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RESOLUTION

Resolution G-3339.  Pacific Gas and Electric Company (PG&E) seeks to recover in core rates the costs related to the utility’s subscription to El Paso Natural Gas Company (El Paso) pipeline capacity, made in compliance with Order Instituting Rulemaking (OIR) 02-06-041, and existing pipeline capacity held by PG&E on Transwestern Pipeline (Transwestern).  

PG&E’s inclusion of these pipeline charges in its core rates is premature.  The utility must return to its core customers the El Paso related costs and unauthorized proportion of its Transwestern expenses it collected in rates. PG&E is to defer placing such expenses in its rates until various ratemaking issues are resolved in Phase II of R. 02-06-041.    

By Advice Letter (AL) 2401-G, filed on July 31, 2002, AL 2405-G, filed on August 29, 2002, AL 2412-G filed on September 30, 2002 and AL 2418-G filed on October 31, 2002.

__________________________________________________________

Summary

This resolution finds that PG&E has prematurely included in its core rates filed in ALs 2401-G, 2405-G, 2412-G and 2418-G costs associated with its subscription to certain El Paso pipeline capacity and existing Transwestern pipeline capacity held by the utility.  PG&E must defer placing these and related costs in its rates until certain ratemaking issues are resolved in Phase II of Rulemaking (R.) 02-06-041. 

PG&E is ordered to return the aforementioned costs it collected from its core ratepayers and is required to establish a balancing account to record the costs it has incurred as well as any future expenditures related to the utility’s acquisition of El Paso pipeline capacity and brokering revenues.  Transwestern pipeline capacity costs and brokering revenues will continue to be treated under PG&E’s Core Procurement Incentive Mechanism (CPIM) and accounted for using currently authorized procedures.  


Disposition of the amounts PG&E accumulates in the El Paso pipeline capacity balancing account as well as the recovery of any Transwestern costs beyond that allowable under the CPIM will be considered in Phase II of R. 02-06-041.  

ALs 2401-G, 2405-G, 2412-G and 2418-G are approved except to the extent that the rates filed in the ALs include costs associated with its subscription to El Paso pipeline capacity and existing Transwestern pipeline capacity held by the utility. 

The protest of the Office of Ratepayer Advocates is granted in part. 
Background

On June 27, 2002, the Commission opened R.02-06-041 in response to a Federal Energy Regulatory Commission (FERC) order authorizing marketers serving California to relinquish (“turn back”) up to 725 million cubic feet per day of firm capacity on the El Paso interstate pipeline.  The OIR was initiated in order to devise rules intended to prevent the loss of a significant portion of this pipeline capacity to customers located outside California.  The principal reason for pursuing this action was to avoid the potentially devastating impacts the state’s consumers may suffer if there is insufficient pipeline capacity to meet demand.

As discussed in the preliminary scoping memo presented in the OIR, the proceeding is to be conducted in two phases. The initial phase would focus on adopting rules mandating certain utilities, including PG&E, to obtain El Paso turned back pipeline capacity not subscribed to by other California replacement shippers. Also under consideration was a proposed rule describing the circumstances under which the Commission would pre-approve the acquisition of the turned back El Paso capacity and find that doing so was just and reasonable.  In the next phase, issues such as the allocation of the costs associated with obtaining the turned back pipeline capacity from the utilities’ customers or needed adjustments to a utility’s core procurement incentive mechanism would be addressed.  Respondents to the rulemaking were Southern California Gas Company, PG&E, San Diego Gas & Electric Company, Southern California Edison and Southwest Gas Company. 

In the Phase I decision, Decision (D.) 02-07-037, issued July 17, 2002, the Commission adopted rules setting forth conditions by which all California natural gas utilities, as well as the state’s largest electric utilities, were to subscribe to turned back capacity on the El Paso interstate pipeline system. 
  An accommodation was also made for recouping expenses associated with the utilities’ holding of any existing pipeline capacity.  The utilities were directed under Ordering Paragraphs 2 and 3 of the decision to abide by the rules and that cost recovery was contingent upon the utilities’ compliance with the approved provisions. 

