PUBLIC UTILITIES COMMISSION OF TRE STATE OF CALIFORNIA

EVALUATION & COMPLIANCE DIVISION RESOLUTION G-2668
Energy Branch March 12, 1986

RESOLUTION

SOUTHERN CALIFORNIA GAS COWPANY (SoGal. Gas). _ORDER
AUTHORIZING EMERGENCY CONTRACT FOR PURCHASE AND SALE
OF NATURAL GAS FOR UTILITY ELECTRIC GENERATION (UEG).

BACKGROUND

By Adv1ce Letter No. 1610, dated March 5, 1986, and pursuant t0'
Section 491 of the Public Utilities Code, SoCal Gas requests a-
témporary deviation from the rates for service and sales volumés€7
of gas provided under contracts now in efféct for service ia-
accordanée with Raté Schedulé GN-5, GNK-5A, G-60, G-61 and
Resolution No. G-2664 to Southern California Bdison Company;,
Department of Water and Powér, Burbank Public Service Départment;
Glendale Public Service Departaent, ‘Pasadena Watef and Power
Department, Imperial Irrigaion District, Long Beach Gas Department
and San Diego Gas & Electric Company. : ‘

Customérs served under these schedules have informed SoCal Gas,
and SoCal Gas belleves, that the continuing precipitous drop in
the world 631l prices makes it uneconomical to use natural gas for
utility electric generatlon at the currently authorized rates.

SoCal Gas proposes o provide service to the exlsting UEG :
customers served undér Rate Schedulés GN-5, GN-5A, G-60, G-61 and
Resolution No. G-2664 based on a spot market price of $2 05 per - -
MMBtu for equivalent volumes plus a margin return of not léss than
$.20 peér HHBtu, totaling $2.25 per MMBtu under a special contract,

The térm of the proposed contract is for thirty days. The
contract provides that the customer will use natural gas and not
0il during the contract term unless required in its judgement to
meet an operatlng emergency or its testing requirements, )
Customers may terminate service under this contract anytime dur1ng
the period of March 19 through Marc¢h 21, 1986, Termination would
be effective seventy-two hours after recelpt of notice of
termination,




SoCal Gas has sought and obtained reductions in thé unit cost of
its spot market and long-term supply purchases, Although purchased
gas costs have not fallen as rapidly 6r as far as have fuel oil -
prices, the trend is indisputably and significanty downward.

Service will continue on this basis for the term of the ¢ontract.
It is further provided that during Episode Days as dofined in Rate
Schedule GX-5, the Episode Day rate then in effect will be = -
applicable to Southern California Edison Company, Dopartment of
Water and Power, Burbank Publi¢ Service Department, Glendale
Public¢ Service Department and Pasadena Water and Power.

POSITION OF PARTIES

Protests and éomments were received by the Evaluation and - i
Compliance Division from the Public Staff Division (PSD), the City
of Long Beach (Long Beach), Toward Utility Rate Normalization
(TURN), San Diégé Gas and Electric Company (SDG&R), Utility
Consumers Action Network (UCAN) and California Manufacturers
Association (CMA). Their protests and comments are sSumnmarized
belov. -

PSD recommends réejecting SoCal's Adyice Letter No: 1610 and .
proposes some alternatives. PSD states that! .

. "The Comnission should view the request for immediate action
with a healthy dose of skepticism, Althéugh there may be times
where it is appropriate to authorize almost inmmediate rate changed
without notice and any méaningful opportunity for parties to be.
heard, current circumstances facing SoCal and its suppliérs hardly
warrant special emergency treatment. Last minute filings such as
Advice Letter 1610 must be viewed as attempts to pressure this
Commission into acting without fully expléring.possible ,
repercussions for all of SoCal's ratepayérs." and, "The o
Comnmission's ac¢tion with rfegard to this advice letter filing will "
seéend a signal té gas suppliers and produceérs whic¢h will have long
range ramifications. The Public interest demands that the - .
Comnission easuré that the right signal is séat. It is therefore
“imperative that the Commission ensure that its decision on this
advice letter provides thé most long term benéfits to all o
ratepayers. The Commission should not allow itself to be ‘
stampeded into precipitous action."

