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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Investigation on the Commission’s Own Motion to Consider the Costs and Benefits of Various Promising Revisions to the Regulatory and Market Structure Governing California’s Natural Gas Industry and to Report to the California Legislature on the Commission’s Findings.


Investigation 99-07-003

(Filed July 8, 1999)

FIRST INTERIM OPINION ON PARTIAL SETTLEMENT

CONCERNING OPERATIONAL FLOW ORDER PROTOCOL

ON PACIFIC GAS AND ELECTRIC COMPANY’S SYSTEM

Summary

In this decision, we consider the settlement proposal presented to us by Pacific Gas & Electric Company (PG&E) regarding issues related to Operational Flow Orders (OFOs)
.  The other settling parties joining PG&E are Calpine Corporation (Calpine); The Utility Reform Network (TURN); Wild Goose Storage Inc.; School Project for Utility Rate Reduction; UtiliCorp Energy Solutions, Inc.; Aglet Consumer Alliance; Suncor Inc.; Office of Ratepayer Advocates; TXU Energy Services; Interstate Gas Services, Inc.; Enron Corp.; Kern River Gas Transmission Company; and the City of Palo Alto.  These parties are referred to herein as the Joint Parties.

With the addition of several clarifications and one order to facilitate review of the effect of the settlement, we approve the settlement as being reasonable in light of the whole record, consistent with the law, and in the public interest.  

Background

The Commission issued an Order Instituting Rulemaking (OIR) opening Rulemaking (R.) 98‑01‑011 on January 21, 1998, to assess the current market and regulatory framework for California’s natural gas industry and to adopt reforms that emphasize market-oriented policies in the hope of creating benefit for all California natural gas consumers.  In Decision (D.) 99-07-015, the Commission identified the most promising options for changes to the regulatory and market structure for the natural gas industry.  The Order Instituting Investigation herein issued the same day, designating this as a ratesetting case appropriate for hearing.  That order asked parties to prepare more detailed analyses of the costs and benefits of the promising options.  In the interest of economical use of all parties’ time, we incorporated the entire record from R.98-01-011 into the record for this proceeding.  We set a date for the submission of prepared testimony should a settlement not be reached quickly.

At the first prehearing conference (PHC) in this case, on September 1, 1999, an extension of time was granted for the submission of testimony in order to facilitate settlement.
  At that PHC, PG&E represented that the parties had been discussing OFO procedures since the spring and that a partial settlement regarding OFOs was close.

On October 22, 1999, the Joint Parties filed their Joint Motion Requesting Adoption of Settlement of OFO Protocol on PG&E Company’s System.  At a PHC in this matter on October 27, 1999, this proposal was briefly discussed.  The assigned Administrative Law Judge (ALJ) requested that comments on the proposed settlement address three issues:  (1) the effect of the settlement on the Gas Accord Decision (D.97-08-055); (2) the possibility that the settlement was only temporary; and (3) the effect of the settlement on the public interest.  With regard to the last issue, the ALJ also requested declarations so that there was evidence upon which to base a finding that the settlement was in the public interest.  

On November 22, 1999 comments were filed by the parties supporting the settlement, including a chart dealing with the effect of the settlement on the Gas Accord and a declaration from Daniel F. Thomas, a manager at PG&E.  Also, on November 22, 1999 the California Industrial Group and the California Manufacturers Association (CIG/CMA) filed comments indicating that while it did not oppose adoption of the settlement, the settlement was disappointing.  

TURN also filed comments indicating that it supported the settlement so long as consumer organization settlement parties such as TURN were afforded the opportunity to participate as full members in the OFO Forum proposed.  The California Generation Coalition (CGC) did not oppose adoption of the settlement, but requested that the Commission clarify that a report concerning storage would be made available to all interested parties, even if they did not participate in the OFO Forum or join in the settlement.