Among other things specified in D.02-07-037, PG&E is required under Rule B. 2., Subscription to Turned Back Capacity, to obtain turned back El Paso pipeline capacity as follows: 

“Pacific Gas and Electric Company shall sign up for as much El Paso turned back capacity as possible at El Paso’s PG&E-Topock delivery point to the extent that other California replacement shippers do not sign up for the turned back capacity.”  

Reimbursement for PG&E and the other utilities for the pipeline charges is set forth under Rule C., Pre-approval of subscription, as follows:  

“The California utilities’ compliance with the above-mentioned rule (i.e., B. Subscription to Turned Back Capacity) is pre-approved by the Commission and found to be just and reasonable provided that the California utilities acquire turned back capacity at no more than the maximum tariff rate. To the extent that the California utilities comply with the above-mentioned rule, they should be fully compensated in their rates for the costs associated with their subscription to the turned back capacity, as well as for the costs associated with their existing capacity rights on interstate pipelines.” 

D.02-07-037 also identified issues that would be addressed in Phase II of the rulemaking proceeding.  Among the issues to be explored included “cost allocation, capacity releases, and details concerning the guaranteed recovery in rates of the utilities’ costs for subscription to interstate pipeline capacity.”
 

After D.02-07-037 was issued, PG&E filed Advice Letter (AL) 2401-G on July 31, 2002. The AL is generally representative of the routine filings the utility makes monthly to update core gas procurement rates in response to changes in various costs pursuant to D. 97-10-065. 
  As such, the AL contained revisions to core rate schedules G-1, GM, GS, GT, GL-1, GML, GSL, GTL, G-NR1, G-NR2, G-CP, G-NGV1, and G-NGV2.  The utility put the rate schedules in effect on the requested date of August 7, 2002.  

With AL 2401-G, PG&E included in its calculation of core procurement rates: 1) a $7.7 million prepayment for El Paso pipeline capacity costs, amortized over two months, 2) the monthly reservation charges for Transwestern pipeline capacity (approximately $20.8 million on an annualized basis)
, and 3) a $1.1 million credit to reflect expected Transwestern brokering credits for August 2002. This is the first time these costs have been included in PG&E’s monthly core gas procurement advice letter filings. 

The $7.7 million prepayment represents a deposit to establish creditworthiness with El Paso. This deposit will be returned to PG&E, and ultimately ratepayers, once PG&E’s credit rating is restored to “investment grade” or upon the expiration date of the El Paso contracts at the latest. 

PG&E states that it incorporated the cost components highlighted above in core rates under the provisions of D.02-07-037.  With regard to the $7.7 million prepayment for El Paso capacity PG&E indicated that these costs are being placed in core rates  “(p)ursuant to D. 02-07-037 which requires PG&E and other utilities to bid for capacity on the El Paso Natural Gas Company interstate pipeline.”  PG&E indicated that the Transwestern related costs are being included in core rates “(p)ursuant to D.02-07-037 which allows utilities full recovery for costs associated with their existing capacity rights on interstate pipelines (Ordering Paragraph 3).”  

Additionally, the AL included an amended tariff page eliminating the reference to the Transwestern capacity forecast in the gas supply portfolio description in Preliminary Statement, Part C – Gas Accounting Terms and Definitions.  The tariff provision that was deleted signified that PG&E only collected Transwestern reservation charges in core rates to the extent that the pipeline was utilized to meet core demand.  Since PG&E is proposing to recover the entire annual costs of the Transwestern pipeline capacity in its rates, the subject tariff provision would no longer be valid. 

On August 29, 2002, PG&E filed AL 2405-G.  This AL contained the utility’s monthly core rate gas filing for the month of September 2002, effective September 9, 2002.  Costs included in the rates were: a $5 million prepayment to El Paso, amortization of the previous month’s $7.7 million El Paso prepayment and monthly charges associated with Transwestern pipeline capacity.  PG&E again asserted that the provisions of D.02-07-037 allow the utility to include these costs in their rates. 

