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. PUBLIC UTILITIES COMMISSION OF TUE STATE OF CALIFORNIA

ENERGY DIVISION RESOLUTION G-3238
November §, 1998

RESOLUTION

RESOLUTION G=3238. SOUTHERN CALIFORNIA GAS COMPANY
(SOCALGAS) REQUESTS APPROVAL OF ITS COMPLIANCE PLAN
SUBMITTED IN ACCORDANCE WITH ORDERING PARAGRAPH (OP)
2 OF THE AFFILIATE TRANSACTION RULES OF DECISION NO. 97-
12-088. SOCALGAS'S COMPLIANCE PLANS WERE EFFECTIVE
UPON FILING. THIS RESOLUTION REJECTS PORTIONS OF
SOCALGAS'S FILINGS AND APPROVES OTHER PORTIONS.
SOCALGAS IS ORDERED TO FILE A NEW ADVICE LETTER TO
COMPLY WITH OP 2 OF THE DECISION.

BY ADVICE LETTER 2661 FILED ON DECEMBER 31, 1997
BY ADVICE LETTER 2661-A FILED ON JANUARY 30, 1998
BY ADVICE LETTER 2661-B FILED ON JULY 2, 1998

SUMMARY

1. The Southem California Gas Company (SoCalGas) requests approval of its
compliance plan filed in Advice Letters (AL) 2661, 2661-A, and 2661-B, as ordered
by OF 2 of D.97-12-088 (Decision).

2. This resolution rejects SoCalGas® Advice Letters, and thus accepts in part the Protests
filed by the Joint Petitioners Coalition (JPC), the Ofice of Ratepayer Advocates
(ORA), Southern Califomia Utility Power Pool (SCUPP), Imperial Irrigation District
(11D), and Edison Source (Source). SoCalGas is out of compliance with several of the
Affiliate Transaction Rules adopted by the Decision. Generally, SoCalGas fails to
specify adequate mechanisms or procedures to show how it will comply with several
of these Rules. Further, SoCalGas interprets several of the Rules incorrectly.

- SoCalGas shall file a revised compliance plan to comply with OP 2 of the Decision
by Advice Letter with the Commission n¢ later than 30 day's from the effective date
of this Resolution. SoCalGas shall also take the immediate actions specified in the
Ordering Paragraphs herein.
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BACKGROUND

1. On April 9, 1997, the Commiission issued its Order Instituling Rulemaking/Order
Instituting Investigation (OIR/OI1) 97-04-011/97-04-012 to establish standards of
conduct goveming relationships between California’s natural gas local distribution
companies and electric utilities and their aftiliated, unregulated entities providin 2
cacrgy and encigy-related services.

In the OIR/OM, the Commission recognized that the fundamental changes undenway
in the California gas and electric markets create a need for these Rules.

“We acknowledged in our Updated Roadmap devision (D.96-12-088) [in our
Electric Industry Restructuring proceading] that it may be appropriate to review
our aftiliate transaction Rules to determine whether they must be modified given
potential self-dealing and cross-subsidization issues that may arise as a result of
electric utility restructuring. We fecognize that the existing rules goveming utitity
relations with aftiliates differ aniong the ¢ompanies, and that the present rules
may not address the manner in which gas and electric utilities and their affiliates
may markel services and interactin a marketplace now characterized by
increasing competition. . . . The standard of conduct or rules should (1) protect
consuniet interests, and (2) foster competition.” (OII/OIR, p.2).

*

The OIV/OIR encouraged parties to work cooperatively to develop proposals for our

consideration, and recognized that thece are a number of good models from the
Federal Energy Regulatory Commission (FERC) and other states for the Califomia
utility-aftiliate transaction rules.

In Decision 97-12-088, the Corimission adopted Rules for utility-afiiliate
transactions. These Rules address, among other things, nondiscrinination, disclosure
and handling of infonmation, and s¢paration standards. The utilities were required to
submit compliance plans in accordance with OP 2:

“No later than December 31, 1997, Respondent utilities Kirkwood Gas and
Electric Company, PaciticCorp, Pacific Gas and Electric Company (PG&E), San
Dicgo Gas & Eleciric Company (SDG&E), Sierra Pacitic Company, Southem
California Edison Company (Edison), Southern California Gas Company
(SoCalGas), Southem California Water Company (SCWC), Southwest Gas
Company, and Washington Water and Power Company shall file a compliance
plan demonstrating to the commission that there are adequate procedures in place
implementing the rules we adopt today. The utilities shall file these compliance
plans as an advice letter with the Commission’s Energy Division and serve them
on the service list of this proceeding. The utilities' compliance plans will be in
eflect between their filing and a Commission decision on the advice letter. A
utility shall file a compliance plan annually therealter using the same advice letter
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process when there is some change in the compliance plan (i.e., a new aftiliate has
been created, or the utility has changed the compliance plan for any other reason).
Also, no later than 60 days after the creation of a new afliliate, the wiility shall fite
an advice letter with the Energy Division of the Comniission, which should also
be served on the parties to this proceeding. The advice letter shall demonstrate
how the utility will implement these rules with respact to the new enlily. Any
Respondent utility which applies for an exemption under Rule 2G does not have
to comply with this Crdering Paragraph unless further ordered by the Commission
or required by Rule 2G.”

- On December 23, 1997, the Executive Director jssued a letter extending the time for
compliance with this Ordering Paragraph until, at niost, January 30, 1998.

. On December 31, 1997, SoCalGas filed AL 2661 containing its compliance plan.

- On January 20, 1998, SCUPP ard 1ID filed a joint Protest opposing SoCalGas’
proposed exemption for transactions with DGN-Mexicali from the afiiliate
transaction rules. On the sanie day, ORA submitted a Protest, suggesting that
SoCalGas provide more detail and use a disclaimer with its logo. Also on January 20,
1998 the JPC submiitted a letter expressing concem that the December 31, 1997 filing
is incomplete, and there are serious compliance issues raised by the utility filings,
particularly use of the disclaimer.

- On January 30, 1998, SoCalGas filed AL 2661-A, amending its December 31 filing.

. On February 19, 1998 Source filed a Protest against SoCalGas® proposed restriction
on its oftering of space in billing envelopes. On March 4, 1998, SoCalGas filed a
tesponse to the Protest of Source.

10. On March 19, 1998, JPC and ORA each filed a Protest of SoCalGas’ compliance
plan, covering several of the plan®s treatment of the Decision’s Rules. On March 30,
1998, SoCalGas filed a Response to the Protests of JPC and ORA.

- Pacific Enterprises, the parent company for SoCalGas, and Enova, the parent for
SDG&E, were given conditional approval to execute a plan of merger by this
Commission in D.98-03-073, issued in March, 1998, and final regulatory approval
was obtained by the companies on June 26, 1998. On July 2, 1998, SoCalGas and
SDG&E filed jointly Advice Letter 2661-B and 1068-E-B/ 1078-G-B, respectively,
which described some of the initial organizational changes engendered by this
merger, and how these changes are affected by these Rules. There was no protest
received regarding this joint Advice Letter.

- On August 6, 1998, in responss to certain petitions for modification of D.97-12-088,
the Conunission issued D.98-08-035, which changed some of the Commission’s
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Afiliate Transaction Rules established by D.97-12-088. These changes are reflected
in this Resolution.

13. Rule V.F.1, regarding the use of the utility name and logo, is the subject of a pending
Petition for Medification of D.97-12-088 filed by SDG&E and SoCalGas. This
Resolution does not address compliance with Rule V.F.1, but defers this issuc to a
separate resolution which will follow the issuance of a decision on the Petition for
Modification. SoCalGas shall file a revised compliance plan regarding Rule V.F.1 no
later than 30 days after the Commission acts on the Petition for Modification of
SDG&E and SoCalGas.

14. We recognize that there are other petitions for modification and applications for
rehearing regarding D.97-12-088 as well as various applications, motions, and
complaints arising from our adopted affiliate Rules. This Resolution does not address
or prejudge these filings.

NOTICE

Advice Letters 2661, 2661-A, and 2661-B were sérved on all parties on the service list of
the proceeding and to those on the General Order 96-A distribution list.

PROTESTS

Protests on Advice Letters 2661 and 2661-A were filed by SCUPPAID, ORA, JPC, and
Source. No protests were received on Advice Letter 2661-B.

DISCUSSION

Demonstrating Overall Compliance

There are numerous Protests of SoCalGas® failure to demonstrate specific mechanisms
and procedures in place to ensure compliance with the Rules.

On January 20,1998 ORA’s Protest argued that whenever SoCalGas states in its plan that
it “will be in full compliance with these provisions effective January 1, 1998 and will use
the communications, training, and intemal controls set forth above té enforce
compliance,” which is similar to sentences the company repeats several times in its
compliance plan, the company should provide the specific details on how it will use these
methods.
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Inits March 19 Protest JPC stated: “SocalGas repeatadly invokes a standard mantea that
. it, “will use the communications, trainin g and intemal controls set forth above (o enforce

. compliance.”™ The JPC argues that the Commission needs greater specificity from
SoCalGas with regard to what fonm the “communications, training and internal controls™
will take. This quest for specificity recurs in response to SoCalGas® reference to training
of employees, the existing PE Afiliate Transactions Policy, inclusion of the Alitiate
Tranzaction Rules in performance evaluations, SoCalGas® system of internal controls, and
control of access to SoCalGas® computer system. JPC accuses SoCalGas of submitting
an incomplete and evasive compliance plan to give the appearance of compliance and of
crafting loopholes in the Rules to meet their own objectives. Further, bocause SoCalGas
is relying on its existing plan, the company needs to describe the type of training
provided and who was required to attend the training.

In its Response, SoCalGas claims it has interpreted the Decision only where nacessary
due to ambiguity and submits that the compliance plan was as compete as possible given
the short interval following the Decision and the holidays. The conipany says that Pacific
Enterprises (PE), its parent, has already provided training to those cmployees of
SoCalGas and its affiliates that are affected by the requirements and restrictions of the
afliliate transactions Rutes.

OP 2 of the Decision stated:

: No later than December 31, 1997, Respondent utilities...shall file a
. compliance plan demonstrating to the Commission that there are
adequate procedures in place implementing the rules we adopt today.
(emphasis added)

A demonstration should include portions of SoCalGas’ or PE’s standard procedure, policies,
training materials or forms thal set forth the mechanisms and procedures that ensure compliance
with these Rules. The submission provided by SoCalGas is not suflicient to demonstrate that
procedures are in place which adequately implement these Rules. The company says that it is
giving extensive training to its employees, yet provides little on the specitics of this training.
SoCalGas should provide portions of its policies, training materials, and procedures to
demonstrate adequate compliance.

It should be noted that the few examples provided by SoCalGas are not comforting. The
company provides a copy of “Pacific Enterprises Company’s Policy Memorandum on Afiiliate
Transactions and Activities” which “will be immediately communicated to employees via
internal publications, in training programs and materials, and has been posted on the PE Intranet
for ease of reference for all employees with access to computers.” (A.L. 2661-A, Appendix A)
The problem with this Policy Memorandum is that it is often incorrect in its explanation of these
Rules, and its attempts at summarization often teave oul crucial details of the Rule. For instance,
on page three of the Policy Memorandum, the company writes about the restriction on shared

‘ plany, facilities, equipment, or cost (Rule V.C), “[t]his restriction does not preclude the use of
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shared communication media such as ¢-mail and network communications since these systems
do not relate to the traditional utitity meechant function.” Not only is this an incorrect
interpretation of Rule V.C, as e-mail and network communications clearly cannot be shared
under this Rule, it mixes up the tanguage of this Rule with that of the next Rule V.D which
addresses Joint Purchases.

On the first page of the Policy Memorandum, SoCalGas explains that these Rules cover
“aftiliated companies providing energy or energy-related services” This is not the definition of
an aftiliate covered by these Rules and found in Rule I1.B, Such examples illustrate the need for
Commission review of lraining materials and policy manuals, as it is important that SoCalGas®
cmployees, who will be' implementing these Rules on a daily basis, be informed completely and
accurately on these Rules. SoCalGas should include examplés of such training materials, policy

+

manuals, memos, letters, and other materials used to spread information about these Rules in its
tevised compliance plan. The company should quote verbatim from these Rules in these
materials. SoCalGas should miake copies of these Rules available to its employees in its training
manuals as well as on the conipany intranet and internal e-mail. Any training manual, policy
manual or memo should attenipt to quote from these Rules verbatim as much as possible, to
avoid the distortion and mistakes apparent in the above examples. The Protest of JPC and ORA
is granted on this issue.

JPC subniits that SoCalGas® agreement to make compliance a significant element of each
employee’s work performance report is insufiicient because it fails to describe exactly
what would happen to an employee who does not meet this performance objective.
SoCalGas explains that the company’s response would vary with the circumstances and
the company must exercise discretion.

The role of employee sanctions in the implementation of thess rules is better addressed in
the upcoming Rulemaking 98-04-009 which will consider new enforeement measures for
these Rules. The Protest of the JPC is dented on this issue,

JPC Protested that throughout its AL 2661-A SoCalGas fails to provide citations to the
Rules that correspond t6 its compliance statements and consequently is difficult to
ascertain compliance. In its revised compliance plan fifing SoCalGas should submita
compliance plan as a stand-alone document with citations to each relevant section of the
Rules. The Protest of JPC is granted on this issue.

In Advice Letter 2661 SoCalGas stated: Following Commission approval of the merger
between PE and Enova Corporation (Enova), the merged utitity will submit a single
revised compliance plan that will harmonize any dilterences between the compliance
plans of SoCalGas and San Diego Gas & Electric Company (SDG&E) and that will
incorporate any changes to the aflitiate transaction rules adopted in the merger
proceeding (A.96-10-038). JPC wants to know when that plan will be submitted. In its
March 30 response SoCalGas said that it simply alerted parties that it will be necessary (o
file a compliance plan for the merged companies following merger approval.
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This compliance plan is responsive to and should satisfy the requirements for SoCalGas
sel forth in D.97-12-088, as modified by D.98-08-035. Nevertheless, the Commission
recently approved a plan of merger between PE and Enova (parent to SDG&E) in D.9S-
03-073 (A.96-10-038), which cxempted transactions between the utilitics themselves
from several of these Rules. These companies have gotten final regulatory approval and
have recently executed the merger. In accordance with the statement of the company in
its AL 2661 referenced above, SoCalGas and SDG&E should submit a combined
compliance plan which addresses these Rules as well as D.98-03-073. The combined
compliance plan should be filed no later than 60 days from the effective date of this
Resolution. The Protest of JPC is denied on this issuc.

COMPLIANCE WITH SPECIFIC RULES
I. Definitions

Rule L. A states:

Unless the context othenwise requires, the followin g definitions govemn the construction of these
Rules:

Aftiliatz means any person, corporation, utility, partnesship, or other entity 5 per éent or more
of whose outstanding securitics are owned, control led, or held with power to vote, directly or
indirectly either by a utitity or any of its subsidiaries, of by that utility's controlling
corporation and'oz any of its subsidiaries as well as any company in which the utility, its
controlling corporation, or any of the utilitys affiliates exert substantial control over the
operation of the company and’or indirectly have substantial Ginancial interests in the company
exercised through means other than ownership. For purposes of these Rules, substantial
control includes, but is not limited to, the possession, directly or indirectly and whether acting
alone or in conjunction with others, of the authority to direct or causé the direction of the
management or policies of a company. A direct or indirect votin g interest of 5% of more by
the utility in an entity’s company creates a rebuttable presumption of ¢ontrol.

For purposes of this Rule, affitiate shall include the utility's parent or holing company, of
any company which directly o indirectly owns, controls, or holds the power to vote 1024 or
more of the outstanding voting securities of a utitity (hoMing company), to the extent the
holding company is engaged in the peovision of products or services as set out in Rule 11 B,
However, in its complianée plan fited pursuant to Rule VI, the utility shall demonstrate both
the specific machanism and provedues that the utility and hoMing company have in place to
assure that the utility is not utilizing the holding company or any of its affiliates not covered
by these Rules as a conduit to circumyent any of these Rules. Examples include but are not
limited to specific mechanisms and procedures to assure the Commission thal the utility will
not use the hoMing company or another utility affiliate not covered by these Rules as a
vehicle to (1) disseminate information transferred to them by the utility to an affiliate
coverad by these Rules in contravention of these Rules, (2) provide seevices to its afiiliates
covered by these Rules in contravention of thesa Rules or (3) to transfer employees to its
affiliates covered by these Rules in contravention of these Rules. In the ¢ompliance plan, a
corporate officer from the utility and holding company shall verify the adequady of these
specific mechanisms and procedures 10 ensure that the utility is not utilizing the holding
company or any of its affiliates not covered by these Rules as a conduit to circumyvent any of
these Rules.
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Regulated subsidiaries of a utility, definad as subsidiaries of a utility, the revenues and
expeases of which are subject to regulation by the Commission and are included by the
Commission in establishing rates for the utility, are not included within the definition of
affiliate. However, these Rules apply to all interactions any regulated subsidiary has with
other aftiliated entities coverad by these rules.

- “Commission™ means the California Public Utilities Commission or its suceeading state
regulatory body.,

- “Customer™ means any peeson of corporation, as defined in Sections 204, 205 and 206 of the
Califomia Public Utilities Code, that is the ultimate consumer of gdods and services.

. *Customer Information™ means non-public information and data specific to a utility customer
which the utility acquired or developed in the course of its provision of utility services.

“FERC" means the Federal Energy Regulato;y Commission.

