PUBLIC UTILITIES CONMISSION OF THE STATE OF CALIFORNIA

EVALUATION & COMPLIANCE DIVISION RESOLUTION G-2703
Energy Branch November 14, 1986

~

RESOLUTION

PACIFIC GAS AND ELECTRIC COMPANY (PG&E) ORDER AUTHORIZING
APPROVAL OF A CONTRACT BETWEEN PGXE AND SOUTHERN CALIFORNIA -
GAS COMPANY (SOCAL GAS) FOR THE SALE OF NATURAL GAS TO SOCAL
GAS AS A PART OF ITS MONTHLY SPOT GAS PURCHASE PLAN

By Advice Letter 1382-G, Filed October 24, 1986, PGXE requests
Conmission approval of a contract between PGZE and Southern
Califoraia Gas Conpany (SoCal Gas) allowing PG&E to bid on a -
monthly basis to séll natural gas to SoCal Gas as part of the
SoCal Gas' monthly spot gas purchase progran. .

 BACKGROUND

PG&E proposes to sell gas made availablée to its pipeliné Sudbsidi-
ary Pacific Gas Transmission Company (PGT) undeér the provisions
of Paragraph 4 of Schedule B of the April 1, 1986 ameading:
agreement to the gas salés contract betveen thé Alberta and
Southern Gas Co. Ltd. (A&S) and PGT.

SoCal Gas is curtently buying substantial quantities of spot gas.
The gas purchased by PG&E at its iantérconnéction with PGT will be
delivered té SoCal Gas as an addition to the existing spot '
purchases undeér SoCal Gas' spot bidding progran.

PG&E will de earning a margin contfidbution of 2.428 cents per.
therm plus 4.4 percent for fuel and line losses, which is equal to
the rate being earned undér thé recently approved contract béetweén
PG&E and San Diego Gas and Electri¢ Company (CPUC Resolution - =
G-2695 dated August 20, 1986). The same rate has béen proposed by
PG&E as the rate to be charged SoCal for inter-utility éxchanges
of natural gas.

This sales agreement would continué uatil December 31, 1986, and"
nonth to month thereafter unless términated by eithér party with
thirty day's prior writtén noticé. Sales under this agreément are
subject to interruption if supply or capacity requiremeénts of
PG&E's customers limit supply or systém availability to SoCal Gas.
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PGAE conteads that it is in the interest of all S6Cal Gas'
ratepayers to provide SoCal Gas with an additional source of lov
cost gas, vhile at the same time providing PGIE with an
opportunity to earn a contridbution to margin from the sale.

SoCal Gas has already accepted a large spot purchase bid by PG&E
for November. Therefore, to maximize the bdenefit to both SoCal
Gas and PGAE fron making this sale, PG&E requests that this filing
be given expedited treatment.

Consequently, PGXE has requésted that undér the pr0vision§ of
Section 491 of the California Public Utilities Code this filing be
approved on less than statutory notice,

PROTEST BY PUBLIC STAFF DIVISION

The Publie Staff Division (PSD) filed a protest to the subject
advice letter on Noveaber 5, 1986. Its comments also applied to
Advice Letter 1383-G, s related filing.

PSD's protest of thése filings is based on the fundamental policy
established by the Commission's decisions 6n gas transportation,
that a leével playing fiéld be éstablished for all gas sellers to
California customers. Only through such a level playing field:
will long-ternm gas-on-gas competition bé maintained to the bdbenefit
of all California consumers. PSD contends that the PG&E advice
letter contravenés this objective as follows:

"There is no evidenceée that a transportation feeée will be collected
by PGT for the transportation service betveen the Canada/V.S.
border and the Oregon/California border: The only charge
collected for this service will be incremental fuel usé on the PGT
conmpressors. ’

Such a "free service" provides a consideérablé advantage to
Canadian producers with gas resérves dédicated to Albeérta and
Southera (PG&E's Canadian purchasing affiliate) sincé such
producers will réceive a higher netback on théir spot gas bids.
Thesé producers could then afford to bid lover than either

doméstic spot gas suppliers or other Caaadian producers vho_koﬁld
have to pay PGT a traansportation feé undér the new Section 7C
transportation poli¢y announced by PGT.