On September 30, 2002, PG&E filed AL 2412-G.  This AL contained PG&E’s monthly core gas rate filing for the month of October 2002, effective October 7, 2002. Costs included in the rates were monthly charges associated with Transwestern pipeline capacity.  In the AL, the utility stated that there were no El Paso related costs contained in the October rates. PG&E continued to rely upon D. 02-07-037 as authorization for recovering these costs in rates.  

On October 31, 2002, PG&E filed AL 2418-G.  This AL contained PG&E’s monthly core gas rate filing for the month of November 2002, effective November 7, 2002.  Costs included in the rates were monthly charges associated with both Transwestern and El Paso pipeline capacity.  The utility states that these El Paso pipeline capacity costs (approximately $23. 4 million annualized) represent the first instance such costs were included in rates and that this capacity (203,532 MMBtu/d) will be used to serve core customers beginning November 1, 2002.  Additionally, the initial installment of a  $5.8 million prepayment charge to El Paso was amortized in the rates, with the remainder to be placed in rates the following month. PG&E continued to rely upon D. 02-07-037 as authorization for recovering these costs in rates. 

Notice 

Notice of ALs 2401-G, 2405-G 2412-G and 2418-G was made by publication in the Commission’s Daily Calendar.  PG&E states that a copy of the ALs were mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

ALs 2401-G, 2405-G and 2412-G were protested by the Office of Ratepayer Advocates (ORA). The Utility Reform Network (TURN) submitted a reply in support of ORA’s protest.  

ORA filed a protest on August 20, 2002.  ORA objects to PG&E’s inclusion of any costs, including the El Paso prepayment and Transwestern capacity costs, associated with D.02-07-037 in its monthly core procurement filings as proposed in AL 2401-G.  While acknowledging that D.02-07-037 deemed just and reasonable acquisition of El Paso “turned back” capacity, as well as existing capacity rights on interstate pipelines, ORA highlights the decision’s determination that cost allocation and related issues will be dealt with in Phase II of R.02-06-041.  

ORA recommends that PG&E should not include any costs in its core procurement rates associated with subscribed El Paso turned back pipeline capacity and existing Transwestern pipeline capacity unless the Commission specifically authorizes such treatment in Phase II of R.02-06-041. Additionally, ORA recommends that the Commission require PG&E to adjust its Pipeline Demand Charge Balancing Account to reverse the August inclusion of the El Paso and Transwestern cost components in AL 2401-G. 

TURN submitted a reply to ORA’s protest on August 21, 2002.  TURN supports ORA’s contentions and recommendation to remove the El Paso and Transwestern charges from core procurement rates. Additionally, TURN suggests that PG&E be penalized for using the advice letter process for its alleged circumvention of a Commission order.  

PG&E issued a reply to the comments of ORA and TURN on August 27, 2002.  The utility contests the arguments raised by ORA and TURN and asserts that they are entitled to immediate recovery of the disputed costs.  In justification of their position, PG&E says is making a good faith effort to comply with the rules  in D.02-07-037 which finds that subscribing to El Paso turn back capacity and existing pipeline capacity is just and reasonable.  Additionally, the utility states delaying reimbursement will cause it to incur finance charges and possibly create further complications because of its status as a debtor in possession under Chapter 11 of the Bankruptcy Code.  The utility also says that it is proper to assess core customers the pipeline charges since the capacity is being obtained on their behalf and that postponing cost recovery until later will result in inflated bills that core customers will have to contend with in the future. 

ORA filed a protest of AL 2405-G on September 18, 2002 raising similar issues it presented in its protest of AL 2401-G.  Additionally, ORA supports TURN’s contention that the utility be sanctioned.  

PG&E issued a reply to ORA’s protest of AL 2405-G on September 25, 2002 and contests ORA’s position on principally the same reasons it put forth in its previous response. 

ORA filed a protest of AL 2412-G on October 21, 2002 again raising similar arguments presented in its earlier AL protests.  

PG&E issued a reply to ORA’s protest of AL 2412-G on October 28, 2002.  In addition to offering reasons challenging ORA’s views similar to those expressed in its prior responses, PG&E included a declaration executed by its Director of the Gas Procurement Department.  The declaration indicated, among other things, that the utility is making arrangements to transport gas purchased to meet core demand using the El Paso pipeline capacity it acquired.  PG&E says the activity described in the declaration supports its contention that core customers should bear sole responsibility for the reimbursement of the El Paso and Transwestern pipeline charges.  