“Fully Loaded Cost™ means the direct cost of good or service plus all applicable indirect
charges and overheads.

- "Utility” means any public utility subject 1o the jurisdiction of the Commission as an
Electrical Corporation or Gas Corporation, as defined in California Public Utilities Code
Sections 218 and 222.

SoCalGas says itintends to utitize training and communications to ensure that employees
understand these definitions and will use its intemnal controls for the same purpose. No
Protests were filed on this issue.

As mentioned previously, it is important for the company to include accurate definitions
and descriptions of these Rules in its training materials and policy manuals, and we
require the company to include examples of these materials in its revised compliance plan
filing, and to distribute copies of these Rules to its employees. Any training manual or
policy manual or memo should altempt to quote from these Rules verbatim as much as
possible, to avoid the distortion and mistakes as described above.,

II. Applicability
Rule 1L A states:

These Rules shall apply to California public utility gas corporations and California public utitity
electrical corporations, subject to regulation by the California Public Utilities Commission.

DGN Mexicali Contract

SoCalGas seeks to exempt from the rule a contract with its afliliate DGN Mexicali for
transportation of gas through the SoCalGas system to Mexico since damages could be
awarded to third parties unaftiliated with SoCalGas for breach of contracl. That contract
for tarifted service between SoCalGas and its afiiliate DGN-Mexicali for transportation
of gas through the SoCalGas system to Mexico is currently before the Commission in
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A.97-03-015. JPC Protests that the Rules do not provide for such an exception and
SoCalGas may not rewrite the rutes in the guise of a compliance filing.

On January 20, 1998 Southern California Power Pool (SCUPP) and lmperial Irrigation
District (1D) filed a joint Protest opposing SoCalGas® position on the following grounds:

Exemption of SoCalGas® relations with DGN-Mexicali from the affiliate
transaction'standards should be addressed in A.97-03-015.

SoCalGas® belief that its relations with DGN should be exempted from the
afliliate transaciion standards does not excuse it from complying with the
Commission’s order to file a compliance plan that encompasses SoCalGas®
relations with all of its energy aftiliates, including DGN, by December 31, 1997,

and 10 be in full compliance with the afiiliate transaction standards by January 30,
1998. ’

SoCalGas has not adequately justified exemption of its relations with DGN from
the affitiate transaction standards. Fi rst, the gas transportation service that
SoCalGas provides to DGN is currently govemed solely by contract, not by tariff.
Second, the affiliate transactions standards govein all aspects of relations
between energy affiliates, not just the provision of service from one to another.
Thus, a blanket exemption is not justified.

[n its January 26, 1998 submittal SoCalGas explained: “... SoCalGas is only secking to
exempt from the Commiission’s rules the transportation contract between SoCalGas and
DGN-Mexicali, not other transactions.” The exemplion SoCalGas referenced in its
compliance plan dealt only with the terms and conditions of the transportation service
provided to DGN-Mexicali, which are before the Commission in a separate application.
The Commission, SoCalGas argues, therefore will be able to fashion any particular
approach it finds appropriate to the SoCalGas contract with its afliliate in that proceeding.

JPC is correct when it says that this compliance filing is the improper forum in which to
seek a change or exemption in these Rules. The exemplion SoCalGas seeks, for its
transportation contract with its affiliate DGN-Mexicali, is better addressed through the
Commission’s proceeding on A.97-03-015. We do not grant the exemption hece, but
defer consideration to that proceeding. We grant in part and deny in part the Protests of
JPC and SCUPP/IID on this issue.

Rule 11.B states:

For purpéses of a combined 8as and electric utility, these Rules apply to all utility transactions _
with aflitiates engaging in the provision of a product that uses gas or electricity or the provision of
services that relate to the use of gas or electricity, unless specifically exempted below. For
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purpases of an electric utility, these Rules apply 1o all utility transactions with afliliates engaging
in the provision of a product that uses electricity or the provision of services that relate to the use
of electricity. For purposes of a gas utitity, these Rules apply to all utility transactions with
afliliates engaging in the provision of a product that uses gas of the provision of services that
relate o the use of gas.

SoCalGas lists seventeen subsidiarics of PE that the company argues are not afliliates
subject to these Rules because they do not engage in the provision of a product that uses
gas or the provision of a seivices that relaté to the use of gas. However, SoCalGas but
fails to explain what any of these com panies actually do. JPC Protests that SeCalGas
st explain how it determined that all the other affiliates listed are either covered or not
covered. We have no opportunity to review the services or products offered by cach
subsidiary to determine whether the affiliate is covered by the applicability provisions.
SoCalGas should show for each afiiliate the products or services it ofters and
demonstrate clearly whether it is engaged in the provision 6fa product that uses gas or
the provision of services that relate to the use of gas. Without such explanations
SoCalGas is out of compliance. We grant the Protest of JPC on this issue.

In the joint Advice Letter 2661-B and 1068-E-B/ 1078-G-B, 1iled July 2, 1998, SoCalGas
and SDG&E state that the merged company is creating a new affiliate, Sempra Energy
Utility Ventures, which will “develop and operate regulated utility distribution operations
throughout the country.” (p. 9) The companies argue that this new business unit should
not be classified as an aftiliate for the purposes of these Rules. (p. 10) They state that the
company’s projects “will be small to medium-sized regulated energy ulilities . . . (their
emphasis) The conipanies are incorrect. These Rules make no provision for exemption
based on the size of the project or the regulatory status of its holdings. It is clear that the
new aftiliate will be “engaging in the provision of a product that uses gas or electricity or
the provision of services that relate to the use of 8as or electricity” as specified in Rule
ILB, and is thus covered fully by the requirements of these rules.

Further, the Advice Letter states that “Mr. Warren M itchell, Sempra Encrgy Group
President of regulated operations. . .will serve on the board of directors of Sempra Energy
Utility Ventures.” This is not allowed under these Rules, as Sempra Energy Utility
Ventures is an affiliate as defined by these Rules. The companies should file the advice
letter requiréd by Rule VI.B which addresses this new afliliate within thirty days from the
eftective date of this Resolution, and advise the Commission in this advice letter about
the duties of Mr. Mitchell.

Rute I11.C states:

C. These Rules apply to transactions between a Commission-regulated utility and another
affiliated utitity, unless specifically modified by the Commission in addressing a separate
application to merge or othenwise conduct joint ventures related to regulated services.

As discussed previously, D.98-03-073 approved a plan of merger between PE and Enova
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and this merger has been recently executed. The decision exempts utility to utility
transactions from several of these Rules. SoCalGas and SDG&E should fil¢ a combined
compliance plan as specified above. ‘

Rules 11D through 111 state:

D. These rules do not apply to the exchange of op<rating information,
including the disclosure of customer information to its FE RC-regulated afifiate to the extent
such information is required by the aftiliate to schedule and confirm nominations for the
interstate transportation of natural gas, between a utitity and its F ERC-regulated afliliate, to
the extent that the affiliate operates an interstate natura) gas pipeline.

Existing Rules: Existing Commission rules for each utility and its pareat
holding company shall continue to apply except to the extent they conflict with these Rulés,
In such cases, these Rules shall supérsede prior rules and guidelines, provided that tothing
herein shall peeclude (1) the Commission from adopting other utitity-specific guidelings; or
(2) a utility or its parent holding company from adopting other utility-specific guidelines,
with advance Commission approval.

Civil Relief: These Rules shall not preclude of stay any form of civil
relief, or rights of defenses thereto, that may be available under state or federal law.

_ Exemption (Advice Lelter): A Commission-jurisdictionat utility may be
exempted from these Rules if it files an advice letter with the Commission requesting _
exemption. The utility shall fife the advice letter within 30 days after the effective date of this
decision adopting these Rules and shall serve it on all parties to this proceading. In the advice
lettef filing, the utitity shall:

L. Attest that no aftiliate of the utitity provides services as defined by Rule 11 B above;
and

. Attestthatif an affiliate is subsequenily created which provides services as defined
by Rule 1 B above, then the utitity shall: :

Nolify the Commission, at least 30 days before the affiliate
begins to provide services as defined by Rule 11 B above, that such an affiliate has
been created; notification shall be accomplished by means of a letter to the
Executive Director, served on alt parties to this proceeding; and

Agree in this notice to comply with the Rules in their entirely

Limited Exemption (Application): A California
utitity which is also a multi-state uiitity and subject to the jurisdiction of
other state regutatory commissions, may file an application, served on all
parties to this proceeding, requestin 2 a limited exemption from these Rules
or a part thereof, for transactions between the utility solely in its capacity
serving its jurisdictional areas wholly outside of California, and its
affiliates. The appticant has the burden of proof.

© These Rules should be interﬁretéd broadly, to effectuate

our stated objectives of fostéring competition and protecting consumer
interests. If any provision of these Rules, or the application thereof to any

11
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pisen, company, of circumstance, is held invalid, the remainder of the
Rules, or the application of such provision to other persons, companizs, or
circumstances, shall not be affected thercdy.

SocalGas promises to be in full compliance and states that it will use the
communications, training and internal controls set forth above to enforce compliance.
These particular Rules are generally noncontroversial and SoCalGas's compliance plan
was not Protested here.

IN. Nondiscrimination

Rule I A states:

A. No Preferential Treatment Regarding Services Provided by the Utility: Unless otherwice
authorized by the Commission or the FERC, or permitted by these Rules, a utility shall not:

1. represent that, as a result of the affiliation with the utility, its affiliates o customers of its
filiates will receive any diffecént ticatment by the utility than the treatment the ulility
provides to other, unaffitiated companies ot their customeys; or

provide its aftiliates, of customers of its affiliates, any preference (including but not limited
to terms and conditions, pricing, or timing) over non-afiitiated suppliers or their customers
in the provision of services provided by the utility.

SoCalGas promises to be in full compliance by January 1, 1998 and will use the
conimunications, training and intemal controls to enforce compliance. There were no

Protests on this issue. However, SoCalGas’s statenient implies that it was not in
compliance before these rules and that it is taking specific steps to bring the company into
compliance. SoCalGas should specify what these steps are in its revised compliance
plan.

Rule HI.B states:

B. Affiliate Tranactions: Transactions between a utility and its afliliates shall be limited to tariffed
products and services, the sale of purchase of goods, property, preducts or services made generally
available by the utility or afliliats to all market participants through an open, competitive bidding

- process, of as provided for in Sections VD and VE {joint purchases and corporate support) and
Sextion Vil (new products and seevices) below, provided the transactions provided for in Section ViI
comply with all of the other adopted Rules.

L. Provision of Supply, Capacity, Services or Information: Except as provided for in Sections
VD, VE, and VI, provided the transactions provided for in Section VII comply with all of the
other adopted Rules, a utitity shall provide access to utility information, services, and unused
capacity or supply on the same terms for all similarly situated market participants. 1fa utitity
provides supply, capacity, services, of information to its affiliate(s), it shall contemporaneously
make the offering available to all similarly situated market participants, which inctude all
competitors seqving the same market as the utility’s aftiliates.
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Existing Contracts

SoCalGas lists several contracts it believes must be grandfathered and exempted from the
Commission’s Afliliate Transaction Rules. Examples of such contracts include: gas
purchase contracts with Pacific Interstate Transmission Company (PITCO); Pacific
ONshore Oil Company (POPCO); contracts to perform gas distnbution facitities work for
the Navy and Air Force; encrgy ciliciency contracts with school districts and hospitals;
space leases at Olympic Base; and a joint venture with FcoTrans and OEM Corp.

SoCalGas argues that compliance with this Rule will, in soni¢ cases, change pricing terms
and/or conditions of the contract which may breach the contract, creating in tum
substantial liability to the third partics involved. Many of the contracts are close to
completion, and SoCalGas says that restructuring at this point would cause time delays
and monctary increases unacceptable to the third parties involved. Govémment contracls
are more complex because of the bid procésses involved and unique terms réquired by the
various agencies. Changes in contractors and subcontractors may be considered an
automatic breach and in some cases may require the agency to re-bid whole projects. To
the extent possible without breaching an existing contract, SoCalGas says that contracts
are being assigned or transfermred.

For example, SoCalGas purchases gas from its af¥iliate PITCO, a pipeline regulated by
the Federal Encrgy Regulatory Commission (FERC). Undet the FERC tarify SoCalGas
teimburses PITCO for the gas commodity, its intemal costs, and the costs of transporting
this gas from Canada. Currently, the PITCO 8as purchased by SoCalGas is priced at a
market related index, but is subject to additional transportation costs when transportation
conslraints require the re-routing of supplies to a delivery point other than the normal
contract delivery point. The contracts with PITCO and POPCO were considered by the
Commission in other proceedings and expire in year 2003.

The contract with the Navy and Air Force was transferred in March 1998.

The EcoTrans lease expires in four years. The lease agreemént cannot be terminated
without substantial costs that would impact an independent third party. A transfer of the
EcoTrans OEM joint venture, which is being marketed for sale, would negatively impact
the economics of the core business and the sale.

Based on the above, it appears that two of the contracts will expire in 2003, (wo others
were recently transterred, and one will be eliminated as soon as SoCalGas can find a
buyer of EcoTrans OEM.

JPC’s Protest argues that the Rules do not provide for such an exenmption (grand fathering)
and that a compliance filing is the inappropriate method to try to change these Rules.

We agree with JPC that the Rules do not provide for a grandfathering exception for
existing contracts. IfSoCalGas desires to change these Rules, there are appropriate
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procedural vehicles available to the company. Unless and until D.97-12-088 is modificd
to allow the exemptions the company secks, SoCalGas must comply with these Rules.
Therefore, the Protest of the JPC is denied in part and granted in part on this issue.

Contract for Billing Service with Energy Pacific

SoCalGas says that it should be allowed to continue to bill for the Appliance Protection
Plan and Farthquake shut-ofY valve oftered by Energy Pacific, since the company argues
that this line item billing service will be offered on a non-discriminatory basis as soon as
practicable, and because agreements are in place with “tens of thousands of customers”
regarding the billing for products already sold. Additionally, Energy Pacific’s contract
with American Bankers Insurance Group, provider of the Appliance Protection Plan,
specilics that SoCalGas will provide line iten billing services for this product. S6CalGas
says that discontinuance of this billing would cause SoCalGas" aftiliate to be in breach of
contract.

JPC Protests this plan and argues that this arrangement is not permitted by the Rules.
Rules I1L.B and IN.B.1 require SoCalGas to contemporancously offer the same services to
all “similarly situated market participants,” i ncluding its affiliate’s competitors. If
SoCalGas is not yet offering and providing this service to companies other than its own
aftiliate, SoCalGas is in violation of this Rule.

SoCalGas may continue its current billing service arrangement with Energy Pacific, but it

must contemporancously extend the same ofYet to all other competitors desiring this same
service. The Protest of JPC is accepted in part and denied in part on this issue. -

Line {tem Billing Service

SoCalGas proposes to offer line item billing service under Rule 1.B.1. JPC Protests that
line item billing is not permitted under that rule since that rule only allows tarified
products. Rule I11.B however, limits transactions between a utility and afliliates to
tariffed products or services made generally available by the utility or affiliate to all
market participants through an open, compelitive bidding process. As discussed in the
previous section conceming the “Contract for Billing Service with Energy Pacific,” as
long as SoCalGas ofters this service on an open, compelitive basis, its proposal is in
compliance with Rule 1.

Further, we note that SoCalGas already provides this service to its affiliate but has not yet
filed an advice letter addressing this existing service, as require by Rule VILF. This
nontariffed service is therefore not authorized by the Commission. The company should
file the advice letter required by Rule VILF within 30 days of the effective daté of this
Resolution, and describe in this filing how its offering will satisfy the requirements of
Rule VI, and how the company will extend the offer of this service to all other

H
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competitors in accordance with these Rules. The Protest of JPC is denied on this issue,

Rule H1.B.2 states:

2. Offering of Discounts: Except when made geneaally available by the utitity
through an open, competitive bidding process, if a utility offers a discount o waives
all or any part of any other charge or fec 10 its affiliates, or offers adiscount o
waiver (ot a trangaction in which its‘aﬂ’iliate's are involved, the utility shall
contemporangousty make such diséount of waiver available to all similarly situated
market participants. The utilities should not use the similarly situated qualification
to create such a uniqué discount arrangemént with their affiliates such that no
competitor could be considered similarly situated. Al competitors serving the same
market as the utility’s affitiates should be offeréd the same discount as the discount
receivad by the affifiates. A utility shall document the cost differential underiying
the dis¢ount to its aflitiates in the affiliste discount report describad in Rule NI F 7
below.

In Advice Letter 2661 SoCalGas proposed: If SoCalGas provides any such discount or
waiver o an affiliate, Such a discount will be provided to similarly-situated market
participants contemporaneously through posting on SoCalGas® Energy Bulletin Board
(EBB). JPC observes that SoCalGas does not describe who has access to the EBB or
whether all similarly situated competitors have access to the EBB. In SoCalGas® March
30 response it states: “The GasSeléct EBB is available to any market participant.” {p. 22)
However, at SoCalGas’s intemnet web site :

(http://mwawv.socal gas.convbusiness’services/gas-select himl), this is what the company
says about access to GasSelect:

To use this program you'll have to subscribe. To subscribe Ooumust be a
SoCalGas customer or contracted Marketer) just sign the GasSelect® agreement
(an Acrobat file; size=26 kb) and return it to your Southern California Gas
Company representative. Then, we'll provide you with software, training, and
ongoing technical support.

This suggests that access to the GasSelect EBB is not available to “any market
participant.”