PSD also states that the proposed two cent per thera margin is-too
low and that the margin should be a minimun of 4,5 cents per
therm. Additionally, as an alteérnative, PSD proposes that the

- Commission adopt ‘a partial fixed margin recovery by meéans of a
Monthly Demand Charge for the UEG customers ¢oncerned herein.,

This margin would bé broken down into two parts, i.e.! three cents
per therm as part of the commodity rate and the remaining 1:5
cents ¢ollécted through a monthly demand charge. :




The City of Long Beach is a wholesale customer of SoCal and also
resells natural gas té Southern Califérnia Edison Cémpany for UEG
at its Alamitos genevating station located in Long Beach, The
Agreement with Edisoén, which runs until January 1, 1988, requires
Long Bea¢h to supply gas at a rate no greater than the rate paid
by Edison to SoCal for equivalent service in the Los Angéles Basin
area, Under Schedule G-60, Long Beach currently pays SoCal $3.:28
per decathera for gas. Under its Agreement with Edison, and due
to PUC Resolution No. G-2664, Long Beach was requived to re-sell
that gas to Edison for $2.80 per decatherns;a loss to the Gity of
$.48 per decatherm. Accordingly effective February 11, 1986,
Edison left Long Beach's systeém in favor of thé $2,80 rate of:
SoCal after Long Beath advised Edison that it cOuld not seld’ gés
to it for $2,80. , :

The voluné of gas' which Long Beach was’ selling to Edison until-
February 11, 1986 was 40,000 Mcf per day. According to the City,
the loss of this margin vill drastically affect the rates’ of the
rémaining ¢ustomers on Long Béach's systenm, or cause LOng Beach to
operateé at a substantial loss fér so long as this situation
continues. :

Since So€Cal is asklﬁg the PUC to malntaln for it a profit nargin
of $.20, Long Beach is seeking to maintain a like margin of profit
of $.20 on its electric generation sales, This would be =
accomplished by an equivaleat volumé G- 60 UEG sales rate of $2 05.
While this pr1¢e would net recovér their entire margln, it uould
give some basis for continued Edlson sales.‘

TURN- submittéd comments and a limited protest after hav1ng made
extensive studies of SoCal's gas supply sources, and theé
probability of lower. natural gas prices to meet. the pr1ce
fcompetition from o0il. .

TURNK thus supports SoCal's request with certaln express caveats,
namelyi

(a) If the advice letter is approved the Commlssion
should adoépt a spec1al temporary iacéntive :
mechanism, whié¢h améng other’ things would require o
a 3.0 ceats per therm margin.,

'(b)f_The subJect contracts for SoCal's UBG customers be'
consideréd as a strictly_ temporary emergency
deviation from normal ratesettlng p011c1es.

Further TURN urges the Conmission to call a halt to the process of
regulation by advice letter, for such issues, and réserve aay
further rate design for hearings in the Spring CAM proceedlngs of
SoCal. .




SDG&E commented that it applauds SoCal Gas' responsiveness to the
changing fuel parkets and its attéampts to structure rates so as to
retain service to Utility Electric Genération (UEG) customers.
SDG&E strongly believes that it is in the best interests of all
ratepayes to retain sales to the UEG market. SDGAE is ¢(oncerned,.
however, over oné aspect of Advice No. 1610. Ac¢cdrding to SDGEE,
SoCal Gas' proposed UEG sales rate of $2.25 per MNBtu, which
incorporates a margin return of not less than $.20 por MNBTU, is
not reflective of the existing rate structures for SoCal Gdsi
diffrent UEG customers, For example, SDG&E ¢uvrently provides
100% of its margin contributién to SoCal Gas by way of its G-61
capacity charge. Were SDG&E to contribute $.20 per MMBtu of = -
margin return to SoCal Gas under the Advic¢e No. 1610 proposal, the
result would be a doudleé margin contributién from SDGEE., SDG&E,
therefore, respectfully submits that its applicable rate under
this proposal should be $2,05 per MMBtu commodity cost as
identified in Advice No. 1610, _ a

SDG&E's fuel situation at présent is such that a gas price of .
$2.25 would éxceed current oil prices and, therefore, would not: be.
suffi¢ient to induce SDGAE to gain purchase power plant gas. At -
$2.,05 however, SDG&E would seriously consider sérvice under this -
proposal, SDG&E . also pointed out that, at presént, this proposal
is not fully comparable to a firm alternaté fuel offer. The '
second sentence in Paragraph 2 of SoCal Gas' draft contract
greatly limits SoCal Gas' commitamént to delivér this gas and
requirés the UEG customers to purchase fuel oil to cover thé
contigency of a loss of this gas supply.