Discussion

We are considering whether PG&E should be allowed to immediately collect from their core customers costs associated with subscribing to El Paso pipeline capacity as well as annual Transwestern pipeline capacity charges. This issue arises because PG&E factored into its core rates effective August 7, 2002, a $7.7 million prepayment to El Paso and annualized the reservation charges the utility pays for its existing contract for firm pipeline capacity on Transwestern.
  

The parties in this case have disparate views on what the utility is allowed to do under D. 02-07-037.  ORA claims that PG&E is not permitted to include the expenses in its core rates until the utility receives specific authorization to do so and recommends that the AL 2401-G rates be reconciled accordingly through the appropriate balancing accounts.  ORA notes that cost allocation issues and how pipeline charges are to be collected from the utilities’ customers are to be addressed in Phase II of the rulemaking proceeding.  TURN endorses ORA’s protest.  In reply, PG&E says that the immediate inclusion of the costs is permissible under the rules adopted in D. 02-07-037, which they say expressly provide for full cost recovery of both newly subscribed turned back El Paso pipeline capacity as well as existing pipeline capacity. 

We agree with ORA and TURN that cost allocation and related issues will be examined in Phase II of R.02-06-041.  Our intent to review these matters is clearly expressed in the following passages from D. 02-07-037.  

“ We also made clear in our OIR that how costs will be allocated among a particular utility’s customers would have to be decided in Phase II, in light of the limited time we have to issue the proposed rules under the FERC’s timetable. We therefore will not rule on specific allocation issues at this time and will fully address all of the parties’ concerns during Phase II in this proceeding.” 
 

“Therefore, we find that to the extent the California utilities comply with our new rules, they should also be compensated in full by their ratepayers for the costs of their existing capacity rights on interstate pipelines. The details as to how various mechanisms for recovery of these costs (e.g., PG&E’s core procurement  incentive mechanism) or rates should be adjusted to reflect this policy will be addressed in Phase II of this proceeding, where other parties will be able to comment on any necessary adjustments to these mechanisms.” 

While we confirmed our intention to resolve cost allocation issues in Phase II of R.02-06-041, it is useful here to explain what the objective of this inquiry is and what it will entail. The purpose of the cost allocation review is to identify those customers responsible for reimbursing the utility for the relevant pipeline charges and in what proportion as well as determining how the costs should be placed into rates (i.e., either through existing ratemaking procedures or other method).  Undeniably, such elements are necessary for each utility to decide how they should structure their rates in order to recoup the expenses they incur.  Moreover, as we are involved in an unprecedented situation – ordering gas and electric utilities to acquire interstate pipeline capacity, coming to a decision on the allocation of these costs will likely be a contentious affair as parties will offer varying views on who should be assigned cost responsibility. It is, therefore,  critical that all parties be provided an opportunity to fully air their positions.  In light of the fact that such important ratemaking items remain unresolved and given the need for adequate due process, we find that it would be premature for any utility including PG&E to attempt to recover the subject pipeline charges now. 

Furthermore, the question of PG&E’s compliance with the D.02-07-037 rules is not fully answered at this point.  This is an important consideration because complete cost recovery of subscribed turn back El Paso pipeline capacity as well as existing pipeline capacity is contingent upon the extent the utility has satisfied our rules.
  To assist us in ascertaining the level of compliance with our rules, we required each utility to file reports with the Energy Division describing, among other things, the amount of El Paso pipeline capacity they have obtained.
 
  

We note that PG&E issued a report under Rule B.4 of D. 02-07-037 on October 15, 2002 describing its efforts to secure El Paso pipeline capacity.  In its submission, PG&E specified the amount of El Paso pipeline capacity it has obtained and at what rate level. Additionally, the utility claimed that it has fully complied with D. 02-07-037 providing for full cost recovery.  From our preliminary review of this report, it appears that PG&E met the objectives set in D. 02-07-037 regarding El Paso pipeline capacity quantities and pricing terms. 