On November 30, 1999, the ALJ gave notice to all parties in R.98-01-011 that the proposed settlement could be viewed as altering the terms of the settlement known as the Gas Accord, adopted by the Commission in D.97-08-055.  Although offered the opportunity for a hearing, as mandated by Pub. Util. Code § 1708, no party requested an evidentiary hearing on the settlement.  Also on November 30, 1999 the ALJ requested the submission of a declaration indicating the pages of testimony in R.98-01-011 that contained record evidence in support of a finding that the settlement was in the public interest.  The declaration of Patrick Hoglund was submitted on December 10, 1999, accompanying three tables that set forth, respectively, the pages of briefs, exhibits and transcripts from R.98-01-011 that concerned OFOs.

Discussion

In D.99-07-015, we identified a number of “promising options” for further investigation in our continuing revision of the regulatory structure governing California’s natural gas industry.  Among those promising options were some arising from PG&E’s practice of declaring an OFO when it believed that pipeline inventory would be above or below a tolerable range.  The proposed settlement considered here responds to some of the expressed concerns of customers regarding the OFO process
.  It does not respond to the bulk of the promising options the Commission wishes to investigate.  Therefore, another settlement or an evidentiary hearing will be necessary and this decision is designated an Interim Opinion in this docket.

A.
Operational Flow Orders under the Gas Accord

PG&E handles balancing differently under the Gas Accord than it did prior to the Gas Accord.  Under the provisions of the Gas Accord, adopted by the Commission with certain changes in D.97-08-055, PG&E can call an OFO when supply exceeds or falls short of a certain tolerance band of forecast demand, a tolerance band that is narrower than it was previously.  Explicitly, Section II E, 13(e)(ii) at p. 26 of the Gas Accord allows PG&E to call an OFO when it is expected that the pipeline inventory will exceed desired inventory by 200 mmcf/d or fall below desired inventory by 150 mmcf/d.  Previously, noncore and core aggregators were only required to balance supply and usage on a monthly basis, on pain of penalty.  Under the Gas Accord, PG&E’s Core Procurement Department, as well as core aggregators and noncore customers must now also balance daily during an OFO.  Once an OFO is declared on the system, the customer faces paying increasingly significant penalties depending on the level of imbalance.  PG&E currently gives at least 12 hours notice of an OFO to customers.  (Section. II.E.13(e)(iv), Gas Accord at p. 27.)

In R.98-01-011, shippers expressed concern with both the frequency of OFOs
 and with the difficulty of predicting when they would be called.  They noted that although the balancing tolerance was less and even the core now had to balance, few storage assets were made available to balancing.  These difficulties led to expensive measures to correct imbalances, especially when there was short notice.  Moreover, noncompliance with the OFOs was also expensive because of the penalties instituted in the Gas Accord (Section.II.E.13(e)(iv) at p. 26).  Some customers advocated targeted OFOs, that is, OFOs called only for certain customers.  These are allowed under the Gas Accord (Section II E 13(e)(I) at p. 26), but no rules for issuance are set forth.  Others advocated real-time electronic trading of imbalance rights (the balancing tolerance paid for in intrastate transmission rates).  The Commission viewed these ideas as promising options.  (D.99-07-055, slip op. at 139 and 142, Conclusions of Law 6-9 and Findings of Fact 23, 24, 25 and 26.) 

Additionally, testimony indicated that customers desired certain “essential building blocks” of information,
 among other reasons, to help them diminish the frequency of OFOs.  The Commission found this idea compelling, stating that “[c]ustomers and competitors need more data about the utilities’ transportation and storage services than is currently being provided,” (Finding of Fact 32) and “[w]ith adequate real-time data, market participants may be able to perform their own individual calculation of the likelihood of an OFO and take any steps needed to reduce their exposure to penalties that would apply if an OFO is called.”  (Id., Finding of Fact 33.)  The Commission concluded that “We should direct the utilities either to provide timely information along the lines of the specific requests outlined in this decision, or to find different ways to convey to shippers information that they need to function effectively in the marketplace without compromising confidentiality concerns.”  (Id., Conclusion of Law 17.)  The Commission encouraged “market participants to work together to develop a plan for sharing information about transactions, usage and demand forecasts as described in this decision…”  (Id., Ordering Paragraph 3.)