Utility Consumers' Action Network (UCAN) supports- the Southern.
California Gas Company attempt to rétain gas sales to the e
électric géneration market., UCAN suppérts SDG&E's position that .-
both the présent G-61 capacity charge and theé proposéd $.20 per -
MMBtu charge should not be paid by SDGZE for electri¢ generation
use, ‘ -

 The California Manufacurers Association (CMA) states that it has
in previous Commission prédeedings supported the concept of -
idéxing low priority gas rates to fuél oil, and has also stated
its position that it supports gas sales toé customers at . o
incremental ¢ost if such pricing retains gas load advantagedus to
the systém as a whole, ' - '




"Such support, hOHeVer. its conditioned on the development of an
evidentiary record in a fomal procéeding. Such a proceeding, by
its nature ¢an provide answers to basic factual and policy
questions that the advice letter process cannot, The Commisstion
in its decision can rely on such an evidentiary record to énsure
that the proposed action is advantageous to the gas systeém as

Hhoxea

CMA questions both the facts and policies contained in SoCal's
Advice Letter 1610 that should be answered in a formal proceeding,
either the Consoldiated Adjustment Mechanism in May or an other
expedited forum, if the Commission so desires. - However, -
acceptance of Advicée Letter 1610 will prejudge certain issues,
such that other ratépayers are irreparably damaged.

In addition to the céncerns: raised by PSD, TURN and the City of
Long Beach CHA also ralsed tvo other concerns, namelyt

i, Since fuel oil prices are moving down with
- unheard of velécity, will this offerlng
achieve the desired result of maintalning
UEG gas sales?

Are Edison - ratepayers economically .
indifferent t6 a ¢ontract at $2,25 HHBtu._
if fuel oil prices fall further?

Each of the protestants has madé¢ very valld p01nts concerning. thlsﬁ
filing: However, California ratepayérs would bé better off if the!
weighted average cost of natural gas were reduced so as to benefit
‘all other c¢lasses of SoCal's dustomers instead of UEG customers

“only.




DISCUSSION

Last month, when we approved SoCal's initial request for a - -

"spec¢ial emergency contract" for VEG sales, we stated .that our
intent was to provide SoCal's suppliers with a "grace period" in
wvhich to react to the declining fuel oil market by adjusting their
conmodity rates to levels conmpetitive with alternate fuel prices.
¥e noted that our approval of extensions to the special UEG rate
would depend on whether the pipelines' PGA (Purchased Gas -
Adjustment) filings of new commodity rates effective April 1,
1986, would allow these long-term suppliés to be markeétable to
fuel-switching ¢ustomers, We share thé disappointuent with which
our staff and TURN have reacted to thése filings, It is clear
that the. pipellnes have lost further ground in the competition .
with fuel 6i1l. TURN has provided what wve find to be a cémpelling
illustration of this fact by ¢alculating the average commodity:
costs of all gas (both spot and long-term) floving through the. El
Paso and Transwestern systems,” using the assunption of 602 16ng- -
term gas and. 40%Z spot at 100% load factor. Because both systems
are unlikely to be full simultanéously during the 16w deéemand
spring period, these average commodity costs represent the lovest
feasible average prlces. assuiing 602 take from full priced System
supplles. :

: Us1ng the flled Aprll 1 commodity rates for 10ng term gas and
-SoCal's ‘forecast of spot gas.at $2,05/MMBru, the April 1 average -
conmodity costs are $2.37/MMBtu for El Paso and $2, 33IHHBtu for
‘Transwestern. Théseé averagés are 31gn1f1cant1y above the: requ1red
UEG rate of $2.25/MNBtu. Last mé6nth, when we approved Resolutlon‘
G-2664, similar c¢alculations yielded average rates of about . -~
$2.70/MMBtu, below the. necessary UEG rate of $2.80/MMBtu. Thus.
it is no surprise that SoCal now asks us to continue to target. .