While we are encouraged by PG&E’s showing, it is our intent to make a final determination of  PG&E’s compliance with our rules in Phase II of R. 02-06-041.  Until we conduct this review, we will not know with certainty that the necessary conditions for reimbursement have been met. However, to the extent that PG&E is in compliance with the appropriate rules in D. 02-07-037, the utility is guaranteed full recovery of these costs. 

Although PG&E recognizes that the Commission will address cost allocation and related matters in Phase II of R.02-06-041, the utility nonetheless believes that the D. 02-07-037 rules authorize immediate recovery of the pipeline charges.  In addition to this legal argument, PG&E offers several other reasons they say justify their position.  Such reasons include the utility’s belief that their core customers are the rightful set of customers to bear the entire pipeline related costs, that any delay in reimbursement may cause the utility to incur and absorb finance costs, and that their ratepayers may experience severe rate fluctuations in their utility bills. Additionally, PG&E is willing to make retroactive rate adjustments if the Commission determines later that the costs should be distributed differently.  As discussed below, we are not persuaded by PG&E’s arguments.   

We disagree with PG&E’s interpretation that the rules we implemented in D. 02-07-037 provide for immediate cost recovery.  In their reply to the protestants, PG&E, in reference to Rule C., Pre-approval of subscription, states that, “(We) reasonably interpreted “full” cost recovery to mean immediate cost recovery.”  From our reading of the rule and ordering paragraphs of the decision, we find that there is nothing implicit in the use of the term “full” or “fully” suggesting that the utilities can commence immediate cost recovery nor did we intend that the rule confer such authority. Taken at its face, the rule simply signifies that the utilities will be completely reimbursed for the pipeline charges if the specified conditions are met. The question of when the utilities may begin to include the costs in their rates is answered following a complete reading of the decision. Upon reviewing the rule within the context of the entire decision, it becomes clear that the ratemaking related matters under consideration in Phase II must be resolved before the utilities can proceed with their cost recovery efforts. 

PG&E also argues that the issue of cost allocation is not particularly relevant in their situation because the pipeline capacity they obtained and plan to acquire is on behalf of their core customers.  The utility reasons that since core customers are the beneficiaries of the additional pipeline capacity, they should pay for the entire amount.
 The utility’s view on this subject is contrary to the position we expressed in D.02-07-037, wherein we said the following: 

“We do clarify here that each utility’s costs associated with acquiring turned back capacity will be recovering in its own customers rates and the allocation between core and noncore customers, and gas and electric operations, may differ by utility depending on the utility’s specific situation.” 

“All of California benefits by preserving the existing interstate pipeline capacity that has historically served California, and, therefore, all California natural gas and electric ratepayers should pay for preserving this capacity” 

It is clear from these passages that the benefits of holding adequate pipeline capacity are widespread and that no customer group is necessarily exempt from being considered responsible for paying for some portion of the pipeline charges. Far from being straightforward as PG&E suggests, there is the distinct possibility that the utility’s noncore and electric customers will share the financial  obligation to reimburse the utility in addition to their core customers. Given that the entire spectrum of PG&E’s customer base, at this point, will most likely bear some cost responsibility, it would be unfair for core customers to pay for and essentially finance the entire amount of the pipeline costs now even if subject to retroactive rate adjustments the utility is willing to make. 

We find that PG&E’s other concerns – that delaying cost recovery will cause the utility to incur unintended finance costs and the possibility of exposing their customers to unusual rate fluctuations, are topics that are more suitable for consideration in Phase II of R.02-06-041.  Since these are issues likely to be common to the other utilities subject to the OIR, it is sensible to review such topics in that setting if PG&E seeks to pursue these matters further.  

In view of the fact that such issues as cost allocation and compliance with our D.02-07-037 rules remain outstanding, we agree with ORA and TURN and find that PG&E has prematurely included in its core procurement rates costs associated with prepayment charges paid to El Paso and Transwestern capacity charges filed in ALs 2401-G,  2405-G, 2412-G and 2418-G.   We therefore direct PG&E to comply with the following conditions: 

1. PG&E shall return to the appropriate core ratepayers the prepayment charges the utility paid to El Paso and unauthorized amounts of Transwestern pipeline capacity charges it included in ALs 2401-G, 2405-G 2412-G and 2418-G, with interest.  

