PUBLIC UTILITIES COMMISSIOR OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY RESOLUTION G- 2885,
AND COMPLIANCE DIVISION August 3, 1989
Energy Branch

SOUTHWEST GAS CORPCRATION. ORDER APPROVING AGREEHENT 3
WITH LUZ DEVELOPMERT AND FINANCE CORPORATION FOR THE
EXTENSION OF NATURAL GAS FACILITIES AND THE PROVISION
OF NATURAL GAS SALES AND/OR TRANSPORTATION TO SOLAR.
ELECTRIC GENERATING PLANTS AT HARPER LAKE, CALIFORNIA.

BY ADVICE LETTER NO. 405, FILED JURE 7, 1989{'

SUMMARY

1. By Advice Létter No: 405, filed June 7, 1989 SOuthwest
Gas Corporation (Southwest) requests approval of a Special .
‘Agréement (Agréément) with LUZ Dévélopnént and Financé -
‘Corporation (LU2) dated Hay 18, 1989.  The Agreement prov1des for
extension of a natural gas p1pe11ne and associated facilities to:
LUZ’s solar électric génerating stations (SEGS) at Harper Lake,,,
Callfornla, as well as gas saleés and/or transportation sérvicés
to WUZ2’s plants. The LUZ plants will genérate: electric1ty for
sale to Southern california Edison Company (Edlson) _ :

2. This résolution approVes the Agreement after f1ndlng '

that the Agreement will not disadvantagé Southwést’s othér -
ratepayers. '

BACKGROUND e

1 ~ Southwest and LUZ haVe agréed to terms for a p1péline;fﬁ
extension and serviceée of gas to wz's planneéd plénts at Harpeér
Lake. LUz plans to bu11d SEGS Units VIII, IX, X i XI and XII at

t

the 51te. Each un1t will havé an électric capacity of-80 HW,
selllng power to6 Edison under Standard offer 2 ‘contractsi -
service is expected to commence Octébér 15, 1989 at SEGS VIII,
with the rémaining units com1ng on liné at aboéut oneé year = -
intervals thereaftef. Each unit can producé no moré than 25% of
1ts electrlc output from the burnlng of gés,_ln ordér to retain
e11g1b111ty as a qual1fy1ng fa0111ty (QF) under Fédéral
regulatlons._ Thé remaining- electr1c1ty is producead’ through
colléction of solar energy by large fields of parabollc mirrors.
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2. Séervice by Southwest to the new LUZ units will require
construction of a 7.5 mile pipelinée from the Pacific Gas and -
Electric Company (PGSE) Line 300 to Harper Lake. Southwest’s gas
supply is now 100% from PGLE, a situation that will prevail at
least throéugh 1992, and 1likely for the five year term of the
Agreement.

3.. If LUZ were a spall customer in Southwest's service
territory, the new service might be made undeér existing line
éextension rulés. However, the added gas loads of 7.7 million .
therms pér year per SEGS unit will bé a substantial increasé over
Southwest’s présent California throughput 6f 79 million therms :
per year. Because of the large load increasé and becausé it is
unlikely that thé requiréd lineé exténsion will serve other
customers, Southwést invoked Rulé 15.E.7; which requirés
negotlatlon of a s§e01al liné exten510n cOntract, subjéct to -
commission approva The Agreément includés those terms, as well
as teérms for sale of- gas and/or transportation services._

4. - The pro3ectéd cost of the new plpellne is $2 25 mllllon,'
calculated at Southweést'’s: current rate of reéturn of 1), 94%,
authorlzed in Décision 88-12-081. Paragraph 12 6f the Agréement
provides that if the project cost differs from the prO)ected
$2.25 million,. then the appllcable gas rates to cover the"
pipeline construction will be recalculatéd u51ng a computer

spread sheet Hhose format is shown as Exhibit B attachéd to thée
Agréenment. )

-5.;- ovér and abové the 1n1t1a1 cost of the pipellne .
exten51on, éach SEGS unit will requ1re interconnection and
neterlng fac111t1es at a cost of épproXLmately $250, 000 per

6. Under the terms of the Agreémént, Southwest w111 L
construct, ‘own and operateé the néw pipéliné exténsioni The
p1pe11ne capltal costs will enter Southwést’s raté base, although
such inclusion in rate basé is net part: of Southwest's réquést in
Advice Letter No. 4065. If. ‘thé Agreement eXpires or: is terminated
before Southwest has récovéréd its. full cap1ta1 costs, ‘thén LUZ
w111 relmhurse Southwest for any undepreclated costs of the
pipéline or additional fa0111tiés. Paragraph 19 -6f the Agréement
explalns thoseée térms, which 1nclude proV1516ns that the '
Commission must (1) find that the facilities are no- ‘longeér uséd
and useful, and (2) exelude the facil1t1es from rate basé.-~‘