virtually all spot gas to the UEG market, and to accept a- décrease .
- in the margin contribution from UEG sales from $0;50/MMBtu to
$0.20/MMBtu. We conéur with TURN that, absent othdr
poss1b111t1es, thls strong evidence that gas from Rl Paso and
Transwestera is no IOnger marketable to UEGC customers would leave
us wlth just one option: to allow. the UEG load to- fuel switch in .
order to send the strongést possible 31gnal to the producers that h
" their - prices are too high. However, we aré aware that both =~ 7 |
pipelinés are‘attempting to reduce their: average commodity ‘¢osts
by increa31ng the amount of their system supply which they ‘release
onto the spot market. We recogn1ze that this approach itay have «
longer-term bénefits such as the reduction in the pipelines' take-
or-pay liabilitiés. Essentlally ‘what the pipelines are doing: -
amounts to reducing full-priced system supply purchases below the
601 level of commitment which SoCal -has generally followed since
its entry into the spot market, but which this Commission has
never ratified.

We note that last month in Resolution G-2664 we questloned
SoCal's adherence to a 60% level if long-term supplies purchased
at that level were not marketable. Today we expect SoCal to take
whatever actions necessary to ensure that on April 1 the gas




.supplied to it through the Bl Paso and Transweslern systeas is. on
the average, nmarketable to UEG customers. The "grace period" ends
March 31, for SoCal as woll as for its pipeline suppliers. After
that date it is our intention that thée UEG market be served
without any extraordinary targeting of spot gas. In veturn we
will approve the special UEG rate of -$2,.25/HMBtu, subject to
several c¢onditions discussed bdelew. We remind S6Cal that it has’
been our poliéy that SoCal's managemént, not this. Comnission, is
responsible for deteramining and justifying the appropriate level -
of purchases from its long-tera suppliers and the corresponding:
premiun, above spot prices, that it is willing to pay for such
supplies.

Ke also share the concérns of staff: and TURN. regarding the-
$0.20/HMBtu margin contribution that we are being asked to accept,
We c¢oncur wholeheartedly with ‘the $taff's contention that this:
level of margin contribution is toéo ‘low, and wve agree that we- need
to move in thé direction of establishing miniaum margin. :
_contributions from all éustomer classes., Howeveérxr, such deci31ons
vill be made more appropriately in the contéxt of our ongoing gas
OIT (I, 84-054-079): wve will address” such issues in a decision on -
pollcy and procédure in that case which is 6n our agenda for the
méeting of March 19; 1986. In the meantime, veé concur with TURN .
that only the present: ‘drasti¢ circumstances of rapidly falling oil.
prices, and 4ur incomplete. .transition to a newv regulatory - -
" framework, justify our acceptance of such a nominal. margin
contrlbution.

Furthermore,,we acknowledge that the rlsks and burdens of the_
_present circumstances -have not fallen evenly on ‘all partles. Gas
producers have had té accept dramatlcally lower prices, plpelines
are dlscountlng rates to maintain throughput, and ratepayers have
seen margins paréd to the bone on low priority sales.- Only- ‘the .
. utilities themselves have been well- 1nsu1ated from recent événts.
- This situatien is 301ng to have to change in the near future.

~ Regardless,‘ut111ty management does have -a substant1a1 Lo
ab111ty to influence prlces in today s markets‘ for example, SoCalf
¢ould’ increasé ‘thé margin available on UVEG sales through hard - B
bargaining with its: spot ‘gas suppliers, TURN has proposed that ve‘
accompany our approval of Advice Letter 1610 with a modest" ;
incentive program: ‘designed . to pr071de SoCal with an 1ncent1ve ‘to
‘réalizé at least a $0. SOIHHBtu natgin on UEG sales. over the-éourse
“of this speé¢ial contractsy While such incéntivé meéechanisms are
“worthy of: con31derat10n,_we dé6 not know at this time whether .: .
TURN's incentive proposal properly ‘balances the potentlal risks
and benefits to SéCal.’ Furthernore, we do not belleve it would
significantly effect SoCal's behavior as it would only bé in
effect for about 30 days. For nov, we will not adopt TURN's - _
incentive procedure but will advise SoCal once again that thelr'
actions are subJect to reasonabléness réview. Weé expect SoCal to
take whatever action is necessary to put continued downward
pressure on spot gas prlces to bring the margin contribution