In short, A&S producérs are gaining an advantage not held by otﬁef
gas producers. While PGAE emphasizes theé margin contribution of
2.428 cents/therm for the intrastate transportation, it néglects
to mention this indirect subsidy paid by PG&E ratepayers which
results ia free transportation from the Canadian/U.S. border to
the Oregon/California border. A¢ccording to PSD, a fully
allocated rate for this transportation service has been informall
estimated by PG&E at approximately 1.3 ceéats/therm." :




In this advico letter PGRE proposes to sell Canadian supplies at a
price consideradly lover than the existing average cost of
Canadian gas used to serve PG&E's systeam needs. Allowing the
utilities to segmeny the purchasing market by entering into
special sales contracts with customers will likely lead to higher
gas prices for the core customers. Hence there is no assurance
that PG&E's ¢ore custonérs will share the benefits of lower gas
prices from the Canadian producérs who are obviously interested in
increasing their sales to California.

RECOMMENDATIONS BY PSD:

PSD proposes that the contract not be approved and PGEE bde advised
that the following terms and conditions be included in any
agreenent between PGAE and other California utilities.

. That in the marketing of Canadian gas by PG&E,  PGT should
recéivé a fair transportation fee équal to that charged other
similarly situated customers who may shértly be transporting gas
undeér Seéction 7C arrangements. )

2. That no marketing of s$pot gas should be undeéertaken by PGEE
that will undermine the very basis of the spot market which is
sécret bidding by independént suppliers bdbaséd on their best
judgnent as to the market. This means that PGE&E should not be
favored in spot bids by virtue of its status as a distribdution
company. Specifically PGEE should have to provide bids to
SoCal/San Diego/SCE and similarly situated customérs at leéast
three days before réceiving bids for PG&E's own spot market.

3. That no 'after the fact sales' should be allowéd to occur
that jeopardize the continuéd viadbility of the spot market itself,
" by using this spot market as merely a vehicle for pricé setting -
such as the proposéd arrangément dbetween PG&E and Southern
California Edison Company (SCE) under Advice Letter 1383-G.

Finally, the PSD also beliéves that this advicé letter is
prematuré as the final de¢ision and implementation of . _
OIR 86-06-006 may soon clarify for all California utilities the
terns and conditions under which they can market gas outside of
their service territories.

PROTEST BY EL PASO NATURAL GAS COMPANY

El Paso Natural Gas Conpany (El Paso) stated in its protest that
it is conceraed about the ever-expanding use by PGandE of the
special advantages of its affiliate, PGT, in marketing gas through
non-traditional ameans.
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El Paso states that it is not afraid of competition in the gas
aarket so long as the rules are fair and»apgly equally to all,
However, El Paso claias that PGandE's affiliate has a very special
advantage wheredby it can market Canadian gas on better terams than
can domestic¢ producers.

This advantage comes through PGT being a full cost-of-service
pipeline, an arrangenent which guarantees all fixed ¢osts are
fully recovered in demand charges paid ultimately by PGandE's
ratepayers. Volumes transported and sold over PGT under -
arrangénents such as are contéemplated in Advice Letter 1382-G are
éssentially charged only incremental fuél and variable c¢osts for
shipment to the California border. PGT (and PGandE) gains no
contridution to margin from this shipment. .

El Paso furthér states that while PGandE inténds to charge a
fully-alloc¢ated transport cost of moving the gas from the Oregén
border to SoCal, the total transport cost fom Canada with the.
discount on PGT markedly improves the ¢ompetitiveness of Canadian
gas, and in effect, thé PGandE ratepayer would be subsidizing
sales of Canadian gas outside the PGandE system.

This growing éxeré¢ise of a rate-structureée advantage is unfair,
both to domestic suppliérs who must compete with subsidizeéd
Canadian gas and to PGandE's ratépayérs who bear the cost of that
subsidy.