Information about SoCalGas’s transactions with its affiliates must be provided to the
relevant market contemporaneously with the transaclions in order to satisfy the
Commission’s goal of increased competition in these emerging energy markets.
SoCalGas’s afliliates’ competitors should be given the same access to the EBB given to
the aftiliates.

Further, conbining these requirements with those of Rule HLB.1, SoCalGas should post

notice of its afliliate transactions, including but not limited to notice of available

information, services, and unused capacity or supply, and discounts given to afliliates, in
‘relevant industry publications, those targeted to the market(s) which its affiliates are
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serving. SoCalGas should atso post notice of its affitiate transactions on its intemet web
site no later than the time of transaction. For the convenicnce of market participants,
SoCalGas should devote a particular page of this site to its transactions with its afiliates,
as SDG&E, Edison, and PG&E have cach done. This web site page should be developed
and in place prior to the submission of SoCalGas’s revised compliance plan. The Protest
of JPC is granted on this issue.

Rules I1L.B.3 through HI1.B.3 state:

3. Tariff Discretion: If a tariff provision allows for discretionin its
application, a utility shall apply that tariff provision in the sam mannze o its
affiliates and other market participants and their respective customers.

4. No Tariff Discretion: Ifa utility has no discretion in the application of a
tarifl provision, the utility shalk strictly enforce that tarift provision.

5. Protessing Requests for Services Provided by the Utility: A utility
shall process requests for similar services provided by the utility in the same
manner and within the same time for its affiliates and for all other market
participants and their respactive customers.

In Advice Leiter 2661 SoCalGas promises to be in full compliance with this provision
effective January 1, 1998 and says it will use the communications, training and internal
controls established to enforce compliance. JPC observes that SoCalGas needs to provide
some details on the actual procedures it will use to process requests by competitors for
similar services. In its March 30 tesponse SoCalGas said that this methodology will be
set forth in the notice on the EBB that informs market participants that such a service has
been offered to an affiliate.

The problem of posting information on SoCalGas's EBB was addressed above.
SoCalGas should develop the intemet site and page for affiliate transactions already
discussed, and post all afliliate transaction information, including this particular
methedology and procedure, at this public site. Further, the company should provide this
methodology and procedure in its revised compliance plan. The Protest of the JPC is
granted on this issue.

Rute H1.C. states:

Tying of Services Provided by a Utility Prohibited: A utility shall not condition or
otherwise tie the provision of any services provided by the utility, nor the availabitity of
discounts of rates or other charges or fees, rebates, or waivers of terms and conditions of any
services provided by the utitity, to the taking of any goods of services from its affiliates.

SoCalGas says that its training and internal controls will bring the company into
compliance with this Rule, and its employees will be periodically monitored to ensure
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that customers “are not being misled regarding the "tying of services.”™ JPC wants
SoCalGas to deline what it means by “tying,” but the company refuses to comply, saying
that the term appears in Commission devisions and must be defined in context.

SoCalGas is correct on this point. We do nol require SoCalGas to more fully define
“tying” in its compliance plan, but we will address this issuc on a case by case basis in-
the future. The Protest of JPC is denied on this issue. '

Rule 111.D. states:

No Assignment of Customers: A utility shall not assign customers to which it currently
provides services to any of its afliliates, whether by default, direct assignment, option or by
any other means, unless that means is equally available to all competitors.

SoCalGas promises to comply with this rule and enforce it through employee
performance evaluation and its internal audit program. SoCalGas says it has already
communicated this requirenient to its employees. There was no Protest raised on this
issue. Nevertheless, in its revised compliance plan SoCalGas should elaborate on its
instructions and mechanisms it uses to ensure that this Rule is observed by its employees.

Rule 1LE slgtesz

.’ - Business Development and Customer Relations: Except as otherwise provided by
these Rules, a utility shall not

1. provide leads to its affitiates;

2. solicitbusiness on behalf of-its affiliates;
acquire information on behalf of ot to provide to its affiliates;
share market analysis reports or any other types of proprictary or non-publicly
avaitable reports, including but not limited to market, forecast, planning or

strategic reports, with its afliliates;

request authorization from its customers to pass on customer information
exclusively to its affiliates;

give the appearance that the utility speaks on behalf of its aftiliates of that the
customer will receive preferential treatment as a consequenée of conducting
business with the aftiliates; or

7. give any appearance that the affiliate speaks on behalf of the utility.

SoCalGas promises to be in full compliance though the use of its communications,
training and internal ¢ontrols to enforce compliance. No Protests on this Rule were
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reccived, but as in our discussion of the previous Rule, the company should elaborate in
its revised compliance plan on the specific mechanisms and controls it uses to enforce
these rules.

Rule HILF states:
Affitiate Discount Repoiis: if autility provides its affiliates a discount, rehate, or other waiver
of any charge of fee associated with senvices provided by the utility, the utility shall, within 24
hours of the time at which the service provided by the utility is so provided, post a notice o its
electronic bulletin board providing the following information:
1. the name of the affiliate involved in the transaction;
2. the rate charged;
the maximum rate;
the time period for which the discount of waiver applies;
the quantities involved in the transaction;
the delivery points involved in the transaction;
any conditions of requirements applicabla to the discount ot waiver, and a
documentation of the cost differential underlying the discount as required in Rule Il
B 2 above; and
8. procedures by whicha nonafliliated entity may réquest a comparable offer.
A utility that provides an afiiliate a discounted rate, rebate, or other waiver of a charge or fee

associated with services provided by the utitity shall maintain, for each billing period, the
following information:

9. the name of the entity being provided services provided by the utility in the
transaction;

10. the affiliate’s role in the transaction (i.e, shipper, marketer, supplier, seller);
11. the duration of the discount ot waiver;

12. the maximum rate;

13. therate of fee actually charged during the billing period; and

4. the quantity of products or services scheduled at the discounted rate during the
billing period for each delivery point.

All records maintained pursuant to this provision shall also conform to FERC rules where
applicable.
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In Advice Letter 2661 SocalGas promised to develop a form and written procedure for
use by utility employees if they provide a discount. JPC notes that no form was provided
and wants more details on the proposed format for these postings. SoCalGas should
provide this form in its revised compliance plan, and post the form on its afliliate
transaction webd site page, once it is developed. The Protest of JPC is granted on this
issue,

IV, Disclosure and Information
Rule IV.A. states: '

Customer Information: A utility shall provide customer information to its aflitiates and
unaffitiated entities on a strictly aoa-discriminatory basis, and only with prior affirmative
customer written consent.

- SoCalGas argues that its existing practice regarding confidential customer information is
in full compliance with this provision, since it has developed a form for obtaining,
maintaining, and tecording aftirmative written consent provided by customers for
transfers of customer information to affiliates or unaf¥iliated providers. In its Protest,
JPC requested that SoCalGas be required to provide a copy of this form. The company
should include this form in its revised compliance plan. The Protest of JPC is granted on
this issue.

Rule IV.B states:

Non-Customer Specific Non-Public Information: A utility shall make non-customer specific
nén-public information, including but not limited to information about a utility’s natural gas
ot electricity purchases, sales, or operations of about the wutility*s gas-related goods or
services, electricity-related goods or services, available to the utility's aftiliates only if the
ulility makes that information contemporaneously available to all other service providers on
the same terms and conditions, and keeps the information open to public inspection. Unless
otherwise provided by these Rules, a utility continies to be bound by all Commission-
adopted pricing and reporting guidelines for such transactions. Utilities are also permitted to
exchange proprictary information on an exclusive basis with their affitiates, provided the
utility follows all Commission-adoptad pricing and reporting guidelines for such transactions,
and itis necessary t6 exchange this information in the ptovision of the corporate support
services permitted by Rule V E below. The aftitiate’s use of such proprietary information is
limited to use in conjunction with the permitted corporate support services, and is not
permitied for any other use. Nothing in this Rule precludes the exchange of information
pursuant to D.97-10-031.

SoCalGas says that non-customer specitic non-public information communicated by
SoCalGas to an afliliate will be made available to all other service providers through
SoCalGas’ EBB. JPC asked about S6CalGas® commitment 1o providing this information
on the sanie terms and conditions and to establish whether same terms and conditions will
be niet by electronically posting the information. In its March 30 response SoCalGas
states that it will provide the pertinent information through posting on its EBB for the
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entire marketplace to observe.

The problem of posting information only to SoCalGas’s EBB has already been addressed.
The entire marketplace does not have access to the EBB. This information should also be
posted to the company’s afiiliate transaction web site, once it is developed. The Protest
of JPC is granted on this issue,

Rule 1V.C states:

1. Servi¢e Provider Inforiation:

Except upon tequest by a customer or as othenwise authorized by the Commission, or approved by
another govemineatal body, a utility shall not provide its customers with any list of service
providérs, which includes or identifies the utifity’s affitiates, régardless of whether such list also
includes or identifics the names of unafiiliated entities. A utility shall submit tists approved by
other governmental bodies in the first semi-annual advice letter filing referenced in Rule IV.C.2
following such approval, but may provide customers with such lists pending action on the advice
letter.

2. Il a customer réquests information about any aflitiated service provider, the utility shall
provide a list of all providers of gas-related, electricity-related, or other utility-related godds and
services operating in its service termitory, including its aftiliates. The Commission shall authoyize,
by semi-annual utility advice letter filing, and either the utility, the Commission, or 2
Commission-authorized third party provider shall maintain on file with the Commission a copy of
the niost updated lists of service providers which have been creatad to disseminate to a customer
updn a customer’s request. Any service provider may request that it be included on such list, and,
barring Commission direction, the utility shall honor such request. Where maintenance of such
list would be unduly burdensome due to the number of service providers, subject to Commission
approval by advice letter filing, the utility shall direct the Customer to a generally available listing
of seevice providers (e.g, the Yellow Pages). In such cases, no list shall be provided. Ifthereis
no Commission-authorized tist available, utitities may refer customers to a generally available
listing of service providers (e.g., the Yellow Pages). The list of service providers should make
clear that the Commission does not guarantee the financial stability or service quality of the
service providers listed by the act of approving this Hst.

Customer Inquiries

SoCalGas states that if an employce is asked about Energy Pacific, they are instructed to
recite the disclaimer of Rule V.F.1, and refer the customer to the Yellow Pages.
SoCalGas asserts that this rule requires its employcees to provide truthtul information to
customers. SoCalGas has filed an Application for Rehearing arguing that the
Commission’s rules are unlawful if they do not permit SoCalGas to provide truthiul
communications to custoniers upon request.

These Rules do not prevent truthful communications to SoCalGa;’s customers. However,
Rule ILE.2 says that “a utility shall not solicit business on behalf of its afTiliates.” Rule
HLE.6 says that “a utility shall not give the appearance that the utility speaks on behalf of

its aflitiates. . . Rule IV.C.2 requires the utility to provide a list of all service providers
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if a customer requests information about any afliliated service provider. Sucha list
would be both truthful and complete. The Rule requires the utility to construct lists of
service providers to provide to customers who make inquiries about the utility’s affiliate,
and to file these lists semi-annually through advice letter with the Commiission. The Rule
provides that if the company finds this to be “unduly burdensome dug 1o the number of
service providers,” the wtility may file an advice letter demonstrating that the
requirements of the Rules are in fact “unduly burdensome.” Until these lists are approved
by the Commiission, D.98-08-035 clarified that the utility is allowed to refor customers
who inquire about the utility’s afliliate to a generally available listing of services
providers such as the Yellow Pages. While this does not relieve SoCalGas from its
requirement to file with the Commission as mandated by this Rule, the company may
continue to refer customers to the Yellow Pages until a Commission-authorized list is
available.

Encigy Marketplace

Encigy Marketplace is a web site (http/rwww.energymarketplace.com) developed by
SoCalGas, with the apparent participalion of SDG&E and PG&E, to provide cote gas
customers with on-line access to participating and authorized gas core aggregators.
Aggregators participate through the agreement to certain terms and conditions and
paynient of a fee to the company. Core custoners submit their requirements through this
web site and these applications are directed to the participating aggregators, who then
respond individually to the potential customers, Through links, the web site lists the
participating aggregators, usually three to six companies, and provides a full list of the
companies authonized by thé utilities as core aggregators, numbering twelve in the
SoCalGas area. The company states that it presently has no afltiliates who are panticipants
in the Energy Marketplace program. Energy Marketplace was listed by SoCalGas as one
of its nontarified services in its AL 2669, filed January 20, 1998, pursuant to Rule VILF.
This advice letter and compliance with this Rule will be addressed separately.

Under Rule IV.C.2, SoCalGas does not believe that it is required to supply to Energy
Marketplace users with a list of all gas suppliers on the SoCalGas system, when some are
not participating in Energy Marketplace. The company argues that to “do so would
reduce the effectiveness of the tool for users by not distinguishing marketers willing to
actively participate in the service from those choosing not to. Customers secking a list of
all authorized aggregators on SoCalGas’® system may obtain such a list on the utility’s
web site.”

Rules ILE.1 through HILE.3 says that, “{e]xcept as otherwise provided by these Rules, a
utility shall not provide teads to its affiliates; solicit business on behalf of its aftiliates;
acquire information on behalf of or to provide to its affiliates . . .» Rule V.F.4.b states:

Except as otherwise provided for by these tules, a utifity shall not participate in any joint activity
with its aftiliates. The term “joint activities™ includes, but is not limited to, advertising, sales,
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markeling, communications and comespondence with any existing or potential customer.

1V.C.2 requires a tist of all service providers in the utility’s service arca be provided
whenever a customer inquires about a utility aftitiate, 1fsuch a list has not been yet
approved by the Commission, the utility is authorized to refer the customer to a generally
available list of service providers, such as the Yellow Pages.

SoCalGas provides a list in its web site of all authorized core aggregators, tesolving this
issue. Further, as long as these utility's afiiliates are not actual participants in the Energy
Marketplace program, the utilities are fot in violation of Rules 1L.E. through lLE.3 or
Rule V.F.4b. Participation by utitity aftiliates in the Encray Marketplace program will
violate these Rules.

Re-routing Phone Calls

SoCalGas interprets the Decision as permitting its utility call center to re-route callsto
the affiliate’s separate own call center when such calls are mistakenly placed to the utility
call center. SoCalGas points out that the affiliates have their own call centers and they
are merely permitting customers who intended to call the affitiate to achieve their
objective. Such a procedure violates this Rule. In addition, Rule IV.E states:

IV.E. Affiliate-Related Advice or Assistance: Except as otherwise provided in these Rules,
a utility shall iot offer or provide customers advice of assistance with regard to its affiliates or
other service providers.

The procedure proposed by SoCalGas would violate Rule IV.E. Rule IV.C.2. requires
that the utility provide a list of service providers in response to a customer inquiry about
an afliliate, Therefore, SoCalGas may not reroute callers to its aftitiates’ call centers, and
shatl only provide the caller with the list required in Rule 1V.C.2, or refer the customer to
a generally available list of service providers if allowed under this Rule.

Core Ageregation Transportation

In approving the core aggregalion transportation (CAT) program which provides for the
utility to identify and contract with qualified core aggregation suppliers, SoCalGas asseits
that the Commission should likewise be deemed to have approved the listing of such
qualified and contracted suppliers for purposes of Rule IV.C.2. SoCalGas argues that the
purposes of the CAT progeam would be frustrated if it were now required to have the list
approved by advice leiter simply because an affiliate joins the program. The company
does not explain how or why any of these purposes would be frustrated.

Rule 1V.C.2 states in pertinent part:
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The Commission shall authorize, by semi-annual advice letter filing, and ¢ither the
utility, the Commission, or a Commission-authorized third party provider shall
maintain oa file with the Commissicn a copy of the most updated tists of service
providers which have been created to disseminate to a customer upon a customer’s
fequest.

The purpose of the rule would not be miet if we allowed SoCalGas an exceplion to our
requirement for approval. ifan aftiliate joins SoCalGas® program, SoCalGas is bound by
Rules 1V.C.1 and 2 and can only provide the customer with a list of all service providers,
including its afliliates.

Lists of Service Pioviders

SoCalGas says that it is unclear as to who has the responsibility to “maintain on file with
the Commission a copy of the niost updated lists of service providers which can be
disseminated to a ¢ustomer upon a customer’s réquest - - the utility, the Commission, or a
Commission-authorizéd third party provider.” SoCalGas submits that this responsibility
should not just rest with the utility because of competitors® suspicions that the utility will
favor its afliliates, resulting in frequent complaints. Until this responsibility is
determined, SoCalGas will continue to direct customers secking referrals to the Yellow
Pages. JPC points to the controversial development of this rule and requests geeater
detail on SoCalGas® compliance.

D.98-08-035 does not retieve SoCalGas from its responsibility to create and submit the
lists of service providers by semi-annual advice letter filing as required by Rule IV.C.2.
This decision docs clarify, however, that until such a list is approved by the Comniission,
SoCalGas may refer customers to a generally available list of sesvice providers such as
the Yellow Pages. The Protest of JPC is denied on this issue.

Rules 1V.D through IV.H state:

D. Supplies Information: A utility may provide non-public information and data which has
beea received from unaftiliated suppliers to its affifiates or non-affiliated entitics only if the
utility first obtains written affirmative authorization to do $o from the supplier. A utitity shall
not actively solicit the release of such information exclusively to its own aftitiate in an effort
to keep such information from other unaffitiated entities.