B. 
The Proposed Settlement

Certain provisions of the Gas Accord are altered or simply given more specificity under the terms of the partial settlement proposed here.  Many of these changes are in response to the testimony of shippers on PG&E’s system, submitted in R.98-01-011, the Gas Strategy Rulemaking.  We discuss the settlement section by section.

Section A of the proposed settlement is an Introduction.  It explains the background of the settlement, sets forth the usual disclaimers about settlements, and somewhat more unusually, notes that the ongoing settlement discussions in Investigation (I.) 99-07-003 might lead to changes in this settlement.  It states that the settlement does not change basic principles and structure of the Gas Accord, but is intended to modify aspects of its implementation.  In the Gas Accord, Section II.E.13(g)(iii), PG&E reserved the right to propose other measures to ensure system integrity should the OFO provisions prove inadequate.

Section B establishes the Gas OFO Forum for further discussion of OFO related issues and for monitoring the settlement’s effectiveness generally and at certain set points.  Nothing in the Gas Accord precludes establishing a discussion forum.  TURN would like it clarified that the language in this Section stating that “[a]ny interested shipper or customer may participate in the Forum” would be interpreted to include TURN.

Section C.1.(a)-(c) provides for PG&E’s Pipe Ranger web site to display seventeen separate items of Operational Forecast data
 daily and forecast for three days, updated five times a day.  Historical data will be provided for the preceding two weeks.  Subsection (d) provides for additional operational data
 to be updated once each day or monthly as appropriate.  Subsection (f) binds PG&E to posting a Quarterly OFO report on its Pipe Ranger website to help explain why OFOs, EFOs, and trimming occurred by detailing the imbalances preceding these events.  Subsection (g) relieves PG&E of the obligation to provide other information regarding OFOs for the period of one year following the filing of this settlement.  The Gas Accord does not impose limits on the information that can be provided to the market.  No tariffs need to be changed.  The cost of the provision of this data will be borne by PG&E without rate adjustments or balancing accounts.

Section C.1.(e) commits PG&E to maintaining records by storage account of daily injection, withdrawal and storage inventory, although they are not to be shared at this time.  The Gas Accord is silent on what type of operational records PG&E must maintain.

Section C.2. specifies the exact pipeline inventory limits for high and low demand levels.  When inventory is forecast to exceed either the upper or lower limit, an OFO is called.  This section alters the Gas Accord, Section II.E.13(e)(ii) by expanding the limits set there.  Under the Gas Accord, the bandwidth was between 4.05 to 4.40 Bcf in winter and 4.00 to 4.35 in summer.  An OFO could be called if inventory were forecasted to be 200 MMcf/d above the upper limit or 150 MMcf/d below the lower limit.  Under the settlement, the limits are 4.00 to 4.60 Bcf during high demand and 3.90 to 4.50 Bcf during low demand.  This wider band of safe operating limits is expected to reduce the number of OFOs, as well as affording greater predictability as to when OFOs will be called.  PG&E commits to trying to notify customers prior to 7:30 a.m. on the day before the Gas Day in question, or as soon thereafter as possible, so that shippers and customers have flexibility in trying to meet the balancing demands.  PG&E also reserves the right to change the limits to ensure pipeline safety and reliability.

Section C.3. sets forth the operating guidelines and analysis
 that will be used by PG&E in calling Customer-specific OFOs.  While the Gas Accord allowed customer-specific OFOs, no implementation details were included.  PG&E reserves the right not to use a customer-specific OFO even if the conditions are such that it appears one would be appropriate.  PG&E will absorb the costs of implementation and no tariffs need to be changed.

Section C.4. increases Tier I Cashout prices in order to realize the goal of creating an economic disincentive for incurring cashout imbalances.  The Gas Accord’s Section II.E.13(d)(iv) set up a system in which the commodity cashout index price would be adjusted according to the range of the monthly imbalance, e.g., for a ± 5% to ± 10% range, the multipliers are 95% and 105%.  The settlement would change the index multipliers to 75% for overdelivery and 125% for underdelivery.  These transactions continue to be recorded in the Balancing Charge Account (BCA).  Tariff Schedule G-Bal would be amended.

