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PUBLIC UTILITIES COXMISSION OF THE STATE OF CALIFORNIA 

COMMISSION AOVISORV & COMPLIANCE DIVISION 
Accounting dnd Finance Branch 

RESOLUTION G-2763 
Deceaber 22, 1987 

RES 0 L UTI 0 N 

ORDER AUTHORIZING SOUTHERN CALIFORNIA ~AS COMPANY (SOCALGAS) AND 
PACIFIC GAS AND El.ECTRIC COMPANY (PGSE) TO RECOVER IN RATES OIRECT 
LIOUIFIEO NATURAL GAS (LNG) PROJECT COSTS. 
<Advice Letter Nos. 1738, Oated 
October 9, 1987, Respectively.) 

October $, 1987 and-1433-G, Dated 

1. By Advice Letters No. 1738 and 1433-G, dated October 3, 1987 dnd 
Oclooer 9. 1987, respectively, SoCalGas and PG&E hereby 
subQit for Conmission approval the recovery through rates the direct 
costs attributable to the Liquified Natural Gas <LNG) proJecl. The 
proposals a1-e aade pursuant to Decision Nos. 84-09-089 and 85-02-
071, dated Septei\ber 6, 1984, and F'ebruary 21, 1985, respectivel}-. 
Decision 84-09-089 provides that subsequent to a prudent sale of LNG 
tangible assets, the applicants should be fully co~pensaled for tho 
a9sets' direct cost. 

2. ~e find that it is re~sooab1e to approve the requests o£ 
SoCalGas and PG&E to recover in rates the £inal direct costs 6f the 
LNG pro }ect3£ter all assets have been sol~ or tr 3nsferred. The 
amounts to be recovered in rates are S5.955,000 :for SoCalGas and 
56.0u5.000 for PG&E. 

-" 
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3AGKGROUND 

1. Decision 84 -09-089 3u~hor i zed SoCalGas and ?GS~ to reco .... er tho 
direc~ costs 3ssociated with the Point Conception LNG ProJect. The 
decision also authorized the utilities to file either for.al 
decla~ations of abandon~ent of the LNG proJect or for~al declarations 
of their intent to reexa~lne the patential for LNG proJect 
development. Ordering Paragraph 7(e) of Decision No. 84-09-089 was 
;lIodified on February 21. 1985. by Decision 85-02~071 in whIch the 
Co~~ission required all parties to indicate whether or not they would 
put-sue a ~easonable development plan for an LNG project before the 
expiration of the three-year period allowed in 0.84-09-089. On 
reoru-lry 4, 1986, SoCalGas and PG&E Jointly flIed a Notice of 
Reexa~lnation of the Potential for LNG Project Oeyelopaen~ and 
Request for Ois~i9sal. The coapanies requested dls~issal of the LNG 
applica~ion on the basis that (they> would be unable to provide an 
L~G j~velopment plan ~ithiJl the requisite ~hree yaar peried. 

2. In sumnary. Decision d4-09-089 found that: 

3) The 3pecial circumst3nces under which the Little COJo site 
..... as chosen val'" ranted placing the land investlilent in rate 
base as Plan~ Held For Fu~ure Use should the applicant(s> 
elect to fl1e for~al declarations of their intent to 
reexa~ine the potentIal for LNG project de .... elop~ent. 

b) The LNG project qualifies for rate relief d9 an abandoned 
project should it be £or~ally declared abandoned by ~he 
utili ~ies. 

c) The LNG direct expenses were prudently incurred. 

d) The applicants should sell all LNG tangible assets in an 
exped i tious and prudent manner. Subsequent. ~o a prudent 
sale of ~he tangible assets. the Co~~ission would fully 
conpensate applicants for the assets~ direct cost. 
Further, that proceeds froa the sale ~ould be used to 
offset the book cost to ratepayers and that any excess of 
proceeds ~ver book value (gain> on the sale of all such 
~an9ible assets ~ould be. allocated according to the 
prin.::lpl~.e .. followed In 0.84-05-:-1.00 .• (t;).84:-09-~.89, .page, 62>. 