SoCalGas promises to comply with this rule and enforce it through employee
petlormance evaluation and its intermal audit program. The company says it has already
comnunicated this requirement to its eniployces. JPC argues that the company needs to
enhance its statement and develop a form which will document the “writtén affirmative
authorization” from the customer, as required by this Rule. In its response, SoCalGas
does enhance its statement, says that it will get the required written aftinmative
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authorization from the customer, and says that it will not actively solicit the release of
this information exclusively to its own afiiliate. In its revised compliance plan, SoCalGas
should include copics of any forms or training materials developed for the

. implementation of this Rule. The Protest of JPC is granted on this issue.

E. Affiliate-Related Advice or Assistance: Except as otherwise provided in thése Rules, a
utility shall not offer of provide customers advice or assistance with tegard to its afliliates or
other service providers.

SoCalGas promises to be in full compliance by January 1, 1998 and to use
communications, training and internal controls to enforce compliance. JPC argues that
this statement is an insufticient “mantra.” For completeness, the company should provide
in its compliance plan copies of these communications and training materials, and
examples of the internal controls it uses to enforce this Rule. The Protest of JPC is
granted on this issue.

The company states that its utitity web site has no links to any afliliate, but that its PE
web site does link to both the ulility and the affiliates. SoCalGas argues that this
arrangenient of its web site links does not violate these Rules, but further avers that a
direct tink from its utility web site to an afliliate web site would also not violate these
Rules, as long as there is no afliliate advertising on the utility web site and that the
poteatial custoner be provided a “disclaimer™ before access to the aftiliate information is
attained. JPC argues that direct links from the utility to its afliliates violates this Rule.

. Although direct links between the utility and its afiitiates may not constitute “advice,”
they are clearly “assistance” as used in this Rule. F urther, the objective of these
Separation Rules is undermined by such direct linkages between utility and affiliate.
SoCalGas may not have direct internet links with its afifiates. The Protest of JPCis
granted on this issue. '

In the joint Advice Letter 2661-B and 1068-E-B/ 1078-G-B, filed July 2, 1998, SoCalGas
and SDG&E state that the utilities are sometimes asked technical questions conderming
proposals made by service providers having to do with “the merits of by-passing utility
pipes and wires infrastructure.” (p. 23) The companies say that they are asked to assess
the technical merits of these proposals because of their technical understanding of their
systems, as well as “their knowledge of the CPUC tariff's that govemn their use and
pricing.” The Sempra utilities have filed for rehearing on Rule IV.E, and state that they
do not provide non-public information to customers about direct access providers and
telated products and services. They apparently do, however, currently provide
information about technical and tarifY issues.

Rule IV.E prohibits the utilities from providing “advice or assistance with regard to its
alliliates or other service providers.” The Rule makes no exception for “technical

I The company does not make it ¢lear whether this disclaimer is intended to be the same disclaimer
. required by Rule V.F.1.
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advice™ or advice requiring a particular expertise which may be held by the utility, Until
their Application for Rehearing has been acted upon by the Commission, the utitities
must follow the requirements of the Rule and refrain from providing advice and
assistance regarding any service providers (including their aftiliates), or any proposal of a
service to provide services to acustomer. These Rules do not prevent the utility
provision of general technical advice not related to a specific service providerorto a
proposal for services tendered a provider, however, The utilities are reniinded that, if'a
customer asks about an affiliated service provider, the provisions of Rule 1V.C must be
satistied. In their revised compliance plans, the utilities should reafirm that they have
modified their policies to comply with these Rules.

F. Record-Keepling: A i.utility shall maintain contemporancous records documenting all

tariffed and nontariffed transactions with its affiliates, including but not limited to, all waivers
of tariff or contract provisions and all discounts. A utility shall maintain such records for a
minimum of three yéars and longer if this Commission or another government agency so
requires. The utitity shall make such records available for third party review upon 72 hours®
notice, of at a time mutuatly agreeadle to the utility and third party.

K D.97-G6-110 {s applicadle to the information the utility seeks to protect, the utility should
follow the procedure set forth in D.97-06-1 10, exceptthat the utility should serve the third
party making the fequest in a manner that the third paty receives the utility’s D.97-06-110
request for confidentiality within 24 hours of service.

SoCalGas agrees to provide, within three business days from the receipt of an appropriate
request, or within a mutually agreed time period, available information regarding billings
from the tility to the parent and untegulated afliliates and from the parent and

unregulated affiliates to the utility. The company says that it will provide the information

required by this Rule “in the same format and level of detail as is contained in Sections C
and D of the Annual Afiiliate Transactions Report.”

JPC is uncomfortable with the imprecision of SoCalGas’s interpretation of 72 hours as
three business days, and the company’s use of the word “appropriate.” JPC also wants
SoCalGas to provide a copy or example of the information provided in the Afiitiate
Transactions Report so that the parties and Conimission can more fully assess the
statement of the company.

~ Itis reasonable to interpret the 72 hour requirement as three business days to
accommodate those requests for information that might be received at the end of the
week. However, the statement of SoCalGas that it needs an “appropriate request” before
it will release this information is unnecessarily restrictive. The Rule says “[tJhe utility
shall make such records available for third party review” and does not define what is
meant by an “appropriate request.” ‘

The sections to which the company refers in the Afliliate Transactions Report contain
cost summarics using the Uniform System of Accounts (USOA). Itis insullicient for
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compliance with this Rule to present the tequired data in this summary form, The Rule
states: “A utility shall maintain contemporancous records documenting all tarifted and
nontarifled transactions with its affiliates, including but not limited to, all waivers of
tarifl or contract provisions and all discounts.” SoCalGas should docunient in detail its
tarifted and nontarifted transactions with its aftiliates to comply with this Rule. Mere
USOA cost sumimaries are not sufticient.

Further, JPC is correct to point out that it is not satisfactory for SoCalGas to refer in its
filing to documents unavailable to most interested parties, such as the Aftiliate
Transactions Report. The relevant tables in Sections C and D in the Report are only two
pages in length and could have easily been included as attachments to either compliance
liling or to the response. The Protest of JPC is granted in part and denied in part on this
issue.

G. Maintenance of Affitiate Contracls and Related Bids: A utility shall maintain a record
of all contracts and related bids for the provision of work, products or sarvices to and from
the utility to its affiliates for no less than a period of three years, and longer if this
Commission of another government agency so requires.

SeCalGas promises to be in full compliance by January 1, 1998 and to use
communications, training and intemnal controls to enforce compliance. Onde again, the
company is reminded to keep complete records, and not simply summaries.

H. FERC Reporting Requirements: To the extent that teporting rules imposed by the
FERC require more detailed information or more expaditious reporting, nothing in these
Rules shall be construed as modifying the FERC rules.

SoCalGas promises mandatory training to all affected employees that will incorporate
both FERC and CPUC reporting requirements. This Rule is 1ot controverstal,

V. Separalion

Rules V.A and V.B state:

Corporate Ealities: A utility and its afiliates shall be separate corporate entities.

Books and Records: A utility and its affiliates shall keep separate books and records.

1. Utility books and records shall be kept in accordance with applicable Uniform System of
Accounts (USOA) and Generally Accepted Accountin g Procedures (GAAP).

The books and records of aftiliates shall be open for examination by the Commission and
its staff consistent with the provisions of Public Utilities Code Section 314.

SoCalGas reports that SoCalGas and its regulated affidiates of PE maintain books and
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records in accordance with GAAP and USOA, that this s already part of its normal
accounting systems. PE and each ofits unregulated subsidiaries and the joint ventures of
PE and’or its subsidiaries also keep their books and records in accordance with GAAP.

Rule V.C states:

Sharing of Plant, Facilities, Equipment or Costs: A utility shall not share office space, -
oflice equipment, services, and systems with its aftiliates, nor shall a utitity access the
computer of information systems of its afiitiates or allow its afliliates to access its computer
or information systems, except to the extent appropriate 0 perform shared corporate support
functions permitted under Section V E of these Rulkes. Physical s¢paration requirad by this
rute shall be accomplished preferably by having office space in a separate building, or, in the
aitemnative, through the use of separate elevator banks and'or security-controlled access. This
provisien does not precivde a utility from offering a joint service provided this service is
authorized by the Commission and is available to alt nén-afliliated service providers on the
same terms and cenditions (e g., joint billing services pursuant to D.97-05-039).

Conimon e-Mail System

SoCalGas says that its afliliates have already achieved physical separalion in coniputer

and information systems except for those systems that are pemitted by these Rules to
perform permissible shared corporate support services.

In AL 2661 SoCalGas interprets this rule to permit the use of a comnion electronic mait

(c-miail) system and network communications systems between SoCalGas, PE, and their
aftiliates. SoCalGas regards e-mail and network communications systems as
comniunication media, like the telephone, and argues that e-mail and other network
communications systems are not related to the traditiona) utility merchant function.
SoCalGas assures that the e-mail system and any other network communications systems
jointly used by SoCalGas and its afiiliates include user authentication and identification
using industry-standard information protection technology and procedures to ensure that
no affiliate employee may access the e-mait files of a utitity employee, or vice versa.
SoCalGas refers to what it thinks would be the cconomies of scale’ gained through joint
¢-mail and other network communications systems.

JPC Protests that the Rules do not permit SoCalGas and its aftiliates to use a common c-
mail system and network communications system.

We agree with JPC that the sharing of internal e-mail systems and supporting
infrastructure between SoCalGas and its afliliates is prohibited by the Rules because e-
mail is part of the computer and information system. Itis suflicient for each company to
keep and maintain its own communications “infrastructure™ and to transfer data as two
separate companies. Allowing SoCalGas and its aftiliate to share a coninton e-mail and

2 The Devision makes it clear that this would be a scope economy, not a scale economy.
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nelwork communication system gocs beyond shared corporate functions. SoCalGas
should separate its ¢-mail from that of its afiiliates. We grant the Protest of the JPC on
this issue,

In the joint Advice Letter 2661-B and 1068-E-B/ 1078-G-B, tiled July 2, 1998, SoCalGas
and SDG&E state that “a separate data center . . . was purchased to house Sempra
Erergy’s information technology needs.” This data center will be used to provide
computer services to all of the Sempra business units, including the utilities and the
aftiliates covered by these Rules. The Commission staiY has been informed that the
hardware is owned pastially by at least one of the utilities. Access to data will be
govemed by “strict security measures and firewalls in place o ensure that there is no
sharing of information or data not permitted by the Rules.” (p. 21) The comipanies fusther
state that the parent has established a service which allows all of its aftiliates to share ¢-
mail service. Finally, the parent has established “a common ‘help’ desk, and shared
computer maintenance and support services.”

The issue of shared internal e-mail was addressed above, Shared intemal e-mail is
prohibited by these Rules, and cach company should keep and maintain its own computer
and information systems. Further, these Rules do not provide for shared maintenance of
facitities or “help desk™ services. The wutilities should report in their revised compliance
plans on how they are restructuring their computer and information systemis in order to
comply with these Rules.

- The utilities are unclear about their proposal to use “firewall” technology t6 preveat

unauthorized access to data stored in a computer which is used by several business units.
This technology is not explained or described in the filing, and the Commission does not
have sulticient information to decide whether the methods proposed by the utilities
€nsure compliance with these Rules. it is crucial that Sempra separate eflectively the
computer and information systems of'its utilities and afliliates. In their revised
compliance plans, the utilities should explain these firewall systems thoroughly,
including not only their design but their proven eflicacy, and show to the Commiission’s
satisfaction that these firewalls are sufficient to easure compliance with the Rules.
Interested parties to this proceeding are invited to provide relevant comments on these
revised plans regarding these proposed methods and technologies.

Rule V.D. states:

Joint Purchases: To the extent not precluded by any other Rule, the utilities and their
affiliates may make joint purchases of good and services, but not those associated with the
traditional utility merchant function. For purpose of these Rules, to the extent that a utility is
engagad in the marketing of the commadity of electricity of natural gas to customers, as
opposed to the marketing of transmission and distribution services, it is engaging in mecchant
functions. Examples of pennissible joint purchases include joint purchases of oftice supplies
and telephone services. Examples of joint purchases not permitted include gas and eléctric
purchasing for resale, puchasing of gas transportation and storage capacity, purchasing of
electric transmission, systems eperations, and marketing. The utility must insure that all joint
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purchases are priced, repoded, and conductad in 3 mannzr that permits clear identification of
the utility and affiliate portions of such purchases, and in accordance with applicabla
Commission allocation and reporting rules.

SoCalGas claims that pipe and equipment can be purchased jointly under this Rule, JPC
finds this difficult to comprehend since such material is used to detiver gas supplies as
part of the “traditional utility merchant function.” In its March 30 tesponse, SoCalGas
explains that these items are used by it to provide transmission and distribution services
tor customers, not for purchasing natural gas for core and core subscription customers as
part of the “traditional utility merchant function.”

The Rule gives as examples of allowable joint purchases “oftice supplies and telephone
services.” JPC s commect to point out that pipe and equipment ate more closely associated
with the “traditional utility merchant function.” The Protest of JPC is granted on this
issue.

Rule V.E. states:

Corporate Support: As a general principle, a utility, its parent holding company, or a separate
affiliate created solely to perform corporate support senvices may share with its aflitiates joint
corporate oversight, governande, support systems and personne). Any shared suppoit shall be
priced, reported and conductad in accordance with the Separation and Information Standards set
forth herein, as well as other applicable Commission pricing and repoling requirements:

As a genenal principle, such joint utitization shall not allow or provide a means for the transfer of
coafidential information from the utility to the afiiliate, create the oppoitunity for preferential
treatment or unfair competitive advantage, lead to customer confusion, or create significant
opportunities for cross-subsidization of afliliates. In the compliance plan, a corporate officer from
the utility and holding company shall verify the adequacy of the specific mechanisms and
procedures in place to ensure the utility follows the mandates of this paragraph, and to ensure the
utility is not utilizing joint corporate support seevices as a conduit to circumvent these Rules.

Examples of services that may be shared include: payroll, taxes, sharcholder seqvices, insurance,
financial reporting, financial planning and analysis, corporate accounting, corporate security,
human resources (compensation, benefits, employment policies), employee records, regulatory
affairs, lobbying, legal, and pension management.

Examples of services that may not be shared include: employee recruiting, engineering, hadging
and financial derivatives and arbitrage services, gas and electric purchasing for resale, purchasing
of gas transportatien and storage capacity, purchasing of electric transmission, system oprations,
and marketing.

SoCalGas lists several functions that it claims are allowed shared corporate support, with
litlle explanation. This is insufticient information for a compliance plan. There are some
functions listed that appear to violate this Rule. Several, if shared, appear to “provide a
means for the transfer of contidential information from the utility to the afliliate, create
an opportunity for preferential treatment or unfair competitive advantage, lead to
customer confusion, or ¢reate significant opportunities for cross-subsidization of
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afliliates.” Some examples taken from SoCalGas’s “shared” list are: advertising support,
computer operations, computer infrastructure support, copy center, everything in the
“support services” category CXCepl corergency preparedness, everything in the “design
services” category. Note that thisis a cursory list of SoCalGas categories that appRar to
be excluded by this Rule. The company argues that some engineering categorics are
allowed, those that do not use “confidential utility engincering information,” even though
the Rule specifically excludes engineering as a shared function.

JPC points out that the list of shared functions tendered by SoCalGas is not justitied and
needs to be explained, and that SoCalGas’s 1easoning to exempl some engineering
services from this Rule is not compelling. JPC also notes that the required corporate
officer verifications are missing from the company’s fitings. The JPC is correct and in its
revised compliance plan SoCalGas should thoroughly describe and justify each function
it claims should be allowable under this Rule. The company should also include the
corporate officer verifications required by this Rule. The Protest of JPC is granted on this
issue.

SoCalGas lists public affairs as one of the functions it believes is sharable under this
Rule. InD.98-08-035, in response to several pelitions to modify these Rules, including
one filed by SoCalGas, the Commission stated:

“We also clarify that ¢orporate communications and public relations functions are
pemmiited corporate support services which may be shared, provided that these
activities are not used to engage in joint marketing or advertising by the utility
and any afliliate covered by these Rules. We make this clarification so that the
corporation can prepare such publications as its annual report.” (D.98-08-035,
Slip op. at pp. 15-16)

The Commission goes on to warn the utilities:

“As stated in Rule V.E, as a general principle, such joint utilization shall not allow
or provide ameans for the transfer of confidential information from the utitity to
the afliliate, create the opportunity for prefecential treatment or unfair competitive
advantage, lead to customer confusion, or create significant opportunities for
cross-subsidization of aflitiates.”

In the joint Advice Letter 2661-B and 1068-E-B/ 1078-G-B, filed July 2, 1998, SoCalGas
and SDG&E state that, following the merger, “the bulk of the corporate govemance and
shared support services™ are being moved to a “consolidated corporate center.” (p. 2).
The companies say that the purpose of this corporate model is to achieve efficiencies
available from the merger, to separate the monopoly functions of the utitity from the
competitive functions of the unregulated afliliates “by corporate boundaries instead of
intra-corporate divisions that are more difiicult and expensive to monitor .. .” and to
“avoid ineflicient duplication in ¢corporate governance and shared support services .. .”
The companies say that placing shared services “at the corporate center tends to resolve
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or greally mitigate potential self-dealing, cross-subsidy, and market power concerns that
justity close tegulation in this area.” (p- 3) They further recognize that such a structure
might engender concems about the potential for information “conduits® through the

corporate ¢enter, and that they “are taking concrete steps to ensure™ that these problems

do not come to fruition.