thrOugh the special UEG commodity price of $2. 2SIHHBTU to a
mininun of 30 ceats by April first. If it fails to do so, at our
regularly scheduled mecting o6f April 2, we may choose to impute -
the 30 cent contribution in the $2.25 special rate for the balance
of the 30 day period of this order.

Both SDG&E and the City of Long Beatch have asked for a .
special contract rate of $2.05/MMBtu fron SoCal, SDCGAR claims.
that it need not make a margin céntribution, because it continues
to pay 100% of its margin contribution to SoCal in its demand
charge. Although a significant portion of SDG&E's and .the: City's
margin contridution is madé through demand chatge payménts to
SoCal, SoCal doés incur other costs such as pipelinc denand -
charges on behalf of SDG&E ‘and the City. SoC4l curreatly recovers'
these costs through its G-60 and G-61 ¢ommodity rates., While’ the
‘required margin contribution that should be recovered in SoCal' s
wholesale ¢ommodity ratés is certainly less than it vould be -
absent the demand charges, we are not prepared to say that it: -
“should be zeéro as proposed by SDG&E and the City, - Obviously this:
-i$ an issue that neéds to be explored further: At this tine, we.
will not allow SDG&E or the City of Long Beach a $2,05/MNBtu rate.
-In future proceedlngs we will continue to look at:this issue of
demand charges and how such charges éffect contributions that are
zade through commodlty ratés., Finally, we find merit in TURN's
suggestion that. the balanc1ng accounts’ for SoCal's’ vholesale
customers must be “trued up" so that SoCal's customers do not
-subsidize discount sales to ‘the’ UEG load of SoCal s Hholesale )
customers.

_ He have dlscussed somé of the min1mum steps that need to be
taken in order to decrease SoCal's cost of gas to levels .
-competltlve with current oil and gas ‘supply conditions. . In- the ;
short-term; we believe that if adequateée steps are taken to brlng
down the cost of. both spét and long-tera gas $upplies, as outlined
above, then the resultlng margin contributiion and benefits to .all
ratepayers of "lower costs from long- term supplles will be adequate
Justlflcation to kéep Edison on the system. : ,

‘ PSD has argued that a 45 centsIHHBTU margin contributlon is
"the mlnlmum contr1but10n to flxed costs by UEG customers that

cost _of seryiceé allocatlon studies. . Such margin c0ntr1butions are
1mp0331b1e in today's fu2l markets unless SoCal can obtain. Spot -
gas at $1.80. This illustrates ‘a fundamental problen v1th _our .
current rate deésign in today's competltlve énvironment, Our
current rate design attempts to recover fixed costs through -
¢ommodity rates., Th1s does not appear to be sustainable in ‘the
long-run. - We agree wlth the PSD that it is necessary to recover-
some portion of SoCal's fixed costs through :a monthly demand-
charge for UEG custéomers. Such demand or standby charges uould be
paid regardléss of whether the UEG customer was burning gas or.
0il. It would assure that some minimum contribution to fixed
costs was nmade by UEG customers who receive significant beneflts

-




by being "¢onnected to SOCal's fixed transuission and distrlbution
‘systen, We note that SDGRR currently pays such a demand charge.

e are avate that boCaI and SCE are curientl negotiating a
longer-term (6 moénths to 1 year) solution té-the guel switching
problem so that ve are hot fated with:emergency advicé letter