Sécond, El Paso is concerned, aad believes the Commission should
be concerned, that PGandE is placing itself in a position of
selling Canadian gas to others at rates below those it pays for
the same gas it buys for its own account., '

In a prévious protest of PGandE Advice Letter 1373-G, El Paso
réeconmendéd that the Commission éstablish explicit guidélinés for
the activities of utility affiliates in brokéring gas both within
and outside the servicé territory of the parent utility: In
Resolution G-2692, on August 20, the Combission placed some
restrictions on PGandE's use of its pipeliné affiliate and . -
admonished PGandE to séek open access status for PGT. Howvever,
PGandE has incréased its efforts to exploit its rate structure
advantages through PGT since the Comnission last confronted this
issue,

In this protest, El Paso rénews its récommendation and asks the
Connission not to approve this advice filing on an emetvgency
basis, but instéad to pause to adopt guidelines to apply to the
brokering activities of PGandE on behalf of its affiliates




regarding PGT and Alberta and Southeran, Ltd, E1 Paso belicves the
Commission should take this pause in the interests 6f the PGandE
ratepayer vho is paying the subsidy and in the interests of
ensuring fair competition.

PROTEST AND COMMENTS by TURN

Toward Utility Rate Normalization, (TURN) stated in its "limited”
protest that it has no desitfe to prevent inexpensive supplies of
Canadian gas from c¢ompeting in the California market -- indeed,
ratepayérs across the state should benefit from this additional
source of low-cost gas. For this reason TURN does not object to
the Commission's granting interim approval of the PG&E proposals.

But it cautionéd that such interinm apprbvalﬁéhéuid be'f¢llowed Sy
pronpt Conmission héarings to éxamine the teras and conditioas of
the proposed arrangenments.

TURN then reiteratés the concerns expressed by El Paso in its
protest and summed up by statiagt .

"These matters should be reviewed by the Commission at the ‘
earliest possible daté in evidentiary héarings. In the méantime,
TURN does not objéct to the préoposeéed transactions going forward,
so6 long as there is a prompt opportunilty to examine the structure
of the proposed deals."

RESPONSE TO PROTESTS:

PG&E responded to the prOtéét»Of El Paso on November 4, and to PSD
on Novémber 6, 1986 as followst

El Paso's reasons for protesting this contract stem froa the clainm
that PG&E ratepayers are somehow "subsidizing"-sales of Canadian-
gas outside the PG&E system.

PGAE states that this claim i$ totally false. PGT's fixed costs
are paid by all of PG&E's ratépayérs régardless of whether salés
aré made to this totally new market., PG&E ratepayers will not
bear any additional costs as a result of gas flowving under this
contract. 1In fact, if PG&E is able to sell 100 millién cudbic feét
of gas a day to SoCal Gas between now and thé énd of the year,
PG&E will éarn a contribution to margin of over $1,000,000. This
contribution will offset all of PG&E's fixed costs (including the
PGT cost of service).

El Paso's suggestion to the Commission to pause to adopt guide-
lines for the activities of utility affiliates is nothing more
than a ploy to delay the approval of a contract that will make
available a new low cost source of gas to Califérnia, in eéffect
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reducing the competition El Paso ¢laims it is unafraid of. The
contract before the Conmission is short-tera in nature, and any
additional delay vould simply prevent PG&E ratépayers from
benefiting fronm the substantial contribution to margin during the
immediate future.

An additional argument advanced by El Paso and the PSD is that
adoption of these contracts will have adverse consequences for the
overall spot gas bidding systém. This argument ignores the
realities of today's highly competitive spot gas market. There is
no barcier to preclude other spot bidders (including El Paso) from
signing similar contracts to those proposed in Advice Letters Nos.
1382-G and 1383-G. In fact, the only difference is that other
spot bidders may do so without obtaining CPUC approval,

Finally, PG&E c¢oncludeés that thé interests of El Paso and others
who wish to push for higher gas prices may. be aided by delay, but
the interests of California consumers, both in Northern and
Southeérn California, will be hurt if thé Conmmission does not allow
this agreement to be put into effect without delay.

DISGUSSION

The PSP and El Paso have legitimate concerns about this proposed
contract as it relates to the spot market fuactions and the
subject of natural gas transportation. However, until some of
these questions aré more firmly resolved in the several ongding
Conmnission procéedings, we beliéve it is in the best interest of
the majority of ratépayers to approve this contract on a short-
tern basis as noted bélow. The proposéd month by month
continuation féature should permit the partiés to téerminaté or to
modify the contract if the Commission finds that the pudblic
inteérest so requires.,

PG&E's contract with SoCal raises several issues, some of which
can be résolved in this resolution, others of which may not be
résolved until our gas industry OIR is implémentéd. Thé contract
as proposed is deficient in that it fails to colléct anything but
a deminimis feé for PGT's iatérstate transportation and may
undermine SoCal's ménthly spot bidding program. However, if »
modified as this resolution suggests, the contracé¢t should benefit
both PG&E and SoCal ratepayers.