The Aftiliate Compliance Department (ACD) is the fiest function the companies describe
as being centralized at the parent level. It will be initially staffed with the following:
director, manager, four analysts, an administeative assistant, and a compliance
cosrdinator. This depariment reports directly to the Sempra Encrgy VP and Controller
(currently Frank Ault), who will be the afliliate transaction ofticer (ATO) and member of
the Executive Steering Committee and Corporate Compliance Committee. This latter
comnuittes will have oversight responsibilities regarding Sempra compliance with these
Rules, and the ATO has ultimate responsibitity for enforcement of these Rules. In
addition, the companies ar¢ establishing an Afiliate Transaction Advisory Committes, to
provide “guidance and support” to the ACD, which will include representalives of legal
and regulatory departments, as well as other unspecified areas of these companies.

The ACD will compile a manual ¢om prising Commission and Federal Energy Regulatory
Commission affiliate transaction rules. This “Senipra Energy Guidelines® manual will be
made “available to all employees via the appropriate intranet web site (hard copy will
also be available).™ The company will submit a copy of this report in its Affiliate
Transaction Report to be filed in May, 1999. The company is reminded that it is
tmeportant that the definitions and explanations included in this manual be acéurate, and
that it should be reviewed and updated in accordance with our discussion of the errors
found in the SoCalGas Policy Memorandum described above.

In their revised compliance plans, the companies should provide elaboration on the
makeup of its Affiliate Transaction Advisory Committee, list its members from the
utilities and the unrégulated afliliates, and describe how the companies intend to prevent
this committee from being a “conduit” of information in violation of these Rules.

The companies report that the parent “will oversee and analyze its financial risks on an
enterprise-wide basis . . . and that this management activity is compliant with Rule V.E.
(p. 14) The function will be overseen by Sempra Energy’s Risk Management Ofticer and
cannot include officers shared between parent and either utility. The risk management
oversight function may include officers shared between parent and nonutility afliliate, but
these officers cannot “direct specific trades or positions,” they do not immediately
supervise “physical or financial commodily traders™ at the aftiliate, and they do not use
confidential information to influence positions taken by their aftiliate. The companies
say that “{t]o the extent feasible” the information used for risk management activities
“will be aggregated and/or redacted” to conceal the exact positions of each business unit
from the members of the risk manageiment group.
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Rule V.E says: “Asa general principle, a utility, its pareat holding company, or a
separate aflifiate created solely to perform corporate support services may share with its
aftitiates joint corporate oversight, govemance, support systems, and personnel.”
(emphasis added) While the Rule allows “financial planning and analysis™ to be shared,
it gives “[e}xamples of services that may nol be shared” which include “hedging and
financial derivatives and arbitrage services . . Although enterprise-wide policies
concerning risk management may be developed and promulgated by the parent
downward to its various companies, individual company-specific managément of the sort
described by the utilities in this filing is specifically prohibited by this Rule. In addition,
the companies® proposal is to combing both gas and electricity operations under the acgis
of this program. The utilities have received authority from the Conimission to
participate, individually, in risk management of their gas operations only. The companics
should report in their revised compliance plans that they have discontinued this shared
function.

As explained in the Background section, above, SoCalGas compliance with Rule V.F.]
will be addressed by a separate Resolution.

Rules V.F.2 through V.F.3 state:

2. A utility, through action o¢ words, shall not represent that, as a result of the affitiate’s
- affiliation with the utility, its affiliates will receive any different treatment than other
service providers.

A utility shall not offer or provide to its afiiliates advertising space in utitity billing

eavelopes or any other form of utility customer written communication unless it provides
access to all other unaffiliated seivice providers on the same terms and conditions.

Reciprocal Billing Envelope Space

SoCalGas is offering to sell space in its billing envelopes to companies as part of its
Third Parly Services program. This service is being promoted at its web site:
http//wwav.socalgas.cony/3 rdparty/billspace/. According to this site, the contpany
solicited bids for these inserts between July 1 and July 135, 1998. The minimum bid was
$.055 perinsert. One company, a SoCalGas alliliate, was deemed the winner of this
bidding process. The company has informed Conimission stafF that only one fim will be
given access to its billing envelope space at one time through this process, and that will
be the company that submits the bid that gives the utility the greatest total revenue.,

[t appears that all companies are welcome to bid for this service, including SoCalGas’s
afliliates and other utilities’ afiiliates. However, in AL 2661-A, SoCalGas introduces the
following condition to offering advertising space to other utilitics or aftiliates of other
utilities: Bill inserts from Califomia utilities or their affiliates will be accepted only if
those utilities offer non-discriminatory access to their own utility bill envelope.
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In its February 19 Peotest, Bdison Source argued that this condition of reciprocal billing
envelope space is a restriction added by SoCalGas solely to disadvantage affitiates of
utilities that have chosen to use their billing envelope space only for utility purposes.
Source argues that Rule V.F.3. was carcfully phrased to allow coergy utilities to decide
frecly whether oz not they wish to allow their afliliates (and consequently, other
providers) to access available space in utility billing envelopes It did not require them to
do so.

Inits March 4, 1998 response, SoCalGas points to the option available to Source and
other affiliates of gaining ac¢ess to their own afliliated utility’s envelope. There is no
compelling public intecest to fequire one utility to carry advertising for another utility’s
aftiliate when that utility could choose to provide open access to its own envelope,
particularly in cases where the utilities serve overlapping service territories.

SoCalGas is also concerned that permitiing an afliliate of another utility to advertise in its
billing envelope space would create customer confusion as customers would receive
advertisements associated with the namte Edison in their SoCalGas billing envelope.
SoCalGas explains that its proposal for reci procal use of billing envelope space prevents
the inequitable situation where an affiliate of a California utility, like Edison, is permitted
to advertise in the billing envelope space of a utility, like SoCalGas, but an afiitiate of
SoCalGas is not permitted to advertise in the billing envelope space of Edison.

In its March 19 submittal, JPC Protests SoCalGas® offer as being available to the highest
bidder and therefore exclusionary; limiting access to commercial advertissment insedts
from enlities selling energy-related or home safety-related products or services are
limitations not in the Rules. JPC argues that SoCalGas has crafted a rule that seems
impossible for any creditor to comply with and that gives SoCalGas unlimited authority
to decide what competitors can say in their advertisements. They say itis unclear why
SoCalGas requires parties wishing to use envelope space o meet the credit requirements
of Tariff Rule 32. They say that rather than offtering benefits to competitors this oftering
seems to be a way of rendering a billing service to SoCalGas® afliliates.

The arguments of Source and JPC are compelling here. SoCalGas states that its policy
requireing other utilities to provide space in their billing enveloped before SoCalGas will
offer space to those utilities® affiliates is designed to encourage such reciprocity. Thisisa
positive goal which would further the Commission’s objectives for these developing
markets. However, SoCalGas cannot achicve even this positive outcome by imposing
additional restrictions on the Commission’s Rules. Rule V.F.3 requires that space in the
billing envelope, if offered to its own afliliates, must be offered to other service providers
as well. The company certainly cannot choose restrictions that exclude its affiliates®
competitors from access to its billing envelopes. There arc other procedural vehicles
available to SoCalGas with which it can effect whatever change the conipany seeks.

Further, it appears that the particular procedure chosen by SoCalGas to determine how it
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allocates the space in the billi ng envelope does little to advance competition in any of
these developing markets. As pointed oul by JPC, SoCalGas has created a winner-take-
all system which limits participation by all but a few firms, including its own afliliates.
The Rule requires that, if the utility’s affiliate is offered space in its billing envelope, the
utility must provide “access to all other unafiiliated service providers on the same terms
and conditions.” The methedology chosen by SoCalGas does not provide access by its
afliliates® competitors to the utitity billing envelope as required here. While the company
can limit the types of fimis to which it will offer billing envelope access to service
providers, consistent with the Rule, it cannot choose restrictions which exclude its
afliliates® competitors, as the company currently does.

We note that SoCalGas has not yet filed an advice letter addressing this new service, as
required by Rule VILE. This nontariffed service is not authorized by the Commission.
The company should file the required advice letter within 30 days of the effective date of
this Resolution, and describe in this filing how it will revise its niethod of selling space in
its billing eavelope in order to provide “access to all other unaftiliated service providers
on the same tens and conditions.” The Protests of Edison Source and JPC are granted
on this issue.

Rule V.F 4. states:

A utility shall not participate in joint advertising or joint marketing with its affiliates. This prohibition
means that utilities may not engage in activities which include, but are not limited to the followin g:

a.  Autility shall not participate with its aftiliates in joint sales calls, through joint
call centers of othenwise, or joint proposals (including responsss to requests for
preposals (RFPs)) to existing of poteéntial customers. Ata customer’s
unsolicited request, a utility may paiticipate, on a nondisceiminatory basis, in
non-sales meetings with its affiliates or any other market participant to discuss
tochnical or operational subjects regarding the utility*s provision of
lransportation service to the customer;

Except as otherwise provided for by these Rules, a utility shall not padicipate in
any joint activity with its afiitiates. The tenn joint activities includes, bul is not
limited to, advertising, sales, marketin 8, communications and cormrespondence
with any existing or potential customer;

A utitity shalt not participate with its affiliates in trade shows, conferences, or
other information or marketing events held in California.

ORA states that Energy Pacific, an unregulated aftiliate of SoCalGas and now Sempra
Encrgy Solutions, has a web site advertising an earthquake shut-off valve. While several
companies are authorized to install this device, the order form found at this site
(https:l/sccured.soc'algas.comlfom1s.’energ)'paciﬁc!valvedrd.hfml) makes the following
statement: “A company tepresentative will contact you shortly to schedule an
appointment to install your valve” No mention is made of the fact that the consumier is °
not required to have the valve installed by the company. Further, payments on the valyve
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will be billed by SoCalGas in the customer’s monthly gas bill. ORA sees this as “joint
activity™ in violation of Rule V.F.4.b.

In its March 30 Response, SoCalGas explains that the advertisement refers
“to installers ‘authorized' by SoCalGas. 'ﬂis do¢s not mean, or even imply, that
only employees of SoCalGas may install carthquake valves, but reflects the
requirement that any non-employees that work on the SoCalGas side of the meter
must be trained and authorized by SoCalGas.” (p.23)

The company says that this is a public safely matter. SoCalGas does not address the joint
billing issue raised by ORA.

The advertisement says:

To assure proper oﬁefalion;'Energy Pacific has partnered with only those installers
k)

who are trained and authorized by Southern California Gas Company . . .

On the next page,

* Option of installation by Southem California Gas Company authorized
representatives

o Allinstallers trained by Southern Califomia Gas Conipany

While these statenients do not say that SoCalGas employees must install the valves, the
strong implication is that the custonier cannot choose the installer, that Enecgy Pacific
will arrange for installation with one of its partners. This is misleading. SoCalGas offers
in its Response to work with ORA on the language of the advertisenient. This is
appropriate and the advedisement should clarify that the customer has several authorized
installers to choose from, not just those recommended by Energy Pacific. The Protest of
ORA is granted on this issue. ’ '

ORA also raises the issue of joint billing praclices, where Energy Pacific is allowed to
bill customers for these valves using the monthly SoCalGas utility bill. Rules H11.B and
IL.B.1 require that non-tariffed services sold by utilities to their affiliates must be oftered
also to the afliliates® competitors contem poraneously, in an open, competitive bidding
process, and on the same termis and conditions. SoCalGas's intemet web site indicates
that it is selling space on its bill to businesses for their own billing. At
hitp/Avww.socalgas.com/3 rdparty/ , the following advertisement is found:®

3 The company also advertises Bill Insedt Space, Seismic Senices, Salvage Sales (surplus équipment and matecials),
and Encrgy Marketplace. .
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“Line {tem Billing - Save your business time and mailing costs by having us
provide space on our bill for your billing information.”

As long as this billing service is offered to both affitiates and their compctitors consistent
with these Rules, there is no prohibited joint activity. Forinstance, if SoCalGas imposes
a restriction similar to what it is attémpling (o impose for access to its billing space,
discussed above, which would efectively result in access to this service being denied to
SoCalGas’s afliliates® compstitors, this procedure would violate these Rules. No
evidence has been presented by the partics that SoCalGas is in violation here. The Protest
of ORA is denied on this issue.

Rule V.F.5 states:

A utility shall not share or subsidize costs, fees, ot paymeants with its affitiates associated with
research and developmient activities or investment in advanced technology research.

SoCalGas reports that procedures have been adopted to implement this rule. No Protest
was received on thisissue. In its revised contpliance plan, SoCalGas should elaborate on
these procedures to ensure compliance with this Rule.,

Rule V.G.1 states:

Employees: Except as permitted in Section V E {corparate support), a utility and its affiliates
shall not jointly employ the same employees. This Rule prohibiting joint employees also
applies to Board Directors and ¢orporate ofticers, except for the following circumstances: In
instances when this Rule is applicable to holding companizs, any board membet or corporate
officer may serve on the holding company and with either the utility of affiliate (but not
both). Where the utility is a multi-state wtility, is not a member of a holding company
structure, and assumes the corporaté governance functions for the aftiliates, the prohibition
against any board member or corporate officer of the utility also serving as a board mémber
or corporate officer of an affitiate shall only apply to affiliates that operate within Califomia.
In the case of shared directors and officers, a corporate oflicer from the uiility and holding
company shall verify in the utility’s compliance plan the adequacy of the specific
mechanisms and procedures in place to ensure that the utility is not utilizing shared officers
and directors as a ¢onduit to circumvent any of these Rules. In its compliance plan required
in Rule VI, the utility shall list all shared directors and officers between the utility and
affiliates. No later than 30 days following a change to this list, the utility shall notify the
Commission’s Energy Division and the parties on the service list of R.97-04-011/1.97-01-012
of any change to this list.

In AL 2661, SoCalGas proposes to share with its aifiliates the executives titled General
Counsel, Chief Financial Officer, Treasurer and Controller. PE/SoCalGas® General
Counsel has signed a document verifying the adequacy of the specific mechanisms and
procedures set forth herein to ensure that the utility will not utilize shared officers and
directors as a conduit 10 circumvent any of these Rules.




Resolution G323k Novembxr §, 1993
Southemn California Gas Company/AL 2661/AL. 2661-A/AL 2661-BEDJEF

SoCalGas argues that, as PE’s Board of Directors and PE officers must fulfill their
tiduciary duties and legally mandated responsibilities to sharcholders and provide
adequate corporate govemance and oversight, this requires that PE ofticers and directors
have access to all material information concerning all of the businesses of PE, to
schedule, direct and attend strategic meetings ¢oncerning such businesses, and to meet
pediodically with ofticers and directors of PE subsidiaries to discuss matters of
importance to the corporation’s growth and profitability. However, the company says
that to ensure that such meetings cannot be used as a conduit to circumvent these rules,
the Aftilate Transactions Compliance Officer (ATCO) in the office of the general counsel
or a member of his or her stafil will review meeting agendas and will attend such mgeetings
to ensure that the topics discussed are necessary for adequate corporate govemnanée and
oversight and are not used, for example, to convey confidential utility information to
affitiates that could provide them with a competitive advaniage.

Inits March 19 Protest JPC observed that the Rule i mplemented by D.97-12-088 does not
provide any such exceptions.

Inits March 30 submittal, SoCalGas argues that Rule V.G. provides for exceptions for
those shared functions as permitted in Section V E (Shared Corporate Support).
SoCalGas submits that the Commission concluded that the prohibition on sharing
common officers or directors of utilities and afiiliates does not apply to corporate support
services, and the Commission intended to permit the General Counse), the Chief
Financial Officer, the Controller and the Treasurer to provide services to all companies
within a utility’s organization and that such positions ntay be officers of both the utility
and non-ulility aftiliates. In the joint Advice Letter 2661-B and 1068-E-B/1078-G-B,
filed July 2, 1998, SoCalGas and SDG&E list the officers appointed to head the merged
organization. They state that Sempra will “triple-hat” ofticers “essential to the efticient
and responsible delivery of corporate oversight.” Thus these will be ofticers of the
parent, utility and aftiliate.

In D.98-08-035, the Commiission agreed in part with the arguments of SoCalGas and
others who petitioned to modify these Rules:

“We clarify that Rules V.E and V.G.1, whea read together, can provide for limited sharing of
directors and officers not only as explicitly set forth in Rule V.G.1, but also in their performance
of the corporate support functions set forth in Rule V.E, and as set forth in the examples cited
above which Edison has provided, namely, the Chief Financial Officer or General Counsel.
However, we view Rule V.E as a limited exception which would not encompass Edison’s
proposal for the CEO and Chairman of the Board of the utility to be able to serve as a director and
Board Chaimman of affiliates coverad by these Rules. We make this determination, in light of the
rascent state of competition in the energy marketplace and our competitive concemns. However,
we will reconsider this after the industry moves to a more competitive structure, and when we
review the Rules as provided for in D.97-1 2-088, slip op. at 87.” (D.93-08-035, slip op. p. 15)

Thus, it permissible for SoCalGas officers to bs shared between the utility and its
aflitiates covered by these Rules provided that their shared duties are limited to those
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necessary for the performance of corporate support services allowed under Rule V.E.
However, the utility should be judicious when allowing such shared funciions, as the
Commission reminds the parties later in this decision:

“As statedin Rule V.E. as a general principle, such joint wtilization shall not allow or provide a
means (or the transfer of confidential information from the utility to the affiliate, create the
oppotiunity for preferential reatment o unfair competitive advantage, lead to customér
confusion, of create significant opportunities for cross-subsidization of afliliates.” (D.98-08-035,
slip op. p. 16)

The decision also requires that all ditectors and officers shared between the utility and an
affiliate be listed in the compliance plan mandated under Rule VI. SoCalGas should
include this list in its revised compliance plan. The protest of the JPC is denied on this
issue,

The merged corupanies have formed a centralized law department “providing legal
services to all Sempra Enecrgy affiliates.” (p. 8 of the joint SoCalGas/SDG&E filing)
White this is pemiissible under Rule V.E, for the limited and specific purposes of
performing allowed shared corporate support funclions, the companies shoutd recognize
that D.98-08-035 specifically prohibits the Chairman of the Board from serving as a
director “of afliliates covered by these Rules.” (D-98-08-035, slip op. at p. 15) The
companies state that “Senipra Energy®s General Counsel . . . is tasked with managing the
delivery of legal services and assisting the Oflice of the Chairman in exercising and
maintaining’the highest level of corporate govemnance and fiduciary responsibitity.” This
assistance must be limited to duties expressly permitted under Rule V.E, and cannot be
used as a vehicle to circumvent the Rules.