2. The amounts referred to above shall be returned by PG&E to the appropriate core ratepayers through the appropriate balancing account mechanisms, as ORA and TURN suggests. 

3.  PG&E shall refrain from including in its rates any costs related to its efforts to comply with the rules in D.02-07-037 including, but not limited to, prepayment charges, El Paso pipeline capacity charges resulting from the utility’s participation in the turn back process or from privately negotiated arrangements as well as charges from holding existing pipeline capacity the utility is not currently authorized to place in to rates, until further order of the Commission. 

4. PG&E shall establish a balancing account to track the costs associated with subscribing to El Paso pipeline capacity, including the amounts returned to ratepayers as a result of this resolution.  The utility is prohibited from placing the costs recorded in the account in their rates until further order of the Commission.  PG&E should also record interest it incurs which is potentially recoverable under the rules in D.02-07-37. 

With regard to the structure of the balancing account, it may be instructive for PG&E to review SoCalGas AL 3187, filed September 9, 2002 and allowed to go into effect October 19, 2002.  In this AL,  SoCalGas seeks permission to establish the “El Paso Turned-Back Capacity Balancing Account” to record with interest the subscription, retention and disposition of El Paso turn back capacity as well as the proceeds realized from the release of El Paso turn back capacity to another party.  

PG&E is to continue to track costs associated with its holding of Transwestern capacity using currently authorized procedures. 

5. PG&E shall amend its Preliminary Statement, Part C- Gas Accounting Terms and Definitions to restore the tariff language in effect prior to the filing of AL 2401-G. 

6. PG&E shall continue to treat Transwestern pipeline charges and brokering revenues under the procedures currently authorized in its CPIM.  

The action we take here does not predispose us to take any particular action on the subject of this resolution in the future nor prejudice our view on whether PG&E is entitled to eventually recover the costs ordered to be refunded here or to place similar costs in its rates.  Furthermore, our approval of the ALs excluding the El Paso and Transwestern pipeline charges is not a determination that any other aspects of the filings are necessarily just or reasonable. 

We find that PG&E’s actions does not warrant the penalty that TURN recommends in their reply to ORA’s protest and that ORA subsequently supported in its protest to AL 2405-G and 2412-G.  However, we will consider levying PG&E penalties in the event the refund ordered by this resolution is not completed in a timely fashion. 

Comments

Public Utilities Code section 311(g)(1) provides that this resolution must be served on all parties and subject to at least 30 days public review and comment prior to a vote of the Commission.  Section 311(g)(2) provides that this 30-day period may be reduced or waived upon the stipulation of all parties in the proceeding.  

The 30-day comment period for the draft of this resolution was neither waived or reduced.  Accordingly, this draft resolution was mailed to parties for comments, and will be placed on the Commission's agenda no earlier than 30 days from today. 

Comments were filed by PG&E on October 10, 2002. 

PG&E disagrees with the draft resolution’s conclusion that the utility cannot begin cost recovery of the pertinent pipeline charges until the cost allocation phase is completed and that it must refund the pipeline charges it has collected from its ratepayers.  The utility believes it is unfair to deny it the ability to immediately recover from its core customers the costs it incurs complying with the requirements of D.02-07-037 and that the Commission, nevertheless, retains the authority to reallocate these costs differently following the completion of Phase II of the rulemaking proceeding. 

Upon consideration of PG&E’s arguments, we maintain that PG&E cannot begin to recover the pipeline charges now.  Our position is grounded on the provisions in D. 02-07-037 indicating that PG&E and the other utilities must wait to commence cost recovery until cost allocation and other ratemaking related issues are resolved in Phase II of R. 02-06-041.  Similarly, while the utility has shown that it has made a good faith effort to obtain the requisite amount of El Paso pipeline capacity, consideration of the utility’s compliance with the D. 02-07-037 rules will also be conducted in the next phase of the rulemaking.  

