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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY RESOLUTION G-28%99
AND COMPLIANCE DIVISION Decémber 6, 1989
Energy Branch

RESOLUTION G-2899. SOUTHERN CALIFORNIA GAS COMPANY
REQUESTS APPROVAL OF A FIVE-YEAR GAS TRANSMISSION
SERVICE CONTRACT WITH UNION CARBIDE INDUSTRIAL GASES,
INC. _

- BY ADVICE LETTER 1888, FILED ON JULY 26, 1989,

SUMMARY

1. By Advice Leétter 1888, Southern california Gas Conpany :
- (SoCal) subnitted for approval a five-year negotiated contract
for gas transmission service betwéén Union Ccarbide Industrial
Gases, Inc (Union) and socal. -

2. This Resolutlon apgrOVes the contract but orders modificatlon
of the Advice Letter filing to remove certain language.

BACKGROUND

1. Union operates a plant in Wllmlngton, Californla, which )
manufactures 1ndustr1a1 gases. Prior to. entering negotiatlons
Wlth SoCal, Union wWas - planning to operate its cogeneratlon
facility as a dispatchable peaking unit for Los’ Angéles | : _
Department of Water and Power (LADPW); purchasing butane from an
adjacent facility. Thére aré several other nearby. butane: -
sources,’ This contract, if appfoved will sécure a new: long—term
load which is expécted to result in transportation of over
19,000,000 thérns pér year with an average transm1551on raté of
$0 07948 per therm._ . e

2. Decision 87- 02 029, dated February 11, 198? deflnés the
noncore narket as compriséd of all customnérs. with end-use: 'J:.
Prlority 3 and bélow and stateés that’ all ‘Custonmers in the noncore
market areé e11g1b1e to select among a variety of transm1551on and
procurement options. Union is such a noncore customer.i.

3. De01sion 86-12~ 010, dated December 3, 1986, states on
page 29, that 7, .the primary mode of service to noncore
customers will be négotiated service contracts,..”

4. becision 86-12- 009, dated Decembér 3, 1986, requires an .
advice letter to be filed for contracts having terms of five
years or greater.
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5. SoCal mailed copies of this filing to other utilitios ‘
governmental agenoles and interested parties who requested it.

CONTRACT PROVISIONS

1. Tha contract provides for a $50 monthly custOmer charge ana a
two-tier transmission rate. The tier I rate is $0.08 pér therm
and agplies t6 volumes up to 50,000 thérms per day. The tier I1X
rate 6.07 per therm applied to volumes In oxcess of 50,000
therms pér day. Thé nininum delivery quantity is 40,000 therms \
per day (80% Tier I take-or-pay).

2. The contract rate will be applied instead of the average UEG
(Utigity Electric Géneration) raté as provided in Raté Schedule
GT-S a .

3. The initial term of the contract is five years. After the .
initial term, thé contract will bé automatically extended for-
successive oné-year periods. . The contract may beé cancéled by -
~either party on 12 months’ written notice or by mutual agreement
of both parties. _

4. The contract begins on the next meter-read date following )
Commission approval. _ _ 7

S The contract has an escalation provisiOn whereby the rates
are adjusted at contract year énd based on changés -in the
COnsumer Price Index as definéd in SoCal’s tariff Rule Noi~ 1.*

6. The contract provides for a mlnlmum dellvery quantity of
40, 000 therms per day. ,

7. The Advice Letter, on page 2, paragraph 4, states: f»f“f.

Rd: ' approV1ng this advice flling, the Commission recognizes
that thé revenues to be c¢ollectéd under the contract- are
sufficient for thé térm of thé Contract. In _addition, -
further cost allocations madeée by the. Comnission  for SoCalGas
_ during the term of this contract:-shall deen these revenues
: SUfflCléﬂt £to covér an approprlate share of any’ cost
allocatlons.

PROTESTS

1. Toward Ut111ty Raté Normalization,(TURN), the CaliforniaA
Industrial Group and california Léagué of Pood Processors . . .

- (CIG/CLFP), and the Division of Ratépayer Advocates (DRA): f11ed

protests and/or comménts within the twenty-day protést périoed -

provided by General Order 96-A. SoCal responded to the protests

on August 24, 1989, _

DISCUSSION

1. TURN protests the contract on the grounds that there is no
assurance that SocCal obtainéd the highéest p0551b1e contract rate.

