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Summary

By this order, we institute an investigation into the gas procurement ratemaking practices of San Diego Gas & Electric Company (SDG&E).  Because of various changes in the gas marketplace, SDG&E’s ratemaking associated with gas procurement for its core and noncore customers must be revised.

SDG&E procures gas for noncore customers who choose such service from the utility in addition to procuring gas for its core customers.  In compliance with Decision (D.) 96-05-071 and D.97-07-061, SDG&E files monthly advice letters for approval of its gas procurement rates for core and noncore customers.  Recently, the Office of Ratepayer Advocates (ORA) began to protest SDG&E’s monthly filings.  Specifically, ORA protested Advice Letter (AL) 1184‑G on February 24, 2000, AL 1188-G on March 27, 2000, AL 1195-G on April 26, 2000, AL 1197-G on May 24, 2000, AL 1201-G on June 26, 2000, and AL 1206-G on July 24, 2000, respectively.

ORA is concerned that the implementation of the Commission-approved methodology under current market conditions results in inequitable allocation of costs between the core and the noncore through unfair subsidization of noncore customer rates by the core.  As discussed below, we find ORA’s concerns to be justified.  We will consider issues related to the methodology for calculating procurement rates for SDG&E’s core and noncore customers in this investigation, including the issues raised in AL 1184-G, AL 1188-G, AL 1195-G, AL 1197-G, AL 1201‑G, and AL 1206-G and the protests thereto.  We also order SDG&E to set up a tracking account within its Purchased Gas Account to track the costs of procurement of gas on behalf of the core and the noncore pending determination of the appropriate methodology for calculation of core and noncore procurement rates. 

Background

In its monthly procurement advice letter filings, SDG&E calculates a total commodity weighted average cost of gas (WACOG) to develop its core and noncore procurement rates.  The WACOG incorporates an estimate of all gas supplies purchased by SDG&E, including border purchases and mainline purchases using firm interstate pipeline capacity. 

D.91-11-025, and D.92-07-025, issued in the “Capacity Brokering Proceeding” (Rulemaking (R.) 88-08-018), ordered SDG&E to include the cost of core interstate pipeline capacity reservations in core rates and to include the cost of interstate pipeline capacity needed to serve noncore customers in noncore rates.  Resolution (Res.) G-3022 (December 16, 1992), accordingly ordered SDG&E to establish Schedule GPIN -- Interstate Demand Charges for Noncore Utility Procurement Customers – applicable to noncore customers who received procurement service from SDG&E under Schedule GPNC and the applicable intrastate transmission-only service.  The Schedule GPIN rates reflected payment for interstate pipeline transportation charges incurred by the utility for acquiring interstate pipeline capacity on behalf of noncore procurement customers.
  

SDG&E filed a petition to modify D.92-07-025, D.91-11-025, and Res. G‑3022 on February 5, 1993, seeking a change in the treatment of pipeline demand charge allocations between core and noncore classes.  In that petition SDG&E stated that the cost allocation adopted in Res. 3022 could inadvertently permit cross-subsidies between core and noncore classes.  In D.93-03-024 (slip op., p. 2), the Commission modified Res. G-3022 and further clarified its intent by stating, “It was the Commission’s intent in D.92-07-025 and D.91-11-025 that each customer class pay pipeline demand charges according to the actual use of firm interstate capacity.”  The Commission ordered SDG&E to file a compliance filing which set forth a method for allocating demand charges as described in Appendix A, D.93-03-024.  Appendix A, which incorporated SDG&E’s proposal, described a method whereby SDG&E would reserve interstate pipeline capacity for all its utility procurement customers and manage its pipeline demand charge (PDC) portfolio in the same manner as SDG&E managed its single gas commodity portfolio.   