3. In su~mary, Decision 85-02-071 ~odified (0.) 84-09-089, ordering 
paragraph 7(e), to provide that: 

a> If the applicants did not present a reasonable plan of 
LNG development within three years. the land cos~s 
would be reAoved fro~ rate base and the (appllcation) would 
be closed. 
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'i. In ~ccord~nca with Ordering Par3gr~ph 7(9) of Decision 8~-09-089 
and Ordering Paragraph 9 of Decision 85-02-071. the Little COlo Bay 
land costs were repoved froa SoCalGas' rate base effective Februarv 
~. 1986 and have been included in a deferred account at no cost to 
t'at~paytH'S and \.Ii thout the accumu 1at ion of accrued lnterest. PC&E 
ha3 accounted for these co~ts in the saae ~anner. 

DISCUSSION 

1. In Septe!l\ber 1987. prior to the £ilin9 of the Advice 
Letters. there was an 1nforaal Reeting between ~taff of ~he 
C03alss1on Advisory and Coapllance Division (CACD) and 
representatives fro~ both SoCalG~s and PG~E concerning the fln31 
disposition of assets reaain1ng iroa the LNG terAina1 proJect. 

2. CACD conducted a series of ~eetin9s with SoC~IGas ~nd PG&E 
in tne course of its review of the Advice Letters. In the course of 
that l-eV1.eW, -/arious cldriiications. additions dnd deletions were 
discussed for inclusion in the fInal adopted draft docuaents to be 
attached. iE necessary, to this Resolution. 

3. SoCa1Gas and PG&E believe that it 1s now appropriate to coaplete 
recovery of their LNG costs based upon the actual proceeds received 
£roVl. the sale of equipiJ.ent. the expected proceeds Erollt the pending 
sale o£ the Oxnard (Cali£ornla) land. and the appraised value o( the 
South Alaska and Liltle COlo Say (California) land to be retained in 
a par~nership subsidiary of both SoCalGas and PG&E. 

4. No protests have been received regarding these AdVice Letters. 

5. In accordance with Section III. P~ra9raph G of General Order 96-
A, SoCalGas and PG&E have aailed a copy o( these Advice Letters to 
the 'parties shown on their regular "las Advice Lelter Jlailing list 
which includes the parties 1n the proceeding In Application No. 82-
12-02, \.Ihich was SoCalGas' application to aaortize costs associated 
with the LNG proJect. and recover thea in rates. 

G. ~n response. to .. the Jl.ee~ing of _ .Septe~ber 8. 1987. on the .~dv!ce 
Let ter f il i ng. SoCa IGas subJlli t fed -app-ra i sa 1s" ot (1). th"e Aialikil- .c-. 
propel.-ty and (2) Li ttle COJo property. In add! tion, t.he following 
dccuaents were provided as representative exaaples evidencing efforts 
to 5911 the LNG assets: 

a. SUffi~ary oE the dispOSitIon efforls (or sale a£ the Pacific 
Marine EqUipment and Pacific Alaska Equipnent. 
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b. Opti.:>n Aqreenent f'or disposition of the Oxn~rd property 
~ith the City of Oxnard. 

c • Ass i .~ 0 l' e n t A 9 rea Jl e n t a ~ 0 n 9 Flu 0 rEin 9 1 nee r 5 • 1 n c.. 
(Assi9nor) and Pacific Alask~ LNG Associates and Ei~rthworm 
Tractor Co.~ Inc.~ (Assignee). 

7. The AdVice Letter filings aade by SoCalGas and PGS,E inluded 
tabulations showing the calculation of the costs to be recovered in 
rates. The utilities' respective share of net costs related to 
tangible LNG a3sets ~a~ calCUlated in ~ccordance with Decision 84-09-
089. In addition. the worksheets provided by the utilItIes show 
sales proceeds or appraIsed value of the LNG assets and allocated 
gains as directed by the Coaalssion In Decision 84-09-089 accor~lng 
to the principlel set forth In Decision 84-05-\00, dated Ha~ 16, 
198~. Decision S~-05-l00 authorized PG&E to recover the dIrect costs 
clS30C ~ated 'Ii til .-::er t 31 n '"3bandoned proJects ~nd est·3hl i:3hed principles 
to govern the recovery of such costs. 

e S. .\ ;Keeting ·,..,as conducted by the CACO with ofiicial:3 fro~ SoCalGas 
and PG&E to diSCUSS the afor~entioned calculations and Aethodology. 
Certain tax ddJustnents included in the aaounts to be recovered 1n 
rates were also discussed. As d result, an a9ree~ent ~aS reached 
as to the Rethod of' deter3ining the dftOunt of' LNG costs recoverable, 
including the develop~ent of tax ad)ust.ents included in the aftounts 
to be recovered in rates. 