Section C.5. addresses the treatment of Core Procurement Group (CPG) imbalances.  Under Gas Accord section II.E.13(g)(iv), PG&E forecasts core procurement and core aggregator customer daily usage so that they are subject to the same balancing and OFO provisions to which others are held, even though they do not have electronic daily metering.  Under the proposed settlement, to lessen the burden of dealing with OFOs in a situation in which there is a two cycle lag in knowledge of actual CPG monthly usage, subsection (c) allows the CPGs to trade Operating imbalances
 with Cumulative imbalances in the same month.  Those operating imbalances that are not traded in a month go into the Operating Imbalance Carryover account, which can be cleared over a 12-month period, in a rolling average fashion, or which can be cleared completely if less than 5,000 Dth.  This lengthened timeframe is meant to mitigate the swing that can occur two months after a balance is actually accrued.  Thus, proposed settlement subsection (e) is different from Gas Accord section IV.J.3, which required an operating imbalance to be cleared the next month, or at most, in two months.  Accounting adjustments are included in the Operating Imbalance Carryover account.  (Subsection (d).)  Tariff Schedule G-Bal would be substantially amended.

Section C.6 clarifies that storage assets will not be added to aid balancing at this time, but that a report describing the cost of adding such assets will be available by the time testimony is due in I.99-07-003.  There is no immediate change in the Gas Accord allocations of storage capacity.  CGC has asked that this section be clarified to indicate that any interested party may receive the report, not just Settlement parties.

Section D.1 details how customers are to be notified of OFOs.  The Gas Accord did not specify notice provisions.

Section D.2 changes the terms of Gas Accord section II.E.13(e)(iii)&(iv).  Under the Gas Accord, penalties for noncompliance during an OFO began at a $1 per Dth for noncompliance during a Stage 1 OFO, which allowed a daily tolerance of plus or minus 25%.  Under the proposed settlement, the Stage 1 penalty is reduced to $0.25 per Dth.  Also under the proposed settlement, a new stage 2 is added with an up to 20% tolerance, with a penalty of $1 per Dth.  Noncompliance charges still range up to $25 per Dth when there is only a 5% tolerance around actual daily usage.  All noncompliance charges are still returned to transportation customers through the BCA.  Tariff Rule 14 would be amended.

Section D.3 implements a monthly Noncompliance Charge Exemption when such charges are less than or equal to $1000.  PG&E reserves the right to withdraw or reduce the exemption if it believes that the exemption is contributing to an increase in OFOs.  There is no exemption possibility under the Gas Accord.

The Joint Motion Requesting Adoption of Settlement of Operational Flow Order Protocol included a request to review and approve the revised schedule G‑Bal, imbalance trading form, and Gas Rule 14.  We find that the revisions reflect the changes agreed to in the settlement.  These are set forth in Attachment 2.

The Legal Standard
 And The Parties’ Contentions

Rule 51.1(e) of the Commission’s Rules of Practice and Procedure provides that the Commission must find a settlement “reasonable in light of the whole record, consistent with the law, and in the public interest” before it may approve a settlement.  Because this is not an all-party settlement subject to the guidance in D.92-12-019, we follow the criteria set forth in Rule 51.1(e), as explained in D.96‑01‑011.

“[W]e consider whether the settlement taken as a whole is in the public interest.  In so doing, we consider individual elements of the settlement in order to determine whether the settlement generally balances the various interests at stake as well as to assure that each element is consistent with our policy objectives and the law.”  (Re Southern California Edison Company, 64 CPUC2d 241, 267, citing D.94‑04‑088.)

The Joint Parties contend that the settlement is in the public interest and reaches a fair compromise at this juncture in the proceeding.  No party opposed the settlement, although TURN requests clarification that it may participate on the same basis as a customer or shipper in the OFO Forum, CGC requests clarification that the report on storage assets cost will be available to all interested parties, and CIG/CMA expresses disappointment with the settlement.  Other active parties in the proceeding neither joined the settlement nor commented.  