7. The Agreement 1s structured =1.] that LUZ pays Southwést’
full costs of the p1pe11ne éxténsion and associateéd fac111ties,
to beé recoVered through-a flat raté of 2.2675 cénts pér thérm-
over fiveé years. LUZ may élect to continué the Agréémént for A&
sixth year, with rate terms inténded to cover Southwest’s -costs:
If the capital costs of theée néw p1pe11ne and facilities are
recovered before the Agréement expirés or is térmlnated, o
continued sérvice to LUZ will bée madé at a reduced rate. that is
intended to cover Southwest’s opérating and mainténance éxpenses.
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8. In addition to COVerlng costs of the new pipeline and
facilities, the Agreement includeées térms for gas salés or
transportation., If LUZ purchases gas from Southwest, the
applicable rate will be Southwest’s Actual Gas Cost Charge
(AGCC), which is the nonthly total system gas cost, including
supplieér demand costs and franchises, divided by total system
salés volume. If LUZ transports its own gas over Southwest’s
system, the transportation rate will be theé AGCC less the
comnodity cost of gas, including franchises.

NOTICE

1. Southwest has nade public notification of this filing by'
mailing copies of Advice Leétter No. 405 to othér utilities,
governmental agencies and all parties who requested such
notification.

PROTESTS

1. The Commission th1sory and Compllance Divi51on (CACD)
has recelved no protests to Advice Letter No‘ 405.

DISCUSSION

1. CACD staff has réviewed the calculatlons of the rate .
1ntended to recover Southwest’s costs for the pipeliné éxténsion
and facilities at éach SEGS plant. Thé calculations aré made on
a spread sheet that 9111 be updatéd to include actual capital -
costs whén the final figurés are availablé. The spread shéét has
the format of results of operatlons c¢alculations routinely made
by Comm1551on staff. Four areas neééd further discussion:

2, . s Flrst, depre01at10n eXpense is calculated oVer the.
pipéline and fac1lity lifetime, which exoeeds thé térm of the -
Agreémént. - This allows for the possibility of Southwest: carrylng&
undeprec1ated, and possibly unuseéd, plant after the Agreement is- -
términatéd. ' Southwéstis other ratepayers are: protecteéd agalnst
this burdén by the teéerms of‘the Agreement, which place thé burden
on LUZ, so long as the Ccomnission rémoves the undepreciatéd plant
from rate base‘, CACD recomménds that- Southwest bé ordered to . '
notlfy the Comm1551on wheén the Agreement expirés or terminates.

3. Second, the rates to cover SOuthwest's costs are
calculated at today’s rate of return,  without allowance for
changlng rate of réturn from yeéar to yéar. This introducés a.
slight uncertalnty about Southwést’s actuval récovery of costs,
but CACD béliéves that usé of thé présent rate of return is
réasonable. CACD knows of no reason that increases in authorlzed
rate of réturn aré any more likely than decréases over the term
of the Agréemént.




~ Resolution Gsess -4< T august 3, 1939 |
Southwest Gas/A.L. 405 '

4. Third, the rates aré calculated at today’s income tax :
rates. This also introduces uncertainty, but CACD belleves that
use of the present tax rates is reéasonable,

5. Fourth, the rates charged to LUZ will depend on actual

capital costs. A new Agreément will not be required, but the

Commission should be informed of the éventual rates. For that

réeason CACD recomménds that Southwest be ordered t6 updaté the

rate calculations when data are avallable, and provide that
information to the Commission.

6. The Agreément is struetured s6 that. Southwest wzll put
the new pipéline and facilities into rate base, but Advicé Lettér
No. 405 does not make that réquest. CACD Assunes that Soﬂthwest
will includé the additional plant in service in subsequént.
attrition filings or other app11cat10ns. Thé eéffective datés ot
the rate base additions should coincide with the effectivé dates’
of the rates to LUZ, but 1t is Southwest’s burdeén té assure that.

7 In. sunm, CACD' beélieves that the terms of the’ Agféement
regardlng the plpeline éxtensxon and facilities adequatély
protéct other ratéepayérs: Remaining terms rélate to sale or’

~ transportation- of the gas 1tse1f. ) ,

8. If LUZ weré to réceive service under Schedulé GN- 2, the
default cogenération tariff, it would be contrlbutlng about 0.6
cents per therm to Southweéest’s margin. Thé current GN-2 rateée is
about 27.7 cénts pér thérm, comparéd to 27.1 cents pér thérm- for
Southwest’s current cost of gas- (PGLE coré cost of gas of 18.1
cénts pér thern plus 9.0 cénts pér thérm PGLE Wholésale |

. transportat1on raté). Howevéer, that 0, 6.cénts pér therm"-“ -
‘differénce is not fixed for the term of theé “Agreéemént. It is .
very unlikely that the contr1but1on to margln would cover the
cost of thé new pipeliné and facilitiés, which is the réason - -
Southwest invoked Rule 15.E.7. .
9. " As stated in Resolution G- 2876, thch conditionally
approVed a gas- contract hetween PG&E and Mojave Cogénération -}
Conpany,-"The commission’s principal concern should be.to provide
eXLstlng ratépayérs with the fundamental protection that R
negotlated rates for this 1ncrementa1 16ad contract must eXCeed
long run marglnal cost, which is to say that thé contracts must
always make some contribution. to rargin.” The Agréémént is also
an incrémental load contract.