9. Tax adJust~ents included 1n the calculation of the a.ount of LNG 
costs to be recovered In rates were de~onstrated to be attributable 
to tax consequences re~ultin9 froA the inco~e ta~ deduction of 
certain LNG related costs and capital gaIns taxes arising fro~ the 
sa 1e of the rertinent property. In add! tion. the t.otal of the net 
recoverable costs ",ere "9rossed up" for the 1988 federal and stat.e 
inCOAe taxes ~ayable on the additional revenues collected froa 
customers, These tax ad)ustaents were deterained by the CACO to be 
reasonable and correct. The following table su~~arizes the revenue 
requireaent resulting fro. LNG cost recovery plus tax adjustments: 

Descriotion 

After-Tax LN~ Costs to Recover 
"Gross-Up" {'or Taxes 
franchise & Uncollectible Expense 

Total Revenue Requir~Ment 

$ 

$ 

SoCalGas 

3,44'8,006 . 
2.339,000 

128,000 

5,955,000 
:::::=======:: 

PGS.1i 

$ '3'~56COo6 
2,388,000 

56,000 

~ 6,005,000 
=::=:::::::::=:== 

'. . 
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10. The entitles involved in the LNG project were orq8nized as 
fo 110\ls: Pact fie lndones la 1s the only partnershl p aJllon9 the LNG 
project sponsors for~ed between PLC and PG&£. Paciflc Indonesia was 
for~ed in October 1973 as a wholly owned subsidiary of PLC. Weslern 
LNG Terll'linal Associates (WLNG) is the general partnership forJlled by 
~estern LNG Ter~lnal Co. (Western PLC)I a wholly owned subsidiary of 
Pacific Lighting Corporation (PLC), and PacIfic LNG 1 a wholly owned 
subsidiary of PG&E. Pacific Alaska is the general partnership for~ed 
by Pacific Alaska LNG Co. (Alaska-PLC) a wholly owned subsidiary of 
PLC~ and 'Alaska-PGSoE, a wholly owned subsidiary of PGt.E. Pacific 
Marine j9 the qeneral partnership forAed by Pacific Lighting Marine 
Co. (Xarlne-PLC), a wholly owned subsidiary of PLC 1 and Marine-PG&E, 
a wholly owned subsidiary of PG&E. The following ChSl't sUJRJlarizes 
the organization of the LNG project entities: 

LNG Partnerships 
I 

\,11 

----------------------
I PG&E 1-------)1 Pacific Indonesia 1<------IPacific Lighting Corp. 1 

___ 1___ ------------------- I (PLC) I 
I ---------1------------

\,11 

Subsidi.3Ties: 

---------------------

'" Subsidiaries: , 
---------1------------

I Pacii"ic I I West.ern LNG TerJainal1 I Western LNG Ter~inal I 
LNG 1------->1 Associat.es (WLNG) 1(----1 Co. (Western PLC) 

---1---

--------------------- ----------------------
----------------------

I AlasKal--------->1 Paci£ic Alaska 1(-------IPaci£ic Alaska LNG Co. t 
I PGE I ---------------- I (Alaska-PLC) I 

----------------------

I Marine-PGE 1----->IPaci£lc Marinel<---------t 
____________ -------------- I . 

Pacl:flc Lighting '. 
Marine Co. I 

. - . 
I ()4srine-PLC)" '"1 
-------------------
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11. SoGa1G"s and PG&E propose to ret~in the South Alaska and 
Little COlO Bay land 1n the ~LNG partnershIp rena~ed ~estern 
Associates. the co.panies propose to hold these parcels 10 the 
general expectation oC an undeterftlned long ter~ potential (or 
profitable use. develop.ant or sale. The co.panles propose to offset 
the losses on tangible LNG eqUipment with the appraised value oC the 
two parcels_ Because these parcels are not to be sold to a third 
party at arAS length, the co~panies have provided appraisals oC the 
land which ~ere obtained essentially Cor these Advice Letters. 

