ALJ/JSW/tcg





 Date of Issuance 3/14/2011

Decision 11-03-029  March 10, 2011
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

	Application of Southern California Gas Company (U904G) and San Diego Gas & Electric Company (U902G) to Expand Existing Off-System Delivery Authority.


	Application 08-06-006

(Filed June 6, 2008)


(See Appendix A for List of Appearances.)

DECISION REGARDING THE EXPANSION OF OFF-SYSTEM DELIVERY

TABLE OF CONTENTS



Title









Page

1DECISION REGARDING THE EXPANSION OF OFF-SYSTEM DELIVERY


21.
Summary


32.
Procedural Background


43.
Discussion


43.1.
Background


73.2.
Should the Application be Denied?


83.2.1.
SCGC’s Position


113.2.2.
Position of the Applicants


143.2.3.
Discussion


183.3.
Terms and Conditions of Expanded OSD


183.3.1.
Introduction


193.3.2.
Interruptible OSD


193.3.2.1.
No Adverse Impacts


203.3.2.2.
Interruptible Rates


253.3.2.3.
Southern System Reliability Costs


273.3.2.4.
Shipper Imbalances


293.3.2.5.
Treatment of Interruptible OSD Revenues


293.3.2.6.
Affiliate Transactions and Reporting


323.3.3.
Firm OSD


323.3.3.1.
Position of the Applicants


333.3.3.2.
Position of the Other Parties


363.3.3.3.
Terms and Conditions of Firm OSD Service


393.4.
Hinshaw Exemption Issue


393.4.1.
Introduction


403.4.2.
Discussion


434.
Comments on Proposed Decision


435.
Assignment of Proceeding


43Findings of Fact


46Conclusions of Law


49ORDER




  Appendix A – List of Appearances

DECISION REGARDING THE EXPANSION OF OFF-SYSTEM DELIVERY

1. Summary

On June 6, 2008, San Diego Gas & Electric Company (SDG&E) and Southern California Gas Company (SoCalGas) filed the above-captioned application.  The application seeks to expand the authority of SDG&E and SoCalGas to provide off‑system delivery of natural gas to all other pipeline interconnections on the same terms and conditions as authorized in Decision (D.) 06-12-031.  

Today’s decision authorizes SDG&E and SoCalGas to expand their interruptible off-system delivery (OSD) service to all other interconnections on the terms and conditions set forth in sections 3.3.2. and 3.4. of this decision.  These terms and conditions include the following: that the offering of such service shall not result in any adverse operational impacts to on-system customers; the base rate is 5 cents per decatherm (Dth) and can be increased up to a rate cap of 15 cents per Dth, and may be discounted to as low as 1.5 cents per Dth; and any such discount is to be offered on a non-discriminatory basis.  

This decision also authorizes SDG&E and SoCalGas to expand their firm OSD service to all other interconnections on the terms and conditions set forth in sections 3.3.3. and 3.4. of this decision utilizing the process proposed by the applicants and which was approved in D.06-12-031.  These terms and conditions include the following: the application for firm OSD service shall provide a description of the open season process; the firm OSD rate shall consist of the two charges described in this decision; to ensure that on-system customers receive a benefit from firm OSD service, no discounting shall be allowed; the application for firm OSD service shall address how any unused firm OSD capacity a firm shipper may want to release will be traded or sold, and shall discuss the residual rights, if any, that the firm shipper might have upon the expiration of the contract for firm OSD service; and, under appropriate circumstances, the applicants may propose in the application for firm OSD service that the firm OSD rate be rolled into the overall transmission system rate, but the test for determining whether to permit a roll-in is to be addressed in that new proceeding.  

2. Procedural Background

In Decision (D.) 06-12-031, the Commission authorized San Diego Gas & Electric Company (SDG&E) and Southern California Gas Company (SoCalGas)
 to provide off-system delivery (OSD) of natural gas to Pacific Gas and Electric Company (PG&E) on an interruptible basis.  D.06-12-031 also authorized the applicants to file an application after May 1, 2008 to offer OSD to pipeline interconnections other than PG&E.  In response to that invitation, the application in this proceeding was filed on June 6, 2008.

Timely protests and responses to the application were filed by the Division of Ratepayer Advocates (DRA), Indicated Producers, Salt River Project Agricultural Improvement and Power District, South Coast Air Quality Management District, Southern California Generation Coalition (SCGC), and Transwestern Pipeline Company, LLC (Transwestern).  On July 21, 2008, the applicants filed a reply to the protests and responses.  

A prehearing conference (PHC) was held on September 29, 2008, and the scoping memo and ruling (scoping memo) was issued on December 18, 2008.  

The scoping memo bifurcated two legal issues from the rest of the application.  As a result, the legal issues of whether the air quality and the Wobbe Index had already been addressed by the Commission, and whether the application in this proceeding requires the preparation of an environmental impact report under the California Environmental Quality Act, were separately addressed in D.09-06-019.

The other legal issue concerns the applicants’ Hinshaw exemptions under the Natural Gas Act.  In authorizing the applicants to file an application for OSD to interconnections other than PG&E, the Commission expressed concern in D.06‑12‑031 about potential operational problems for intrastate gas transmission that could result from expanding OSD, and how the expansion to interconnection points other than PG&E could impact the applicants’ Hinshaw exemptions.  That issue is addressed in today’s decision.  

Following the issuance of D.09-06-019 and in accordance with the scoping memo’s procedural schedule, a July 20, 2009 amended scoping memo was issued which established the dates for the service of prepared testimony on the remaining issues and the dates for the evidentiary hearing.  

The evidentiary hearing was held on October 28 and 29, 2009.  Opening and reply briefs were filed, and this proceeding was submitted on December 18, 2009.  

3. Discussion

3.1. Background

SDG&E and SoCalGas operate their respective gas transmission systems in an integrated manner as allowed by D.06-04-033.  SoCalGas’ transmission system is interconnected with the following interstate gas pipelines: El Paso Natural Gas Company (El Paso) near Needles and Blythe; TransCanada North Baja Pipeline at Blythe; Transwestern and Questar Southern Trails Pipeline Company near Needles; Kern River Gas Transmission Company and Mojave Pipeline Company at Wheeler Ridge in the San Joaquin Valley and at Kramer Junction in the high desert; and TransCanada Gas Transmission Northwest through PG&E’s intrastate system at Kern River Station in the San Joaquin Valley.  SoCalGas also operates four gas storage fields which are interconnected to its transmission system.  SDG&E’s transmission system is interconnected to the SoCalGas system at Rainbow Station in Riverside County, and to the Transportadora de Gas Natural pipeline at the United States border with Mexico at Otay Mesa. 

SDG&E and SoCalGas were authorized in D.06-12-031 to make OSD to PG&E at a rate of 5 cents per decatherm (Dth) for interruptible service, and to hold an open season to solicit interest in firm OSD to PG&E’s system and to file an application for that firm service.   

