Excess Costs To The Core
That SoCalGas Might Incur In Meeting Minimum Supply
Requirements At Blythe.

1n D.97-03-082, we rejected TURN's request to establish a memorandum
account to track, at this particular time, any alleged excess costs to the core that SoCalGas
inigh! incur in maintaining minimum flow supblies at Blythe. We reserved this issuc of
cost allocation for the upcoming Natural Gas Strategy proceeding, when it will be
cxamining the dividing line between transmiission and distribution. (D.97-04-082, p. 83

(slip op.).)

In its rehearing application, TURN alleges that the record contained

suflicient evidence to justify the tracking, and that our refusal to establish a memorandum
account was illogical and in violation of Public Utilitics Code Section 45 1, which requires
that rates be just and reasonable. (TURN’s Applicaiion for Rclxéaring, pp- 5-1)

In D.97-04-082, we did not reject TURN's assertion regarding any alleged
costs to the core in maintaining minimum flowing supplics at Blythe. Rather, we were
not persuaded by TURN’s testimony to order SoCalGas to establish a memorandum
account at the tinte. We felt that more analysis was needed before we required SoCalGas
to engage in niuch work in tracking any such alleged costs. Thus, it was reasonable that
such analysis be conducted during the upcoming Natural Gas Strategy proceeding. (See
D.97-04-082, p. 83 (slip op.).) Accordingly, we acted reasonably, and within our
discretion, in refusing to grant TURN's request 16 establish a memorandum account at

this time.
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The Commission Lawfully Adopted A Core Storage
Withdrawal Reservation Of 1,985 Mmcf/d, Based On
SoCalGas' Estimate Of 1,381 MMcf/d For The Flowing
Supplies.

In its rehearing application, TURN argues that the core withdrawat

reservation adopted by D.97-04-082 is inconsistent with the record and creates an internal

inconsistency in the decision. (TURN's Application for Rehearing, pp. 7-8.) This

argument is without merit. |

In D.97-01-082, we did not adopted TURN’s recommendation of 1,726
MMcf/d, based on a flowing supply assumption of 1,640 MMcf/d, which the AL)
accepted in the proposed decision. We chose to adopt ORA’s reconimendation of 1,985
MMcfrd, based on SoCalGas' 1,381 .ﬂowing supply estimate. This recommendation is
supported by the record. In arriving at its number for the retail core withdrawal
reservation, ORA used SoCalGas® estimate for flowing supplies for deriving a core
withdrawal reservation for allocation purposes in this BCAP. However, ORA suggested
that the flowing supplies might be greater “given the current excess interstate capacity to
California,: but ORA did s!étc that it was “reasonable estimate . . . . (Sce Exhibit 58:
DRA’s Report on SoCalGas® 1996 BCAP [Testimony of Jacqueline Greig], pp. S-8 to 5-
9.)

“urther, the reliance of the 1,381 MMcf/d as a reasonable estimate for the
flowing supplics is supported by the testimony of SoCalGas® witness Peter Yu, who
testified that “the total flowing supply available on its systent will be considerable higher
than 1,381 MMecf, [but that the differenice will be needed] to mieet wholesale core demand
and certain level of noncore load[s] that fail[s] to comply with SoCalGas’ curtailment
order.” (1D.97-04-082, pp. 19-20 (slip op.), citing to Exhibit 3, Chapter D, p. 8.) We were
convinced by this testimony as well as ORA’s reliance of this number to support its core
storage withdrawal tescrvation calculation. Thus, this is the record basis for the

Commission’s statement that: “We agree with ORA tha( . . . this is the appropriate
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cstimate for the coming BCAP period of retail Rowing supply availability.” (D.97-04-
082, p. 24 (slip op.).) Therefore, D.97-04-082 adopts a core storage withdrawal
reservation which is consistent with the record, as well as supported by the record.
However, we note that the our underlying reasoning for adopting the 1,381

MMcfrd as an appropriate estimate is not clear. Thus, we will modify D97-04-082 to
provide this clarification, by adding the following language to the decision:

“We further note that it is reasonable to adopt ORA’s estimate

for the flowing supply availability in light of the testimony of

SoCalGas Witness Yu , who testified that any armount over

1,381 MMcf7d will be needed to meet wholesale core demand

and certain level of noncore loads that do not comply with
SoCalGas® curtailment order.”