2. TURH states that 51nce‘the 00mm1551on has not reV1ewed the -
impact of the three modlfying decisions of D.86-12-009 on long-
ternm contracts, the commission should look upon any long term
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raté contract not referenced to the ACAP results with éxtrcme
caution. TURN recommends full hearing such as that conductéd
with respect to the san Diégo Gas and Electric Company (SDG&E)
and Southérn California Edisoen Company (Bdison% contracts in

~ Investigation and Suspension (I+4S) Case £9-05-016 for SoCal’s
Advice Letters 1864 and 1872 respectiVely.

3, Finally, TURN alleges that to the extént that contract
revenue shortfalls are allocated to other customers, approval of
the agréénent would violate thé ban on changes in cost allécation
methogology set forth in Section 739.6 of the Public utilities
Ccodea.

4. DRA protests the advice filing é6n several points. First, DRA
states that since socal is facéd with constraineéed capacity, an
issue in I.68-12-027, DRA believeées socCal is imprudent to w7
negotiate long-term contracts at negotiatéd rates. The costs. of
addéed capacity may.exceéd current émbédded costs réfléctéd in-
tariffed rates:. The contract would grant rates even further bélow
cost . DRA protests that SoCal's Advicé Lattér doés not )ustify
Union’s threat of b{pass. And finally, DRA objects to the .
language in thé filing citéd above in contract pProvisions = -
Para gh 7 concerning accéptance of contract revenues by the
Comnission. _

5. CIG/CLFP comments that the need for discount rates, such as
thosé providéd by the contract,; réfléct present faulty cost
allocation methodology “which assigns & disproportionate: ‘shate of
costs to noncore customers. - 'CIG/CLFP. also éxpresses concérn
with the agdvice f111n? language quoted in Paragraph 7 aboveé:
CIG/CLFP says that thls is the same issue raiséd in connectién
with SoCal Advice Letteérs 1864 and 1872 which were suspended and
consolldated for hearing in R.88-08- -018, (I+S C.89-05- 016) '

6. In résponsé, SocCal first states that this contract is
different from the suspénded. SDG&E/Bdlson contracts in that this
Union contract doés not involvé firm interstate pipe11ne'j;-.
capacity, storage capacity, or change in énd use prrorlty between
default rates and the contract. _

7. SoCal responds to DRA's protest that it ‘is not certain the;
the contract will bé at a rate bélow default rates. -While the
contract rate is preséntly below the August 1989 default’ rate,r
- Socal says it has présénted. evidencé. in its pending 1989 Acap °
“flllng that shows a default rate very close to the contract rate.

. 8. SoCal re]ects DRA's récommendatlon of short term dlscountS'

considered through the Annual Cost Allocation Proceed1ng (ACAP)
_Union needs longer term information to evaluate its. poss1b1e :
1nvestment to convert to butane from one of three nearby or .
adjacent refineries.

9. Flnally, Socal suggests thée long-run marglnal cost ( ) of
serv1ce, as shown in its July 14, 1989, flling in 1.86-06- 005,,
will be $0.035 to $0.050 per thérm, which is beélow the $0:.079
per theérm contracted rate,

10. In response to the protestants’ broad concerns ahout p1pe11ne
capacity, LRMCs, and changes in Comnission pollcy, the
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appropriate forun is proceedings such as I.88-12-027 and R.sé;oe-

11, Decision 89 10-034, dated October 12, 1989, provides
guidelines for comnmi tssfon appraval of long-teéerm gas . '
transportation contracts. The Déolsion specifically addresséd a
long-term gas transportation contract between Pacific Gas and -
Eléctric Company (PG4E) and Mojave Cogeneration Company (Mojave).

- Thé Décision ordered futureée contract advice letter to provide
additional infbrmation in support of th? contract, The Mojave .
contract was apgroVe because “thée Commission discerns that the
near term bénefits and beneflts over the 1ife of the contract
sééen to outweigh the likelihood of later subsidies.

_ UPPLKHRNTARY INFORHATION REQUIREHENTS

12, SOCal submitted the following data pursuant to D.-89 10 034,
paragraphs entitled ”Information Reqﬂirements" -

1) Estimated contract révenues over the five year term of
thé contract from 1990 through 19942

$8 949, 000

Estimated reVenues at default tate, assuming the customer_
would not bypass from 1930 through 1994‘5

$9, 007 000
Estimated long-run marglnal cost'

SoCal states, »The long-run marglnal cost of
transmission capac1ty s estlmated to fall in. the range
of 2.4 ¢ to 3.4¢ per thérm in 1987 constant dollars for
the périod 1989-1999.7 Extending this for the . .7
estlmated volumé and the life of theé contract ylelds a
LRMC of up to $3,273,000 for five years._($0 034 per
‘therm ¥ 19,250, 000 therms/year x 5 years) ’

’Cred1h111ty of bypass by Unlon.