Further, we disagree with PG&E’s characterization of the rulemaking proceeding’s two-step process as unfair or will result in excessive delay.  Instead, it is a rational approach given the Commission’s need to quickly react to FERC ‘s order and to direct the utilities to subscribe to El Paso interstate pipeline capacity.  One key advantage of this multi-phase process is that it will provide us with the time necessary to thoughtfully consider how cost responsibility for the pipeline charges should be assigned to the utilities’ customer classes. 

Findings

1. PG&E filed AL 2401-G on July 31, 2002, seeking, among other things, to include in its core rate schedules prepayment charges it paid El Paso and Transwestern pipeline capacity costs.  

2. PG&E filed AL 2405-G on August 29, 2002 seeking , among other things, to include in its core rate schedules prepayment charges it paid El Paso and Transwestern pipeline capacity costs. 

3. PG&E filed AL 2412-G on September 30, 2002 seeking, among other things, to include in its core rate schedules annualized Transwestern pipeline capacity costs. 

4. PG&E filed AL 2418-G on October 31, 2002, seeking, among other things, to include in its core rates prepayment charges it paid El Paso and Transwestern and El Paso pipeline capacity charges. 

5. ORA filed a protest to AL 2401-G on August 20, 2002 recommending that PG&E adjust its rates to return the El Paso and Transwestern pipeline capacity costs.   

6. TURN filed a reply to ORA’s protest on August 21, 2002 endorsing ORA’s protest and recommending that PG&E be penalized for placing the contested amounts in rates. 

7. PG&E filed a reply to ORA’s protest of AL 2401-G on August 27, 2002 challenging ORA’s recommendation. 

8. ORA filed a protest to AL 2405-G on September 18, 2002 recommending that PG&E adjust its rates to return the El Paso and Transwestern pipeline capacity costs.  

9. PG&E filed a reply to ORA’s protest of AL 2405-G on September 25, 2002 challenging ORA’s recommendation.

10. ORA filed a protest to AL 2412-G on October 21, 2002 recommending that PG&E adjust its rates to return the El Paso and Transwestern pipeline capacity costs.  

11. PG&E filed a reply to ORA’s protest of AL 2412-G on October 28, 2002 challenging ORA’s recommendation.

12. The allocation of costs associated with obtaining El Paso turn back pipeline capacity and existing pipeline capacity will be addressed in Phase II of R.02-06-041. 

13. PG&E is guaranteed full recovery of its costs associated with subscribing to El Paso turn back capacity and existing pipeline capacity to the extent they comply with the specified conditions in Rule C., Pre-approval of subscription, in D.02-07-037. 

14. PG&E issued a report on October 15, 2002 describing the utility’s subscription of El Paso pipeline capacity which included the utility’s claim that its has met the rules in D. 02-07-037 providing for full cost recovery.

15. PG&E’s October 15, 2002 report shows that the utility has apparently met the El Paso pipeline capacity and price objectives set in D. 02-07-037. 

16. The Commission will consider the extent of PG&E’s compliance with the D. 02-07-037 rules in Phase II of R. 02-06-041.  
17. Eventual recovery by PG&E of the El Paso and Transwestern pipeline related costs collected in rates filed in ALs 2410-G, 2405-G, 2412-G and 2418-G and refunded to ratepayers will be considered in Phase II of R. 02-06-041.
Therefore it is ordered that:

1. PG&E ALs 2401-G, 2405-G, 2412-G and 2418-G are approved except to the extent that the rates filed in the ALs included prepayment charges levied by El Paso, unauthorized Transwestern pipeline capacity charges, and modified the gas supply portfolio description in Preliminary Statement, Part C – Gas Accounting Terms and Definitions.
2. PG&E shall refund to its core ratepayers all El Paso prepayment chargesand the unauthorized portion of its Transwestern pipeline reservation charges the utility collected through the rates filed in ALs 2401-G, 2405-G, 2412-G and 2418-G.  PG&E shall return these costs with interest via the appropriate balancing accounts as soon as practical.  Interest shall accrue until the refund has been completed and shall be calculated using the determinants the utility is currently authorized to use to compute interest for its gas balancing accounts.  