Further, there is no inconsistency in D.97-04-082 merely because the we

acknowledge that ORA believed that the 1,381 MMcf/d may be “understated éivcn the

current excess interstate capacity to California.” (D.97-04-082, p. 21 (slip 0p.).) As
noted above, we discussed in D.97-04-082, pp. 19-20 (slip op.), Yu’s testimony, which
convinces us to use the lower number. Accordingly, the discussion in the decision is not

inconsistent.

lil. CONCLUSION
Therefore, we find the challenges alleged in Long Beach’s application for

rchearing are without merit. 1lowever, the claim raised by TURN and ORA conceming
the allocation of the surcharges from the stepdown constitutes good cause for granting a
limited rehearing in the manner speciﬁed in this decision. The issue conceming
sufliciency of evidence raised by TURN is made moot by the granting of the limited
rehearing. The remaining issues in TURN's application have no meit, and thus,
rehearing is denied on these matters. D.97-04-082 will be modified to clarify one issue
refated to the édoplion of 1,381 MMcf7d as an reasonable estimate for the flowing

supplics, and to comrect some typographical errors.
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THEREFORE, IT IS ORDERED that:
l. D.97-04-082 is modificd to add a footnote at the end of the first sentence of
the sccond full paragraph on page 24, and the text of the footnote should state:

“We further note that il is reasonable to adopt
ORA'’s estimate for the ﬂo“lng supply
availability in light of the testimony of $oCalGas
Witness Yu, who lestlﬁed that any amount over
1,381 MMcfrd will be needed to nieet wholesale
core demand and certain le\'el of noncore loads
that do not compl) with SoCalGas* curtallmenl
order.” ~

2. D. 97 04-082 is modlﬁed to correct lhe followi ing ty pographlcal eIrors:

a. The second “lhat“ from line l0 on page 24, shall be removed

b. The word “cots” On page 73, line 31, shall be replaced b) the word
“costs.”

¢. The word “of” between “Long Beach“ and “SDGE,” on line 31 of page
77 should be replaced by the word “o

IT IS FURTHER ORDERED lhat
3. The apphcauon for rehearing filed by the City of Long Beach is demed

4. A limited rehearing is gtarited for‘_ purpose of addressing the follo‘Wing
questions related to the allocation of ITCS costs between the core and noncore:

a) Should the Comission change the method adopted in D. 92-07-
025 for assngmng the ITCS costs between the core and noncore?
If yes, what is the underlymg basis for this change? If o, what is
the reasoning for not maLlng a change?

b) Ifthe Commnssu)n were to change the method for assigning the
1TCS costs, how should the allocation specnﬁcaII) be changed?
What is the basis for this new allocation? What are the benefits
“and burdens if ‘any, to the core and noncore with this new
alloeahon” :
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¢) Arc there cconomic and business impacts of allocating the 1ITCS
costs to noncore customers? 150, what specificatly are these
impacts?

Should the Commission treat the costs related to the
relinquishments of capacity on El Paso by PG&E and others in
the same way as the costs resulting from SoCalGas’ stepdowns
on El Paso and Transwestem, which are collected through the
1TCS? fyes, what is the basis for this similar trcatment? 1f no,
what is the reasoning for a different teeatment?

If these costs related to the relinquishments by PG&E and others
should be treated difterently, how should thesc costs be
allocated? Why should these costs be allocated in this manner?
What are the benefits and burdens, if any, to the core and noncore
with this different allocation?

Whether the Commission decides to reallocate costs or not,
should it consider the amortization of the ITCS account balance
for both the core and noncore for a period longer than the full
BCAP period? In what ways would a longer amortization help
core and noncore customers? In what ways would a longer
amortization not be of benefit to these customers?

If there was a longer amortization period than the full BCAP
period, how long should it be? What is the basis for the period
recommended?

What are the pros and cons of having an amortization period over
about four years, with a goal of a zero balance by December 31,
2001? What impacts, if any, would such an amoriization period
have on the California cconomy?

If an adjustment is appropriate and necessary for purposes of
addressing rates in effect since June 1, 1997, how should the
adjustment by means of a refund or surcredit to the core and a
surcharge to the noncore be accomplished?

S. This limited rehearing shall be held at such time and place and before such

Administrative Law Judge as shall hereafter be designated.
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6. The Exccutive Director shall provide notice of this limited rehearing to all

pattics in the manner prescribed by Rule $2 of the Commission’s Rules of Practice and

Procedure. The Executive Director shall provide notice to all partics in the following
proceedings: Application 96-03-031, Application 96-01-030, Rulemaking 88-08-018,
and Rulemaking 90-02-008. ] ' ,

7. Excepl as expressly provided in this order, rchearing of D.97-04-082 is

denied. ,
~ 8. Exceptto the extent that i’éhearing has been granted on the allocation issues
cdgccmiﬁg iHe_'stépdowps in the manner set forth hérein, ORA’s pétilioﬁ for modification
of .97-04-082 is denied. | |
This order is effective today.
Dated July 23, 1998, at San Fr‘ancisco, California.

RICHARD A. BILAS
) President
JESSIE J. KNIGHT, JR.
HENRY M. DUQUE
JOSIAH L. NEEPER
Commissioners

I will file a dissent.

/s P.GREGORY CONLON
Commissioner

1 will file a concurrence in part, and
a dissent in part.