The applicants propose that they be authorized to expand the existing authority for interruptible and firm OSD service to all of their interconnection points with interstate and international receipt points.  In their reply to the protests and at the PHC, the applicants clarified that they should be allowed to make OSD of gas to all pipeline interconnections on an interruptible basis, and that the offering of firm OSD service would follow the process approved in D.06‑12-031.  The applicants request that the Commission establish the general terms and conditions for firm OSD service, as well as the method for determining the firm OSD rate, in this proceeding.  Under the applicants’ proposal, after the holding of an open season and a contract for firm OSD service is entered into, the applicants will then file a separate application for authority to engage in firm OSD service.  If such authorization is granted, this will allow shippers on the SDG&E and SoCalGas transmission systems to deliver gas into gas markets outside of California, such as Arizona and Nevada, through physical delivery or displacement.  

SoCalGas and SDG&E define an “off-system” delivery as “the transfer, through displacement or actual flow, of gas supplies to customers outside of SoCalGas/SDG&E service territories.”  The term “on-system” deliveries “are defined as deliveries from SoCalGas/SDG&E’s gas system to end-use customers within its service territories.”  (Ex. 1 at 1.)   

For “interruptible” OSD, that service is usually accomplished by the displacement of the gas supply that is normally received at the OSD interconnection point, or from another receipt point or gas storage on the applicants’ transmission systems.  “Firm” OSD service is accomplished by the physical redelivery of gas supply from the applicants’ transmission systems to the OSD point under all but the most extreme supply and demand conditions.  Firm service does not rely on the displacement of flowing gas supplies.  Instead, the gas must be physically delivered “in the direction that is opposite of the on-system delivery through that interconnection.”  (Ex. 2 at 6-7.)    

If OSD service is authorized to receipt points other than PG&E, the Gas Scheduling Department of SoCalGas and SDG&E plans to use the same kind of scheduling and confirmation procedure that it uses for on-system receipts from PG&E, and for off-system deliveries to PG&E at Kern River Station.  The Gas Control Department will then determine the level of OSD service that can be provided, while maintaining system integrity.
  If the system integrity cannot be maintained with the nominated level of OSD services, the Gas Control Department will curtail these services in whole or in part.  If the nominations exceed the capacity allowed by the Gas Control Department for OSD, the Gas Scheduling Department will reduce those nominations according to the scheduling priorities. 

The applicants claim that the expansion of OSD services will provide various benefits including the following: (1) placing SoCalGas’ transportation service options on equal footing with PG&E, which is allowed to provide OSD services to all of its backbone transportation paths; (2) OSD services to other SoCalGas receipt points will increase the utilization of the transmission system, which will result in increased transportation revenues that will result in lower transportation rates for on-system customers; (3) gas suppliers will be encouraged to bring additional supplies to the SoCalGas citygate, which will tend to increase gas-on-gas competition and liquidity at the citygate and benefit all California customers through lower gas and electricity prices; (4) gas storage demand will increase, which will result in ratepayers sharing in the increase in unbundled storage revenues; (5) additional balancing and price arbitrage opportunities; (6) potential reduction of compressor fuel costs; and (7) increased system capacity at a minimal cost.

3.2. Should the Application be Denied?

The ultimate issue to be addressed in this proceeding is whether the applicants should be authorized to expand interruptible and firm OSD to interconnection points other than PG&E on the same terms and conditions as set forth in D.06-12-031.  

Of the parties who participated in this part of the proceeding, only SCGC believes the Commission should deny the application.  All the other parties support granting the application with certain proposed changes to the rates and terms of the OSD services.  If the Commission is inclined to grant the application, SCGC proposes certain changes to the rates and terms of the OSD services.  

We first address SCGC’s argument that the application should be denied in its entirety.  This argument of SCGC raises some of the scoping memo issues about whether or not an expansion of the applicants’ OSD service is warranted.  

3.2.1. SCGC’s Position

SCGC contends that the expansion of OSD service will not result in the benefits the applicants have suggested.  SCGC refers to PG&E’s experience as an example.  PG&E has been authorized to provide OSD service at each of its interconnection points since 1996.  SCGC’s witness testified that most of PG&E’s OSDs have been to SoCalGas’ system as part of the expansion project bringing Canadian gas to southern California.  Other volumes from PG&E’s OSD service have been minimal, and in the last four years, PG&E has only made OSD to Southwest Gas and Kern River.  SCGC contends that these minimal volumes conflict with the applicants’ claim that significant OSD revenues will be generated on the applicants’ systems.  SCGC points out that SoCalGas delivered only a small amount of OSD gas to PG&E in 2009, and that there has been a lack of demand for SoCalGas’ OSD service.  SCGC also points out that SoCalGas has not held an open season to provide firm OSD service into the PG&E system.  

SCGC further contends that the applicants’ forecast of an increase in gas‑on‑gas competition will not materialize because the circumstances for expanding interruptible and firm OSD no longer exist.  SCGC points out the west coast liquefied natural gas (LNG) projects have not materialized as first envisioned in D.06-12-031, and prior to March 2010 Sempra LNG’s terminal at Costa Azul had not delivered any gas supplies to California.  SCGC contends that the applicants have failed to demonstrate that there is a demand for OSD service by gas suppliers other than LNG developers.  

SCGC also contends that shale gas has emerged as a major new supply source, which has led to more gas coming to the west from the Permian Basin and could lead to more gas coming from the southwest and the Rockies.  Since the supplies from the Permian Basin are delivered into California to both SoCalGas and PG&E on the El Paso system, SCGC contends that California is already benefitting from gas-on-gas competition as a result of the shale gas, and thus, there is no need to expand the applicants’ OSD services.  

SCGC also contends that the consequences of allowing east of California customers to gain access to SoCalGas’ unbundled gas storage capacity should be fully understood before such access is allowed.  The first such consequence that SCGC warns of is that the expansion of OSD services could result in more demand for SoCalGas’ storage assets, which may lead to additional imbalances and exacerbate minimum flow conditions.  Under SoCalGas’ proposal, OSD customers would be allowed to use SoCalGas’ storage facilities without any limitations.  SCGC notes that if power plants in southern Nevada and northern Arizona are required to balance their burns with scheduled quantities, they could purchase SoCalGas’ unbundled gas storage and nominate deliveries off-system to balance their loads.  SCGC cautions that if the demand for storage substantially exceeds the capacity of the gas storage resources, that very high prices for unbundled gas storage services could result.  

SCGC contends that a significant demand for OSD services from east of California customers could result in the expansion of gas storage, which could lead to the second consequence of reducing the amount of unbundled storage revenues that are shared with SoCalGas’ ratepayers under the unbundled storage sharing mechanism.  This could occur as a result of adding storage expansion costs to the existing cost of unbundled storage, which may reduce storage prices as a result of the increased storage capacity.  

