PUBLIC UTILITIES COMMISSION OF THR STA%E OF CALIFORNIA

. EVARUATION & COMPLIANCE DIVISIOR RESOLUTION G-2664
Bnergy Branch February 1l. 1986

RESOLUTIOR

SOU”HVRH CALIFORNIA GAS COMPANY (SoCal Gas). ORDER
AUTHORIZING ENMBRGENCY CONTRACT FOR PURCHASE AND SALE
OF NATURAL GAS FOR UTILITY BLRGTRIC GENERATION.

BACKGROUND

By Adviée Letter No. 1600, dated Fébruarv t0, 1986 and pursuant to
Section 491 of the Public Utilities Codé, SoCal Gas requests a
temporary deviation from the ratés for sérvice and sales volumes of
gas provided under contracts now in effect for service in accordance
with Rate Schedulée GN-5SA. :

GN-5A customers have notifiéed SoCal Gas that the preoipitous drop in
world oil pric¢eés makes it unéconomical fér thénm to continue to
purchase natural gas for steam-électrié generat1on ‘at the currently
authorized rates.

Discussion

SoCal Gas proposés to provide service to exlstlng GH-5A customers,
based on a monthly forécasted weighted average price of spot
purchases plus $:50 per MMBtu, at a rate of $2.80 per.MMBtu, by
special contract.

?he term 6f the proposed agreémént -is for th1rty days: PFive days
before the end of the contract term, SoCal and its customer proposed
to meet and extend the term for another 30- -day period. “he
subsequent contract rate would be the welghted aVerage pr1ce of -
SoCal's projected @onthly spot purchase price plus a minimum 6f S 50
per MMBtu. The contract provides that gas and not oil wlll be used
by the custonmer for the céontract tern. ,

We w111 approve SoCal Gas Advice Letter No.,1600 wlth one .
nodification régarding thé duration of the proposed deviation. We
are not inclined to approve a deviation from currént rates beyond our
regularly scheduled meeting of March 19, 1986. At that tice we will
re-exanine market conditions to determine if a deviation is still
warranted: 1In partlcular, we are keenly interestéd in what actions
SoCal's interstate pipeline suppliérs take to keep gas rates




conmpetitive with deolining altérnate fuel prices. At the
Conmission's meeting of March 19, 1986, we may approve an oxténsion
of SoCal's proposed GN-S5A rate deviation if the price of long-tern
suppliers is reduced to a level at which that gas is marketadble to
customers with the ability to switch fuels.

In essence, SoCal's proposal envisions that significant amounts of
spot gas will be targeted to one class of customers, namely UEG
customers. Segmentation is génerally not an acceptadle proposition
as it has an adverse inmpac¢t on rémaining customers and it deprives
core custoners of benefits they currently réceive from spot gas
purchases. Although we nmay ultimately decide to target certain
amounts of spot gas to industrial ¢ustomeérs, that change in policy
would be acconmpanied by our examination of the utilities' supply mix
so that core customers also receive an appropriate nix or portfolio
of long and short-term supplies.

By allowing this temporary deviation, we aré providing So6CGal's long-
tera suppliers with a "grace périod" in which to react t6 the.
declining fuel o0il markeét and adjust their comnmodity rates to leéevels
that are conmpeétitive with altérnate fuél pricés. If they succeed,
all utility customers will benefit from reduced gas prices. .If the
pipelines cannot respond, however, somé fuel switching may résult.
Furthernore, there is no reason for California utilities to continue
to commit to a 60% purchasé level (a levél this Conmission has néver
ratified) for long-term supplies unléss thére is assurance that such
gas will be marketable to fuel switéhing custonmers. :

Both of SoCal's major intérstate suypliers vill.be_filiﬁg'théir seni-

annual PGA (Purchasé Gas Adjustment) on about March {, 1986. Based
on thése filings and rarket conditions at the timeé, we will decide
whether to extend or modify the GN-5A rate deviation approved today.
Partiés may subnit comments to the Comnission no later than Maréeh 10,
1986 regarding this matter.

The Public Staff Division filed comnénts in support of a stricﬁlyi
tenporary deviation for GN-5A customers. Their conéerns regarding

rarket ségmentation areée refleéected in our discussion above.

The staff of the BEvaluation and Compliance Division has réviewed this
filing and finds that it is in the public intérest to authorizé the
Contract for Puréhase and Sale of Ratural Gas for Utility Blectriec
Generation filed for Commission approval under SoCsasl Gas Advice No.
1600.