/s/ JESSIE ). KNIGHT, JR.
Commissioner
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Commissioner P. Gregory Conlon, Dissenting:

I strongly support the conclusion reached in today’s decision that the
Commission committed legal error in failing to recognize as “interstate transition
costs” (also known as ITCS) the costs associated with the FERC-approved
settlements of SoCalGas® stepdowns on the El Paso and Transwestern pipeline
systqms.. In both my proposed alternate decision when this issue first came before the
Commission in April, 1997, and in my written dissent to the adopted BCAP decision
(D.97-04-082), 1 stated my belief that the FERC settlement costs should have been
classified as interstate transition costs and therefore should have been allocated
according to the ITCS formulas contained in our capacity brokering decisions (D.91-
11-025 and D.92-07-025).

While 1 am pleased that my colleagues have now re¢ognized that the adopted
decision committed legal error in its method of allocating step-down costs, 1 strongly
disagree with their recommended solution to resolve the legal error. In my opinion,
having found that legal error was committed, we should fix it and move on. Instead,
my colleagues have chosen to send this one issue (the allocation of step-down costs)

back for further hearings.
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I find this approach troubling for three reasons. First, it violates the
fundamental principles which the Commission relied upon in resolving this issue in
the original BCAP decision. Second, it creates additional inconsistencies in the
original BCAP decision. Finally, it puts the Commission in the position of choosing
{0 relitigate and reopen a proceeding that was resolved in 1997 at the same time that

the Commission is trying to move forward and adopt significant changes to the

regulation of the gas industry in our Natural Gas Strategy proceeding

ding the step-down issue back for rehearing violates the fundamental
cibles the Commission used to originally decide this issue.

Sen
prin

The original BCAP decision is quite clear as to why and how the Commission
decided the step-down issue the way it did. The Commission’s stated rationale was:

We will maintain our established policy framework until we have
reviewed our transition cost policy ina generic. statewide pro-
ceeding. We should not dismantle our policy in a piece- -meal
fashion, one utility at a time.” (D.97-04-082, page 74, emphasis
added)

By its adoption of the rehearing order, the Commission will be doing exactly the
opposite of what its stated rationale was. We will now be examining a significant
change to our “established policy framework” in a “piece-meal fashion” applicable to

“one utility” only, and not as part of a “generic statewide proceeding.”




D.98-07-100
A.96-03-031, A.96-04-030

While it may be legally defensible to send this one issue back for limited
rchearing, it is clearly inconsistent with the Commission’s stated rationale for
deciding this issue the way it originally did. Both the original BCAP decision, and
almost all of the parties involved in the debate over the altocation of step-down costs,

argued that we should retain the existing methodology for allocating transition costs

that the Commission established in the capacity brokering decision. 1

Sending the step-down issue back for rehearing creates additional
inconsistencies in the BCAP decision, '

In many respects the BCAP decision was a “stay-the-course” decision
For many issues, the Commission stated 'thét it would ot be making any major policy
changes but would continue previous poficies established by the Commission in the
Globa! Settlement '(D.94-04-083 and D.94-07-064) and capacity brokering decisions
(D.91-11-025 and D.92-07-025). By now deciding to send the issue of step-down
costs back for rehearing, the Commission is now creating new inconsistencies within

the BCAP decision.

TTCS costs included SoCalGas, CIG/CMA, Edison, and SCUPP/IID See SoCalGas Comparison
Exhibit (October, 1996), page 13

1 The parties arguing that the Commission should retain the existing methodology for allocating
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For example, the Commission used almost the identical language that it used to
resolve the step-down issue to decide that it would not make any changes o the “10%
Cap” on ITCS payments by Core customers!

We will maintain our currént policy and not eliminate the alloca-
tion of ITCS to the core as ORA suggcsts 1n our view a policy
change of this magnitude is not appropriate for a utility speuﬁc
cost allocation proceeding and should only be undertaken in the
context of a statewide generic rulemaking. (D.97-04-082,

page 69-70, emphasis added)

The issue of the 10% cap on Core ITCS involved a potential shift of approximately

$13 million per year between the core and non-core ¢lasses. The allocation of step-
down costs involved approximately $1 50 mitlion in costs over 5 years. In deciding to
send the issue of step;dowh costs back for rehearing, there is now no justification
given as to why a potential shift in costs of $13 million is a “policy change” of such
“magnitude” that it is inappropriate to be ¢onsidered within the BCAP decision but

that a “policy ch.ange” involving $150 million is.

Relationship to our Natural Gas Strategy

Finally, 1 am concerned over how sending back for rehearing the allocation of
step-down costs will affect the Commission’s attempts to restructure the natural gas
industry (R.98-01-011). The rehearing decision now reopens a decision that the

Commission originally decided over 14 months ago while at the same time the
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Commission 1s trying to move forward as expedmously as possible to implement a

new regulatory structure. 1 am not sure what purpose this serves, and fear that

revisiting the BCAP decision at thls late date can only detract the Commlsswn from

its efforts to move forward.

