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RESOLUTION

Resolution G-3293. Sempra Energy, on behalf of Southern California Gas Company (SoCalGas), requests a deviation from the two-year contract term specified by Special Condition 4 of Tariff Rate Schedule G-CS for two core subscription service customers.  SoCalGas’ request is denied without prejudice.

By Advice Letters 2924 and 2925 filed on June 1, 2000.

By Advice Letters 2924-A and 2925-A filed on July 6, 2000. 

__________________________________________________________

Summary

This resolution denies SoCalGas requests by Advice Letters (AL) 2924-A and 2925-A to deviate from the two-year contract term specified by Special Condition 4 of the core subscription tariff, G-CS, for two core subscription customers.  SoCalGas has not provided adequate justification to warrant a deviation from Special Condition 4. 

In AL 2924 and AL 2925, SoCalGas requested that two core subscription customers be allowed to leave the core subscription rate schedule prior to the required two-year term.  The customers wished to switch to different rate schedules and purchase gas supply from an alternative supplier.

The Utility Reform Network (TURN) protests that the requests in ALs 2924 and 2925 involve preferential treatment by SoCalGas on behalf of the two customers and may result in cost-shifting to other core customers of the Interstate Transition Cost Surcharge (ITCS).  TURN also states a concern that Special Condition 4 would become informally modified by individual deviation requests.  TURN requests that the Commission require SoCalGas to provide further information and justification to support its request for the deviation for the two customers and respond with additional data regarding its core subscription program.  Without this information, TURN recommends that the Commission reject SoCalGas’ request in ALs 2924 and 2925.

SoCalGas filed 2924-A and 2925-A,  modifying its request in response to TURN’s protest.  In AL 2924-A and AL 2925-A, SoCalGas requested that the two customers be allowed to switch to alternative core rate schedules.   Alternatively, if the customers choose a noncore rate schedule, the customers would be required to pay the reservation charges remaining for the contract term.

SoCalGas has failed to provide adequate reasons to justify why these customers should be allowed to leave the core subscription rate schedule.

Background

SoCalGas filed Advice Letters 2924 and 2925 to request authority for two customers, AAA Glass by AL 2924 and HF Coors Company by AL 2925 to deviate from the two-year time commitment specified by Special Condition 4 of the core subscription tariff, G-CS.  Currently, the contract expiration dates are August 1, 2001 for HF Coors and February 2, 2002 for AAA Glass.  SoCalGas states that the request was made so that AAA Glass and HF Coors could take service under another rate schedule allowing them to procure natural gas supplies from a third party provider or marketer.

TURN protested SoCalGas’ Advice Letters 2924 and 2925 on June 21, 2000 on the basis that the requests were not accompanied by sufficient data and justification to allow a deviation from Special Condition 4 of G-CS for the two customers, unduly discriminating against core subscription customers that are subject to the time commitment required by G-CS.  TURN also protests that SoCalGas does not address how it intends to treat similar requests by other core subscription customers.  TURN is concerned that allowing the deviations without clear and certain reason may result in an “end run” around Special Condition 4.  TURN is also concerned about cost shifting impacts on the core allocation of the Interstate Transition Cost Surcharge (ITCS).  

SoCalGas’ responded to TURN’s protest on June 28, 2000 and filed supplemental Advice Letters 2924-A and 2925-A on July 7, 2000 recognizing the points made in TURN’s protest regarding the ITCS obligation and future treatment of the two-year requirement of G-CS.  In its response to TURN’s protest, SoCalGas requests similar treatment to a prior request, Advice No. 2521, in which the customer was released from G-CS service upon paying a fixed  reservation charge on its remaining contract term.  SoCalGas amended its request in ALs 2924-A and 2925-A to indicate that the customers would enter service under core rate schedules upon termination of their G-CS contracts, and pay the same amount of interstate pipeline demand costs under G-CS.  Addressing the second part of TURN’s protest, SoCalGas clarifies that it would extend the same deviation to any G-CS customer with the provision that the customer pays for remaining reservation charges under its G-CS contract.  Finally, SoCalGas states that it “does not anticipate many, if any, of the approximately 130 remaining G-CS customers requesting early termination of their contracts.”

Core subscription service was established in D.90-07-065, to make available procurement and transportation services to noncore customers who wished to procure gas supplies at a high level of transportation priority from the utility.   Customers taking service under core subscription service were committed to two-year contracts with take-or-pay provisions.

The certainty of the customer’s commitment provided by the contract term is not only a key element in the purpose of providing core subscription service, but impacts financial and operational planning of the utility.  D.90-09-089 states the following regarding the contractual obligation:

“The service was intended to provide a reliable, premium service for customers who do not want competitive options and who are willing to make a commitment to the service.