12. The CACO proposed to the co~panies that because o( the unique 
circuastances of retalnin9 these properties vhlc~ had been the 
nucleus oC an abondoned gas supply project, a reasonable saCeguard 
Cor SoCalGas' and PG&E~s customers would be to require the co_panies 
to Cile another Advice Letter to address ~he proposed rate~aking 
treatnent of any proCitable proceeds oC any subsequent sale oC the 
two parcels ~ithin Cive years oC the eCCective date of this 
Resolution. fhis would provide a clear assurance t.hat in Cact, no 
pro£itable near-terA use was conteBplated. The co~panles indicated 
~hat. they would accept this as a reasonable sa{eguard in the interest 
of colltpletlng all other LNG .atters at this tiae. Accordingly, the 
CACD reco~~ends that a five year restriction be applied to the South 
Alaaka and Little COlo Bay land. 

13. SoCalGas proposes to include the recovery oC these costs in 
rates beginning on January 1, 1988 concurrent with a nuftber of other 
rate changes conteaplated for that date. PG&E proposes that the 
increase to Gas Base Revenue resulting Croa this request be 
incorporated ~ith revenue and rate changes proposed by the Co.pany In 
Applica~ion No. 87-04-040 which was filed in rusponse to the 
Co~~ission's gas OII/OIR Decisions Nos. 86-12-009, 86-12-010, and 87-
05-046. In short. PG&E proposes to incorporate the base revenue 
increase with any final revenue allocation adopted in the gas OII/OIR 
proceeding_ This would place the ti.ing of such increase ste~lling 
£ro~ this AdVice Letter to Dece~ber 1987 with revised rates effective 
Hay 1, 1988 consistent with the gas OII/OIR Imple~entatlon Decision. 

14. SoCalGas proposes to increase residential, cOAaercial, 
industrial, Utility Electric Generation, wholesale rates on a uni(or~ 
cents per thern basis in order to recover its sh~re of costs related 
to net tan91bl~ 1..~.G :assets over: an .. app.~_o~l~~\.ely' '~n.e. year p~rlod 
beginning on January 1, 1988. This one year period is based 6n a 
de~and Corecast for the period January 1, 1988 through OeceRber 31, 
1988. SoCalGas requests that the proposed rate increase be 1l\ade 
efCectlve on January 1. 1988 to avoid aultiple rate revisions ~ithin 
a short ti~e span. 
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PGSE proposes that. any dIfference in authorized !ll.argin and actual 
revenue collection would accrue to PG~E's Gas Cost Balancing Acc9u nt 
Eor l~ter reflection in gas rates. 

1. We find that it is reason.sble for SoCalGas and PGS.E 
to recover in rates their dIrect costs associated ~lth the Liqulfled 
Natural Gas proJect. 

2. It is reasonable to require SoCalGas and PGSE to file an Advice 
Letter ~ddressln9 the proposed rateaaklng treatBent ot any profitable 
proceeds of any subsequent sale of the South Alaska or Little COlO 
1~nd5 ~ithin five (5) years froa the effective date of this 
Resolution. 

3. It is reasonable for SoCalGas to recover L~G costs through a 
unifora cents per ther~ basis applied to all its custo~er classes. 

IT IS ORDERED THAT: 

1. Southern California Gas Co~pany and PacIfic Gas & 
Electric Company are authorized to recover in rates 
direct. LNG project costs of :ti':J,955,OOO and 
$6,005,000, respectively. 

2. If Western LNG Associates or its successor within 
five years of the effective date of this order. sells 
either parcel, Southern California Gas Company 
and Pacific Gas & Electric Company shall fila an 
Advice Letter addressing the proposed rate~8kIn9 
treataent o£ any profItable proceeds of the sale. 

3. The utilities shall £il~ revised gas tari£f 
schedules .~n. a.c~ordance ~.I:~_h. t.l:te provisions: of 
96-A. 

The effective date of this Resolution is today • 
. . 

G.O. 
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I hereby certify that the foregoing Resolution was duly 
introduced, passed <3nd adopted at. a regular r,eeting of t.he Public 
Ut.ilities CQ~~ission of the Slat.e 6f California, held on Oece~ber 22, 
1987. The following Coaaissioners approved it: 

STANLEY W. HULETT 
Pc('Sident 

DONALD VIAL 
FREOERICK R DUDA 
G. MITCHELL WIlK 
JOliN 11 OIlA~IAN 

Com missioners 
Execu~ive Director 

: i I ! 1 