/s/ P. Gregory Qonlon
P. GRE(‘ORY CONLON i

San Fr’anéiscé, Califorhia
August 11, 1998
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Commissioner Jessie ). Knight, Jr., Concurring in Part, Dissenting in Part:

Although written dissents by Conunissioners are rare in re-hearings,
many tines they are submitted when a dissenting voice feels that a majority
decision threatens fundaniental principles that may negatively impact future
policy considerations. This ¢ase clearly fits irito this category of submission to
my way of thinking. I do not agree with the portion of this rehearing order
pertaining to the allocation of surcharges resulting from the volumetric
stepdowns in interstate plpelme capacity on the El Paso and Transwestern
pipelines. 1disagree with the assessment that the Southern California Gas
Company Biennial Cost Allocation Proceeding (SoCalGas BCAP) decision (D.97-
04-082) contained legal error. Furthermore, I am troubled that this rehearing
order resurrects consideration of a longer amortization of the Interstate
Transition Cost Surcharge (ITCS) account balance for a period longer than the
full BCAP penod This last idea was specifically addressed and specifically
dismissed during the public deliberation of thé five Commissioners on the
original order. This misstep is not just a second bite at the apple on an issue, itis
a misapplication of the rehearing process, a process that is strictly designed for
the determination of legal error.

The only reason that I have voted to support this particular order is
because it was better than all the other options presented to mie. Since I find no
legal error, I could not support a proposed reversal of the original order. Sucha
reversal by way of rehearing would have almost completely negated the purpose
of the alternate 1 authored, which gained the support of the Commission’s
majority. Indeed, a reversal at this juncture would have an unknown rate effect
on both core and noncore customers, an effect which a purely legal analysis on
this rehearing does not capture.

My only hope to maintain fidelity and achieve the intent of the original
order is that a ¢loser examination of the surcharge allocation issues during
rehearing will decisively indicate that benefits accrue both to core and noncore
customers from the allocation used in D.97-04-082, thereby affirming the
outcome contained in the original order.

~ TURN asserts in its rehearmg request that 1) the allocation of the costs and
benefnts associated with capacity stepdowns in the BCAP decision is inconsistent
with previous Commission decisions on transition costs, especially the Capacity
Brokering lmplementation decision (D.92-07-025); and 2) the BCAP decision on




this issue is not supported by the record. Inmy judgment, the issues raised for
rehearing by TURN hinge on policy interpretation of prior orders and re-litigate
the advocacy position taken by TURN during this case with which the majority
of Commissioners did not agree when they voted for D.97-04-082. Furthermore,
and most importantly, TURN's allegations that the record was inadequate sels a
dangerous precedent. This claim prectudes the Comniission from drawing
reasonable inferences from the evidence presented during the course of the case
about second and third order economic effects of policy. Moreover, this
discussion happened in full view of the public and intetested stakeholders. To
accept TURN's argument here will cértainly become more problematic over time
as the Commission must grapple with more complex and challenging issues in
the future, particularly as competition becomes more mature in ever-evolving
nonopoly industries. The net effect of TURN's allegations ¢ould mean less
public debate by Commissioners— certainly an unintended effect and possibly
negating recent organizational reform efforts such as those contained in Senate
Bill 960.

The Allocation of the Stepdown Surcharges is Not Inconsistent With Prior
QOrders

In response to TURN's first allegation, it has been my view that the
allocation of surcharge costs to both core and noncore customers as adopted in
D.97-04-082 is not inconsistent with prior Capacity Brokering decisions. The
surcharges are the result of contract stepdowns on the interstate pipelines. The
Capacity Brokering implementation decision envisioned that when stepdowns
like the ones at issue here occurred, the noncore would no longer bear a liability
for these costs. (D.92-07-025, mimeo., at page 41) The 1992 decision clearly states,
“Utility commitments made after issuance of D.91-11-025 shall not be included in
the ITCS.” (D.92-07-025, mimeo,, at p. 42) This statement upholds my ¢onclusion
that demand charges, and surcharges embedded in them, are new liabilities
resulting from rate case settlements adopted in 1995 and 1997 that do not belong
in the ITCS. Indeed, D.92-07-025 explicitly states, “New utility commitments
should not be included in the ITCS.” (D.92-07-025, Conclusion of Law 33, mimeo
at p. 52, emphasis added)

My disagréement with this rehearing order hinges onan interpretation of
the word “rew.” 1 view these surcharge costs as new utility commitments based
on the following reasoning. The contract stepdowns turned unsubscribed
capacily costs back to the interstate pipelines to collect, or bear, in a new fashion.
The pipelines could no longer rely on contracts with the utilities, and the ITCS
accounts of the utilities, to collect these costs. As a result, litigation of interstate
pipeline general rate cases before FERC resulted in comprehensive settlenients
wherein the interstate pipelines and their utility customers, including SoCalGas,

Partial Concurrence and Partial Dissent of July 23, 1998
Commissioner Jessie J. Knight, Jr. (o Page 2
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share the risks of these unsubscribed capacity costs. Indeed, patt of the costs
passed on through the surcharges result from PG&E's relinquishmentofa
substantial amount of capacity on the Et Paso system. These are unquestionably
new costs for SoCalGas custoniers. The portion borne by the interstate pipeline
customers is collected through the rate case settlenient surcharges which parties
such as SoCalGas, Southern California Edison (SCE), Southern California Utility
Power Pool (SCUPP), and Imperial Irrigation District (IID) indicate are a
component of the customer’s reservation demand charge. (SCE/SCUPP/ 11D
rehearing response, June 19, 1997, p. 2).