SoCalGas and SDG&E state in their joint Advice Letter of July 2 that the companies have
formed “several corporate governance committees to maintain adequate oversight of the
enlire enterprise . . . (p. 10) The companies provide outlines of thrés of these
committees, aleng with cursory descriptions of theit functions. (p. 12) The companies
state that the committees will Hmit their discussions to “broad governance issues. . .and
will refrain entirely from discussing matters which would be inconsistent with the Rules,
like operational matters and customer-specific information.” The agendas of these
committee meetings will be reviewed by Mr. Ault, and he will either attend or (more
likely) designate someone to attend to “intervene” and enforce these Rules, to ensure that
these meetings “will not be allowed to become a conduit for the exchange of information
prohibited by the Rules.” (p- 13) The committee members tisted in the filing (p. 12)
include all “business unit presidents” as well as each of the Regulated and Nonregulated
Group Presidents.

The companies are reminded that D.98-08-035 allows some sharing of officers for the
execution of the limited functions allowed under Rule V.E. ‘The inclusion of the
presidents of the Sempra affiliates and utilities on these committees, régardless of the
assurances of internal oversight by Mr. Ault’s of¥ice, give rise to concern that these
committees can be, in the words of the Advice Letter, “conduits for the flow of
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contidential information not pemitted by the Rules.” (p- 8) Furthey, the companies state
that “the Sempra Energy ofticers will gengrally meat monthly in separate meetings with
the regulated and unregulated business unit ofticers to discuss operating issues, recent
accomplishments, current issues, and other relevant activities.” (pp. 13-14) These topics,
including those having to do with operations and specific events, are excluded from
allowable shared services and cannot be construad to be “joint corporate oversight” or
govemnance, as allowed under Rule V.E. In their revised compliance plans the companies
will report to the Commission what steps it has taken to restructure these meetings to
prevent the sharing of operational and other data which is prohibited by these Rules.

The companies describe their efforts to create physical separation between utility and
afliliate eniployecs, butindicate that this effort was still ongoing on J uly 2, 1998 (pp. 16-
17). In their revised compliance plans, the companies should update this section to report
to the Commission on the progress and success of these efforts.

Rule V.G.2.a states:

2. Allemployee movement batween a utility and its affiliates shall be consistent with the
following provisions:

a.  Autility shall track and report to the Commission all employee movement
between the utility and aftiliates. The wtility shall report this information annually
pursuant to our Affiliate Transaction Reporting Decision, D.93-02-016, 48
CPUC24 163, 171-172 and 180 (Appendix A, Section I and Section Il ).

SoCalGas promises to comply and use communications, training and internal controls to
enforce compliance. JPC submits that SoCalGas must provide information on how it will
track employee movement. 'As this is an ongoing requirement and requires no further
documentation from the company. The Protest of the JPC is denied on this issue.

Rules V.G.2.b and V.G.2 ¢ state:

b.  Once anemployee of a utility becomes an employee of an affiliate, the employee
may nol retum to the utility for a period of one year. This Rulé is inapplicable if
the affiliate td which the employee transfers 80¢<s out of business during the one-
year period.  Inthe evént that such an employee returns to the utility, such
employee cannot be retransferred, reassigned, or otherwise employed by the
affiliate for a period of two years. Employees transferring from the utility to the
aftiliate are expressly prohibdited from using information gained from the atifity in
a discriminatory or exclusive fashion, to the benetit of the aftiliate or to the
detriment of other unaffitiated service providers.

When an employe¢ of a utility is transferred, assigned, or otherwise em ployed by

. the aftiliate, the affitiate shall make a one-time payment to the utility in an amount
equivalent to 25% of the employee's base annual compensation, unless the utitity
can demonstrate that some lesser percentage (equal to at least 15%4) is appropriate
fot the class of employee included. In the limited case where a rank-and-file (non-
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eXeutive) employee’s position is ¢liminated as a result of electric industry
festructuring, a utility may demonstrate that no fee of a lesser pettentage than 154,
is appropriate. The Board of Directors must vote to classify these employees as
“impacted™ by electric restructuring and these employees must be transferrad no
later than December 31, 1998, except for the transfer of employecs working at
divested plants. Inthat instance, the Board of Directors must vote to classify these
employees as “impacted” by elestric testructuring and these employees must be
transferred no later than within 60 days after the end of the O&M contract with the
rew plant onners. All such fees paid to the utility shall be accounted for in a
separate memerandum account 1o track them for future ratemakin 3 treatment (i.e.
credited to the Electric Reveaue Adjustment Account or the Core and Noa-core
Gas Fixed Cost Accounts, or other ratemaking treatment, as appropriate), on an
annual basis, or as othenwise n2¢essary to ensure that the utility’s ratepayers
receive the fees. This transfer payment peovision witlnot apply to clerical
workers. Nor will it apply to the initial transfer of employees to the utility’s
holding company to perform corporate support functions or to a separate afiliate
priorming corporate support functions, provided that that transfet is made during
the initial implementation period of these rules or pursuant o a § 85t application
ot cther Commission proceading. However, the rule will apply to any subsequent
transfers or assignments between a utility and its afliliates of all covered
employees at a later time.,

Employee Transfer Fee

SoCalGas t¢ports that the PE Afiliate Policy has atready provided for non-regulated
afliliates to pay the regulated utility a one-time transfer fee for non-clerical employee
transfers. The fee is generally 25% of the em ployee’s base utility pay. This fee does not
apply to employees hired by an unrégulated afiiliate due to the transfer of a support
function from the utility to that affiliate or because the utility employee’s function is
eliminated as a result of industry or other restructuring, JPC contends that this blanket
statement is incorrect under the Rules implemented by D.97-12-088 because this
exemption only applies to the initial transfer of employees during the initial
implementation period of these rules or pursuant to a P.U. Section 851 proceeding.

In its March 30 response SoCalGas agreed with JPC and that it would await the outcome
of a petition for modification to D.97-12-088 requested by Edison. This modification
would allow the wiility to altempt to demonstirate that a fee less than 15% is appropriate in
some circumstances.  The Commission modified the Rule to specify that “In the limited
case where a rank-and-file (non-executive) employee’s position is eliminated as a result
of electric industry restructuring, a utility may demonstrate that no fee or a lesser
percentage than 15% is appropriate. The Board of Directors must vote to classify these
employees as “impacted” by electric restructuring and these employees must be
transferred no later than December 3 1, 1998, except for the transfer of employees
working at divested plants.” The protest of JPC is denied on this issue.

SoCalGas defines base annual compensation as used in Rule V.G.2.¢. as base utility pay.
JPC points to D.97-12-088 language of base annual compensation that should include
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peasion and benclits. Inits March 30 response SoCalGas propounded that the
Commission did not intend to change the method from that used in holding company and
Telco decisions.

SoCalGas® reference to base utility pay does not comport to the base annual
compensation referred to in the Rule V.G.2.¢, as it is too restrictive, 1tis reasonable for
SoCalGas to compute the base annual compensation of its employees for purposes of a
transter fee on the basis of both cash and non-cash compensalion, i.e. including wages,
salaries, bonuses, commissions, all other cash compcnsation, health care packages, .
peasion benefits, stock options and all other non-cash benefits. The Protest of the JPC is
granted on this issue.

Implementation Period

SoCalGas interprets a reasonable initial implementation period during which SoCalGas
employees transfer to afliliates to perform corporate support functions, or to a separate
aftiliate performing corporate support functions to be six months from December 16,
1998, the date D.97-12-088 was signed. During this interval it will not be subject to the
25 percent transfer fee. JPC Protests this as an excessive amount of tinie. In D.98-03-
073 the Commission allowed the six month implementation period requested by
SoCalGas. The Protest of JPC is denied on this issue.

Rule V.G.2 d states:

d. : Any utility employee hired by an aftifiate shall not remove or
ctherwise peovide information 16 the affiliate which the affifiate would othens ise be
precluded from having pursuant to these Rules. '

Enforcement procedures include exttinterviews and physical inventory checks of
materials in possession of the utitity eniployee prior to transfer appear to satisfy the rule,
However, SoCalGas provides no examples of the exit interview materials. The employee
who leaves the utility to work for an affiliate must be given information about these Rules
which stresses the importance of preventing the transfer of information to the affiliate. In
its revised compliance plan, SoCalGas should include copies of these exit interview
materials.

Rule V.G.2.¢ states:

e A utility shall not make temporary or intermittent assignments,
of rotations to its energy marketing affiliates. Utility employees not involved in
markeling may bé usedon a temporary basis (less than 30%% of an emiployee’s chargeadble

time in any calendar ydar) by aftiliates not engaged in energy marketing only if:

i. Al such usé is documented, priced and reportad in accordance with these
Rules and existing Commission téporting requirements, except that when the
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aftiliate oblains the services of a non-executive employe?, compensation to the
utility should be priced at a minimum of the greater of fully loadad cost plus 10%%
of dirext labor cost, of fair market value. Whea the aftitiate obtains the services of
an exedutive employee, compensation to the utility should be peicad ata minimum
of the greater of fully loaded cost plus E5% of direct Tabor cost, of fair markel
value.

ii.  Utility neads for utility employees atways take priority over any affitiate
requests;

iii. Nomore than 534 of fulltime equivalent utility employees may beonloan at a
given time;

iv. Utility employees agree, in writing, that they will abide by these Affiliate
Transaction Rules; and

v.  Affiliate use of utitity employees must be conducted pursuant to a written
agreement approved by appropriate utility and aftiliate ofticers.

Employees Supporting Out-of-State Projects

In Advice Letter 2661 SoCalGas states that it has implemented procedures that will
preveat temporary or intermittent assignments, or rotations, of employees to afliliates,
with the very limited exception of projects outside of California. The modilication to this
Rule implemented by D.98-08-035 allows ceriain temporary assignments, with several
specific restrictions and conditions imposed on these assignmients. SoCalGas should

. report in its revised compliance plan on its procedures to enforce the conditions
implemented on this activity by this modified Rule.

Rule V. H. states:

Transfer of Goods and Services: To the extent that these Rules do not prohibit transfers of
goods and sevices between a utility and its aftiliates, and except for as provided by Rule V.G.2 e,
all such transfers shall be subject to the follow ing pricing provisions:

L. Transfers from the utitity to its afitiates of goods and services produced,
purchased or developed for sale on the open market by the utility will be
priced at fair market value.

2. Transfers from an affiliate to the wiility of goods and services produced, purchased
or developed for sale on the open market by the aftiliate shall be priced at no
mose than fair market value.

3. For goods or services for which the price is regulated by a state or federal agency,
that price shall be deemad 10 be the fair market value, except that in cases
where more than one state commission regulates the peice of goods of
services, this Commission’s pricing provisions govem.

4 Goods and services produced, purchased or developad for sale on the open market
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by the utility witl be provided to its afiiliates and unafiitiated companizson a
noadiscriminatory basis, except as otherwise required or permitted by these
Rules or applicable law.,

5. Transfers from the wiility to its aftiliates of goods and services not produced,
purchasad or developad for sate by the utility will be priced at fully loaded
cost plus 3% of dirext labor cost.

6.  Transfers from an amh:ate to the utifity of goods and services not produced,
purchasad or developed for sale by the afliliate will be priced at the lower of
fully loadad cost or fair market value.

SoCalGas states that the PE Aniliate Policy was amended to reflect the forgoing pricing
provisions so that the new provisions apply to any ransfer of goods on or alter Janvary 1,
1998.

VL Regulatory Oversight
Rule VLA states:

Compliance Plans: No later than December 31, 1997, each utility shall file a compliance
plan demeonstrating to the Commission that there are adequate procedures in place that will
preclude the sharing of information with its affiliates that is prohibited by these Rules. The
utitity should fife its compliance plan as an advice letter with the Commission's Energy
Division and serve it on the parties to this proceadin 8. The wtility’s compliance plan shalt be
in effect bebween the filing and a Commission determination of the advice letter. A utility
shall file a compliance plan annually thereafter by advice leiter served on all parties to this
proceeding where there is some change in the com pliance plan (i.e, when a new aftiliate has
. been created, or the utility has changed the compliance plan for any other reason).

SoCalGas says that it “will act pursuant to the provisions of this Compliance Plan and put
procedures inté place to ensure the filing of subsequeat Compliance Plans on an annual
basis.”

Rule IV.B states:

New Affiliate Compliance Plans: Upon the creation of a new aftiliate which is addressed by
these Rules, the utility shall immediately notify the Commission of the ceation of the new
aftiliate, as well as posting notice on its electronic bulletin board. No later than 60 days after
the creation of this aftitiate, the utitity shall file an advice letter with the Energy Division of
the Commission, served on the parties to this proceading. The advice tetter shalt demonstrate
how the utility will implement these Rules with respect to the new affiliate.

SoCalGas comniunicated this requirement to its employees, included it in its training and
will enforce this rule through employee performance evaluation and internal audit.
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Rute IV.C states:

Affiliate Audit: No later than December 31, 1998, and every year thereafter, the utility shall
have audits perfonmed by independent auditors that cover the calendar year which ends on
Devember 31, and that verify that the utility is in compliance with the Rules set forth herein.
The utilities shall file the independent auditoe™s repoit with the Commission®s Energy
Division beginning no late¢ than May 1, 1999, and seeve it on all parties to this proceeding.
The audits shall be at shareholder expense.

In Advice Letter 2661 SocalGas promises to comply with the Commission requirement to
“submit to an independent audit... cvery year for the first three or four years.” JPC
observes that this rule requires SoCalGas to file every year therealter with no limitation to
the first three or four years. In its March 30 submittal, SoCalGas agreed the Rule places
no limitation on the number of years utilities must submit annual audits. SoCalGas now
appears to comply, which noots the Protest of JPC.

Rule VL.D states:

Witness Availability: Affiliate officers and employees shall be made avaitable to teshify
before the Commission as necessary o required, without subpoena, consistent with the
provisions of Public Utilities Code Section 314,

SoCalGas says that its existing policy is in full compliance with Code Section 314 and
such compliance will continue. This appears to satisfy this Rule.

Rules VILA through VILF (Utility Products and Services) are addressed by SoCalGas in
a separate Advice Letter that will be considered separately.

SoCalGas did, however, propose to offet seismic-related services including assembly and
distribution and warehousing. JPC Protested that SoCalGas seismic related services are
not permitted by the Rules and SoCalGas should ex plain under what authority it is
providing assembly, warehousin g, and distribution service. 1f SoCalGas wishes to ofter
these services, it must file with the Commission in accordance with the provisions of
these Rules, particularly Rule VII. The Protest of ) PC is granted on this issue.

FINDINGS OF FACT:

. OnaApril 9, 1997, the Commission issued its Order Instituting Rulemaking/Order
Instituting Investigation (OIR/OI1) 97-04-01 1/97-04-012 to establish standards of
conduct govering relationships between California’s natural gas local distribution
companies and electric utilities and their affiliated, unregulated entities providing
energy and energy-related services.
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2,

Decision 97-12-088 established affiliate transaction rules that address, among other
things, nondiscdmination, disclosure and information, and separation standards,

The utilities were required to submit compliance plans in accordance with OP 2 of
D.97-12-088.

On December 23, 1997, the Executive Director issued a letter extending the time
for compliance with this Ordering Paragraph until January 30, 1998.

SoCalGas fited a preliminary compliance plan by Advice Letter 2661 on December
31, 1997, followed by a Supplement to its compliance plan, AL 2661-A, on January
30, 1998.

Protests were filed by SCUPP/ID, pC and ORA on January 20, 1998, by Source
on Febuary 19, 1998, and another by ORA and by JPC on March 19, 1998,

SoCalGas responded to the earlier Protests on January 27, 1998.

Pacific Enterprises, the parent conipany for SoCalGas, and Enova, the parent for
SDG&E, were given conditional approval té execute a plan of merger by this
Commission in D.98-03-073, issued in March, 1998, and final regulatory approval
was obtained by the conipanies on June 26, 1998. On July 2, 1998, SoCalGas and
SDG&E filed joinily Advice Lelter 2661-B and 1068-E-B/ 1078-G-B, respectively,
which described some of the initial organizational changes engendered by this
merger, and how these changes are affected by these Rules. There was no protest
received regarding this joint Advice Letter.

On August 6, 1998, in response to certain petitions for modification 6 D.97-12-
088, the Commission issued D.98-08-035, which changed some of the
Commission’s Affiliate Transaction Rules established by D.97-12-088. These
changes are reflected in this Resolution.

Rule V.F.1, regarding the use of the utility name and logo, is the subject of a
pending Petition for Modification of D.97-12-088 filed by SDG&E and SoCalGas.
This Resolution does not address compliance with Rulé V.F.1, but defers this issue
to a separate resolution which will follow the issuance of a decision on the Petition
for Modification. SoCalGas should file a revised compliance plan regarding Rule
V.FE.1 no later than 30 days after the Commission acts on the Petition for
Moditication of SDG&E and SoCalGas.