SCGC contends that the third consequence of the applicants’ OSD proposal is it could result in a significant amount of imbalance which would benefit OSD customers.  Under the applicants’ proposal, OSD customers would have up to ten days to resolve their interday imbalances.  SCGC states that these interday imbalances can occur as a result of a deviation on either the upstream or downstream pipeline involved in the OSD transaction during Cycle 4, where the amount of gas the OSD shipper is bringing in does not match the amount that the shipper can deliver off-system.  Since OSD customers do not contribute toward the cost of the load balancing resources, SCGC contends these off-system customers would get a free ride for whatever balancing services they require, and existing on‑system customers would end up paying the cost of carrying this imbalance for up to 10 days.

SCGC contends that a fourth consequence of the OSD proposal is that it could impact the minimum flow conditions, especially on SoCalGas’ Southern System.  This could occur because providing interruptible OSD services at each interconnection point involves service by displacement, which reduces the amount of natural gas flowing into SoCalGas’ system at that interconnection point.  If the interconnection point periodically experiences minimum flow problems, providing OSD services at this particular point could create or exacerbate the minimum flow situation.  This could result in SoCalGas having to purchase additional gas supplies or taking other measures which could increase costs to existing on-system customers. 

3.2.2. Position of the Applicants

The applicants contend that the Commission should not delay the approval of the application as SCGC recommends.  If the Commission waits until concrete forecasts of the OSD quantities are available, this could result in a delay of up to 18 months before SoCalGas and SDG&E could offer OSD services.  The applicants contend that the regulatory authority should be put in place so they can take advantage of potential market opportunities.  According to the applicants, approving their request for expanded OSD service would allow them to “anticipate customers’ future needs and take actions to catalyze the development of new markets.”  (Ex. 3 at 4.)

The applicants also contend that since the request for expanded OSD service is not subsidized by on-system customers and such service will not have an adverse impact on the existing services provided to on-system customers, that SCGC’s request for a delay is not warranted.  All of the OSD services, whether firm or interruptible, will only be offered “to the extent that system integrity and service to on-system customers are not jeopardized,” and “will be secondary in priority to all on-system demand and services, including on-system interruptible services.”  (Ex. 1 at 4.)   

In response to SCGC’s argument that the applicants have failed to present a case for a need to expand OSD, the applicants contend that the evidence shows, and other parties acknowledge, that the applicants’ OSD proposal will create new gas (and gas-fired electric) market opportunities that will benefit both on- and off-system customers with no degradation to existing service.  The applicants contend that given the diverse group of stakeholders, the proposed OSD service will meet the existing or anticipated needs of the market.  

In addition, if SoCalGas is not at risk for its backbone transmission facilities, SoCalGas proposes to use the additional OSD revenues to reduce transportation rates for its on-system, end-use customers.
  

As for SCGC’s argument that there is little or no demand for any OSD service to PG&E, the applicants point out that SCGC’s own witness admits that OSD service has been provided at the interconnection with PG&E every year since it was first authorized.  The applicants also contend that SCGC’s analysis of demand for OSD service from SoCalGas at other interconnection points is flawed because SCGC improperly attempts to equate that demand with the OSD demand at the PG&E interconnect.  The applicants contend that the demand at any particular point is a reflection of the market conditions behind each point, the supplies available to serve that market, and the constraints that may exist.  

Regarding SCGC’s argument about the lack of LNG facilities on the west coast, the applicants contend this only highlights the difficulty of predicting gas supply and demand in the domestic and international markets.  The applicants point out that the Costa Azul LNG terminal is operating on the west coast, and that the Commission has recognized that gas suppliers have the ability to access markets on the SDG&E and SoCalGas systems.  The applicants contend that LNG is just one supply source and additional sources can come from California or other domestic production.  The applicants further state that the Commission should not wait until a crisis or gas shortage before approving proposals that attract additional gas supplies to the state.  

The applicants contend that allowing OSD to be expanded to other interconnection points could increase the demand for SoCalGas’ unbundled storage service.  For example, an off-system customer could buy gas and gas storage during the summer months, and then nominate that gas for OSD during the winter months.  Since SoCalGas’ ratepayers and shareholders share the unbundled gas storage revenues, the increase in demand for gas storage will benefit ratepayers, and could lead to the expansion of gas storage in southern California. 

As for SCGC’s argument that OSD may cause shipper imbalances, the applicants contend their proposal incorporates a method that accounts for the rare possibility that a shipper’s OSD will generate an imbalance on its off-system contract.  The applicants propose to track any shipper OSD imbalance in an administrative account, and the customer incurring the imbalance will be instructed to clear the imbalance as soon as practicable but no later than 10 calendar days.  The applicants are willing to impose a shortened imbalance clearing period of two to three days to address and resolve the concerns about possible shipper OSD imbalances. 

Regarding SCGC’s claim that expanded OSD service will jeopardize Southern System reliability, the applicants assert that there will be no impact to the Southern System minimum flow requirement or to any other flowing supply requirement.  That is because the System Operator will establish interruptible volumes at levels that will ensure no adverse impact from the service.  For example, OSD at Blythe will be set at zero if there is any danger that such a delivery will create a minimum flow issue at that point.  In addition, off-system deliveries will not be allowed if they result in any additional costs for ratepayers to address a minimum flow requirement at Blythe or any other receipt point. 
The applicants also request that the reference to SoCalGas’ Schedule No. GIT (Interruptible Interutility Transportation), and the reference to that schedule in SoCalGas’ Rule 23, be eliminated.  The applicants point out that Schedule No. GIT is no longer applicable since the Commission has authorized OSD service to PG&E. 

3.2.3. Discussion

In deciding whether the application should be denied outright, we need to discuss the issues that were identified in the July 20, 2009 amended scoping memo.  These issues can generally be categorized into the topic of whether the applicants have justified an expansion of the OSD services.  These issues are: (1) is there a need for, and what are the benefits of expanding OSD services to interconnection points other than PG&E; (2) at which interconnection points will expanded OSD occur; (3) what impact will expanded OSD services have on the daily operations of the applicants’ intrastate transmission system; (4) what is the approximate cost associated with allowing the applicants to expand their OSD service; and (5) how will the expanded OSD services impact the price of, and the availability of, gas storage in southern California.

With regard to the need for, and the benefits of expanding OSD services, SCGC asserts that such an expansion will not result in the kinds of benefits the applicants claim will occur.  SCGC points out that the demand for PG&E’s OSD services has been minimal and the applicants’ claim of an increase in transportation revenues will not materialize.  Although the demand for OSD services may be low at present, there are two factors the applicants believe the Commission should keep in mind.  First, SoCalGas is simply seeking the same kind of OSD authority that PG&E already has.  And second, it is difficult to predict what the future gas demand, source of gas, and market conditions will be like.  