Socal states that the’ purpose of the contract is to
secure a new large, con51stent long—term gas load._

”Before negotlatlons were initlated Unlon Carbidé was
con51der1ng operatlng the cogeneratlon lant only as-a
dispatchable peaklng unit for LADWP," whlle purcha51ng
butane 4s thé primary fuél from an“adjacént facdility.
,Unlon Carbide can easily construct a -short: butane .-
p1pe11ne to the cogeneratlon plant. In fact, other
fac111ties located nearby can also provide butane
sérvice. 1It- 1s inportant to note that other :
cogenerators in the area currently use butane as a fuel
source.

7"Under the negotlated contract’s stable and competltlve
rate and proV131ons requiring 80% take-or-pay of Tieér I
gas, Union Ccarbideé would base load the cogéneration
plant on natural gas. The negotiated contract would
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grevent Union carbide from Opérating the 1ant
ntermittently on 1003 butane. Instead .
cogeneration plant woulad operate approximately 8, 000
hours annually on natural gas.® .

5) Showing that’ the contract rate is the highest rate which
could be negotiateadt :

socal shows that the contracted rate results in.a total
estimated ¢ost of natural gas toé Union that is Hithin
thé rangé of butane pricés forécasted for 1990. In°
summer months the butane price forecast is lower than
natural gas prices using thé contract transpértation
rate, while the réverse is true for winter months.

Additionally, ‘the 80% také or-pay ‘provision will
prevént the cogenération plant from a likely switch to
butane during the winter.-- _

6) Estimate of likely ratepayer benefit gross reVenues over
five years, 1990 through 1994: .

$6 005 ooo

Socal deVelops thlS estimate based on use of butane in
. summér months and natural gas in winteér months;' This
mix of fuels will résult in about a 2/3: reduction s
. compared with using only natural gas. . Reducin the '
gross révénués-by thé LRMC of transportation yge h
about $3,784,000 over the five year term of. the - . .

contract from 1990 through 1994. ([(Contract rate -
-LRMC) x increase in volume due to contract}

- 7) Sens1t1V1ty of thé benefit estimate to variations in -
price forecasts: -

socal provides discu551on of factors affecting thé

variables in its forécast of customer benéfits, but

does not undertake a sen51t1v1ty analysis. L L
13, Comm1551on AdV1sory and- Compliance DlVlSlon (CACD) notes
that Socal devélOped the supplemental 1nformation ‘under -a- time -
'constraint: SoCal’s résponse to the requirement of additlonal

' Jdata is’ adegquate for this contract." S6cCal should continue to- WOrk

- with CACD té develop a more cemplété presentation, 1nclud1ng ‘a,

.'nsensitiVity analysis, to meet further the requirements of D.89-

-.10-034 and thereby assist the COmmission 1n its decision—making
- process on future contracts. - : B _?_K“i

14.1 GACD. also notes that SoCai has prOV1ded 1ts own estimates of
-marginal cost. Thesé éstimates have not yet réceived Commission~
reviéw, The use of SoCal’s estimates is a short-term expediency
acknowledged by D.89=10- 034. :

15. ' The difference betweén the estimated contract revenués and
the estimated default revénués represents a possible’ ratepayer
subsidy. 1In this contract the possible subsidy is very small
'compared to the estimated ratépayer benefit, o
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"ratés greateér than the LRMC, Also there is a good

‘térm gas_transportation contrict. betwéén Paocif
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16,  With D.86-10-034 as its guideline, GACD recorménds approval

of the Union contract béecause theéere is data‘showln? contrac

Als ore ikelihood of
bypass by the customér to butane. The possible ratepayer benefit
is a five-yeaxr net révenue of $3,784,000, ‘in 1987 dollars). and
there is 1ittle evidence of long-term subsidies, : :

17+  The final issue, raiséd by TURN, ¢IG/CLFP, and DRA, is the
inclusion of language in the Advicé Leéttexr, (see pags 2, = -
paragraph 7 of this Résolution) that states that thé commission
accegts thé contract révenués as suffioclent and implies that the
Commission will not réview this contract at a later date. while
SoCal asserts that the 1an?qagefisvbased on D.86-12-00%, a -
portion of D,89-12-009’s discussion is émitted in the Advice |
Létter. (1] Bécauseé the protéstéd 1angua?éhd¢gs_ndt“expresé-the ,
whole concépt and doés not réflect conmmlssion practice{2), caco
récommends; that SoCal remové the language from its Advice Letter.
FINDINGS _