A.
Consistent With The Law

It is clear that there have been some alterations and amendments to the Gas Accord, which is, in effect, the law of the case regarding OFOs.  However, as previously stated, pursuant to Pub. Util. Code §1708, notice was given to the parties to the Gas Accord, and no one requested an evidentiary hearing on these changes.  The Commission has the continuing authority to change its previous decisions, on adequate notice, when circumstances and reason support its change of view.  Accordingly, Pub. Util. Code §1708 is no impediment to adopting this settlement.

Pub. Util. Code § 328 is no impediment either.  On August 28, 1998, the California Legislature and the Governor enacted Senate Bill (SB) 1602, creating Section 328 of the Public Utilities Code.  That section expressly allows the Commission to investigate issues associated with the further restructuring of natural gas services, but prohibits the Commission from “enacting” any gas industry restructuring decisions prior to January 1, 2000.  It states that if the Commission determines that further natural gas industry restructuring for core customers
 is in the public interest, the Commission “shall submit its findings and recommendations to the Legislature.”  As of January 1, 2000, Pub. Util. Code § 328 is repealed by virtue of Assembly Bill (AB) 1421, and replaced by a new § 328, as well as new §§ 328.1 and 328.2, setting forth requirements for bundled gas service to the core, among other things.  There is no longer a requirement to report to the Legislature.  

While it is probably true that this decision neither restructures the gas industry in any substantial way nor affects the core prior to January 1, 2000, in the interests of comity, we have sent the draft decision and attached settlement to the Legislature as our submission of findings and recommendations.  Accordingly, we believe that we are free to adopt the settlement consistent with the law.

No other inconsistency with the law has been brought to our attention, and we conclude that there is no other inconsistency with the law.  Therefore, there is no impediment to making these changes if we find them reasonable in light of the whole record, and in the public interest.  (Rule 51.1(e).)

B.
Reasonable In Light Of The Whole Record

We find that this settlement proposal is reasonable in light of the whole record for two reasons.  First, while the settlement is not a global one, a range of parties support it; the Joint Parties represent consumers, shippers, and municipal customers.  It is agreeable to PG&E.  Additionally, no party opposed the settlement, although they were not sufficiently enthusiastic to sign on.  When parties from different viewpoints agree on a solution for a problem, even if only on a time-limited basis, it is an indication that it is a reasonable proposal.  When the parties who choose not to sign on still do not oppose, it is a further indication of the proposal’s reasonableness.

Second, we incorporated the record in R.98-01-011 into this proceeding and we find that the testimony therein supports the reasonableness of this settlement.  Shippers testified concerning the problems encountered with OFOs under the Gas Accord, most significantly the increased cost due to the various changes from the Gas Accord.  (Tr. 696-699 (City of Palo Alto), 711-714 (Calpine), 736 (PanCanadian).)  This testimony showed that the OFOs came as something of a bad surprise to shippers because they had no knowledge of  pipeline “pack”, no knowledge of the volume of gas needed on a particular day, no knowledge of PG&E’s OFO protocol and insufficient warning of an OFO to respond and avoid it.  (TR.  691-692 (Enron), 737 (Calpine).)  The Commission itself stated:

“Next, providing information should allow individual shippers to manage their gas flows more efficiently by understanding system conditions, anticipating changes and reacting accordingly.  With adequate real-time data, market participants may be able to perform their own individual calculation of the likelihood of an Operational Flow Order and take any steps needed to reduce their exposure to penalties that would apply if an OFO is called.  Similarly, information about storage service capacity would enable market participants to assess the availability and reliability of market center (hub) services more accurately.  Increased information would also provide a framework for a more efficient gas services market overall by providing to the market price discovery, and allowing market participants to transact with the utility and other parties with greater confidence.  Ultimately, this knowledge should lead to gas utilities and their customers using their resources more efficiently.” (D.99‑07‑015, slip op. at p. 71.)

In response to the desire for more information, the Proposed Settlement incorporates provisions concerning notice, adopts specific volume bands, and provides for posting of information. 

