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FUBLIC UTILIRIES COMMISSION OF THE STATE OF CALIFORNIA

EVALUATION & OQUFLIANGE DIVISION Resolution 0-2670
Energy Branch April 16, 1986

RESQIUTION

SAN DIEGO GAS & FIECTRIC COMPANY (SDG&R)
AUTHORIZATION TO INPLYMENT A GAS RATE SCHEDULE CHANGE
70 TNCORPORATE THE BINFFITS OP AN AGREFMFNT

¥WITH HNG INTFRNORTH (¥NG), A PIPELINE SUPPLIFR, -
FOR PURCHASE OF SPOT MARKET GAS AT $1.7225 PFR MMBTV.

RACKGROUND

By Advice Letter No. 566-G filed March 17, and supplément fited -
¥arch 28, 1986, San Diego Gas & Blectric Company (SDGSE) has submitted proposed
changes in tariff schedules applicable to its Gas Department to amend its
Schédulé GN-5 rate to incorporate the benefits of a tentative agreement with
H3 Internorth to purchesé spot marxet gas at a price of $1.7225/MBu :
deliveréed to the California border.

This offer would provide gas dedicatéd to SDGEE's power plants for 30
days and would become effective on thé date the Cormission grants its |
approval. HNG Intérnorth will deliver the gas through eithér the Transwestern
or Fl Paso Natural Gas Company pipeline systems to Southern California Gas
Company (SoCal) on behalf of SDGEE. SDG&E is seéeking to have this gas
delivered to SDGEE by SoCal at a pricé that includes a margin contribution of
5¢ per MMBtu or 0.5¢ per therm to SoCal.

SDG&E is requesting that thé raté change becomé éffectivé eo-incidént
with the approval of thé above-roferenced agreement, and remain effective for
the length of the contract period. At the end of thé contrast period the
Schedule GN-5 rate shall revert back to its original lével of $4.2494 pér MMBtu
until such timé as SDGER obtains Commission approval for a new spot purchase
agreement and rate change.

Thé requested Schedule GN-5 raté of $2.8104/MBtu includes the
contract cost of gas and delivéry to SDG&E's system of $1.T7125/MMBtu total
plus a maintenance of thé current interdepartmental contribution to margin of
the existing Schedulé GN-5 rate (approximately $1.04/MBtu).

. Therefore, under this arrangement the margin contribution from thé
power plants would be maintained, and the reraining rate reduction from the
current GN-5 Schedule of $4.3494 to $2.8104 pér MMBtu would be passed through
to eléctric customers.
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Because of the atove-nentioned conditions, SDGAE requests, under the
provisions of Section 491 of the California Public Utilities Code, that this
special emergency filing be approved for service cd-incident with the approval
of an order authorizing SoCal to deliver this gas to SDGLE at $1.7725/MMBtu on
and after April 2, 1986, which is on less than statutory notice. :

POSITIONS OF PARTIES

~ Frotests and corments were received from the Public Staff Division
(PSD), The City of San Diego, Southern California Gas Company (SoCal) and
Qoward Utility Rate Formalization (FURN). The corments amd protests are
sammarized below.

%he City of San Diegy sapports SDGEE's réquest since it will pass
throogh to electric castonérs the benefit of thé cost redaction.  The City
further reiterated that with the carrent high electric rates, an effort by
SPG&T. to réduce them is commendable.

_The Public Staff Division (PSD) generally sapports SDGAR!'s filing and
récommends that thé Comission approve SDGE's proposed gas rate with .
Conditions 1 and 2 propdsed by S0Cal in Advice Ietter No. 1613 s0 long s any
specially targeted spot gas is excluded from SoCal's systém averagd ¢ost of gas
for the purpose of calcalating SDG&E's wholesale rate. The key issué for the
Cormission is whéther the rate proposed by SDGXE inclodés an atequate
contrivation t6 margin. In Resolation G-2668 adoptéd March 12, 1986, the
Commissicn orderéd SoCal to maintain a mininum contribation of £0.30 per MMBta
after April 1, 1986 fron UG sales. SDGXE carréntly pays a éapacity charge to
SoCal of £25.89 million per year whéther SDG&E purchases any gas or not. PSD
believes that this translates t6 an equivalént margin contribation of $0.268
per MiBtu to SoCal allocating this charge across all sales tH SDGRR, end
including thé proposed transportation of spot gas for SDG&E's UG sales.

Adding the additional five cents per MMBtu, the margin contribution increases
to over 30.70 per MM¥Bta. Thas, SDG&E's proposal meets the Comission's minimom
margin contribation for salés to URG castomers. N

PSD takes note of TURN's constractive comeénts régarding cross=
subsidies resalting from the wholesale rates. PSD belieéves that a sinmpler
solutién can accormodaté TURN's concerns and ensure that SDG&E's high priority
castorers do not receive cheaper gas at the expense of SoCal's high priority
castomers. The wholésale rate paid by SIGEE (or City of Long Peach) shoald not
be lower than the effective system average ¢ost of gas. This coald bé
accomplished by excluding any "special contract" spot gas (for example, the gas
s0ld to SCF and other electric utility ¢ustomers pér SoCal's recént Advice
Igtter No. 1610) from thé memorandum record kept for wholesale castomers under
SoCal's Consolidated Adjustment Mechanism (CAM) Ralancing Accoant. The
wholésale balancing account would then be based on the effective cost of gas to
Soal's non-UEG customers.