A primary issué is raised by the fact that the gas under c¢ontract
would be transportéd from the Canadian/U.S. border to the :
Oregon/California border by PGT. PGT is a wholly-owned pipéline -
subsidiary of PG&E. PG&E's ratepayers pay for PGT's facilities
and services through a full cost of service tariff, PGT's c¢ost ‘of
service is forecast annually and the forecast is incorporateéd in
PG&E's revenue réquirements.




We agree with the protestants that PG&E's ratepayers should de
fully compensated for the transportation of gas uander this
contract from Canada to the Oregon/California bdorder, Failure to
collect a fully allocated transportation rate wvould result in
higher net back to A&S's producérs than would bo realized dy other
Canadian producers or domestic producers. PG&E ratepayers do not
benefit from such an arrangement, Other produers would be
disadvantaged by this, Wé desire to maintain California's
attractiveness as a market for natural gas sales and believe that
a contract which unduly favors oné group of producers over others
would discourage would-be sellers from marketing gas to
California. We also expect that a public utility would maximize
revenues fronm facilities paid for by ratepayers. Thus, PG&E's
argument against the collection of fees for PGT's interstate
transportation, which is based on the fact that PGT presently does
not contribute transportation revenues to its cost of service,
lacks merit,

We réquicre that PGT collect transportation. fees for gas sold under
this contract and ¢redit them to a aemoranduam accoéunt. The féeés
should bé equal to the fully allocatéd transportation rate PGT
charges its unaffiliated transportation customers under Section
7(c) contracts, as that rate would exist for traasportation from
the Canadian to the California end points of the PGT system.

PG&E should not be able to utilize information availablé to it as
a recipiént of monthly spot bids to its competitive advantage in
making spot bids. 1In the long run, that advaatage ¢ould reduce.
conpetition and tesult in higher prices to coré customers. PG&E
may make sales undér a blind-bidding procedure, provided it A
submits its bid to SoCal in advance of its recéipt of bids. Under
such an alternative, the integrity of SoCal's spot gas bid progranm
should be protécted. o

The protestants also question whéther the Off—system-salés of gas
at prices that appear to bé below PGE&E's ovn weighted avéragé cost
of spot gas are in the best interest of PG&E's ratepayers. Our
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requirement that PGT collect a fully allocated transportation rate
will result in savings to PG&E's ratepayers. Ultimately wve rely
on our traditional reasonableness revievs of PG&E's gas purchases
to encourage PGAE to act in the best interest of its ratepayers.

Though our conditional approval of PG&E's advice letter may result
in off-systen sales at prices below PG&B's own Weighted Average
Cost of Gas (WACOG) today, PGEE will bde dound by our fimal
determinatin on this issue in OIR ,
86-06-006. The issue of off-system salés below the selling _
utility's WACOG may weéll be resolved differently in our final OIR
decision, but we do not fear that today's approval will prejudge:
our future actions because the contract, as profosed, is effective
through Décember 31, 1986 and on a month-to-month dasis, only
after that.

Likevise, we raised the issue in the OIR whether or not a utility
or its affiliate should be allowed to act as gas brokers. A rule
wvas proposed for comment. Since the matter is still under -
submission and the contract, as approved, would terminate in
Decenber subject to monthly renewals, an approval of PGEE's role
in marketing Canadian gas to Southern Califoraia cannot be
interpreted as precedeént setting.

By approving the contract subject to these conditioans, veé alert
gas producers to our commitment to provide a level playing fieéld
for gas to gas competition, It is iamportant that all producers
have fair and equal accééss to the California market. We emphasize
the neéed of Canadian produceérs, especially those not associated
with A&S, to have accéss to the California market. PG&E has
advised the Commission that its filing for Section 436, open
access transportation authority is imminent. We anticipateé that
wvhen open access is provided over the PGT line, greater
¢ompetition from Canadian producers will result in lowered gas
prices to the state's gas ratepayers.

PUBLIC NOTICE

Public notification of this filing has beéeen made by mailing copies
of the advice letter to other utilitiés, governmental agenciés,
and to all interésted parties who requested them, including the
parties of Record in I.86-06-005 and R.86-06-006. .