From the point of view of PG&E, the mechanisms designed to encourage shippers and customers to keep the system in balance were in need of revision.  (Tr. 775-776.)  Some customers were able to arbitrage gas prices, taking advantage of time lags, because the cash out prices paid to PG&E to balance could sometimes be lower than market spot prices.  (Gas Accord Section.II.E.13(d)(iv).)  Consequently, the changes in the proposed settlement addressing monetary disincentives for noncompliance are reasonable attempts to improve this aspect of the OFO process.

We are convinced that the settlement generally balances the various interests at stake.  Thus, we find that the proposed settlement is reasonable in light of the whole record.

C.
In The Public Interest

We find that the range of parties joining this settlement, and the lack of opposition to it, provides some evidence that the settlement is in the public interest.  With the accepted addition of interpretation of two of the settlement terms as requested by TURN and CGC, the public interest is given greater weight.  Thus, we state our understanding of the settlement:  TURN and other active consumer representatives may participate in the OFO Forum, and CGC and any other interested party may receive a copy of any report PG&E creates regarding the cost of allocating more storage assets to balancing.  We note that the Joint Parties represent in their Reply Comments that they have no objection to these interpretations.

However, we have some concerns regarding the protection of the interests of the core under this settlement.  In order to monitor whether there is any disproportionate effect from this settlement on the core, we direct our Energy Division to allow nine months to elapse after the settlement goes into effect, and then to request the appropriate data to discern such a disproportionate effect.  This will be a random check of ten days, not a full nine months of data.
  The purpose of the data request will be to allow the Energy Division to conduct an analysis to see if the core is bearing an undue burden without recompense in the balancing of the PG&E transmission system.  The Energy Division shall report the results to the Commissioner charged with primary responsibility for natural gas matters.  If the analysis reveals that this is the case, we may refer the matter to the OFO Forum, but we reserve the right to open an investigation, on our own motion, to take evidence and to determine an appropriate remedy.

Another consideration in weighing whether the settlement is in the public interest is who bears the costs of implementation of the agreement.  The costs of implementation of the provisions of the settlement agreement are to be borne by PG&E except, possibly, for costs related to recommendations of the Gas OFO Forum.  No rate adjustments will be requested nor will any balancing accounts be established to offset or track the expenditures PG&E absorbs to provide information, revise procedures, or facilitate the trading of imbalances for the CPG. 

However, two settlement terms may impact transportation customers.  Specifically, the reduction in the Stage 1 Noncompliance charge and the exemption for noncompliance charges less than or equal to $1000 in a single month may result in a reduced return to transportation customers through the BCA.

This potential reduced return may be offset by the increased cashout price.  Moreover, the CPG and core aggregators are potentially beneficiaries of the exemption and reduced noncompliance charge.  It is not just noncore shippers that will benefit.  Thus, on balance, we believe that the benefit to the public of these changes outweighs the potential cost to transportation customers of the reduction to or exemption from noncompliance charges.

In sum, we conclude that the settlement and concomitant revisions to the tariffs are consistent with the law, reasonable in light of the whole record, and in the public interest.

Comments On Draft Decision

The ALJ’s draft decision in this matter was mailed to the parties in accordance with Pub. Util. Code § 311(d) and Rule 77.1 of the Rules of Practice and Procedure.  The Joint Parties filed comments on February 7, 2000.  

The Joint Parties did not request substantive changes, but recommended that the draft decision be amended to direct that the Energy Division audit would include an analysis of the impacts of OFO protocols on all customers, both core and noncore, and to remove the possibility that retroactive payments might be required following an investigation.  Joint Parties also requested that the draft decision be clarified to include a specific finding that the draft tariffs attached to the Motion are just, reasonable and in the public interest.  Finally, Joint Parties recommended that a change in the language concerning the relationship between PG&E’s pre-Gas Accord and Gas Accord tariffs.

We have removed the references to the possibility of retroactive payments, but remind the parties that settlement agreements do not constrict the Commission’s statutory authority.  We make the finding and draw the conclusions regarding the tariff changes as requested in order to expedite the post-decision process and clarify  the change between pre-Gas Accord and post‑Gas Accord procedures.