In conclusion, the PSD recomménds approval of this rate 6n a temporary
basis pending in-depth review of the appropriate UFG contridation 0 margin in
the Spring CAM proceedings and other further hearings dealing with long-term
gas rate design.
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Southern California Gas Company (SoCal) protested the Advice Letter
and the proposed contribution to rargin by stating, "As descridbed in SDGAFR's
Advice letter, these volumés would be parchased for suach price at thé bordér by
SoCal and then resold by SoCal to SDGEE for $2.00/M¥Bta, (per original filing)
representing a ¢ontribation to SoCal's costs of only 0.5¢/therm, a level so
anacceptably low that no alternative is left to SoCal bat to protest SIGAR's

proposal.

"SoCal carrently pays fixed annaal demand charges to F1 Paso Katural
Gas Conpany, Transwestern Pipeliné Company and others totalling $285.3
million. Rased on total system sales, sach fixéd demand chargeés equaté to
approximately 3.0¢/them. At an absolutée minimum and to be eqaitablé in any
sénse, SoCal mast at léast recover SDG&E's pro rata share of these pipeline
demand charges améunting to 3.0¢/therm: This principle was anderscored by the
Canission in its recent gas transportation decision when it was noted that at
least a porti¢n 6f sach pipeline demand charges are includeéd in SoCal's :
wholésale comodity rates and may not be avoided by SoCal merely bécause systém
salés are displaced by transportation or other alternate arrangsments sach as
those proposed by SDG&E's Advice Ietter". (Decision Fo. 85-12-102,
ninéo P 27:)

SoCal continues, "Furthermoré, thé PSD has urged on nininum margin
contridbations fron UFG castomers of 4.5¢/them (CPUC Resolation G6-2668, p. 8,
March 12, 1986.) and thé Camission itself has stated that "Sofal shall make
every effort to secare a margin contribation of (3.0¢/therm) from UFG sales,
(RES G-2668) and in viev of the fact that unavoidable fixed pipeline demand
charges amouanting to 3.0¢/thern are not recoveréd by means of the capacity
charge, it seems somevhat whimsical for SDGEE to suggest that SoCal should be
satisfied for parposés of the sabject spot market volumés with a contribution -
fron SDGSE of only 0.5¢/therm.® '

Thas, for the foregoing reasons, SoCal sutmitted that SDGEE Advice
Tetter No. 566-G should be rejected, or, in the alternative, should the
Comission detérmine to authorizé the temporary purchase of thé spot markét
sapplies proposed by SDGEE, the ultimate sale to SDGXE should reéfieéct a margin
to SoCal no less than 3.0¢/themm above the pricé paid by SoCal at the border.
TURN filed coménts and a linitéd protést in which it makés the

following points:

i. TURN is concernéd that the matter résolt in fair treatment of the
ratepayers of both companies.

2. The HNG Internorth spot gas agreement may well be moot due to
lower spot bids to SoCal for thé month of April.

3. The problem is oné of rate design which should include demand
charges and tieréd rates of long-term supply cost and expected
spot gas cost.

4. Any solution shoald be a temporary, interim approach until
hearings can be held.
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DISCUSSTON

In Resolution G-2668, we rejected requests by both SDGAR and the City
of Long Beach for a spécial contract rate of $2.05/M{Ftu from SoCal. At that
time, spot gas was being purchased at $2.05/MBtu. We therefore condluded that
"while the required margin contribution that should be recovered in SoCal's
vholesale cormodity rates is certainly less than it would be absent the demand
ic‘l’:éarge-ss,C'i.ne are not prepared to say that it should be zero as proposed by SDGSE

the City."

Now, SDG&E has proposed to purchasé contract gas from Transwestérn'for
$1.72/4Btu and pay an additional $0.05/MMBtu to SoCal for transporting this
&2s to SDGE, This would make the deliveréd price of gas to SDGEE $1.77/MBtu
vhich is currently competitive with 6il. SDGER argués that this $.05/MMBtu
plus the nearly $0.30/¥Btu nmargin it currently pays SoCal in a monthly -
capacity charge would bé more than the 30 cent minirum margin requireéd of
Edison in Resolution G-2668. .