PG&E was previously authorized in the Gas Accord market structure decisions to provide interruptible and firm OSD services to all of its pipeline interconnections.  According to SCGC’s own witness, “PG&E has been providing OSD services at each of its interconnection points since 1996….”  (Ex. 4 at 2.)  In D.06-12-031, SDG&E and SoCalGas were authorized to provide OSD service to PG&E on an interruptible basis.  According to the applicants’ witness, interruptible OSD deliveries have been made from SoCalGas to the PG&E interconnect.  SDG&E and SoCalGas were also authorized in D.06-12-031 to conduct an open season to solicit interest in firm OSD service to PG&E and to file an application for the offering of such service.  D.06-12-031 also authorized SDG&E and SoCalGas to file the application that is presently before us to expand its OSD service to pipeline interconnections other than PG&E.  

Allowing the applicants to offer OSD service to all of its pipeline interconnections will provide the applicants with the flexibility to readily respond to gas demand needs in markets east of California, give the applicants the same kind of authority that PG&E currently has, and increase the utilization of the applicants’ transmission facilities.  Interruptible and firm OSD services also allow shippers to meet off-system demand if they can deliver gas supplies to an OSD point at a lower price.  Lower gas prices for electric power plants in Arizona or Nevada could lead to lower electricity prices for electricity customers in southern California.  In addition, any increase in revenues from the expansion of OSD services will be used by SoCalGas to reduce the transportation rates for its on‑system customers.  We agree with the applicants that if we deny their request now to expand their OSD service to other interconnection points, that this will delay having a regulatory structure in place to respond to the future gas demands of off-system customers should those needs arise.  Also, expanding applicants’ OSD authority will allow shippers to ship gas supplies to off-system markets and open up new market opportunities. 

That brings us to the impact on the daily operations of the applicants’ intrastate transmission system, and the cost impact, if OSD services are expanded.  Since the firm and interruptible OSD services are to be second in priority to all on‑system demand and services, we do not believe that allowing SoCalGas and SDG&E to expand their OSD services to other interconnection points will have an operational impact on the on-system customers, on the applicants’ ability to have available supplies of gas to meet their on-system customers’ needs and services, or on applicants’ transmission facilities.
  SoCalGas and SDG&E plan to set the interruptible OSD volumes at levels to ensure there will be no adverse system impact from the service, and OSD service will “not be allowed if they would result in any additional costs for ratepayers by forcing the exercise of supply contracts or other tools approved by the Commission to address the Blythe (or any other receipt point) minimum flowing supply requirement.”  (Ex. 2 at 7.)

In addition, since interruptible OSD service uses the displacement of flowing supplies, SoCalGas will incur negligible operational costs to provide this service.  These negligible costs involve the modification of SoCalGas’ nomination and scheduling system to accommodate OSD nominations at these other receipt points.

As for the cost of firm OSD service, those costs would be borne by the shippers who want the firm OSD service.  

The issue about the impact on gas storage has to do with the possible demand for gas storage as a result of the expansion of OSD.  The increase in demand for gas storage may reduce the amount of unbundled gas storage capacity available to on-system customers, and may increase the rate for gas storage.  SCGC raised these same concerns when the Commission first authorized the applicants to provide OSD services to PG&E in D.06-12-031.  In rejecting SCGC’s proposal in that proceeding to prohibit the use of SoCalGas’ gas storage facilities to support OSD services, the Commission stated that if storage revenues are maximized, that SoCalGas’ ratepayers will be entitled to a share of the increase in unbundled storage revenues.  The Commission also stated that if the demand for storage exceeds the amount of available gas storage, that this will drive the need to expand gas storage facilities.  (See D.06-12-031 at 118-119.)  This same logic still applies to the expansion of OSD services to other interconnection points, and we do not agree with SCGC that we should delay the expansion of OSD services based on these gas storage impacts.
  

Based on the reasons summarized above, we do not see any merit in SCGC’s request that the application be denied.  Instead, we conclude that SDG&E and SoCalGas should be allowed to expand their OSD services to all of their interconnection points with interstate and international receipt points on the terms and conditions as described in section 3.3. of this decision.  Based on the information presented in this application, and the complex interactions involving the west coast gas marketplace, we believe that providing this authority now, rather than denying the applicants’ request and having them re-file the same kind of application in the future, is a more effective regulatory approach and a more efficient use of the parties’ and our time.  Accordingly, SCGC’s request to deny the application is denied. 

The applicants’ request to eliminate the reference in SoCalGas’ Rule No. 23 to SoCalGas’ Schedule No. GIT, and to eliminate Schedule No. GIT is granted.  That schedule is no longer needed since the Commission authorized interruptible OSD service to PG&E in D.06-12-031. 

3.3. Terms and Conditions of Expanded OSD

3.3.1. Introduction

The sections which follow set forth the terms and conditions under which SDG&E and SoCalGas may engage in interruptible and firm OSD to other interconnection points.  Some of the issues that the parties raised are common to both interruptible and firm OSD services, and are discussed in the interruptible section first.   

3.3.2. Interruptible OSD

3.3.2.1. No Adverse Impacts

We first address the concern of some of the parties that the OSD service should not be subsidized by on-system customers, and that the OSD service should have no adverse impact on the existing services that are provided to on‑system customers.  

The concern that on-system customers will end up subsidizing the cost of the interruptible OSD service is addressed in section 3.3.2.2.  We also discussed in section 3.2.3. that SDG&E and SoCalGas will not offer interruptible OSD service if it will result in additional costs to on-system customers.  Also, since interruptible OSD service involves the displacement of flowing supplies, the operational costs of providing interruptible OSD service should be negligible.  Accordingly, the offering of interruptible OSD by the applicants shall not result in any increased costs being passed on to on-system customers.

As we discussed in sections 3.1. and 3.2.3., we do not anticipate that the offering of interruptible OSD service will result in adverse operational impacts on the existing transmission and storage services provided to on-system customers.  For interruptible OSD service to occur, the displacement of flowing supplies will need to take place, and system integrity on the transmission system will need to be maintained.  If system integrity cannot be maintained with the nominated level of interruptible OSD service, or if the level of nominations exceeds the capacity of the transmission line, the applicants will be required to curtail or reduce the interruptible OSD nominations.  

As for the possible impact on gas storage from interruptible OSD service, we do not believe that this will drive up the price of gas storage as SCGC asserts it will.  Instead, if the demand for gas storage increases as a result of interruptible OSD service, this should encourage the development of additional gas storage in southern California.

Accordingly, the offering of interruptible OSD shall not result in any adverse operational impacts to on-system customers.

3.3.2.2. Interruptible Rates

The applicants propose that the maximum tariff rate for  interruptible OSD service be equal to the Firm Access Right (FAR) charge, which is currently set at 5 cents per Dth.
  The applicants contend that this  same approach is used for PG&E, where the off-system rates are equal to the on-system rates for each of its backbone transmission paths. 
The applicants also propose that they be allowed to discount the interruptible OSD rate in order to encourage the use of the service, and to maximize off-system revenues for the benefit of ratepayers by increasing gas throughput.  The applicants recommend that they be allowed to discount the rate to as low as the applicants’ short run marginal cost (SRMC), which the applicants contend is no lower than the cost of the average transmission fuel rate (i.e., compressor fuel) which is currently 1.5 cents per Dth.  