_ filings ‘on a’ ‘nonthly basis, ' As part “of these negottations, weé

" expect SoCal and SCE to negotiate ‘an interim demand charge vhic¢h
would go into effect as soon as possible. and to bdbring the:
conbined contribution to margin in ‘the speéial ¢ommodity rate and’
the négétiated demand charge to the 45 ceént contribution té margin
‘urged by staff, . Similar ‘negotiations with other UEG customers.
...should also take place. Ultinately, we expedt . thnt the issue of
theé appropriéte ‘levél ‘6f deémand chargés will be an issue in
So0Cal's upcoming CAM proceeding. - In- the meantime, the negotiated
-demand ‘¢charges will provide SoCal with some reasonble fixed cost

.. recovery. In the.eveat that negotiations [ail, ve may impose a

. temporary demand. chargé on UEG customers until" the matter can be
Jresolved in evidentiary hearlngss :




FINDINGS

1, SoCal's customers have indicated that, based on the current
price of oil, they intend to burn ofl instead of natural gas in
their electric¢ generating plants unless they can obtain natural
gas at a price of $2,25 per MMBtu during the period March and

2, This emergency deviation is required to avoid the certain loss
of market that would occur absent approval of this special
contract., Should utility eléctric custémers discontinue use of
‘natural gas for electrical generation, the fixed costs associated
with the reésulting revenue loses would ‘fall on higher priority
custoners,

3. It is reasonable for SoCal Gas t¢é provide service for a'
limited time to existing customers undeér Raté Schedules GN- 5,
GN-5A, G-60, G-61 and Resolutlon No. G-2664 at $2.25. pér- HHBtu.

4, We expect SoCal to take all steps reasonably possible to bring
down both their long tera and spot gas supply costs., - .

"5, As part of its longer tera. negotlatlons vith UEG customers, ve
expect SoCal to negotiateé 1nterim démand charges to bé instituted
as soon as possible, ]

6, All UEG customers have already exeeuted contraéts, If thé City'
of Long Beach desires to participate, it must execute a contraét
within 5 days. B -

7, NOtlce of the folléving order did neot appear on the o
Commission's agenda as réquired by the Governmént Codé, - This
matteér is an émergency issue in that oil pricés are falling -
precipitously and without the special éontract in efféet;, a - :
greater f1xed cost and financiil burden would have to6 be placed én
SoCal Gas' residential and other high priority customers. .
" Extensive not1c1ng of this fiing has taken place through . C
~individual maiiings to the General Order 96-A list and the parties :
of record in OII 84-04-079.

THEREFORE;

l. Under the prOV1sions of Public Utlllties Code - Sectlons 451 and
491, S6Cal Gas is authorized to eénter into the "Contrart For The -
Sale of Natural Gas For Utility Eleéctric Generation". that is.thé
subject of SoCal Gas Advice Letter Né6: 1610, filed March 5, 1986i
The térms of each contract shall not exceed thirty days.

2. SoCil Gas shall take whatever actions nécessary to ensure that
on April 1 the gas, both spot and system supplies, which it
purchasés through the El Paso and Transwestern systems is, on the
average, marketable to SoCal's UEG CUstomers.
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3. SoCal Gas shall make every effort to secure a margin
contribution of $0.30 per MMBtu from UEG sales by April 1, 1986,

4, The San Diego and Long Beach requests for a UhG rate of $2.05
per MMBtu are hereby denied.

5 Consistent with existing tariff GN-5, GN-5A, GN- 60 and GN- 61
schedules these rates shall not apply on Episode Days and existing
rates will apply.

6., The above advice letter and contract form shall be marked. to
show that théy were authorized for filing by Commission Resolution
G-2668.

7. Each qualified customer who enters into a contract with SoCal
Gas pursuant to this Resolution will be required to furaish an
~affidavit attesting to the forecasted- ‘purchasé price of oil for
utility electric géneration and SoCal Gas will provide copiés of
the affidavits to the Commission, ) _ :

8. This Resolutlon shall be served on all parties to the .
CommissiOn s ongoing Gas Long Term Rateé Design préoceeding in

- 84— 0& 079.

9. This Resolutioﬁ is effecdtive tdaéy.

I certify that this Resolution was adopted by the Public Utilities
-Commission on Yarch 12, 1986, The following COmmissioners :
approved it : , .

_ GREW !
' FHEnEnl:(ll DUDA
cunnhﬁanm
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