The above methodology was applied from March 1993 through the implementation of SDG&E AL 959-G-A, dated May 31, 1995.  This advice letter addressed aspects of the 1994 Biennial Cost Allocation Proceeding (BCAP) for Southern California Gas Company (SoCalGas) and SDG&E, pursuant to D.94‑12‑052.  In compliance with the BCAP decision, SDG&E’s AL 959-G-A amended its procurement tariffs to exclude the core reservation when allocating interstate pipeline demand charges.  This revised methodology resulted in removing most, if not all, interstate pipeline reservation costs, associated with mainline gas supply purchases, from noncore procurement tariffs.  Under this methodology, the noncore paid its own cost of brokered interstate pipeline capacity.

In D.97-04-082, addressing the subsequent SoCalGas and SDG&E BCAP, the Commission ordered that interstate pipeline demand charges on SDG&E’s system should be unbundled.  On May 20, 1997, SDG&E filed ALs 1052-G and 1053-G in compliance with D.97-04-082.  Res. G-3219 (November 19, 1997), approved SDG&E’s implementation advice letters with the exception that, as recommended by ORA, core interstate pipeline costs were removed from the core fixed cost account and placed in the core purchased gas account (PGA) “in order to align all gas costs to the California border and promote competition.” (Item 2, p. 7.)  

In AL 1052-G, Schedule GPIN was eliminated for the noncore and Schedules GPNC/GPNC-S were concurrently revised to include not only the cost of gas but also the cost of noncore interstate transportation charges and brokerage fees.  AL 1052-G became effective June 1, 1997.

ORA’s Protests

SDG&E has been revising its noncore procurement rates since 1986. Pursuant to D.96-05-071, SDG&E also began filing monthly revisions to its core procurement rates on June 5, 1996.  ALs 1184-G, 1188-G, 1195-G, 1197-G, AL 1201-G, and AL 1206-G filed on February 4, March 6, April 6, May 4, June 6, and July 10, 2000, respectively, sought approval of its monthly core and noncore procurement rates.

ORA filed a protest of AL 1184-G on February 24, 2000, a protest of AL 1188-G on March 27, 2000, a protest of AL 1195-G on April 26, 2000, a protest of AL 1197-G on May 24, 2000, a protest of AL 1201-G on June 26, 2000, and a protest of AL 1206-G on July 24, 2000, respectively, on the grounds that it had recently discovered that the methodology that SDG&E was applying to calculate its monthly core and noncore procurement rates was improper because it resulted in significant cross-subsidies from the core ratepayers to the noncore ratepayers.

Specifically, ORA argues that SDG&E has been including firm interstate pipeline reservation costs associated with its gas purchases solely in core rates and not in noncore rates.  ORA recommends that we order SDG&E to modify its method for developing monthly core and noncore procurement rates and requests that we address the retrospective implications of SDG&E’s procurement pricing.  SDG&E filed responses to these protests on March 2, April 3, May 3, May 26, June 28, 2000, and July 28, 2000.

In its responses, SDG&E claims that, for the last several years, it has been calculating procurement rates consistent with the methodology approved by the Commission in D.96-05-071 and D.97-07-061, and that it was inappropriate for ORA to ask for a retrospective change in rates.  SDG&E acknowledges, however, that recent changes in gas markets have resulted in the situation that ORA has brought to light.  

In its protests, ORA points out that the work-papers associated with SDG&E’s advice letters (ALs 1184-G and 1188-G) show that the firm interstate pipeline reservation costs associated with gas supplies are included solely in core rates and not in noncore rates and that the separate noncore “capacity charge” in recent months has been minimal or zero. 

In its responses to ORA’s protests, SDG&E admits that this is indeed the case but notes that what ORA has observed is a result of recent changes in SDG&E’s gas purchasing practices.  In prior years, SDG&E explains, it made economic purchases of gas from suppliers in producing basins, such as the San Juan and the Permian, and paid separate interstate pipeline transportation charges for the core and the noncore to deliver the gas to the California border.  In recent years, the gas market has changed such that those basin purchases are not economic compared to purchasing gas from suppliers at the California border.  Suppliers still incur pipeline charges but they internalize those charges in the price of gas that they sell to SDG&E.  Therefore, the utility is not currently incurring separate interstate transportation charges for brokered capacity as it previously did when purchasing gas in the basins. 