According to these parties, the surcharges are unmistakably part of the
newly established interstate pipeline rates. As costs on the interstate pipeline
have gone up, customers who use the interstate pipeline (i.¢. both core and
noncore customers), should bear these costs in relation to the type of service they
enjoy. This is consistent with the principle of cost causation and in my view is_
not inconsistent with prior capacity brokering decisions. It would be inconsistent
with D.92-07-025 to treat thése surcharges, which are essentially new utility
commitnients based on the 1996 settlement agréements, as ¢osts to be recovered
entirely from the noncore through the ITCS. Now that the contracts reserving
this capacity are no tonger in effect, why must the noncore continue to bear the
full burden for these costs? TURN implies that since these costs once belonged to
the noncore, therefore they must continue to be assigned this way. By this logic,
the noncore would never escape these charges. Furthermore, why should
SoCalGas’ noncore custoniers pay a larger portion of PG&E's stepdown costs
than SoCalGas’ core customers when these costs were never contemplated in the
Capacity Brokering decisions?

Furthermore, the foundation of TURN's argunients regarding consistency
with prior Commiission orders hinges on policy interpretation of the Capacity
Brokering decisions. Consistency of application is not an argument on which a
legal error claim can be sustained to grant rehearing. Ireiterate my
interpretation that Capacity Brokering policy relinquishes the noncore from
paying the costs of stranded capacity once contract stepdowns have occurred.
The surcharges collect costs incurred today by the pipelines. Ido notagree that
allocating these surcharges to both core and noncore customers based on current
usage is a policy change. In fact, TURN's arguments are inconsistent in that
TURN acknowledges that surcharges were never contemplated in Capacity
Brokering. (Oral Argument transcript, April 20, 1998, page 40) Thus, on this
Lasis alone, it is a new call as to what to do with them. Now that D.97-04-082 has
not chosen TURN's arguments, the Commission is considered inconsistent. But
how can the Commission be inconsistert if the prior order did not envision this
scenario? This logic truly escapes comprehension. Rather, 1 say consistency is

Partial Concurrence and Partial Dissent of July 23, 1998
Commissioner Jessie J. Knight, Jr. to Page 3
Decision 98-07-100




maintained because the noncore is released from this liability as unequivocally
stated by this Commission in 1992

Essentially, 1 disagree with the rehearing order when it states that D.97-04-
0S2 “unintentionally erred” in concluding that the surcharges constitute “new”
costs. The rehearing order maintains that the surcharges are simply a new form
of an old commitment, which implies that the language in D.92-07-025 regarding
new commitments is not applicable to these surcharges. 1find it preposterous
that the Commission must be locked into a rigid framework that preveats it from
taking a fresh look at a situation and elucidating an outcome pertinent to today’s
reality. Effectively, parties that have sought to overturn the original decision
would have the Commission rigidly adhere to stale interpretations of principles
established over six years ago rather than allowing today’s economy and market
conditions to influence a more current interpretation of historical policy
statements. This is truly nonsensical and has extraordinary implications for
future Commiission decisions. ’

The Record Supports thé Outcome in D.97-04-082

With regard to TURN's second allegation that the record does not support
the policy outcome in D.97-04-082, I disagree. The alternate which I crafted did
not fabricate an outcome out of thin air, as TURN alleges. SoCalGas, San Diego
Gas & Electrie, SCE, SCUPP/1ID, and California Industrial Group/California
Manufacturers Association all argued on the record of the case for the allocation
of surcharges that was ultimately adopted. (D.97-04-082, miméo,, at 73) In
addition, all parties received notice that this issue would be decided in the
SoCalGas BCAP proceeding. TURN itself clarifies that the issue was deferred
from the gas restructuring proceeding R.88-08-018/ R 90-02-008 to the SoCalGas
BCAP. (TURN rehearing request, June 4, 1997, page 5)

During the oral argument, the California Manufacturers Association
verified where the record of the case contained testimony regarding noncore gas
customers’ costs of doing business in California and the ability of California
businesses to compete. (Oral Argument transcript, April 20, 1998, pages 33-36.)
Southern California Edison cited to evidence on the record that core and noncore
clectric customers would bear increased electric costs if TURN's position
prevailed. (Oral Argument transcript, April 20, 1998, page 27) While some may
argue that this evidence cannot be relied upon because these are only
generalized claims, | believe thatit is in this area that there is discretion for the
Commission to draw reasonable inferences from the testimony for decision-
making purposes.
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Furthermore, SoCalGas’ testimony during the case indicated that if there
had been no settlements at FERC, there would be a significant likelihood that all
the costs associated with unsubscribed capacity on the intérstate pipelines would
have been allocated to the remaining firn shippers at higher rates than those
negotiated in the setttements. (Bxhibit 1, Chapter ), Table LPL-3, Witness Lorenz)
Thus, 1 conclude that the record contained evidence of a potential benefit to the
core from the adopted allocation of the settlement surcharges.