All of the active parties agree there should be a cap on the interruptible OSD rate.  However, the parties disagree on what the level of the cap should be.  The applicants propose that the cap be equal to the actual FAR charge, which is currently 5 cents per Dth but which the applicants estimate may rise to 11.63 cents per Dth if the FAR charge is changed to reflect the full costs of the backbone transmission system.  SCGC supports the applicants’ proposal.    

SCE contends that the applicants’ proposal to cap the OSD rate at the FAR charge is inappropriate and inconsistent with D.06-12-031.  SCE points out that it is just a coincidence that the OSD rate of five cents per Dth set in D.06-12-031 is the same as the 5 cents per Dth FAR charge.  SCE asserts that the Commission did not intend to set the OSD rate in D.06-12-031 as equal to the FAR charge, or that the OSD rate should move in lockstep with the level of the FAR charge.  SCE points out that the FAR charge is very different from the OSD rate in that the FAR and OSD services impact different parts of the system and have different cost impacts on the system.  SCE therefore recommends that the Commission adopt a rate cap of 5 cents per Dth for OSD, and that the cap not fluctuate with the FAR charge.  SCE further recommends that this rate cap on the OSD rate be evaluated in the next cost allocation proceeding after more experience with the OSD market.
  

DRA supports the applicants’ proposal to expand interruptible OSD service.  However, DRA contends that the interruptible OSD rate should be distinguished from the FAR charge because the FAR charge is to reserve receipt point access on the transmission system, while the interruptible OSD rate is for making an OSD.  Due to this distinction, DRA disagrees with the applicants’ proposal that the interruptible OSD rate should be capped at 5 cents per Dth, or whatever the current FAR charge is.  DRA recommends that a price cap of 25 cents per Dth be adopted for the interruptible OSD rate.  With a higher price cap, DRA believes that ratepayers will benefit by receiving the highest value for interruptible OSD service. 

The applicants believe that establishing a cap higher than SCE’s proposal and lower than DRA’s proposal is reasonable and appropriate.

Regarding the applicants’ discounting proposal, DRA agrees that the interruptible OSD rate should be discountable, but the discount should not be lower than a floor amount that covers the cost of compressor fuel, any incremental operations and maintenance costs, any incremental administrative and general costs, and the cost of any natural gas that is purchased to maintain system reliability in the event the applicants are unable to curtail the interruptible OSD service. 

The Indicated Producers recommend a floor rate of 1.5 cents per Dth.  The Indicated Producers contend that this floor rate will prevent the applicants from charging a rate that is less than the cost of providing the interruptible OSD service, and will prevent the cost of providing this service from being shifted to on-system customers.   

 SCE agrees in principle with the applicants’ recommendation that the floor rate be set at the SRMC of an OSD.  According to the applicants’ witness, this SRMC is, at most, the average transmission fuel rate, which is estimated at 1.5 cents per Dth and is based on the average transmission fuel rate in 2008 and 2009.  Given the volatility in the cost of natural gas, SCE recommends that the most recent citygate price, as quoted in Gas Daily, be used to calculate the OSD floor rate.   This recommendation would allow the floor on the discount to be set lower or higher, depending on the most recent natural gas price.  

SCGC recommends that the applicants be prevented from any discounting of the interruptible OSD rate.  SCGC believes that the 5 cents per Dth rate is already discounted below the cost of the applicants’ backbone transmission system, and should not be discounted further.  SCGC also points out that since the interruptible OSD service is available on a daily basis and does not require a long‑term contract, “it is difficult to create a mechanism for determining whether or how much SoCalGas should be discounting.”  (Ex.5 at 6.)  If the Commission allows discounting of the interruptible OSD service, SCGC contends that the floor rate be set at the sum of the long run marginal cost (LRMC) for the backbone transmission system and the SRMC of the compressor fuel.  When these two are added together, SCGC estimates that the amount is very close to the 5 cents per Dth rate, and therefore no further discounting is needed.  If discounting of the interruptible OSD rate is permitted, SCGC recommends that the discounts be made available to all prospective shippers on a non-discriminatory basis at any given receipt point. 

We first address whether there should be a rate cap on the interruptible OSD rate.  The applicants favor tying the interruptible OSD rate to the FAR charge, while SCE recommends a rate cap of 5 cents per Dth and DRA suggests a rate cap of 25 cents per Dth.  

We agree with DRA that the interruptible OSD rate should not be tied to the level of the FAR charge.  In D.06-12-031, the Commission adopted a fixed rate of 5 cents per Dth for interruptible OSD to the PG&E interconnection.  This fixed rate was not tied to the level of the FAR charge.  Instead, in adopting the 5 cents per Dth rate, the Commission stated that this “amount will encourage off-system service, as opposed to a higher rate, and it also recognizes that the shipper requesting the off-system service on a backhaul basis does not place as much of a cost burden on the SoCalGas system.”  (D.06-12-031 at 117.)  The Commission also decided in D.06-12-031 that a 16 cents per Dth rate was too high, and would likely discourage potential shippers from wanting to make an off-system delivery to PG&E.  

To encourage interruptible OSD, the base rate for such service should be set at 5 cents per Dth.  We will also allow this interruptible OSD rate to be raised to a maximum of 15 cents per Dth.  DRA’s recommended rate cap of 25 cents per Dth is too high, and is likely to discourage a shipper from making an interruptible OSD.  Allowing the rate to be raised to the 15 cents per Dth rate cap will increase the amount of OSD revenues should the market demand for OSD services increase.  This in turn will help to reduce rates for existing on-system transmission customers.  The parties may revisit the base rate and the rate cap for interruptible OSD in the applicants’ cost allocation proceeding that is filed after January 1, 2013, once more experience with such deliveries has occurred.   

The next interruptible OSD rate issue is whether such a rate should be subject to discounting, and if so, should a rate floor be established.

SCGC opposes the discounting of the interruptible OSD rate, while other parties favor discounting.  We agree that discounting of the interruptible OSD rate should be permitted, and that the discounting of the interruptible OSD service to a given receipt point should be done on a non-discriminatory basis.  Allowing the discounting of the interruptible OSD rate will encourage potential OSD shippers to use this service, which in turn will maximize the use of the transmission system.  The discounting on a non-discriminatory basis will ensure that all similarly situated shippers are treated the same.  To ensure non-discriminatory treatment, the applicants shall be required to define in their interruptible OSD service tariff that a “similarly situated” shipper means those shippers using a given receipt point on a given day.  The applicants shall also be required on a daily basis to post all interruptible OSD discounts, and shall offer the same discount to other similarly situated shippers using such service.    