SDG&E further explains that it records the cost of gas commodity purchases in the procurement portfolio and divides it by the total forecasted volume of core and noncore purchases to calculate a single portfolio WACOG.  It then adds the core reservation charges to the core customers’ rates, consistent with D.97-04-082.  

ORA argues that it is precisely this situation that causes the cross-subsidization of the noncore customers on the part of the core.  ORA explains that the WACOG calculation takes into account the California border price paid for both core and noncore supplies, which implicitly includes the pipeline charges internalized by suppliers in that price.  SDG&E then adds the firm pipeline reservation charges only to the core rate, thus making it much higher than the noncore WACOG, and resulting in the double-payment of interstate pipeline charges by the core.

ORA maintains that SDG&E could fix the problem by calculating a single portfolio WACOG for the core and the noncore including the firm interstate capacity charges.  In this way, since the interstate pipeline charges are embedded in the border price, core customers alone would not pay twice for interstate capacity.  ORA also points out that there might be other solutions to the problem, including ways to separate the interstate capacity costs currently embedded in the border-price paid by the core.

Discussion 

We believe that ORA is correct in its concerns that SDG&E’s methodology for calculating procurement rates results in cross subsidies from the core to the noncore under the current market situation.  Nearly a decade ago, the Commission ordered California gas utilities to unbundle interstate pipeline capacity costs from their rates and to add the cost of firm interstate capacity reservation to core rates and the cost of brokered capacity to noncore rates in order to promote competition in the gas market.  The intent was to make core ratepayers pay for the reliable firm interstate capacity used for their gas procurement while making noncore ratepayers responsible for their purchases of interstate pipeline capacity through brokered capacity or whatever other means were available to them.  At the time the relevant decisions were written, however, the Commission did not envision the kind of changes that SDG&E itself acknowledges have taken place in the market.

Through the years, Commission policy with regard to core and noncore procurement rates has been clear.  It has always been the Commission’s intent that the noncore procurement customers would be charged the cost of interstate pipeline capacity used by them while the core customers would pay for their interstate capacity.  Finding 36, in Res. G-3022, stated that “SDG&E should clarify where appropriate that customers who use SDG&E’s noncore utility procurement will also pay interstate pipeline demand charges.”  In D.93-03-024, the Commission modified Res. G-3022 and further reiterated that policy by stating, “It was the Commission’s intent in D.91-11-025 that each customer class pay pipeline demand charges according to actual use of firm interstate capacity.”

Nothing the Commission has said since has contradicted the principle that noncore customers would also pay for the interstate pipeline capacity used by them.  

Both ORA and SDG&E agree that the cost of interstate pipeline capacity is now implicitly included in the price of gas that the utility buys at the California border.  SDG&E takes this cost of gas, including the cost of interstate capacity internalized by suppliers, and averages it over the forecasted core and noncore procurement volumes to calculate the cost of gas per therm or the WACOG.  It then adds on the cost of firm interstate pipeline capacity reservation only to the core rate.  These facts are clearly established in the protests and responses filed by ORA and SDG&E. 

We are therefore convinced that the core ratepayers of SDG&E are paying some of the costs of interstate capacity that should be allocated to noncore customers, resulting in inequities between the core and the noncore.  We therefore issue this investigation today into the methodology used by SDG&E for calculating its procurement rates for the core and the noncore.  

We will consider issues raised in ORA’s protests to AL 1184-G, AL 1188-G, AL 1195-G, AL 1197-G, AL 1201-G, and AL 1206-G relating to the methodology for calculation of procurement rates for SDG&E’s core and noncore customers in this investigation, and we therefore consolidate those advice letters into this proceeding.  We also direct that all future SDG&E advice letters relating to the gas procurement costs filed pursuant to D.96-05-071 shall be consolidated with this proceeding. 

The Commission may reallocate the costs discussed in this order between the core and the noncore so as to avoid any cross-subsidization.  The costs that may be reallocated include the costs covered by AL-1184-G and subsequent advice letters as well as costs incurred from and after the date of today’s decision.