Rehearing Should Affirm the Surcharge Allocation in D.97-04-082

Although 1 do not agree that legal error requires the reexamination of this
surcharge allocation issue, I am confident that upon rekearing, further evidence
will sustain the outcome supported by the majority of the Commissioners who
voted for D.97-04-082. As rehearing commiences, the Conumission should be fully
cognizant of the larger issues raised by this surcharge debate.

First and foremost, both “core” and “noncore” are arbitrary customer
class distinctions which may soon be relics of the past. Second, we should not
lose sight of the fact that these surcharges reflect costs that interstate pipelines
incur as part of their operations today. The customers who use the pipeline
today should bear these costs. Let us not hold one class of customers to an
archaic cost allocation scheme in the nanie of consistency when an industry is
undergoing monumental change. This rigidity is not good public policy, but
merely perpetuates a subsidy structure of the past. Simply because noncore
customers once bore responsibility for these costs, this allocation should not be
carved in stone - particularly when an end-point to the liability had been
predetermined. Rather, this Commission has ntade a conscious move to
encourage competition by eliniinating hidden subsidies and making customers
shoulder the costs of the services they use.

Third, and most important, while 1 believe that decisions should not be
based on mere speculation, the Commission shoutd not be constrained by a rigid
requirement to prove absolute, tangible short term benefits. The Commniission
should be able to rely on its own synthesis of information that long term and
possibly second order economic benefits will accrue to the economy of
California. If decisions cannot be made without proving that something will
occur before it actually does, the breakup of AT&T back in 1984 may never have
occurred and we would be living today in a world without pagers, PCS devices
and cellular phones simply because we could not prove these technologies
would take hold. '

In closing, | restate my -:OnI_idence- that an enhanced record will sustain the
outcome of D.97-04-082. 1t is my hope that this enhancement can occur quickly
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so that | may see this issue resolved before the conclusion of my term. 1 pray that
parties and staff seck to make this happen on an expedited basis.

Dated July 23, 1998 at San Francisco, Calilornia.

/s/ Jessie ). Knight, Jr.
Jessie ). Knight, Jr.
Commissioner
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' Commissioner Jessie J. Kuight, Jr., Concurring in Part, Dissenting in Part:

Although written dissents by Comnussxoners are rare in r-.-hearmgs,
many times they are submitted when a dissenting voice feels that a majority
decision threatens fundamental principles that may negatively impact future
policy considerations. This case clearly fits into this category of submission to
my way of thmkmg 1 do not agree with the portion of this rehearing order
pertaining to the allocation of suruharges resulting from thé volumetric
stepdoivns in interstate pipeline capacity on the Ef Paso and Transwestern
pipelinies. 1 disagree with the assessment that the Southern California Gas
Company Biennial Cost Allocation Proceeding (SoCalGas BCAP) decision (D.97-
04-082) contained legal error. Furtherniore, I am ttoubled that this rehearing
order resurrects consideration of a longer amortization of the Interstate
Transition Cost Sun.harbe (ITCS) account balance for a period longer than the
full BCAP period. This last idea was specifically addressed and specifically
dismissed during the public deliberation of the five Commissioners on the
original order. This misstep is not just a sccond bite at the apple on anisstie, it is
a misapplication of the rehearing process, a process that is strictly designed for
the determination of legal error.

The only reason that I have voted to support this particular order is
because it was better than all the other options presented to me. Since 1 find no
legal error, I could not support a proposed reversal of the original order. Sucha
reversal by way of rehearing would have almost conipletely negated the purpose
of the alterate [ authored, which gained the support of the Commission’s
majority. Indeed, a reversal at this juncture would have an unknown rate effect
on both core and noncore ¢ustomers, an effect which a purely legal analysis on
this rehearing does not capture.

My only hope to maintain fidelity and achieve the intent of the original
order is that a closer examination of the surcharge allocation issues during
rehearing will decisively indicate that benefits accrue both to core and noncore
custoniers from the allocation used in D.97-04-082, thereby affirming the
outcome contained in the original order.