Findings . : - L

1. Southern California Bdison Conmpany states that based on the
current price of fuel 0il, it intends to burn o0il instead of natural
gas in its electric generating plants unless it can obtain natural
gas at a weighted average cost of $2.80 MMBtu, or less, during the
months of February and March 1986.
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2. This emergenov deviation is required to avoid the certain loss of
narket that would occur absent approval of this speotal contraoct,
Should steam-oleotrio genération customers discontinue use of natural
gas for electrical generation, the fixed costs assooiated with the
resulting révenue losses woulé fail on higher priority customers.

3. It is reasonable for SoCal Gas to provide service to existing GN-
SA customéers at 82.80. per MMBtu. This price consists of the
current monthly forecasted weighted average price of spot purchases,
$2.30, plus a nargin contribution of 8.50 per MMBtu.

If the 30 day contract period expires before March 19, 1986 and the

parties agree to an exten31on pursuant to Paragraph 3 6f the

contract the sales price shall include a minimum margin contridution
f $.50 per MMBtu.

4. Notice of the foéllowing order did not appear on the Commission's
agenda as reéequired by the Govérnnment GCode:. This matter is an -
unforseen émergeéncy in that without the special contract in effect, a
greater fixed cost and financial burdén would have to be placed on
Sofal Gas'® domestic ang other high priority custonmers.

LHEREFORB BE IT RESOLVED THAT

{. Under the provisions of Pubdblic Utllltles Code Seetlons A51° and _
49y, SoCal Gas is authorized to énter into the “Céntract for the Sale
of Natural Gas for Utility Blectric Generation" that is the subject
of SoCal Gas Advice No, 1600, filed February 10, 1986, nOdlfied to
1ncorp0rate the followlng terns and conditions. »

a. All contracts entered into pursuant to this resolution shall
expire no later than March 19, 1986.

b. Paragraph 3 of the Contract shall he amended accordlngly. |

2. The above advice letter and contFact form shall be marked to “show
that they weré¢ authorized for f111ng by Comn1881on Resolutlon Ho._G—
2664.

3. Rach GN- SA customer vho enters into an agreement wlth SoCal Gas
will supply an affidavit attesting to the forecasted purchase of 011
for stéam-electric generatlon and Sofal Gas will proV1de the _
forecasted welghted average pricé of spot purchases of natural gas.
SoCal Gas will in turn provide copiés of the aff1dav1ts to the
Commission. , 4

4. As soon as the Maréh 1986 PGA flllngs are made by Transwestern
and El Paso, S6Cal Gas' two major pipeliné sunpliers, SoCal shall
provide copiés of those flllngs to the Public Staff 6f the
Cormission, along with SoCal's current projected monthly spot markef
purchase prices.
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5« This Résolution shall be served 46n all partiés to the ..
Conmission's 6ngoing Gas Long Toerm Rate Design proceoding I3 04-
0179, Anﬁ person wishing to c¢ommént ol the térms of this Resodlution
and whether it should be extended or modifiéd beyond Mareh 19, 1986,
shall d¢ s¢ by filing written comnents with the Evaluation an o
Conpliance Division and serve a copy on SoCal Gas, PGXE SCEB, SDOEE,

LADP, TURN, and eac¢h Comnissionér no later than Narch 10, 1986,

6. This resolution is effective today.

I certify that this Resolution was adopted by the‘Pﬁbliciutilities

Conmission on February 1t, 1986, The following Connissigners,

approved it: _\\\\.;|.ll’llfl,',_ 7
: R 3p T SR

DONALD VIAL |
. Pt’ésmnl : ' 274 . )
VICTOR CALVO , . _ AN RS
WILLIAM T BAGLEY . hal Bxécutive Diregtor’Z
FREDERICK R. DUDA LA
. Gommissioners '




PROOF OF SERVICE BY MAIL

I, Rita Jayin , declare:

I am over the age of 18 years, not a party to this
proceeding, and am employed by the California Public Utilities
Commission at 350 McAllister Streét, San Francisco, california.

on, FeB 13 1988 , T deposited in the mail at

San Francisco, California, a copy of:

{DECISION NUMBER Or TYPE Of HEARING)

(DATE of HEARING)

%&&64

(APPLICATION/CASE/OII/OIK)
MAILED 7O ALL PARTIES IN OII 84-04-079 et al

in a sealed énvelope, with poStage prepaid, addressed to the last

known address of each of the addréssees in the attached list.

I déclare undét’pénalty of perjury that the foregoing is
trué and correct and that this declaratiéon was executed on

FEB 13 1986 , at san Francisco, California.

Bcbs

Rita Jayin

*Signature and stamped name