We also order SDG&E to set up an account within its Purchased Gas Account to track the costs of procuring gas on behalf of its core and noncore customers.  SDG&E should post only the costs of gas purchased from and after the date of this decision to the new account.  Such costs will include the cost of the gas commodity as well as the costs of firm and nonfirm purchases of interstate pipeline capacity.


Pending further order in this proceeding, SDG&E shall continue to adjust its gas rates pursuant to the existing methodology by filing monthly advice letters.  All such advice letters shall be consolidated with this proceeding.

Order to Provide Information

We make SDG&E respondent to this investigation.  Specifically, we order SDG&E to respond within 14 days to the following questions and to provide pertinent data and information to substantiate its responses:

1. On what date did SDG&E commence its border purchases of gas including interstate capacity costs?


2. Does SDG&E currently utilize its firm reservation of capacity for the core, and if so, for what portion of its core gas purchases?  (The utility should provide data commencing from the date in answer to Q.1 to the present.)


3. Does SDG&E currently use any brokered capacity for the purchase of gas for the noncore?  (The utility should provide data commencing from the date in answer to Q.1 to the present.)


4. What amount is SDG&E currently paying for the cost of the gas commodity itself and for firm and nonfirm interstate pipeline capacity costs each month?  (The utility should provide data commencing from the date in answer to Q.1 to the present.)


5. How should the problem of double billing of interstate capacity costs to the core be mitigated?  Respondent to the investigation should specifically comment on the remedy suggested by ORA and outlined above.


6. Are there any other proceedings or Commission decisions affected by the issues raised in this investigation?

7. Please provide any other information relevant to the issues in this proceeding.

We serve this Order Instituting Investigation (OII) on the parties on the service lists of the Gas Strategy proceeding and SDG&E’s recent BCAP.  ORA shall, and other parties may, comment on SDG&E’s responses.  These comments should be filed and served 21 days after SDG&E’s responses are filed.

Preliminary Scoping Memo 

The scope of this proceeding shall include all issues raised in this decision and ORA’s protests.

The rules and procedures implementing many of the reforms contained in Senate Bill (SB) 960 are found in Article 2.5 of the Rules of Practice and Procedure (Rules), which are posted on the Commission’s web site.  Pursuant to Rule 4(a), the rules in Article 2.5 shall apply to this proceeding.  As per the provisions of SB 960, the present investigation is classified as a rate-setting proceeding and is expected to require a hearing. 

Richard A. Bilas shall be the assigned Commissioner, and Maribeth Bushey shall be the assigned Administrative Law Judge (ALJ).  The assigned Commissioner and ALJ shall convene a preliminary prehearing conference (PHC) to develop a service list for this proceeding and to further delineate issues related to scope and schedule for this proceeding.  Notice of the PHC will be provided by ruling.

Any person who objects to the categorization of this investigation must file an appeal no later than 10 days after the date of this OII, pursuant to Rule 6.4(a).

The temporary service list is attached to this order and shall be used for service until a service list for this proceeding is established at the preliminary PHC.  Persons who want to become a “party” to this proceeding shall appear at the PHC, or at the formal hearing, and fill out the “Notice of Party/Non-Party Status” form (appearance form).

Those persons who do not want to be parties, and only want notice of the hearings, rulings, proposed decisions, and decisions may either appear at the prehearing conference or the formal hearing and fill out an appearance form, or they may mail a written request to the Process Office requesting that they be added to the service list for information only.

Those persons employed by the State of California who are interested in this proceeding may be added to the “state service” section of the service list either by appearing at the prehearing conference or at the formal hearing and filling out an appearance form, or they may mail a written request to the Process Office requesting that they be added to the state service list.  All of the names appearing on the state service list shall be served with all documents that parties may submit or file in connection with this proceeding.

The Process Office shall develop an initial service list based on the appearances at the first prehearing conference.  This initial service list shall be posted on the Commission’s web site, www.cpuc.ca.gov, as soon as is practicable.