Two significant évents have transpired subsequent to o6ur issuance of
Resolution G-2668. First, the average price of SoCal's spot gas purchases has
decreased from $1.95 to $1.82/MMBtu for the month of April. This increéased
Fdison's margin contritution fron $0.30 to $0.43/M¥Btu - very c¢losée to the -
$0.45/M¥Btu ninimum contribution recommended earlier by PSD in Advice Léttér
filing 1610. Second, S0Cal and Fdison have réached a negotiated longer term

agréement which would apparently provideé a margin contribution close to or
above $0.45/MBtu. SoCal has filed Advice Létter 1619 for approval of this
agréement. ¥hile we have yét to act on this advice letter filing and are not
intending to prejudge such action, wé note that a $0.45/MMBtu contribution
level would be consistent with Resolution G-2668. In that resolution we
dirécted SoCal and Edison to negotiate an agréement to "bring the combined
contribution to margin in the special commodity raté and the negotiated demand
charge to the 45 cent contribution to margin urged by staff."

For these reasons, it appears réasonablé to establish a short-tém
ninimum margin contribution for SDGEE's UBG 1oad at $0.45/MBtu. - This minimum
margin contribution target will remain in effect until we visit this issué in
the spring CAM proceeding or until furthér Comission order since SDGER slready
pays a capacity charge to SoCal equivalent to about $0.30/MBtu (the precise -
figure dépends o6n the sales level assumed), wé will réquire an additional
contridution of $0.15/MBtu to be madée on the commodity rate. This is more
t&f the 5 cents SDG&E proposed, but less than SoCal's proposal of April 1, -

1 .

SDG&R will be allowed to contract with Transwestern or any othér
supplier for gas 10 méet its UHG 16ad as 1léng as it results in an additiomal
contribution of $0.15/MMBiu. This 15 cent contribution will more than cover
SoCal's variablé cost of transporting gas to SDG&E and it will provide écontmic
benefits to both SoCal and SDGEE ratepoyers. In addition, the City of Long -
Beach will bé permitted to purchase special contract gas for its UEG load under
this arrangement, provided that the minimum margin contribution of $0.45/MBtu
is met.
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For both SDGLE and the City of Long Beach, we will als6 adopt PAD's
recomnmendation to exclude all specially targetéd spot gas (e.g., gas sold to
Edison ard other UFG customers) from SoCal's system average cost of gas for the
purposé 6f calculating SDG&R's wholesale rate. This will addréss the "double
?ég; probvlem cited by TURN in its ¢orments and limitéd protest of March 26,

Finaly, we note that our approval 6f this advice letter and 6ur 45
cént minirun margin contribtution tar%et is only a short-term solution t6 a much
larger raté design problem that we will examine in the TDGEE and SoCal spring
CAM proceedings. In its comments to this advice létter filing, TURN did an
excellent job of identifying some of the ¢ritical problems with wholésale rate
design. ¥hile we d6 not adopt TURN's recomendations today because of their
complex nature, we look forward to exploring theésé and other wholesalé rate
design options in the spring CAMs. _

Findings: .
1. San Diego's éfforts to obtain spot market natural gas have resulted

in a good price that will refléct savings to its electric department :
customérs. v

2.  Ye agree with SoCal that thé proposed 0.5¢ pér therm contribution to
pargin is t60 low. If SDG&E wishes to effect its agreemént with HNG, we will
direct SDGAE to amend its filing to include 1.5¢ per them that it must
contribute to Sofal's margin.

3. ~ For SDGSE, wé will sdopt the recommendation to éxclude all specially
targeted spot gas (e.g., gas so0ld to Fdison and other UFG customers) from
SoCal's systen averege cost of gas for thé purposé of calculating SDGEE's

wholeésaleé rate.

4. We find the requested rate change 25 modified in Findings Nos. 2 and 3
above to be réasonable.

5. Notice of the following ordér did not appear on the Comission's .
egenda as réquired by the Governmént Codé. This matter is an éemérgency issué
in that 011 prices are falling précépitously and without the special contregt
in effect, a greater fixed cost and financial burden would have to be placeéd én
SDGAB's residential and other high priority customers. Fxténsive noticing of
this finding has taken place through individual mailings to the General Order
96-A list.
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THFRFFORE!

L San Diegd Gas & Rlectric Company is authorized to enter into an

sgreement with $6. Calif Gas Company, whereby, SoCal will in turn deliver

zhe gasifrom HNG to SDG&F at a price to include a 20.15 per M{Btu contridbation I
0 margin.

2, The rates aathorized hérein aré aathorized to remain in effect ontil I
modified by farther order 6f the Comission.

3. This special emergency filing is approvéd for sérvice coincident with
_ the approval of an order aathorizing SoCal 16 deliver this gas t6 San Diego
on and after April 16, 1986, vhich is on less than statutory I’h‘)ti\,é.

4. The above Advice Ietter and sapplmenta] tariff shests shall be marked
to show that they were authorized for filing by Carmission Resolution G-2670.

5. This Resolution is effective today.

I certify that this Resolution was adopted by the Public Utilities Comission |
_on April 16, 1986. The following Commissionérs approved ity = . .
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I abstain.

PRISCILLA ¢, cRpp + CoOmMmissioner