We stated our view that core subscription should be a service for customers willing to make a commitment to the utility in trade for a reliable service that will require little or no effort on the customer’s part.  The customer’s commitment would in turn reduce utility risk and improve operational and financial planning.

D.90-07-065 also stated that the purpose of the core subscription service would not be to provide noncore customers with access to utility gas supplies when they happen to be priced comparatively low, or a means to increase utility loads.  The purpose of the core subscription service would not be to provide customers with yet another competitive option on a short-term basis.”

Impacts on the core ITCS as a result of the core subscription program were well- considered in D.91-11-025, which set recovery of the ITCS.   A volumetric charge is designed to recover stranded costs from interstate pipeline capacity.  The core class has a cost responsibility of up to 110% of its core reservation.   D.91-11-025 identified Utility Distribution Company (UDC) planning considerations for core subscription service as a potential cause of stranded capacity, stating, “Stranded capacity could also occur as a result of the reservation of transportation capacity for core subscription customers… Stranded costs could occur if demand for the core subscription service declines in subsequent years or if the utilities are unable to broker excess core subscription capacity in off-peak periods.”

Notice 

Notice of AL’s 2924, 2924-A, 2925, and 2925-A was made by publication in the Commission’s Daily Calendar.  SoCalGas states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

Advice Letters 2924 and 2925 were protested by The Utility Reform Network (TURN) on June 21, 2000.  

SoCalGas responded to the protests of TURN on June 28, 2000.

TURN recommends that the Commission not grant SoCalGas’ request without requiring further information to justify a deviation for AAA Glass and HF Coors.  TURN also recommends that SoCalGas should be required to provide additional data related to the request: data for all core subscription contracts, an explanation of how SoCalGas will treat future customer requests for deviations, and an analysis of the impact of core subscription customers on the total amount of core ITCS cost responsibility.  Without meeting the above requests for further information, TURN recommends that the Commission reject the requests in Advice Letter 2924 and 2925 as filed.

TURN protests granting the deviation from Special Condition 4 of G-CS for the two individual customers without sufficient reason other than to allow AAA Glass and HF Coors the option of an alternative gas provider.  TURN expresses concern that SoCalGas has not provided adequate data or justification for allowing the deviation for the two customers, or specified whether SoCalGas will extend similar treatment to other G-CS customers.  Without sufficient rationale for the requested deviation, SoCalGas would appear to be extending preferential treatment to two customers from a tariff provision other G-CS customers are subject to.  Moreover, TURN is concerned that allowing the deviations for the two customers without clear and certain reason may set a poor precedent for other G-CS customers seeking similar treatment.   Besides potentially resulting in the effective bypass of the contract term obligation without adequate justification, such actions could informally amend the tariff provision in Special Condition 4.

 TURN points out that the reason offered by SoCalGas in ALs 2924 and 2925 to allow competitive procurement of gas by a third party, contradicts the intent of core subscription service, described in D.90-09-089 as a “reliable, premium service for noncore customers that do not seek competitive alternatives.”  

TURN also disputes SoCalGas’ statement that the filing will not increase any tariff rate or charge, and is concerned that potential ITCS cost shifting to core rates may occur with customers leaving the G-CS rate.

In its response to TURN’s protest, SoCalGas cites AL 2521 filed September 9, 1996
, which authorized a prior request for early termination under G-CS for a noncore customer who opted to pay the remaining reservation charges on its contract.
  SoCalGas states it requests similar treatment in ALs 2924-A and 2925-A, proposing that the customers be allowed to terminate their G-CS contracts and take service under core rate schedules, and be held responsible for unpaid reservation charges should either customer elect noncore service.  SoCalGas believes its proposal addresses TURN’s concerns regarding the shifting of ITCS costs to other core customers. 

SoCalGas’ indicates in response to TURN’s concerns regarding preferential treatment, that it is willing to make the same request for any G-CS customer who wishes the same treatment.  SoCalGas adds that it does not anticipate “many, if any, of the approximately 130 remaining G-CS customers” will request release from their contractual obligations.

There were no protests filed against ALs 2924-A or 2925-A.

Discussion

It is clear from D.90-09-089 and D.90-07-065 that the fulfillment of the noncore customer’s contract commitment in taking service on G-CS is not only a reasonable trade-off for the high level of priority and the convenience that customers receive under core subscription service, but also impacts the utility’s financial and operational planning.  The contractual obligation provides the utility an amount of certainty of planned load under the service in maintaining these functions.  D.91-11-025 expanded on this point, discussing how core subscription load may affect stranded interstate capacity costs. 