Any party interested in participating in this investigation who is unfamiliar with the Commission’s procedures should contact the Commission’s Public Advisor Office in Los Angeles (213) 649-4782, or in San Francisco (415) 703-2074.

Consistent with Rule 6(e), we expect this proceeding to be concluded within 18 months.

Ex Parte Communications

This proceeding is subject to Rule 7, which specifies standards for engaging in ex parte communications and the reporting of such communications.  Ex parte communications are permitted only if consistent with the restrictions delineated in Rule 7(c) and must be reported pursuant to Rule 7.1.  (See also Rule 5(e), (f), and (h).)

Therefore, IT IS ORDERED that:

1. An investigation is instituted on the Commission’s own motion into the ratemaking for the gas procurement practices of San Diego Gas & Electric Company (SDG&E).  The investigation will focus on the appropriateness of the methodology currently used by SDG&E for calculating its core and noncore procurement rates and developing a new methodology; most particularly, issues of cross-subsidization in the allocation of interstate pipeline charges.

2. SDG&E is made the respondent to this proceeding and is ordered to provide answers to the questions listed in this investigation 14 days from the effective date of this order. 
3. ORA shall, and other parties may, comment on SDG&E’s responses. Comments on this investigation, and particularly on the questions listed herein, are invited from all interested parties.  These comments shall be filed and served 21 days after SDG&E’s responses are filed.
4. Pending an outcome of this investigation, SDG&E shall create, within the Purchased Gas Account balancing account, a tracking account in which it shall record  the costs of procuring gas on behalf of its core and noncore customers. Such costs will include the cost of the gas commodity as well as costs of firm and nonfirm purchases of interstate pipeline capacity.  SDG&E should post the costs of gas purchased from and after the date of this decision to the new tracking account.
5. The costs recorded in the tracking account and all costs reflected in AL 1184-G and subsequent advice letters may be reallocated by the Commission between the core and the noncore to reflect the Commission’s decision in this proceeding regarding the appropriate allocation of costs.
6. We shall consider in this investigation issues raised in ORA’s protests to AL 1184-G, AL 1188-G, AL 1195-G, AL 1197-G, AL 1201-G, and AL 1206-G relating to the methodology for calculation of procurement rates for SDG&E’s core and noncore customers.  Accordingly, AL 1184-G, AL 1188-G, AL 1195-G, AL 1197-G, 1201-G, and AL 1206-G are consolidated into this proceeding.

7. Pending further order in this proceeding, SDG&E shall continue to adjust its gas rates pursuant to the existing methodology by filing monthly advice letters.  All such advice letters shall be consolidated with this proceeding and are subject to the provisions of Ordering Paragraph 5.

8. The Executive Director shall cause this Order Instituting Investigation (OII) to be served on the respondent and on the service lists in OII 99-07-003 and Application 98-10-012 et al. 

9. The temporary service list is attached and shall be used for service of all pleadings until a service list for this proceeding is established.  An initial service list for this proceeding shall be created by the Process Office and posted on the Commission’s web site (www.cpuc.ca.gov) as soon as it is practicable after the first prehearing conference (PHC).  Parties may also obtain the service list by contacting the Commission’s Process Office at (415) 703-2021.

10. The category of this rulemaking is determined to be ratesetting as that term is defined in Rule 5(c) of the Commission’s Rules of Practice and Procedure.

11. Persons interested in this proceeding shall follow the procedures described in this investigation to get on the service list.

This order is effective today.

Dated August 3, 2000, at San Francisco, California.
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            Commissioners

(See Formal File for Attachments.)

�  Resolution G-3022 stated:  “Schedule GPIN shall recover interstate pipeline demand charges only and shall be required in conjunction with noncore utility procurement under Schedule GPNC or GPNC-S.  Rates under Schedule GPIN will be adjusted monthly to reflect the cost of obtaining interstate capacity for noncore utility procurement customers.”  (Res. G-3022 at p. 11).
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