1. 7he pratestants’ broad concerns about. pipsline capacity,

LRMCs, and changés in Commission policy will bé addressed in-
othér procéedings such as 0I1.88-12-027 and R.88-08-018,

‘2. Decision 89-10=034 concerns Commission ab?fqvaliéf«éiléﬂQ*T’
tation et h lo .Gas and EBléctric
Company: and Mojave Cégeneration Company: That contract was = -~
approvéd bécause "thé Commission discérns: that thé néar-term =
benefits and benefits:over thé Yifé of thé contract seém to -
outweigh thé likélihood of later subsidiés(* Thé décision also
reguirés speécific information in support of future contracts.

1 7Contracts having térms of five yéars or moré which. are = .

- approvéd by this Commission will normally bé consideréd - = -
réasonable'éﬁd'ﬂill_be_tagen;iﬁtO‘ac&gnpt during subséqueént -
cost reallocations occurring during the term of such contracts.
Héweveér, we &dmonish. thé utilitiés: that our approval will not-

. insulateé their shareholdérs: from béaring. somé of the risks of
long-térm contracts where it can later be shown that.thé - ..
utility failéd to take into account matérial:information of-.
which it was or should havé béén.awaré. at the time it enteréd

 into the contract, . Wheré such information:is.calléd to. our .-
attention, thé utility will bear thé-burden of showing that':
projécteéd revenues were maximized at’ the time the contracts

- were negotiatéd (i.e., that réyenues would havé béen lost if
the negotiated rate had been highér or had ¢ontained less .~ -
pricing certainty): This standard is intendéd to énsure that
the utilities will negotiaté. long-térm contracts, consistent

© with the market realitiés; in thé interest of all autility -

customers.”( at page 41, enphasis added.) |
‘2 mThe utilitiesé should not enter into contracts with the
_expectation that noncore revenue shortfalls’can.be réallocated

‘to the core market.” (9;8641?%009,_page'§2) TR
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3, The deVelogment of thé sugplemental 1nformati¢n and
sensitivity analysis re?uired y D.89-10-~ 234 has beén under a
time constraint. SoCalis résponse to additional information -
requirenéents is adequaté to evaluate this contract. soCal should
continue to work with CACD to develop a moré complete
preséntation to aid informed decision making in future conttacts.

4. The estimated réevenue over the five year term of the contract
is §8,949,000. . .

5. The estimated revénue at défault ratés, assuming the customer
would not bypass is $9,007,000. Thé difference between the .
estimateéd contract yevenue. and the estinated default révenué is
very small. This: difference is a measure of possible subsidy by
the ratepayers.

‘ 6. Socal estimates its LRHC of transmission ca acity in the -
range of $0.,024 to $0.034 péer therm for thé period of the - ..
contract., In 1.86-06--005, it éstimatés its LRMcC &6f service to
be $0.035 to $0.050 per therm: Both of thesé estinmates: are less
than. the average contract rate of $0. 679 per thérm: o

7.- The usé of Socal's'owﬂ estlmatés for LRMC is an expedienc :
‘acknowledgéd by D.89-10-034 unatil the CommiSsioﬁ makes a find ng
on Socal’s LRMC in future decisions.

‘8, The thréat of bypass is’ crédible becausé a butane soufcé is
adjacent to the Unibn plant sites R

9., The estlmated ratepayer beneflt is $3 ?84,000 over the life

-of the contract.

16. Since there is a probable ratepayer beneflt and ‘the lack of
évidénce for a future subsidy, as in D.89-10-034, it is
reasonable to apprové the Union cOntract. L

11, Language On page 2, paragraph 4 of the Advice Letter does not
state the full pOSLtion of the Commission and should be removed.
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THEREFORE, IT IS ORDERED that: o |
1. Southern California das company shall remove the 4th
- paragraph on page two of Advice Letter 1888 by a supplenéntal
Advice filiﬁg'né later than Decémber 15, 1989, o
The flve-year gas transportation contract between Southern
california Gas Company and Unién Carbide Industrial Gases,
Inc., which-is thé subject of Advice Letter 1888, is approved
and will be effeétive one day aftér the filed date of the -
suppleméntal advice filing orderéd in Paragraph 1 above.

3i The protests of DRA and TURN are denfed. '
" 4. The effective daté of this order is today.

'z navepy certify shat this Resolution was adopted by the Fublic
utilities commission at its régular meéting on Décénmber 6, 1989.

_ The following commissioners approved it:

»
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