, TURN asserts in its rehearing request that 1) the allocation of the costs and
benefits associated with capacity stepdowns in the BCAP decision is inconsistent
with previous Commission decisions on transition ¢osts, especially the Capacity
Brokering Implementation decision (D.92-07-025); and 2) the BCAP decision on




this issue is not supported by the record. Inmy ]udgment, the issues raised for
rehearing by TURN hinge on policy mtcrpnl.\hon of prior orders and re-litigate
the advocacy position taken by TURN during this case with which the majority
of Commissioners did not agree when they voted for D.97-04-082. Futthermore,
and most inportantly, TURN's allegations that the record was inadequate sets a
dangerous precedent. This claim precludes the Comuission from drawing
reasonable inferences from the evidence presented during the course of the case
about second and third order cconomic effects of policy. Morcover, this
discussion happened in full view of the public and interested stakeholders. To
accept TURN's argument here will certainly become more problematic over time
as the Commission must grapple with more complex and challengmg issues in
the future, particularly as competition becomes more mature in ever-evolving
monopoly industries. The net effect of TURN's allegations could mean less
public debate by Conimissioners — certainly an unintended effect and possibly
negaling recent organizational reform efforts such as those contained in Senate

Bill 960.

The Allocation of the Stepdown Surcharges is Not Inconsistent With Prior
Orders

In response to TURN's first allegation, it has been niy view that the
allocation of surcharge costs to both ¢ore and noncore customers as adopted in
D.97-04-082 is not inconsistent with prior Capacity Brokering decisions. The
surcharges are the result of contract stepdowwns on the interstate pipelines. The
Capacity Brokering implementation decision envisioned that when stepdowns
like the ones at issue here occurred, the noncore would no longer bear a liability
for these costs. (D.92-07-025, mimco., at page 41) The 1992 decision clearly states,
“Utility commitments made after issuance of D.91:11-025 shall not be included in
the 1TCS.” (D.92-07-025, niimco., at p. 42) This statement upholds my conclusion
that demand charges, and surcharges embedded in them, are new liabilities
resulting from rate case settlements adopted in 1995 and 1997 that do not belong
in the ITCS. Indeed, D.92-07-025 explicitly states, “New utility commitments
should not be included in the 1TCS.” (D.92-07-025, Conclusion of Law 33, mimeo
at p. 52, emphasis added)

My disagreement with this rehearing order hinges on an interpretation of
the word “new.” 1 view these surcharge costs as new utility commitments based
on the following reasoning. The contract stepdowns turned unsubscribed
capacity costs back to the interstate pipelines to collect, or bear, in a new fashion.
The pipelines could no longer rely on contracts with the utilities, and the ITCS
accounts of the utilities, to collect these costs. As a result, litigation of interstate
pipeline general rate cases before FERC resulted in comprehensive settlements
wherein the interstate pipelines and their utility customers, including SoCalGas,
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share the risks of these unsubscribed capacity costs. Indeed, part of the costs
passed on through the surcharbcs result from PG&R's relinquishment of a
substantial amount of capacity on the El Paso system. These are unquestionably
new costs for SoCalGas customers. The portion borae by the interstate pipelme
customers is collected through the rate case settlement surcharges which parties
such as SoCalGas, Southern Catifornia Edison (SCE), Southern California Utility
Power Pool (SCUPP), and Imperial Irrigation District (11D) indicate are a
conponent of the customer’s reservation demand charge. (SCIi/SCUPP/1ID
rehearing response, June 19, 1997, p. 2).

According to these partles, the surcharges are unmistakably part of the
newly established interstate pipeline rates. As costs on the interstate pipeline
have gone up, customers who use the intérstate pipeline (i.c. both core and
noncore éustomer‘s), should bear these costs in relation to the ty pe of service the)'
enjoy. This is consistent with the principle of cost causation and in my view is
not inconsistent with prior capacity brokering decisions. It would be inconsistent
with D.92-07-025 to treat these surcharges, which are essentially new utility
comnitments based on the 1996 settlement agreenients, as costs to be recovered
entirely from the noncore through the 1ITCS. Now that the contracts reserving
this capacity are no longer in effect, why must the noricore continue to bear the
full barden for these costs? TURN iniplies that sintce these costs once belonged to
the noncore, therefore they niust continue to be assigned this way. By this logic,
the noncore would never escape these charges. Furthermore, why should
SoCalGas’ noncore customers pay a larger portion of PG&E’s stepdown costs
than SoCalGas’ core customers when these costs were never contemplated in the
Capacity Brokering decisions?

Furthermore, the foundation of TURN's arguments regarding consistency
with prior Comumission orders hinges on policy interpretation of the Capacity
Brokering decisions. Consistency of application is not an argument on which a
legal error claim can be sustained to grant rehearing. [ reiterate my
interpretation that Capacity Brokering policy relinquishes the noncore from
paying the costs of stranded capacity once contract stepdowns have occurred.
‘The surcharges collect costs incurred today by the pipelines. 1do not ageee that
allocating these surcharges to both core and noncore customers based on current
usage is a policy change. Infact, TURN's arguments are inconsistent in that
TURN acknowledges that surcharges were never contemplated in Capacity
Brokering. (Oral Argument transcript, April 20, 1998, page 40) Thus, on this
basis alone, it is a new call as to what to do with them. Now that D.97-04-082 has
not chosen TURN's afguments, the Commission is considered inconsistent. But
how can the Conunission be inconsistent if the prior order did not envision this
scenario? This logic truly escapes comprehension. Rather, [ say consistency is
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maintained because the noncore is released from this liability as unequivocally
stated by this Commission in 1992.