AAA Glass and HF Coors entered into contracts with the knowledge they were accepting the contract term requirements in exchange for the core subscription service they expected to receive.  The rationale provided by SoCalGas for allowing a deviation from the two-year term in its initial request in 2924 and 2925, that the customers may procure natural gas suppliers from a third party provider or marketer, is clearly inconsistent with the point of core subscription service, stated in D.90-09-089 by the following:  “D.90-07-065 also stated that the purpose of the core subscription service would not be to provide noncore customers with access to utility gas supplies when they happen to be priced comparatively low, or a means to increase utility loads.  The purpose of the core subscription service would not be to provide customers with yet another competitive option on a short-term basis.”
  SoCalGas provided no other justification for allowing these customers to leave the core subscription rate schedule.

In ALs 2924-A , 2925-A, and its response to TURN’s protest, SoCalGas has proposed measures to address concerns raised by TURN regarding cost shifting impacts and discriminatory implications of allowing two customers the deviation requested by these advice letters.   SoCalGas indicates in its amended request  that AAA Glass and HF Coors would pay reservation charges embedded in the new core rate schedules that would be equivalent to the pipeline-related reservation charges they would have paid under G-CS.   SoCalGas would ensure that core ratepayers are made whole by requiring that AAA Glass and HF Coors be made responsible for the costs associated with the core ITCS and the reservation charges under G-CS in the event of a deviation.   SoCalGas, however,  has not provided any rationale for an early termination of a short contractual obligation for two customers, one of whom signed their current G-CS contract less than six months before requesting to terminate the contract. 

In ALs 2924-A and 2925-A, SoCalGas did not specify the core rate schedules to which the customers would switch.  In response to Energy Division data requests, SoCalGas indicated that AAA Glass would switch to Schedule GT-10, core aggregation transportation service for core commercial and  industrial customers, and HF Coors would switch to Schedule GN-10, bundled core service for small commercial and industrial customers.  Apparently, HF Coors is no longer interested in obtaining gas from an alternate gas supplier, but still wants to switch schedules.  This justification (obtaining gas from an alternative gas supplier) is no longer stated in AL’s 2924-A or 2925-A.

SoCalGas first indicates that the customers would take service under other core rate schedules if allowed to switch from Schedule G-CS.  SoCalGas then states that if the customers chose to take service under noncore rate schedules, the customers would be required to pay the full remaining reservation charges.  SoCalGas does not specify that the customers would be required to continue contributing to recovery of core ITCS costs for the remainder of their contract term.  SoCalGas also does not specify how the remaining reservation charges would be calculated.

SoCalGas cites in its response to TURN’s protest, a prior request in AL 2521 where a deviation was granted and requests the Commission grant equivalent treatment.  The customer involved in AL 2521 agreed to pay the fixed reservation charge on its remaining contract as part of the arrangement in order to terminate the contract.  As SoCalGas acknowledges, the reservation is no longer a fixed charge.  Interstate reservation costs are currently recovered by a volumetric charge.  In addition, it does not appear that the customer was required to continue a contribution to recovery of core ITCS costs.  This distinguishes the situation in AL 2521 from that which we review by ALs 2924-A and 2925-A. 

Energy Division sent SoCalGas several data requests to try to gather from the utility adequate justification to authorize the requested deviation.  It’s possible that changes to the G-CS rate resulting from the recent Biennial Cost Allocation Proceeding (BCAP) implementation may have had an economic impact on the customers’ decision to choose a preferential service to G-CS.   The applicable customer charge on rate schedule G-CS was partly based on the customer’s level of usage before the 1999 BCAP.  When the 1999 BCAP became effective, the customer charge was applied without differentiating for usage levels.  In addition, prior to the effective date of the 1999 BCAP rates, June 1, 2000, the reservation charge was stated as a fixed monthly charge.  Under the new rates, the reservation charge is stated as strictly a volumetric charge.  These changes in the core subscription tariff may have an economic impact on these customers.  In any case, this does not constitute a reasonable basis by which to grant SoCalGas’ request without further justification.                

In addition, now that the customers would have to pay for core reservation charges and possibly core ITCS charges as provided by ALs 2924-A and 2925-A, the customers do not appear ready to give up the reliability of core service.

SoCalGas addressed TURN’s protest regarding discriminatory behavior by proposing to extend similar treatment to that offered to AAA Glass and HF Coors to any G-CS customer seeking a deviation.  Again, this proposal does not provide the justification needed to grant a deviation from a tariff provision.   Rather than requiring the adequate information and justification needed to authorize a deviation from a tariff for two customers, SoCalGas would grant a deviation to any G-CS customer without clear justification.   Although the likelihood is not high that such a policy would be exercised by SoCalGas as to invalidate Special Condition 4 of G-CS by piecemeal treatment, we should not put at risk the formal review process required to modify a tariff.