There are other pelitions for modification and applications for rehearing regarding
D.97-12-088 as well as various applications, motions, and complaints arising from
our adopted aftiliate Rules. This Resolution does not address or prejudge these
filings.
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SoCalGas should file a new compliance plan by advice letter to comply with OP 2
in the Decision, incorporating the corrections discussed in this Resolution, no later
than 30 days from the effective date of this Resolution.

SoCalGas® revised compliance plan should be a stand-alone document with
citations to cach relevant section of the rules and with appropriate portions of its
policies and procedures that demonstrate compliance with these rules,

OP 2 of the Decision requires a demonstration of the adequacy of SoCalGas’s
mechanisms and procedures for the implementation and enforcement of these -
Rules. A demonstration should inclede portions of SoCalGas® or PE’s standard
procedure, policies, training materials or forms that set forth the mechanisms and
procedures that ensure compliance with these rules.

The submission provided by SoCalGas is not sufiicient to dentonstrate that
procedures are in place which adequately implement these rules. SoCalGas should
provide portions of its policies, training materials, and procedures to demonstrate
adequate compliance.

SoCalGas provides a copy of “Pacifi¢ Enterprises Company’s Policy Memorandum on
Afliliate Transactions and Activities.” This Policy Mem()randum is often incorrect in its
explanation of these Rules, and its altempls at summarization often leave oul crucial details
of the Rule.

Itis important that SoCalGas’ employees, who will be implementing thes¢ Rules on a daily
basis, be informéd completely and accurately on these Rules.

SoCalGas should include examples of its training materials, policy manuals, memas,
letters, and other materials used to spread information about these Rules in its revised
compliance plan. The company should quote verbatim from these Rules in these materials,
and should niake copies of these Rules available to its employees in its training manuals as
well as on the company intranet and intemal e-mail.

The issue of employe¢ sanctions in their implementation of these rules are better
addressed in the upcoming Rulemaking 98-04-009 which will consider new
enforcement measures for these rules.

This compliance plan is responsive to and should satisty the requirements set forth
in D.97-12-088, as modified by D.98-08-035.

The Commission recently approved a plan of merger between PE and Enova
(parent to SDG&E) in D.98-03-073 (A.96-10-038), which exempted transactions
between the utilities themselves from most of these Rules. These conipanies have
obtained Iinal regulatory approval and have recently executed the méiger. In
accordance with the statement of the company in its AL 2661, SoCalGas and
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SDG&E should submit a combined compliance plan that addresses these Rules as
well as D.98-03-073. The combined compliance plan should be filed no later than
60 days from the effective date of this Resolution.,

The merged company is creating a new aftiliate, Sempra Energy Utility Veatures,
which will “develop and operate regulated ulility distribution operations throughout
the country.” The companies argue that this new business unit should not be
classificd as an affiliate for the purposes of these Rules. They state that the
company’s projects “will be small to mediun-sized regulated energy ulilities . . .
(their emphasis) ‘ '

The companies are incorrect and this new business unit is an aftiliate as defined by
these Rules. These Rules make no provision for exemption based on the size of the
project or the regulatory status of its holdings. Ii is clear that the new aftitiate will
be “engaging in the provision of a product that uses gas or electricity or the
provision of services that relaté to the use of gas or electricity” as specified in Rule
I1.B, and is thus covered fully by the tequirements of these rules.

Further, the merged companies state that “\r. Warren Mitchell, Sempra Energy
Group President of regulated operations. . .will serve on the board of directors of
Sempra Energy Utility Ventures.” This is not allowed under these Rules, as
Sempra Energy Utility Ventures is an affiliate as defined by these Rules. SoCalGas
should file the advice letter required by Rule VI.B which addresses this new
affiliate within thirty days from the eftective date of this Resolution, and advise the
Commiission in this advice letter about the duties of Mr. Mitchell.

SoCalGas seeks to exempt from the rule a contract with its affiliate DGN Mexicali
for transportation of gas through the SoCalGas system to Mexico since damages
could be awarded to third parties unaftitiated with SoCalGas for breach of contract.
That contract for tariffed service between SoCalGas and its affitiate DGN-Mexicati
for transportation of gas through the SoCalGas system to Mexico is currently
before the Commission in A.97-03-015.

JPC is correct when it says that this compliance filing is the improper forum in
which to seek a change or exemption in these Rules. The exemplion SoCalGas
seeks, for its transportation contract with DGN-Mexicali, is better addressed
through the Commission’s proceeding on A.97-03-015. We do not grant the
exemption here, but defer consideration to that proceeding.

Itis reasonable to require SoCalGas to should show for each of its aftiliates the
products or services it offers and demonstrate clearly whether it is engaged in the
provision of a product that uses 83s or the provision of services that relate to the use
of gas. Without such explanations SoCalGas is out of com pliance.

SoCalGas should specify what steps the company is taking to ensure compliance
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29,

30.

31.

32.

33.

34.

35.

36.

37.

38.

with Rule LA inits revised compliance plan.

SoCalGas lists several contracts it belicves must be grandfathered and exempted
from the Commission’s Afiliate Transaction Rules. The company argues that
compliance with Rule HL.B.1 will, in some cases, change pricing terms and/or
conditions of the contract which may breach the contract, creating in tum

substantial liability to the third parties involved.

The Rules do not provide for a grandfatheri ng exceplion for existing contracts. If
SoCalGas desires to change these Rules, there are appropriate instruments available
to the company. SoCalGas must make the same contractual arrangement available
to all market participants that it has made to its afMiliates in order to comply with
Rule 11,

SoCalGas may continue its current billing service arrangement for the Appliance
Protection Plan and Earthquake shut-off valve with Energy Pacific, but it must
contemporaneously extend the same offer t6 all other competitors desiring this
same service.

As long as SoCalGas offers its Line Item Billing service on an open, competitive
basis, its proposal is in compliance with Rule I1.

SoCalGas already provides line item billing service to its afiliate.

D.97-12-088 required SoCalGas to file an advice letter describing its existing
tariffed and nontariffed services, in accordance with Rule VII, by January 30, 1998.
SoCalGas failed to include line item billing, an existing service, in its advice leiter.
Line item billing service is not authorized by this Cemmission.

It is reasonable to require SoCalGas to file the advicé letter specified under Rule
VILF within 30 days of the effective date of this Resolution, and describe in this
filing how its offering will satisfy the requiremients of Rule VII, and how the
company will extend the offer of this service to all other competitors in accordance
with these Rules.

Access to the GasSelect EBB is not available to “any market participant.”

Information about SoCalGas’s lransactions with its afliliates must be provided to
the relevant market contemporaneousty with the transactions in order to satisty the
Commission’s goal of increased competition in these emerging energy markets.
SoCalGas’s afliliates® competitors should be given the same access to the EBB
given to the afliliates.

SoCalGas should post notice of its aftiliate transactions, including but not limited
to nolice of available information, services, and unused capacity or supply, and
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discounts given to afliliates, in relevant industry publications, those targeted to the
market(s) which its aftiliates are serving. SoCalGas should also post notice of its
aliliate transactions on its intemet web sito no later than the time of the transaction.
For the convenience of market patticipants, SoCalGas should devote a particular
page of this site to its transactions with its afliliates, as SDG&E, Edison, and
PG&E have each done. This web site page should be developed and in place prior
to the submission of SoCalGas’s revised compliance plan.

We do not require SoCalGas to more tully define “tying” in its compli ance plan,
but we will address this issue on a case by case basis in the future.

SoCalGas should develop a form and written procedure for use by utility
employees if they provide a discount for an aftiliate, provide this form in its revised
compliance plan, and post the form on its affilate transaction web site page, once it
is developed.

SoCalGas should include its form for obtaining, maintaining, and recording
affirmative wrilten consent provided by custoniers for transfers of customer
information to aflitiates or unafiiliated providers in its revised compliance plan.

Non-customer specific non-public information should be posted to SoCalGas’s
affiliate transaction web site, once it is developed.

These Rules do not prevent truthful communications to SoCalGas’s customers.
The lists required under Rule IV.C.2 are both truthful and com plete.

Until a Commission-authorized list of service providers is available, SoCalGas may
refer custoniers who inquire about product of service providers to a generally
available listing of service providers (c.g., the Yellow Pages).

Energy Marketplace is a web site (httpjlmxw.euergyn‘larketp[ace.com) developed
by SoCalGas, with the apparent participation of SDG&E and PG&E, to provide
core gas customers with on-line access to participating and authorized gas core
aggregators.

The company states that it presently has no aftiliates who are participants in the
Energy Marketplace program.

SoCalGas provides a list in its web site of all authorized core aggregators.

As long as utility aftiliates are not actual participants in the Energy Marketplace
program, the ulilitie‘s are not in violation of Rules lLE.1 through IILE.3 or Rule
V.F.Lb. Participation by utility affiliates in this program will violate these Rules.
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SoCalGas may not reroute callers who inquire about an affiliate to its afiiliate®s call
center, and shall only provide the caller with the list required in Rule 1V.C.2, or if
such a listis not yet available, should refer the caller to a generally available listing
of service providers (e.g., the Yellow Pages).

SoCalGas is bound by Rules 1V.C.1 and 2 and should provide the customer who
inquires about the C.A.T. program with a list of all service providers, including its
affiliates.

SoCalGas must provide a list of all service providers operating in its service
tertitory authorized by the Commission in a semi-annual filing. Ifsuch alist has
not yet been authorized by the Commission, SoCalGas may refer such inquiries to
the Yellow Pages. '

In its revised compliance plan, SoCalGas should include copies of any forms or
training materials developed for the implementation of Rule IV.D.,

The company should provide in its revised compliance plan copies of
communications and training materials associated with Rule IV.E, and examples of
the internal controls it usés t6 enforce this Rule.

Although links between the utility and its affiliates may riot constitute “advice,”
they are clearly “assistance™ as used in Rule iV.E. Further, the objective of the
Commission’s Separation Rules is undermined by such direct linkages between
utitity and afTiliate.

SoCalGas and SDG&E state that the utilities are sometimes asked technical
questions conceming proposals made by service providers having to do with “the
merits of by-passing utility pipes and wires infrastructure.”

The Sempra utilities have fited fot rehearing on Rule IV.E,, and state that they do
not provide non-public information to customers about direct access providers and
related products and services. They apparently do, however, currently provide
information about technical and tarff issues.

Rule IV.E prohibits the utilities from providing “advice or assistance with regard to
its afliliates or other service providers™ The Rule makes no exception for
“technical advice” or advice requiring a particular expertise which may be held by
the utility. .

Until their Application for Rehearing has been acted upon by the Commission, the
utilities must fotlow the requirements of the Rule and refrain from providing advice
and assistance regarding any servicd providers (including their affiliates), or any”

proposal of a service to provide services to a custonier.
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These Rules do not prevent the utility provision of general tochnical advice not
related to a specific service provider or to a proposal for services tendered a
provider, however. Ints revised compliance plan, SoCalGas should reafiirm that it
has modilied its policies to comply with Rule 1V.E.

ltis reasonable to interpret the 72 hour requircment of Rule IV.F as three business
days to accommodate those requests for information that might be received at the
¢nd of the week.

The statement of SoCalGas that it needs an “appropriate request” before it will
release information pursuant to Rule IV.Fis unnecessarily restrictive. The Rule
says “{t]he utility shall make such records avaitable for third party review” and
does not deline what is meant by an “appropriate request.” )

Documentation of afliliate transactions is required by Rule IV.F, not just USOA
COSst summaries.

SoCalGas should document in detail its tarified and nontarifted transactions with
its affiliates to comply with Rule IV.F. '

It is not satisfactory for SoCalGas to refer in its filing to docunients unavailable to
most intecested parties, such as the Afiliate Transactions Report.

These Rules prohibit the sharing of internal e-mail systems and supporting
infrastructure between SoCalGas and its afliliates, because e-mail is part of the
computer and information system. It is sufficient for each company to keep and
maintain its own communications “infrastructure” and to transfer data as two
separate companies.

Allowing SoCalGas and its affiliate to share a comnion e-mail and network
communication system goes beyond shared corporate functions. SoCalGas should
separate its e-mail from that of its affiliates.

The merged companies state that “a separate data center . . . was purchased to house
Sempra Energy’s information technology needs.” This data center will be used to
provide computet services to all of the Sempra business units, including the utilities
and the affiliates covered by these Rules.

The Commission staft has been informed that the hardware is owned partially by at
least one of the utilities.

Access to data will be governed by “strict security measures and firewalls in place

to ensure that there is no sharing of information or data not permitted by the Rules.”




Resolution G-3238 44 A &4 November §, 1998
Southem Catifomia Gas Company/AL 2661/AL 2661-A/AL 2661-B'COM RBI

.

72

13,

The companics state that the parent has established a service which allows all of its
afliliates to share e-mail service.

The parent has established “a common *help® desk, and shared computer
maintenance and support senvices™

Shared intemal ¢-mail is prohibited by these Rules, and each company should keep
and maintain its own computer and information systems,

The “firewall” technology proposed by the utilities is not explained or déscribed in
the filing, and the Commission does not have suflicient information to decide
whether the methods proposed by the utilities ensure compliance with these Rules,
Itis crucial that Sempra separate eflectively the computer and information systems
of its utilities and affiliates. In their revised compliance plans, the utilities should
explain these firewall systems thoroughly, including not only their design but their
proven eflicacy, and show to the Commission’s satisfaction that these firewalls are
sufficient to ensure compliance with the Rules. Interested parties to this proceeding
are invited to provide relevant coniments on these revised plans regarding these
proposed methods and technologies.

These Rules do not provide for shared maintenance of facilities or “help desk”
services. '

SoCalGas should report in its revised compliance plan on how it is restructuring the

computer and information systems in order to comply with these Rules.

Pipe and equipment are nore closely associated with the traditional utility merchant
function, and are not allowable joint purchases under Rule V.D.

In its revised compliance plan SoCalGas should thoroughly describe and Justify
cach function it claims should be allowablé under Rule V.E. The company should
also include the corporate officer verifications tequired by this Rule.

SoCalGas and SDG&E state that, following the merger, “the bulk of the corporate
governance and shared support services” are being moved to a “consolidated
corporate center.” The stated purpose of this corporate model is to achieve
efliciencies available from the merger, o separate the monopoly functions of the
utility from the competitive functions of the unregulated aftiliates “by corporate
boundaries instead of intra-corporate divisions that are more difficult and expensive
to monitor . . .” and to “avoid inellicient duplication in corporate govemance and
shared support services . . .

The companies say that placing shared services “at the corporate center tends to

resolve or greatly mitigate potential self-dealing, ctoss-subsidy, and market power
concermns that justify close regulation in this arca.” They further tecognize that such
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a structure might engender concerns about the potential for information “conduits™
through the corporate center, and that they “are taking concrete steps to ensure” that
these problems do not come to fruition.

The Aftiliate Compliance Department is being centealized at the parent level. This
department reports directly to the Sempra Encrgy VP and Controller {curcently
Frank Ault), who will be the afliliate transaction officer (ATO) and member of the
Exovutive Steering Committee and Corporate Compliance Committee. This latter
committee will have oversight responsibilities regarding Sempra compliance with
these Rules, and the ATO has ultimate responsibility for eaforcement of these
Rules.

In addition, the companies are establishing an Afiiliate Transaction Advisory
Comniittee, to provide “guidance and support™ to the ACD, which will include
representatives of legal and regulatory departments, as well as other unspecified
areas of these companies.

The ACD will compile a manual comprising Commission and Federal Energy
Regulatory Commission afliliate transaction rules. This “Sempra Energy
Guidelines” manual will be made “available to all employees via the appropriate
intranet web site (hard copy will also be available).” The company will submit a
copy of this report in its Affiliate Transaction Report to be filed in May, 1999,

ltis important that the definitions and explanations included in the “Sempra Energy
Guidelines™ manual be accurate, and that it should be reviewed and updated in
accordance with our discussion of the errors found in the SoCalGas Policy
Memorandum.

In its revised compliance plan, SoCalGas should provide elaboration on the makeup
of its Afliliate Transaction Advisory Commiltee, list its members from the utilities
and the unregulated afliliates, and describe how the merged companies intend to
prevent this committee from being a “conduit” of information in violation of these
Rules.

The merged companies report that the pareat “will oversee and analyze its financial
risks on an enterprise-wide basis . . " and that this risk management activily is
compliant with Rule V.E.

The companies state that the risk management function will be overseen by Sempra
Encrgy’s Risk Management Ofiicer and cannot include officers shared between
parent and either ulility. The risk management oversi ght function may include
officers shared between parent and nonutility afliliate, but these ofticers cannot
“direct specific trades of positions,” they do not inmmediately supervise “physical or
financial commodity traders™ at the aflifiate, and they do not use confidential
information to influence positions taken by their aftiliate.
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The merged companies say that “{t]o the extent feasible” the jnformation usad for
risk management activitics “will be aggregated and/or redacted™ to conceal the
exact positions of cach business unit from the members of the risk management

group.

Rule V.E says: “As a general principle, a utility, its paréat holding company, or a
separate affiliate created solely to perform corporate support services may share
with its afiiliates joint corporate oversight, governance, support systems, and”
personnel.” (emphasis added) While the Rule allows “financial planning and -
analysis™ to be shared, it gives “{eJxamples of services that may nol be shared”
which include “hedging and financial derivatives and arbitrage services . . .»