By allowing the interruptible OSD rate to be discounted, that raises the issue of whether a floor rate should be established.  The parties who favor a floor rate do so in large part to ensure that the interruptible OSD rate is not lower than the cost of providing such service and that existing on-system customers are not subsidizing OSD services.  We agree that on-system customers should not have to subsidize interruptible OSD service.  We adopt a floor rate of 1.5 cents per Dth for the interruptible OSD rate in this proceeding.  This adopted floor rate is based on several parties’ estimate of the SRMC of providing OSD.  We decline to adopt the proposal of DRA and SCE to adjust the floor rate on a monthly basis using monthly gas prices.  Instead, parties may reexamine the level of the floor rate in the applicants’ cost allocation proceeding that is filed after January 1, 2013.

Thus, for interruptible OSD service, the rate can range from 5 cents per Dth to the rate cap of 15 cents per Dth.  Any discounting of the interruptible OSD rate can go as low as 1.5 cents per Dth, and any discounting is to be offered on a non‑discriminatory basis. 

3.3.2.3. Southern System Reliability Costs

The applicants, SCGC and SCE note that OSD deliveries from SoCalGas’ Southern System will require slightly different treatment due to certain operating conditions on that part of the SoCalGas system.  These conditions require a certain minimum amount of gas to flow through the southern portion of the system in order to serve customers who are located in the counties of Riverside, Imperial, San Diego, and southern San Bernardino.  To meet this minimum flowing supply requirement, enough gas must be received into the Southern System at the Blythe/Ehrenberg and Otay Mesa receipt points.  SoCalGas contracts with several suppliers to bring gas in on the Southern System either on a full-time basis or on an as-needed basis.  SoCalGas may also purchase gas at the border to meet its needs.  The cost of bringing the gas onto the Southern System is charged to all customers on an average year throughput basis in the System Reliability Memorandum Account (SRMA). 

Since interruptible OSD service is provided through displacement, this service could reduce the amount of gas flowing into SoCalGas’ Southern System.  This could result in a situation that creates or exacerbates a minimum flow situation.   

The applicants, the Indicated Producers, SCGC and SCE all agree that OSD from the Southern System should not be permitted if such a delivery will endanger the SoCalGas system or require SoCalGas to purchase additional supplies to maintain system integrity.  SCE recommends that the Commission require that no OSD from the Southern System take place if SoCalGas will be required to purchase additional supplies on the Southern System (or at any receipt point or points) to protect system integrity.  This SCE recommendation is similar to SCGC’s recommendation that the applicants’ tariff clearly state that OSD service will be curtailed if it creates or worsens Southern System minimum flow conditions.  The applicants are willing to include such a provision in their tariff.  Accordingly, we will require that the interruptible and firm OSD service on SoCalGas’ Southern System be curtailed if it creates or worsens a minimum flow condition or it imposes other operational costs to on-system customers, and SoCalGas shall revise its tariff accordingly.

A situation could arise whereby an interruptible or firm OSD on the Southern System will require SoCalGas to purchase additional gas supplies in order to maintain system integrity on the Southern System.  To ensure that on‑system customers do not end up paying for the additional purchases of gas that benefit OSD customers, SCE proposes that the revenues from OSD from the Southern System first go to pay for the fixed deliveries for the day, to offset the SRMA costs.  After that, any revenues over and above the day’s SRMA cost would then be credited through the Interstate Transportation Balancing Account (ITBA) for sharing purposes.  The applicants are agreeable to such a requirement.  

Accordingly, to prevent on-system customers from having to pay for gas purchases to maintain system integrity on the Southern System as a result of interruptible or firm OSD, SoCalGas shall reflect in its tariff that the revenues from OSD from the Southern System first go to pay for the fixed deliveries for the day to offset the SRMA costs, and any revenues over and above the day’s SRMA costs then be credited to the ITBA for sharing purposes.   

3.3.2.4. Shipper Imbalances

The applicants originally proposed that if a gas imbalance occurs following the Cycle 4 gas nomination process, that an OSD shipper be given ten calendar days to clear the imbalance.  According to the applicants, an imbalance could result from a mismatch in the amount of gas coming from an interconnecting pipeline.  The applicants propose to create an administrative shipper imbalance account to resolve any imbalances that may result from a shipper’s nomination for an OSD.  The applicants subsequently agreed to reduce the time to clear the imbalances to two to three business days instead of the ten days.   

The Indicated Producers contend that the applicants’ OSD shipper imbalance proposal, as originally proposed, must be changed to ensure that OSD shippers do not rely on on-system resources for an unreasonable period of time.  The Indicated Producers point out that OSD customers do not contribute to the resources needed for load balancing, and therefore should not be allowed to use on-system balancing resources for an extended period of time.  Under the applicants’ proposal, shipper imbalances on the system would be allowed even on days when operational flow orders are called, while other end-use customers would be subject to daily balancing.  Instead of the applicants’ ten day imbalance shipper rule, the Indicated Producers recommend that the Commission adopt a rule which allows shippers two business days to resolve the resulting imbalance after Cycle 4 and the scheduling of gas by the interconnecting pipeline.

SCGC agrees that the OSD shipper imbalances should be resolved within two to three business days.  

The original 10 day proposal of the applicants to resolve a shipper imbalance provides too much time to take corrective action.  For interruptible and firm OSD, we will require that all OSD shippers resolve their imbalances within three business days  If the imbalance is not resolved within that time period, then the imbalance is to be resolved in accordance with the terms of SoCalGas’ Schedule G‑IMB tariff. 

Another imbalance issue concerns minor imbalances that can result from the simultaneous confirmation and scheduling processes that occur.  These imbalances usually occur in the last nomination cycle of the day when there is no additional nomination opportunity to correct the difference.  In order to mitigate this imbalance problem, SCGC recommended that the OSD customers be required to nominate initially to a pool or storage account instead of from a receipt point access (G-RPA) account.  SoCalGas’ witness was receptive to such a change.  Accordingly, SoCalGas shall revise its Schedule G-RPA tariff so that a G-RPA customer will be required to nominate to a pool account or storage account before the customer can nominate to an OSD account.

3.3.2.5. Treatment of Interruptible OSD Revenues

The applicants propose that the net savings, i.e., the interruptible off-system revenues less the interruptible off-system costs, be allocated to SoCalGas’ ratepayers.  The applicants contend that this is the same type of revenue treatment that is in place for interruptible OSD service to the PG&E system.  No one objected to this proposed treatment.  
One of the benefits of expanding OSD service is that the applicants propose to use the incremental revenues to offset transmission costs for on-system customers.  It is our belief that allowing the interruptible OSD rate to float up to a rate cap of 15 cents per Dth, and to be discounted to as low as the floor rate of 1.5 cents per Dth, will encourage the use of interruptible OSD, while maximizing the revenues to help reduce the transmission costs for on-system customers.  

The applicants’ proposal to allocate the net savings from the interruptible OSD service to on-system customers is adopted.  

3.3.2.6. Affiliate Transactions and Reporting

The Indicated Producers recommend that two measures be adopted to increase the transparency of OSD transactions with the applicants’ affiliates, in particular, those affiliated entities who market LNG that is imported through the Costa Azul LNG terminal.  