SoCalGas has given insufficient rationale by Advice Letters 2924 and 2925, and in its subsequent supplemental advice letters 2924-A and 2925-A to warrant a deviation from a provision that is a fundamental basis of contractual agreements under the core subscription tariff. We should deny SoCalGas’ request in the above-mentioned advice letters.   SoCalGas should include in any further submissions regarding the requested deviations: 1) a clear statement of justification for the requested deviations, 2) a calculation of the reservation charges remaining on each customers’ G-CS contracts that the customers would be responsible for if granted the deviations, and 3)  a calculation of the remaining core ITCS  charges that the customers would pay should they elect noncore service at any point during the time frame they would have taken service under G-CS . 
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.  The draft of this resolution was mailed to SoCalGas on ________.  Comments were received from SoCalGas on _________.  

Findings

1. SoCalGas filed Advice Letters 2924 and 2925 to request authority for customers, AAA Glass and HF Coors Company, respectively,  to deviate from the two-year contract term specified by Special Condition 4 of the core subscription tariff, G-CS.  SoCalGas states that the request was made so that AAA Glass and HF Coors could take service under another rate schedule allowing them to procure natural gas supplies from a third party provider or marketer.

2. TURN protested Advice Letters 2924 and 2925 on June 21, 2000 on the basis that advice letters provided little information and justification to warrant a deviation, constituting preferential treatment for the two customers by SoCalGas.   TURN states that granting the deviations without “a minimum amount of data and justification” may have impacts which increase the core cost allocation of the ITCS and effectively bypass the tariff provision stated by Special Condition 4.

3. TURN requests that SoCalGas be required to submit additional information regarding how it plans to treat future requests from other customers to deviate from Special Condition 4, and potential impacts to ITCS from the core subscription customers.

4. SoCalGas’ responded to TURN’s protest on June 28, 2000 and filed supplemental Advice Letters 2924-A and 2925-A on July 7, 2000 to address TURN’s concerns regarding the ITCS obligation and future treatment of the two year requirement of G-CS.  The supplemental advice letters indicate that the customers would enter service under alternative core rate schedules, under which the customers would be subject to similar reservation and ITCS charges had they remained under G-CS. In its response to TURN’s protest, SoCalGas states that it would extend the same deviation to any G-CS customer with the provision that the customer pays for remaining reservation charges under its G-CS contract.

5. In ALs 2924-A and 2925-A, SoCalGas did not specify that the customers would be required to continue contributing to recovery of core ITCS costs, if the customers chose a noncore rate schedule.

6. In AL s 2924-A and 2925-A, SoCalGas no longer states the choice of an alternative gas supplier as justification for a deviation from Special Condition 4.

7. Core subscription service established in D.90-07-065 provides eligible noncore customers procurement and transportation services for those customers who wish to procure gas supplies at a high level of transportation priority from the utility.  The customer’s commitment on core subscription service includes a two-year contract commitment.

8. D.90-09-089 discussed the two-year commitment as an integral provision of core subscription service, the time commitment being a reasonable trade-off for premium reliable service provided by the utility.  In addition to effects on the UDC’s operational and financial planning, the two-year commitment has potential impacts on the level of ITCS, as described in D.90-07-065.

9. SoCalGas has not offered a reasonable rationale for a deviation from the two year contract term specified by Special Condition 4 for AAA Glass or HF Coors.

10. SoCalGas’ request Advice Letters 2924-A and 2925-A should be denied.

Therefore it is ordered that:

1. SoCalGas’ request for a deviation from Special Condition 4 of Schedule G-CS for AAA Glass and HF Coors is denied without prejudice.

2. TURN’s request is granted to the extent that SoCalGas’s request for a deviation from Special Condition 4 of Schedule G-CS is denied without prejudice.
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 September 21, 2000; the following Commissioners voting favorably thereon:









 _____________________









 WESLEY M. FRANKLIN







 

       Executive Director

� D.90-09-089, p.68, slip opinion.


� D.91-11-025, p.14, slip opinion.


� SoCalGas AL 2521 became effective October 30, 1996 and did not require a resolution.


� The G-CS “reservation charge” is a separate charge from the ITCS surcharge.  Prior to June 1, 2000 the reservation charge was a fixed monthly charge.  After June 1, 2000 the reservation charge is a volumetric charge.  The reservation charge is intended to recover the current interstate demand charge associated with a core subscription customer’s load.


� D.91-11-025, p.14, slip opinion.
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