Although enterprise-wide policies concerning risk managenient may be developed
and promulgated by the parent downward to its various companies, individuat
company-specific management of the sort described by the utilities in this filing is
specifically prohibited by this Rule. The utilities have received authority from the
Commission to participate, individually, in risk management of their gas operations
only. The merged companies should report in their revised compliance plans that
they have discontinued this shared function.

SoCalGas is oftering to sell space in its billing envelopes to companies. This
service is being promoted at its web site:
http/iwwv.socalgas.conv/3rdparty/billspace?.

SoCalGas states that its policy requiring other utilities to provide space in their
billing envelopes before SoCalGas will ofter space to those tilities’ aftiliates is
designed to encourage such reciprocity. Thisisa positive goal which would further
the Commiission’s objectives for these developing markets. However, SoCalGas
cannot achieve even this posilive outcome by imposing additional restrictions on
the Commission’s Rules.

Rule V.F.3 requires that space in the billing envelope, if offered to its own
affiliates, nust be offered to other service providers as well. The company
certainly cannot choose restrictions which exclude its aftiliates® competitors from
access to its billing envelopes. There are other procedural vehicles available to
SoCalGas with which it can seek Commission approval for whatever change in
these Rules the company seeks.

SoCalGas® winner-take-atl systént for selling advertising space in its billing
envelopes, which limits participation by all but a few fimys, including its own
affiliates, does little to advance competition in any of these developing energy
markets.

Rule V.F.3 requires that, if the utiiily’s afliliate is offered space inits billing
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envelope, the utility must provide “access to all other unafliliated service providers
on the same tenms and conditions.” The mcethodology chosen by SoCalGas does
not provide access by its afliliates® competitors to the utility billing eavelope as
required here.

While the company can limit access to “service providers,” consistent with the
Rule, it cannot choose restrictions which exclude its afiiliates® competitors from
access to its billing envelope, as the company currently does.

SoCalGas has not yet filed an advice letter addressing this new service, as required
by Rule VILE. This nontariffed service is not authorized by the Commission. The
company should file the fequired advice letter within 30 days of the effective date
of this Resolution, and describe in this filing how it will revise its method of selling
space in its billing envelope in order to provide “access to all other unafiitiated
service providers on the same terms and conditions.”

Sempra Eneigy Solutions has a web site advertising an earthquake shut-oft valve.
As no mention is made 61 the fact that the consumet is ot reéquired to have the
valve installed by the company, this adverisement is misleading.

SoCalGas ofters to work with ORA on the language of the advedisement. Thisis
appropriate and the advertisement should clanfy that the customer has several
authofized installers to choose from, not just those recommended by Energy

- Pacific. '

- SoCalGas allows Energy Pacific to bill customers for these valves using the
monthly SoCalGas utility bill. As long as this billing service is offered to both
affiliates and their competitors consistent with these Rules, thete is no prohibited
joint activity.

. Itis reasonable to require SoCalGas to elaborate 6n its procedures to ensure
compliance with Rule V.E.$ in its revised compliance plan.

2. SoCalGas and SDG&E state that Sempra Energy will “triple hat” officers “essential
to the eflicient and responsible delivery of corporate oversight.” These ofticers will
be shared between the parent, utili ly, and afYiliate.

. As clarified by D.98-08-035, it permissible for S6CalGas ofticers to be shared
between the utility and its afiiliates covered by these Rules provided that theic
shared duties are limited to those necessary for the performance of corporate
support services allowed under Rule V.E.

. The Commission states in D.98-08-035: “.. - asa general principle, such joint

utitization shall not allow of provide a means for the transfer of confidential
information from the utility to the aftiliate, create the opportunity for preferential
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trecatment or unfair competitive advantage, lead to customer confusion, or create
significant opportunitics for cross-subsidization of aftiliates.” (D.98-08-035, stip
op.p. 16)

- The decision also tequires that all directors and officers shared between the utility
and an affiliate be listed in the compliance plan mandated under Rule VI.
SoCalGas should include this list in its revised compliance plan.

. The merged companies have formed a centralized law department “providing legal
services to all Sempra Energy aftiliates.”

. D.98-08-035 specifically prohibits the Chairman of the Board from serving as a
director “of afliliates covered by these Rules.” The merged companies stateé that
“Sempra Energy’s General Counsel . . . is tasked with managing the delivery of
legal services and assisting the Oftice of the Chairman in exercising and
maintaining the highest level of corporate governance and fiduciary responsibility.”

This assistance must be limited to duties expressly permiitted under Rule V.E, and
cannot be used as a vehicle to circumvent the Rules,

. SoCalGas and SDG&E state that the companies have formed “several corporate
governance conimiltees 16 maintain adequate 6versight of the entire enterprise . ..
The companies state that the ¢committess will limit their discussions to “broad
governance issués. . .and will refrain entirely from discussing matters which would
be inconsistent with the Rules, like operational matters and customer-specific
information.”

The agendas of these committec meetings will be reviewed by Mr. Ault, and he will
cither attend or (more likely) designate someone 1o attend 1o “intervene” and
enforce these Rules, to ensure that these meetin gs “will not be allowed to beconie a
conduit for the exchange of information prohibited by the Rules.” The committee
members include all “business unit presidents” as well as each of the Regulated and
Nonregulated Group Presidents.

. D.98-08-035 allows some sharing of of¥icers for the execution of the limited
functions allowed under Rule V.E. The inclusion of the presidents of the Sempra
afliliates and utilities on these committees, regardless of the assurances of internal
oversight by Mr. Ault’s office, give rise to concern that these committees can be, in
the words of the Advice Letter, “conduits for the flow of confidential information
not permiitted by the Rules.”

. The merged companies state that “the Sempra Energy oflicers will geaerally meet
monthly in separate meetings with the regulated and unregulated business unit
officers o discuss Operating issues, recent accon plishments, current issues, and
other relevant activities.” These topics, | ncluding those having to do with
operations and specific events, are excluded from allowable shared services and
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cannol be construed to be “joint corporate oversight” or governance, as allowed
under Rule V.E. In its revised compliance plan, SoCalGas should report to the

Commission what steps it has taken to restructure these meetings o prevent the
sharing of operational and other data which is prohibited by these Rules.

. The merged companies describe their eforts to create physical separation between
utility and afliliate employees, but indicate that this efYort was still ongoing on July
2,1998. Inits revised compliance plan, SoCalGas should update this section to
report to the Commiission on the progress and success of these efforts.

- SoCalGas’ reference to base utility pay does not comport to the base annuat
compensation referred to in the Rule V.G.2.¢, as it is too restrictive.

. Itis reasonable for SoCalGas to compute the base annual compensation of its
employees for purposes of a transfer fee on the basis of both cash and non-cash
compeasation, i.e. including wages, salaries, bonuscs, commiissions, all other cash
compensation, health care packages, pension benelits, stock options and all other
non-cash benefits.

In D.98-03-073 the Commission allowed the six month implementation period for
employee transfers requested by SoCalGas.

- The employee who leaves the utility to work for an aftiliate must be given
information about these Rules which stresses the importance of preventing the
transter of information to the afliliate. In its revised compliance plan, SoCalGas
should include copies of its exit interview materials.

. In Advice Letter 2661 SoCalGas states that it has i mplemented procedures that will
prevent temporary or intermittent assignments, or rotations, of employees to
afliliates, with the very limited exception of projects outside of Califomia. The
modification to RuleV.G.2.¢, implemented by D.93-08-035, allows certain
temporary assignments, with several specific restrictions and conditions imposed
on these assignments. SoCalGas should report in its revised compliance plan on its
procedures to entorce the conditions imposed on this activity by this modified Rule.

- Rules VILA through VILF (Utility Products and Services) are addressed by
SoCalGas in a separate Advice Letter which will be considered scparately.

. IfSoCalGas wishes to offer seismic-related sepvices including assembly and
distribution and warchousing, it must file with the Comunission in accordance with
the provisions of these Rules, particularly Rule VIi.
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THEREFORE IT IS ORDERED THAT:

1.

SoCalGas shall file a new compliance plan by advice letter to comply with OP 2 in
the Decision, incorporating the corrections discussed in this Resolution, no later
than 30 days from the cffective date of this Resolution.

SoCalGas shall file a revised compliance plan regarding Rule V.F.1 no later than 30
days after the Commission acts on the Petition for Modification of SDG&E and
SoCalGas.

SoCalGas’ revised compliance plan shall be a stand-alone document with citations
lo each relevant section of the rules and with appropriate portions of its policies and
procedures that demonstrate compliance with thess Rules.

SoCalGas shall provide portions of its policies, training materials, and procedures
to demonstrate adequate compliance.

SoCalGas shall include examples of its training materials, policy manuals, niemos, letters,
and other materials used to spread information about these Rules in its revised compliance
plan. The company shall quote verbalim from these Rules in these materials, and shall
make copies of these Rules available to its em ployees in its training manuals as well as on
the company intranet and interal e-mail.

In accordance with the statement of the conipany in its AL 2661, SoCalGas and
SDG&E shall submit a combined compliance plan that addresses these Rules as
well as D.98-03-073. The combined compliance plan shall be filed no later than 60
days from the effective date of this Resolution.

SoCalGas shall show for cach of its afliliates the products or services it olfers and
demonstrate clearly whether it is engaged in the provision of a product that uses gas
or the provision of services that relate to the use of gas. Without such explanations
SoCalGas is out of compliance.

SoCalGas should file the advice letter required by Rute VI.B which addresses new

afiliate, Sempra Energy Utility Ventures, within thirty days from the effective date
of this Resolution, and advise the Commission in this advice letter about the duties
of Mr. Mitchell.

SoCalGas shall specify what steps the company is taking to ensure compliance with
Rule LA in its revised compliance plan.

SoCalGas shall make the sanie contractual arrangement available to all market
participants that it has made to its affiliates in order to comply with Rule M.
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1.

SoCalGas may continug its current billing service arrangement for the Appliance
Protection Plan and Earthquake shut-ofY valve with Energy Pacifie, but SoCalGas
must extend the same of¥er to all other competitors desiring this same service,

SoCalGas shall file an advice letter under Rule VII foi authority to offer line item
billing within 30 days of the effective date of this Resolution, and describe in this
filing how its offering will satisfy the requirements of Rule VII, and how the
company will extend the offer of this service to all other compelitors in accordance
with these Rules.

SoCalGas’s affiliates’ competitors shall be given the same access to the EBB given
to the afliliates.

SoCalGas shall post noti¢e of its aftiliate transactions, including but not limited to
notice of available information, services, and unused capacity or supply, and
discounts given to affiliates, in relevant industry publications, those targeted to the
market(s) which its afliliates are serving. SoCalGas shall also post notice of its
affiliate transactions on its interet web site no later than the time of the transaction.
For the convenierce of market participants, SoCalGas shall devote a particular page
of this site to its transactions with its aflifiates, as SDG& E, Edison, and PG&E
have each done. This web site page shall be developed and in place prior to the
submission of SoCalGas’s revised conipliance plan.

Inits revised compliance plan, SoCalGas shall elaborate on its instructions and
mechanisms it uses to ensure that Rules IILD and I1LE are observed by its
employees.

SoCalGas shall develop a form and written procedure for use by utility employees
if they provide a discount for an afliliate, provide this form in its revised
compliance plan, and post the form on its aifiliate transaction web site page, once it
is developed.

SoCalGas shall include its form for obtaining, maintaining, and recording
aftimative written consent provided by customers for transfers of customer
information to afliliates or unafliliated providers in its revised compliance plan.

Non-customer specific non-public information shall be posted to SoCalGas’s
affiliate transaction web site, once it is developed.

Rule IV.C.2 requites the utility to provide a list of all service providers ifa
customer frequests information about any afiiliated service provider. Ifa
Comniission-authorized list is not yet available, the company may refer the
customer to a generally availablé list of service providers (e.g., the Yellow Pages).
SoCalGas shall comply with this Rule.
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20.

21.

SoCalGas shall not reroute callers who inquire about an affiliate to its affiliate’s
call center, and shall only provide the caller with the list tequired in Rule 1V.C.2.

Ifan aftiliate joins SoCalGas® CAT program, SoCalGas is bound by Rules 1V.C.1
and 2 and shall provide the customer who inquires about the program with a list of
all service providers, including its affitiates.

SoCalGas® current practice is not in compliance with Rule 1V.C.2. SoCalGas shall
provide alist of all service providers op<rating in its service tern tory authorized by
the Commission in a semi-annual fiting. Until such atist is approved by the
Commission, SoCalGas may refer customers to a generally available listing of
service providers (e.g., the Yellow Pages).

Inits revised compliance plan, SoCalGas shall include copies of any forms or
training materials developed for the implementation of Rule IV.D,

The company shall provide in its revised compliance plan copies of
communications and training materials associated with Rule IV.E, and examples of
the internal controls it uses to enforce this Rule.

Until its Application for Rehearing has been acted upon by the Commission,
SoCalGas must follow the requirements 6f Rule IV.E and re frain from providing
advice and assistance regarding any service providers (including their affiliates), or
any proposal of a service to provide services to a customer.

In its revised compliance plan, SoCalGas shall reaftirm that it has modified its
policies to comply with Rule IV.E. :

SoCalGas shall scparate its e-mail from that of its affifiates.

Sempra shall separate the computer and information systems of its ulilities and
afliliates covered by these Rules.

SoCalGas shall report in its revised compliance plan on how it is restructuring the
computer and information systems in order to comply with these Rules. The utility
shall also explain its proposed lirewall systems thoroughly, including not enly their
design but their proven elicacy, and show to the Commisston’s satisfaction that
these firewalls are suflicient to ensure compliance with the Rules. Interested
parties to this proceeding are invited to provide relevant comments on these revised
plans regarding these proposed methods and technologies.

In its revised compliance plan Sp_CaIGas shall thoroughly describe and justify each
function it clainis should be allowable under Rule V.E. The company shall also
include the corporate ofticer \'eriﬁcatiQns' required by this Rule.
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3l

32.

Inits revised compliance plan, SoCalGas shall report to the Commission what steps
it has taken to restructure its management mectings to prevent the sharing off
operational and other data which is prohibited by these Rules,

The merged companies describe their efforts to create physical separation between
utility and afiliate employees, but indicate that this effort was still ongoing on July
2, 1998. Inits revised compliance plan, SoCalGas shall update this section to
report to the Commission on the progeess and success of these ei¥orts.

SoCalGas shall report in its revised compliance plan that the merged companies
have discontinued their shared risk management program as deseribed in their July
2 filing.

If SoCalGas offers space in its billing envelopes, it shall aftord equal opportunity to
its afliliates and its affiliates® competitors.

SoCalGas has not yet filed an advice letter addressing this new service, as tequired
by Rule VILE. This nontarifted service is not authorized by the Commission. The
company shall file the required advice letter within 30 days of the effective date of
this Resolution, and describe in this filing how it will revise its method of selling
space in its billing envelope in order to provide “access to all other unafliliated
service providers on the same terms and conditions.”

SoCalGas shall compute the base annual compensation of its employecs for

purposes of a transfer fee on the basis of both cash and non-cash compensation, i.e.
including wages, salarics, bonuses, commissions, all other cash compensation,
health care packages, pension benefits, stock options and all other non-cash
benefits.

In its revised compliance plan, SoCalGas shall include copies of its exit interview
materials. '

SoCalGas shall report in its revised compliance plan on its procedures to enforce
the specific conditions imposed by Rute V.G.2.¢, as modified, on the temporary use
of utility employees by its afliliates.

If SoCalGas wishes to olter seismic-related services including assembly and
distribution and warehousing, it shall file with the Commission in accordance with

the provisions of these Rules, particularly Rule VII.

The Protests of JPC, ORA, SCUPP, and 11D are granted in part and denied in part
in accordance with the discussion hezein.

This Resolution is effective today.
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L hereby cedify that the foregoing Resolution was dul} introduced, passed, and adopted at
a conference of the Public Utilities Commission of the state of California held on
November $, 1998, the following Commissioners voling favorably thereon:

WESLEY M. FRANKLIN
Exccutive Director

RICHARD A. BILAS
‘President© . - - .
P. GREGORY CONLON -
JESSIE J. KNIGHT, JR.
HENRY M. DUQUE
JOSIAH L. NEEPER
Commissioners

I will file a written concurrence.

/s/ JOSIAH L. NEEPER
Commissioners




Res G-3238

Concurring Opinion of Commissioner Josiah L. Neeper on Item E-2

I wish to file a Concurrence on one point.

The Resolution provides for some follow-up filings on matters such as
Corporate Govemnance. On this, Sempra is to file processes for ensuring that
inappropriate topics are not discussed at the various meclmgs discussed in the .
Resolutions. I had no problem with Sempra’s assurance in their Advicé Letter that a
compliance officer would perform this tunction. I tend to believe that we are dealing
with honest people who will endeavor to fotlow our Rules.

But the Reaolutlon as voted out requires further qssurances That is accéptable
to me as well. In considering what to propose, I have articulated a thought that 1
wish to become part of the written decision today.

One method that Sempra might consider to ensure compliance is to a) have a
written agenda for these meetings upfront, b) take minutes of the meetings, and ¢)
have a written cerlification that the discussions were appropriate — and send all of
this information to the Commission. 1 would assume that proper confidentiality
procedures would be followed. This provides a stronger assurance of compliance
than the original Sempra plan, since an individual will be qccounhble for a wrilten
document in our hands.

Sempra may propose what it wishes; this is sinply my thinking on this matter
at this time.

1457@&

JOSIAH L. NEEPER
Commissioner

San Francisco, California
. November 5, 1998