The Indicated Producer’s first recommendation is that the applicants be required to disclose all of the discounted OSD transactions with its affiliates within 24 hours.  The disclosure of the affiliate discount should list the name of the affiliate purchasing the OSD service, the transaction price, the identity of the receipt point, and the quantity of gas transported for the affiliate.  The Indicated Producers contend that requiring the utilities to post discounted OSD transactions with their affiliates is consistent with the Commission’s affiliate rules, which require notice of discounts to affiliates be provided as promptly as 24 hours.  

The second measure that the Indicated Producers recommend be adopted is that the OSD tariff define the term “similarly situated shippers,” and that the tariff state that the curtailment procedures shall treat all OSD alike.  The Indicated Producers contend that defining the term “similarly situated shipper” will ensure that all shippers using the same OSD receipt point will receive the same discount regardless of the contracted quantities or the length of the applicable contracts.  The provision about the curtailment procedures will ensure that a curtailment of OSD will be done on a proportional basis, and will be based solely on the relative quantity of gas transported through an OSD receipt point. 

This second recommendation of the Indicated Producers has already been incorporated into the terms and conditions of interruptible OSD service as discussed in section 3.3.2.2.  

With respect to the first recommendation that the transactions with the applicants’ affiliates be posted within 24 hours, we agree with the Indicated Producers that the affiliate rules require the posting of such information.  A review of the affiliate transaction rules, which were adopted in D.98-08-035, reveal that if a “discount, rebate, or other waiver of any charge or fee” is provided to an affiliate, then an affiliate discount report must be filed as required by section III.F. of the affiliate transaction rules.  In addition, under section III.B.2. of the affiliate rules, if a discount is offered to the utility’s affiliate, “the utility shall contemporaneously make such discount or waiver available to all similarly situated market participants.”  Accordingly, any discounting of the OSD charge shall comply with those two provisions of the affiliate transaction rules.   

DRA recommends that the Commission require the applicants to submit quarterly reports to the Commission and to interested parties on their interruptible OSD service.   DRA recommends that the report be in the form of an Excel spreadsheet, and that it contain the following information about the total number of daily transactions at each receipt and delivery point: the date of the transaction; the prevailing city gate prices; the discounted interruptible OSD rates established by SoCalGas; the number of interruptible OSD transactions; the daily interruptible OSD volumes at each receipt/delivery point; and the maximum OSD volume capability at each receipt/delivery point without having to procure additional gas to ensure system integrity.  DRA also recommends that the report separately list the transactions with the applicants’ affiliates, and that the affiliates be identified.  

SCGC also recommends that a quarterly report be provided by the applicants that identify all the discounts that have been provided.  

The request by DRA and SCGC that the applicants provide a quarterly report about affiliate transactions, and OSD transactions in general, is not needed.  As discussed above, the applicants are required to comply with sections III.B.2. and III.F. of the affiliate transaction rules.  The affiliate discount report required by section III.F. will provide the same type of information that DRA and SCGC request be provided.  In addition, under recent decisions of the Federal Energy Regulatory Commission (FERC), SoCalGas and SDG&E will be required to provide quarterly reports of off-system transportation services.  (131 FERC Par. 61,150 (2010); 133 FERC Par. 61,216 (2010.)

3.3.3. Firm OSD

3.3.3.1. Position of the Applicants

For firm OSD service, the applicants propose to follow the same methodology the Commission approved in D.06-12-031 for allowing the applicants to provide firm OSD service to PG&E.  That is, an open season will first be held to determine the interest in firm OSD service, and then a contract will be entered into.  Afterwards, the applicants will file a separate application requesting approval of the contract for the facilities needed to provide firm OSD to a specific point.  The Commission would then decide in that proceeding whether the facility additions are necessary, and whether the proposed firm OSD rate is just and reasonable. 

In order to provide certainty to prospective firm shippers during the open season process, the applicants request that the Commission establish in this decision the general terms and conditions for firm OSD service, and the method for determining the firm OSD rate.  According to the applicants, this will allow them to “meaningfully gauge market interest” during the open season for firm OSD services.  (Ex. 2 at 3.)  

To provide firm OSD service, the applicants note that facility upgrades or additional facilities will likely be needed so that gas can be physically delivered into the particular OSD point.  As a result, the rate for firm OSD service is likely to differ from one receipt point to another.  The applicants propose that the firm OSD rate be made up of a fixed contractual charge, plus an additional charge that is at least equal to the discountable, interruptible OSD rate.  The purpose of the fixed contractual charge is to recover the full costs of any incremental facilities needed to provide the firm OSD service at a particular location.  The applicants propose that this contractual charge include the cost of the facilities, plus any carrying costs and a return on equity.  Any excess would be applied as a credit to existing customers’ rates.  According to the applicants, the second charge will ensure that existing ratepayers are not subsidizing the firm OSD service, and it will make an additional contribution to the cost of the existing system to benefit current on-system customers through reduced rates. 

The applicants also request that they be allowed to roll the off-system facility costs of the firm OSD service into the overall transmission system costs if the applicants “can demonstrate that the incremental off-system facility costs are below the incremental revenues associated with charging the incremental firm off‑system load the system average transmission rate.”  (Ex. 2 at 3.)  The applicants note that this rolled-in treatment may be appropriate “in applications for new facilities that are relatively inexpensive or for older facilities that have been significantly depreciated and therefore have relatively low remaining net book value.”  (Ex. 2 at 3.) 

Under the applicants’ proposal, firm off-system customers will have priority over interruptible off-system customers at any given receipt point since the firm customers will have made a long term commitment to expand facilities in order to establish firm OSD service at that particular location.  

3.3.3.2. Position of the Other Parties

DRA takes the position that it is premature to have the Commission establish in this decision the general terms and conditions for firm OSD service, and the rate structure for the firm OSD rate.  DRA contends that firm OSD is a market driven service that will generate market-driven revenues.  Since the firm OSD service is tied to the market, the rewards to ratepayers and the return on equity to shareholders should also be market driven.  DRA contends that under the applicants’ proposal, ratepayers may not receive any benefits if discounting is allowed to attract firm OSD shippers.  In contrast, under the applicants’ proposal, their shareholders earn a return on equity.  DRA does not believe that the applicants should receive a guaranteed return on equity.    

DRA also takes issue with the applicants’ proposal to hold an open season for firm OSD service, and that a contract be negotiated based on the results of the open season.  Under the applicants’ proposal, DRA contends that the first opportunity of the Commission and the parties to review the results of the open season and the executed contract is when this information is presented in the application for firm OSD service.  DRA believes this is too late in the process to allow for meaningful review and modifications, and there will be no motivation to ensure that ratepayers receive any benefit from the firm OSD service.  DRA contends that the parties should have an opportunity to fully consider the cost implications and the associated operational changes that will be necessary before the applicants file an application with an executed contract requesting approval of the firm OSD service.  