10. For the PG&E-MOJave Cogeneratlon Company contract the
risk to other ratépayérs was that thé contract transportation -
ratés would not cover: long run marginal costs. ‘The présént '
Agréémeént is. simplér becausé Southwest purchasés gas only from -
PG&E and bécauseé the. term of the Agréémeént is relatlvély shorta
Southwest’s solé source 6f gas supply is PG&E, continulng at —
least through 1992, with thé possiblé exception of iavocation of
exchangé agreements with Southérn California Gas Company. No gas
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covered by the Agreement will flow through any of Southwést!s
existing facilitles, and the contract is théréfore unlikely to
causé a need for expansion of those facilitiés. oOther ratepayeérs
will not be at risk for subsidizing LUZ, the contract customer.

11, There remains the sémantic distinction between holding
other ratépayérs harmless and making a net contribution to -
margin. The Agreement does not providé any contribution to the
rmargin borne by other rateépayers, but it should generate - . -
secondary benefits. Southwést will gain a major new 16ad, with -
assurance that its full costs will be coveréd. Thé. increased
systén throughput should spréad PG&E’s upstream fixea <osts ovér

a larger volume, thus bénefiting o6ther ratepayers.

125 Because thé ¢osts of the pipeline éxténsion ana |
facilitiés will bé covered, and bécause theré should bé & net
benefit to other ratépayers, CACD reécomménds approval 6f the

_Agreeénent; o -

13, Southwest alleges, and CGACD concurs, that Advicé Lettér
No. 405 will not incréase any raté or charge, conflict with other
rate schedules or rules, or cause withdrawal of any sérvice.

FINDINGS

1. - Southwest’s réquést for approval of thée Agréémént with
LUZ, as well-as the rateés, chargés and conditions 6f servicé
contained in thé Agréeément aré just and réasonable in that they -
providé service to the customer under terms mutually agreéable to
both parties while protecting Southwest’s other customers from -
‘undué burden. .

2. . Southwest’s othér ratépayérs will benefit from the ° .
Agréément by Spréading of gas supplier fixed costs ovér a larger
total system gas throughput. X - S
3. Advige Lettér No. 405 doés not réquest inclusion of the
subjéct néw pipeliné and facilities into Southwest’s rate basé:

4.  When thé Agréemént éxpirés or is términated Southwést -
should so notify. thé Commission, so that the Commission may. . -
consider opéning an iﬁvestigatioﬁ,iﬁto‘récovérygof costs. for any -
undépreciatéd plant or rémoval of. opérating and mainténance -
éxpensés from authorizéd revenue régquirémeént. .

5. When the ratés and charges undér thée Agreeméent are
revised to réflect the actual costs of thé néw pipeline and
facilitiés, Southwest should notify thé Commission of the
revisions.

wow Lt
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THEREFORE IT IS ORDERED that:

1. In accordance with the provisions of Public Utilities

Codé Sections 454 and 532, and Section X.A of General order 96-A,
the Special Agreement (Agreément) between Southwest Gas o

- Corporation (Southwest) and LUZ Developrnent and Finance
Corporation (ILUZ) dated May 18, 1989 that is the subject of

Advice Letter No. 405 is approved. _ )

2. " The effective date of this approval is the effective
date of this resolution, which constitutes roré than regular
~statutory notice: _ ' . )
3. Within thirty (30) days after the effective gdate .of this
- resolution, Southwest shall file revised tariff sheets to include
the approved Agreement in its List of Contracts and Deviations.

4., - VWhenéver the rates:-and charges under the Agreenént "aré
revised to refléct the actual costs of the new pipeliné and = .
facilities, Southwést«shall'withinjthitty;(BO) days so notify the

Diréctor of the Commission Advisory and Conmpliancé pivision .. - -
(CACD) . Such notice shall include all ratés ‘and chargés in the
‘Agreément, and récalculation of thé computer spread sheets shown
~in Exhibit B attached to the Agreeément. ' o

5. When thé Agreement expirés or is terminated Southwest '
shall, within fifteen (15) days of the time that Southwest knows
with cértainty of such expiration é6r termination, so notify the
Comnission by letter to the Executivé Diréctor and the Director
of the Conmmission Advisory and Conmpliance Division (cacp).
.6+ . . Adviceé Lettér No. 405 and the- accompanying Agreemént
'shall be marked to show that they were approved for filing by -
Commission Resolution G-2885. o S : :

7. ' This'resolhtiohris'efféctiVe_today.

S 1’céryify:thét’gﬁis;fégélﬁiion'kas addptéd’SyTth?>fﬁbiié
Utilities Commission at its regular meeting on August 3, 1989.' -
Thé following Commissioners approved it: ‘ - N :

G. MITCHELL WILK
_ President ;
FREDERICK R. DUDA ; a4t
JOHN B, OHANIAN - .. Executivé Diréctor
PATRICIA M: ECKERT _ Retenl
Commlsslioners