Findings Of Fact

1. 
Under the Gas Accord, approved in D.97-08-055, PG&E changed certain aspects of dealing with situations in which there was an excess or shortfall of gas beyond the tolerance allowed on the system.  Among its options was the use of an OFO.

2. 
In R.98-01-011, shippers and customers complained about the new OFO protocol under the Gas Accord. Their complaints included a need for more storage assets devoted to balancing, a need for more transparency in the forecast methodology and the inventory, and a need for more clarity concerning when an OFO might be called.  They complained that responding to an OFO on short notice could be very costly and that customer-targeted OFOs should be tried.  PG&E employees testified that the cashout price was not effective as a disincentive.

3. 
In D.99-07-015, the Commission noted the testimony in R.98-01-011 that PG&E had called OFOs approximately five times a month since the implementation of the Gas Accord.

4. 
The Commission found that various options were promising avenues to explore in resolving the balancing problems under the Gas Accord.  The Commission particularly emphasized the need for increased information availability to the system users.

5. 
The proposed settlement addresses most of the issues raised in the testimony in R.98-01-011 regarding balancing problems under the Gas Accord.  One provision of the proposed settlement sets up an OFO Forum to continue discussion of other OFO/balancing issues and to monitor the effectiveness of the settlement.  The issues addressed include:  the specific items of information that will be posted daily on the Pipe Ranger web site and updated five times a day; the specific historic data that will be provided; the specific additional data that will be provided on a daily or monthly basis; the quarterly posting of an explanation of every OFO and similar event; the agreement to maintain storage inventory change records; the exact required inventory range for  high and low demand periods; the goal and process for timely notification of an OFO; the guidelines for calling customer-specific OFOs; the new increased cash out prices to discourage imbalances; the new allowance of trading CPG operating imbalances with cumulative imbalances in order to address CPG difficulties in responding to OFOs; the production of a report on the cost of adding storage assets; the diminution of some penalties for noncompliance and the exemption from noncompliance penalties in certain situations.

6. 
The Joint Parties represent a range of interests – consumers, customers, shippers and municipalities, as well as PG&E, the system owner.

7. 
No party to the Gas Accord or to this case requested a hearing on the settlement.  No party opposed the settlement.

8. 
This settlement will not take effect before January 1, 2000.

9. 
Joint Parties have agreed to interpret their settlement so that consumer organizations such as TURN can attend the OFO Forum and any interested party can receive a copy of the report on costs associated with increasing storage allocated to balancing.

10. 
It is unclear whether the proposed settlement will adversely affect the core by necessitating the use of core assets more frequently than previously or causing additional costs to be borne by core customers.

11. 
The costs of implementation will be borne by shareholders in that no new rates or balancing accounts are established, except, possibly, costs related to recommendations of the Gas OFO Forum.

12. 
Reduction in noncompliance charges may be partially offset by increases in cashout prices.  Core procurement groups and aggregators will benefit from reduced noncompliance charges too.

13. 
Settlement Parties attached to the Motion a revised Schedule G-Bal, an imbalance trading form, and revised Gas Rule 14, and requested in their motion that these revisions be reviewed and approved.  No opposition to these tariff revisions has been filed by any party.

Conclusions Of Law 

1. 
The method for dealing with imbalances in PG&E’s gas transmission system under the Gas Accord should be changed.

2. 
No evidentiary hearing is necessary to change the provisions of the Gas Accord that concern balancing the system and sharing information concerning the system and OFOs.

3. 
The proposed settlement and revisions to PG&E’s tariffs are consistent with the law.

4. 
The proposed settlement and revisions to PG&E’s tariff are reasonable in light of the whole record.

5. 
The proposed settlement and revisions to PG&E’s tariff are in the public interest.

6. 
The proposed settlement should be interpreted to allow TURN and other consumer groups to participate in the OFO Forum.

7. 
The proposed settlement should be interpreted to allow CGC and other interested parties to receive the report on the cost of additional storage used for balancing. 