Essentially, I disagree with the rehearing order when it states that D.97-04-

082 “unintentionally erred” in concluding that the surcharges constitute “new”
costs. The rehearing order maintains that the surcharges are simply a new form
of an old commitment, which implies that the language in D.92-07-025 regarding
new commitments is not applicable to these surcharges. Ifind it pre posterous
that the Commission must be locked into a rigid framework that prevents it from

taking a fresh look at a situation and elucidating an outcome pertinent to today’s
reality. Effectively, parties that have sought to overturn the original decision
would have the Commiission rigidly adhere to stale interpretations of principles
established over six years ago rather than allowing today’s economy and market
conditions to influence a more current interpretation of historical policy
statements.” This is truly nonsensical and has e\traordmary implications for
future Conunission decisions.

The Rec¢ord Supports fh_e Outcome in D.97-04—082

With regard to TURN's second allegation that the record does not support
the poli¢y outéome in D.97-04-082, I disagree. The alternnate which I crafted did
not fabricate an outcome out of thin air, as TURN alleges. SoCalGas, San Diego
Gas & Electric, SCE, SCUPP/IID, and California Industrial Group/California
Manufacturers Association all argued on the record of the case for the atlocation
of surcharges that was ultimately adopted. (D.97-04-082, mimeo,, at 73) In
addition, all patties received notice that this issue would be decided in the
SoCalGas BCAP proceeding, TURN itself clarifies that the issue was deferred
from the gas restructuring proceeding R.88-03-018/ R.90-02-008 to the SoCalGas
BCAP. (TURN rehearing request, June 4, 1997, page 5)

During the oral argument, the California Manufacturers Association
verified where the record of the case contained testimony regarding noncore gas
customers’ costs of doing business in California and the ability of California
businesses to compete. (Oral Argument transcript, April 20, 1998, pages 33-36.)
Southern California Edison cited to evidence on the record that core and noncore
electric customers would bear increased electric costs if TURN's position
prevailed. (Oral Argument transcript, April 20, 1998, page 27) While some may
argue that this evidence cannot be relied upon because these are only
generalized claims, I believe that it is in this area that there is discretion for the
Commission to draw reasonable inferences from the testimony for decision-
making purposes.
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Furthermore, SoCalGas' testimony during the case indicated that if there
had been no setilements at FERC, there would be a significant likelihood that all
the costs associated with unsubscribed capacity on the interstate pipelines would
have been allocated to the remaining firm shippers at higher rates than those
negotiated in the settlements. (Bxhibit 1, Chapter J, Table LPL-3, Witiess Lorenz)
Thus, I conclude that the record contained evidence of a potential benefit to the
core from the adopted allocation of the settlement surcharges.

Rehearing Should Affirm the Surcharge Allocation in D.97-04-082

Although I do not agree that legal error requires the reexamination of this
surcharge allocation issue, I am confident that upon rehearing, {urther evidence
will sustain the outconte supported by the majority of the Commissioners who
voted for D.97-04-082. As rehearing comniences, the Commission should be fully
cognizant of the larger issues raised by this surcharge debate.

First and foremost, both “core” and “noncore” are arbitrary customer
class distinctions which may soon be relics of the past. Second, we should not
lose sight of the fact that these surcharges reflect costs that interstate pipelines
incur as part of their operations today. The custonters who use the pipeline
today should bear these costs. Let us not hold one class of customers to an
archaic cost altocation scheme in the name of consistency when an industry is
undergoing monumental change. This rigidity is not good public policy, but
merely perpetuates a subsidy structure of the past. Simply because noncore
customers once bore responsibilily for these costs, this allocation should not be
carved in stone - pacticularly when an end-point to the lability had been
predetermined. Rather, this Conimission has made a conscious move to
encourage competilion by eliminating hidden subsidies and making customers
shoulder the costs of the services they use.

Third, and most important, while I believe that decisions should not be
based on mere speculation, the Comumission should not be constrained by a rigid
requirement to prove absolute, tangible short term benefits. The Commission
should be able to rely on its own synthesis of information that long term and
possibly second order economic benefits will accrue to the economy of
California. If decisions cannot be made without proving that something will
occur before it actually does, the breakup of AT&T back in 1984 may never have
occurred and we would be living today in a world without pagers, PCS devices
and cellular phones simply because we could not prove these technologies
would take hold.

In closing, I restate my confidence that an enhanced record will sustain the
outcome of .97-04-082. 1t is my hope that this enhancement can occur quickly
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so that I may see this issue resolved before the conclusion of my term. 1 pray that
parties and staff seck to make this happen on an expedited basis.

Dated July 23, 1998 at San Francisco, California.

~ (]/e?fg J. K niigﬁt, Jr;O' p

onmmissioner

,
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