FINDINGS
i, The contract as proposed by PG&E would bdenefit SoCal's

ratepayers with low cost gas from Canadian producers associated
with PGT.

2. The contract as proposed by PG&E would grant Canadian
producérs associatéd with PGT an advantage over other gas
produéers because their net back would be exclusive of any fees
for transportation from the Canadian/U.S. bordér to the
Oregon/California border.




3. PG&E's ratepayers, who support the PGT pipeline by paying its
cost of service in rates, should receive revenues equal to PGT's
fully allocated cost of service for PGT's interstate ‘
transportation of gas pursuvant to the contract,

4, The contract as proposed vwill underamine SoCal's spot bdidding
progran betause hona fidé spot bids would consistently be underdid
by PG&E, and PG4E would be able to usé information rveceived as a
spot gas purchaser to undercut bids by spot gas sellers.

5. PGAE's advantage over other spot bidders should be eliminated
by requiring PG&E to plate its bid with SoCal simultaneously with
jts receipt of bids under its own spot bid program. PG&E should
not discount its bid or otherwise guarantee its rate,

6. The role of a utility as a gas broker and the desireadbility
of off-system sales at a pricé below the utility's weighted
average cost of gas are issues before us in the gas OIR. Since
these matters have not beén résolved from a pélicy standpoiat, our
approval of the contract, if modified, should not be taken as
precedent for approval of other off-system sales,

7. Since the subjeét contraét expires Décemder 31, 1986, and may
~ be reneéwed on a month-to-month basis thereafter, the parties
should have né diffic¢ulty in modifying the contract to confornm
with our orders in OIR 86-06-006 and OII 86-06-005 when they are
iSSued.
8. Approval of this contract should not continue in effect if
the contract is inconsistént with the results of OIR 86-06-006 and
011 86-06-005 after December 31, 1986, :

THEREFORE:

1. Under the provisions of Pudblic Utilities Codé 454 and 491,
Pacific Gas and Eléctric Company is authorized to entér into a
contract with Southern California Gas Company, for thé Sale aad
transport of natural gasi subject to the terms sét forth in the
advice léttér and the accompanying contract and further subject to
the c¢onditions stated in this Résolution.

2. Gas sold under this contract shall be chargéd the fully .
allocatéd cost of transportation ¢harged by PGT uader Seéction 7(c)
for interstate transportation provided from the U.S./Canadian
border to the Oregon/Califoraia border. The transpoctation
revenues shall for the remainder of 1986 be recorded in a
neaorandum account and floved through to PG&E ratepayers in the
next gas adjustaeént clause procéeding. The balance of the
menmorandum account shall be reported to the Commission's
Evaluation and Compliance Division's Energy Branch, Tariff Unit,
by January 15, 1987,
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3. We require a bdlind-bidding procedure, vhereby PG&E shall
subnit its bid to SoCal in advance of its recelpt of bids from
spot sellers for its own putchases. PG&E shall c¢onduct its
bidding program to coincide with the date and time of SoCal Gas's
spot bidding progran.

4, Pacific Gas and Electric Company will be required to furnish
data t6 establish the volumes and prices used for this c¢ontract.
PGAE is hereby directed to furnish the contridbution to margin fron
this contract quarterly, béginning 30-days after the first threé
nonths of operation, to the Evaluatiéon and Compliance Division's
Energy Branch, Tariff Unit, 6f this Commission.

5. The authorization granted herein will be subje¢t to aay -
change or modification resulting from the Conmmission adopting its
Final Order in OIR 86-06-006. : '

6. The abové advice leétter and contract form shall be marked to
show that they wére authorized for filing by Commission Resolution
G-2703, to be effective on and aftér Novemdber 14, 1986,

7. - This Resolution shall be served on all parties té the
Conmission's ongoing Gas Long-Term Raté Design proceeding in
1.84-04-079,

8. This Resolution is efféctive today.

I certify that this Resolution was adopted.by‘the Public'U;ilitiés
Commission on November 14, 1986. The following Commisdioners
approved it ST T

DONALD VIAL . DR .
Président Executive Director’: |
VICTOR CALVO e
FREDERICK R. DUDA
STANLEY W. HULETT

Commissioners
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