8. 
The Energy Division should monitor the settlement’s effect on the core by requesting and analyzing ten random days of data from the first nine months of the settlement’s term.  

9. 
This order should be effective today, so that the settlement may be implemented expeditiously.

FIRST INTERIM ORDER

IT IS ORDERED that:

1. 
The Joint Motion of Pacific Gas & Electric Company (PG&E); Calpine Corporation; The Utility Reform Network (TURN); Wild Goose Storage Inc.; School Project for Utility Rate Reduction; UtiliCorp Energy Solutions, Inc.; Aglet Consumer Alliance; Suncor Inc.; Office of Ratepayer Advocates; TXU Energy Services; Interstate Gas Services, Inc.; Enron Corp.; Kern River Gas Transmission Company; and the City of Palo Alto, Requesting Adoption of Settlement of Operational Flow Order (OFO) Protocol on PG&E Company’s Gas System, filed on October 22, 1999, and set forth as Attachment 1, is granted.

2. 
The settlement shall be construed to allow TURN and other consumer representatives to attend the OFO Forum.  The settlement shall be construed to allow any interested party to request and receive the PG&E report on the costs of allocating more storage assets to balancing.

3. 
After nine months have elapsed from the effective date of this decision, the Energy Division shall request ten days of appropriate data from PG&E, in order to analyze whether the system is being balanced through inappropriate use of core assets without recompense, and/or whether additional costs are being borne by core customers.

4. 
The Energy Division shall report its findings to the commissioner charged with the primary responsibility for natural gas matters.  

5. 
PG&E shall compliance file the proposed revisions to its currently effective gas tariffs (Attachment 2) within ten days of the effective date of this order.

This order is effective today.

Dated February 17, 2000, at San Francisco, California.

                                    RICHARD A. BILAS

                                  President

                                    HENRY M. DUQUE

                                    JOSIAH L. NEEPER

                                    CARL W. WOOD

                                    LORETTA M. LYNCH

                                                                     Commissioners

Attachment 1

Operational Flow Order (OFO)

Settlement Agreement

Attachment 2

Revisions to Schedule G-Bal,

Imbalance Trading Form,

And Gas Rule 14

� Operational Flow Orders are called on the PG&E gas transmission system when there is an intolerable imbalance between the gas received on the system and the gas delivered from the system.


� Since that time, two further extensions have been granted.


� Although parties in R.98-01-011 expressed a desire for PG&E to devote more storage capacity to its balancing function, a change in storage capacity is not addressed in the proposed settlement.  However, PG&E undertakes to make a report available by the date that testimony is due in the instant case concerning the costs of increased storage.  We agree with CGC that this report should be available to anyone requesting it. 


� Indeed, the Commission, in D.99-07-015, noted that PG&E had called OFOs approximately five times a month since the implementation of the Gas Accord.  (Id. at slip op. p. 32.)  (See also Transcript (Tr.) p. 713, 779.)


� Tr:  840, 1046-48 (both City of Palo Alto).


� These items include storage withdrawal and injection amounts, pipeline inventory change and inventory upper and lower limits, supply and demand data and composite system temperature.


� This data includes, for example,  monthly demand forecast, current month imbalance in storage, daily demand by customer class but with a three-day lag, and line pack.


� This is a complex process involving analysis of the number of out-of-balance entities, the forecast imbalance, and the evolving “Performance Factor” that shows how likely it is that the targeted OFO will provide the relief needed.


� An operating imbalance is the difference between the forecast volume usage and actual volume usage, while the cumulative imbalance is the difference between the nominated volume and the forecast volume.


� We noted in the Investigation that we hoped for an all–party settlement covering all the promising options.  We continue to hope that such a settlement is forthcoming.  Under Rule 51, however, we will consider the partial settlement tendered regarding OFOs.


� Because this settlement affects PG&E’s Core Procurement Group, as well as core aggregators, we interpret this settlement as affecting the core.


� The Energy Division will designate the particular days in a request to PG&E after the nine months has elapsed.
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