3. PG&E shall file an advice letter within 10 days of the effective date of this resolution to amend Preliminary Statement, Part C – Gas Accounting Terms and Definitions to restore the tariff language the was in effect prior to the filing of AL 2401-G. The advice letter will be effective today, subject to review by the Energy Division.

4.  PG&E shall file an advice letter within 10 days of the effective date of this resolution to establish a balancing account to track the expenses, including finance costs, the utility has incurred in subscribing to El Paso turn back pipeline capacity and El Paso pipeline capacity acquired by any other means as well as brokering revenues.  The advice letter is to be effective today, subject to review by the Energy Division. 

5. PG&E shall refrain from including in its rates any costs associated with subscribing to El Paso pipeline capacity including prepayment charges and the  unauthorized portion of Transwestern pipeline capacity expenses until further order of the Commission.  

6. The protests of ORA are granted except with regard to assessing PG&E  penalties.

7. PG&E shall continue to treat Transwestern pipeline charges and brokering revenues under the procedures currently authorized in its CPIM and account for these costs using currently authorized procedures.    

8. PG&E shall file a report with the Energy Division within 10 days of its  compliance with Ordering Paragraph 2 showing the amount of the subject costs and interest returned to ratepayers, which balancing account(s) the subject costs and interest was recorded to and how these adjustments were reflected in the utility’s rates. 

This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on December 5, 2002; the following Commissioners voting favorably thereon:







 _____________________









 WESLEY M. FRANKLIN







 

       Executive Director

� To illustrate the potential for harm, R. 02-06-041 discussed the interplay between available pipeline capacity serving California and dramatic increase in the price of gas during the winter of 2000/2001.  


� In addition to PG&E, the other utilities subject to the D.02-07-037 rules are Southern California Gas Company, San Diego Gas & Electric Company, Southwest Gas Company, and Southern California Edison.  


� D. 02-07-037, pp. 1-2, mimeo. 


� On August 19, 2002, an Administrative Law Judge’s Ruling was issued in R.02-06-041 setting a prehearing conference (PHC) for September 10, 2002 and ordering the parties to meet and confer concerning Phase II of the proceeding.   


� D.97-10-065, authorized PG&E to revise its core rate schedules monthly to reflect changes in various procurement related costs, including interstate capacity charges as specified in D. 97-05-093. PG&E was ordered to update these costs through advice letter filings to become effective on the fifth business day of the month. D.98-07-25, authorized PG&E to put into effect the monthly core procurement rates on the first day of the month when transportation rates for core customers are to change the first day of the month. 


� D.95-12-046, PG&E was denied recovering of all Transwestern subscription costs incurred in 1993 and subsequent years unless it established in a reasonableness filing that the benefits directly attributable to the subscription outweighed the requested cost recovery.  Under the Core Procurement Incentive Mechanism authorized in D.97-08-055, PG&E is allowed to include Transwestern reservation charges as a gas cost under defined conditions.     


� PG&E is  obligated to pay El Paso prepayment charges to meet creditworthiness standards contained in tariffs on file with FERC.   


� D.02-07-037, p. 20 mimeo.


� Ibid, p. 19 mimeo. 


� See Ordering Paragraphs 2 and 3 and Rule C., Pre-approval of subscription, in D.02-07-037.  


� See Rule B.4., Subscription to Turned Back Capacity in D. 02-07-037. 


� We note that in the “Prehearing Conference Statement of Southern California Edison Company (U338-E), Pacific Gas and Electric Company (U39G), and Southwest Gas Company (U905G)” submitted in R.02-06-041 and filed September 6, 2002, PG&E and the other signatories propose to file their reports to the Energy Division on November 15, 2002. 


� A demonstration of PG&E’s intent to use El Paso pipeline capacity for core demand  is provided by the declaration appended to its October 28, 2002 reply to ORA’s protest, as discussed previously.   


� D. 02-07-037, p. 20, mimeo. 


� D.02-07-037, Conclusion of Law 5, p. 25 mimeo. 
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