To allow for such a review, DRA recommends that the applicants describe their open season process and the results of the open season in a later phase of this proceeding or in a Tier 3 advice letter.  This will allow DRA and other parties to review and comment on the results of the open season before any contract is entered into and any revenue sharing mechanism is adopted.  Following this comment process, DRA proposes that the applicants file an application to offer this firm OSD service.  DRA contends that its recommended process will make it more likely that the applicants will negotiate a deal that benefits both ratepayers and shareholders.  
With regard to the applicants’ proposal to roll-in the facility costs, SCGC and DRA recommend that the applicants demonstrate that the new facilities meet the FERC roll-in test instead of the applicants’ roll-in proposal.  SCGC proposes that if the new facilities meet the FERC roll-in test, that the rate for the firm OSD service be collected through a reservation charge instead of on a volumetric basis.  

DRA also contends that the applicants need to address the development of a secondary market for the trading of any firm OSD capacity that a firm shipper might want to release on an intermittent basis since this additional OSD capacity will be competing with ratepayers for interruptible OSD revenues.  DRA also contends that the applicants need to address the issue of residual rights, if any, of the firm shipper upon the expiration of its contract.  

SCE agrees with the applicants’ proposal that firm OSD customers be charged a volumetric charge that is subject to discount, as well as the fixed contractual charge that recovers the cost of building any firm off-system facilities.    

The Indicated Producers and SCGC favor the two-part rate for firm OSD service.  The Indicated Producers and SCGC are also opposed to any discounting of the firm OSD service.  The Indicated Producers point out that such a restriction is warranted because under the applicants’ proposal, their shareholders will receive a return on equity, which isolates shareholders from the impact of discounting.  In contrast, if discounting is allowed, less revenue will be passed through to on-system customers to their detriment.  To ensure that the utilities do not negotiate discounts that shift OSD costs to on-system users, the Indicated Producers recommend that the Commission restrict the applicants’ ability to negotiate discounts to firm OSD service by imposing the two following conditions.  First, the Indicated Producers recommend that the applicants be precluded from entering into transactions involving firm OSD service that do not cover the facility charges which are meant to recover the incremental capital costs associated with providing firm OSD service.  Second, the Indicated Producers recommend that firm OSD users pay the full undiscounted interruptible OSD rate.  SCGC recommends that if discounting is permitted, the discount should be limited to the OSD incremental facilities charge, and the applicants’ shareholders should absorb the full impact of the discount.  

3.3.3.3. Terms and Conditions of Firm OSD Service

The applicants and DRA propose two different approaches for how the terms and conditions for firm OSD service should be developed.  The applicants propose that the preliminary terms and conditions be adopted in this decision, followed by the holding of an open season and the filing of an application and a contractual commitment by one or more shippers to use the firm OSD service.  DRA’s proposed process would have the applicants file the results of the open season in a proceeding or advice letter, followed by an opportunity for DRA and other parties to comment before any contract for firm OSD service is entered into and submitted through the application process.   

DRA’s proposed process should not be adopted because there is sufficient information before us to decide what the general terms and conditions should be for firm OSD service.  DRA’s proposed process would require the applicants to go through an additional comment and review process each time the applicants want to offer firm OSD service at a particular point.  Instead of requiring the applicants to go through this comment and review process, it is more efficient for the Commission to adopt the general terms and conditions of firm OSD service in this decision so that the applicants and potential firm OSD shippers have an idea of how much this service will cost.  Accordingly, DRA’s proposal that the applicants propose the terms of an open season process through a comment and review process each time they seek to offer firm OSD service is not adopted.  Instead, the applicants’ process of holding an open season, entering into a contractual commitment with the prospective firm OSD shipper, and the filing of an application seeking approval of the new facilities and the rate to be charged for the firm OSD service, will be adopted using the terms and conditions described below.  

The applicants and the other parties had ample opportunity in this proceeding to describe and comment on what the general terms and conditions for firm OSD service should be.  For DRA and some of the other parties, they primarily disagree with the proposal that the applicants be allowed to earn a return on equity on the additional facilities that are needed to provide firm OSD service.  DRA and the other parties disagree with that part of the applicants’ proposal because there is no corresponding guarantee that on-system customers will receive any benefit from the firm OSD service.  To offset the guarantee that the applicants’ shareholders will earn a return on equity on the new facilities, the Indicated Producers and SCGC propose that the Commission prohibit any discounting of the volumetric part of the firm OSD rate.  By prohibiting a discount of the volumetric charge, the Indicated Producers and SCGC believe that on‑system customers will receive the benefit of rate reductions as a result of the offering of firm OSD service.   

In weighing the competing interests of shareholder benefits, ratepayer benefits, and the applicants’ process for the offering of firm OSD service, we adopt the following terms and conditions for the offering of firm OSD service.  

First, the applicants shall include in the application for firm OSD service, a description of the open season process that was used.  This will provide the parties with the information they need to help evaluate whether the open season process resulted in the best contract and price for the proposed firm OSD service.  

Second, the firm OSD rate shall consist of the two charges that the applicants and the other parties agree should be included.  The first charge shall be a reservation charge that shall collect all of the costs associated with the new facilities that are needed to offer firm OSD.  The applicants will be permitted to earn a return on equity on these new facilities.  The second charge shall be a volumetric charge that is equal to the base rate that is charged for interruptible OSD service.
  The revenues derived from this second charge shall be credited for the benefit of on-system customers. 

Third, to ensure that on-system customers receive a benefit from firm OSD, no discounting will be allowed of the firm OSD reservation charge or of the volumetric charge.  

Fourth, the application for firm OSD service shall propose how the unused firm OSD capacity a firm shipper may want to release will be traded or sold.  Furthermore, the application shall discuss the issue of residual rights, if any, that the firm shipper might have upon the expiration of the contract for firm OSD service.  

Fifth, under appropriate circumstances, the applicants may propose in the application for firm OSD service that the firm OSD rate be rolled into the overall transmission system rate.  However, today’s decision does not adopt which test should be used for determining when it is appropriate to roll the firm OSD costs into the overall transportation rate.  Instead, the applicants and the parties shall be permitted to propose in that new application what test should be used in determining whether a roll-in of the firm OSD costs should be permitted or not. 

3.4. Hinshaw Exemption Issue

3.4.1. Introduction

One of the issues identified in the amended scoping memo was, “Will the applicants’ Hinshaw exemptions be affected if the request to expand off-system deliveries to other interconnection points is granted.”  The applicants, SCE, and DRA briefed the Hinshaw exemption issue in their opening and reply briefs.  

The Hinshaw exemption issue is an important jurisdictional issue because if the applicants’ OSD service to interstate and international pipelines subjects them to the jurisdiction of the FERC, that will be detrimental to this Commission’s regulation of the applicants’ intrastate  gas distribution activities.

SDG&E and SoCalGas contend that the authority they are requesting will not threaten this Commission’s jurisdiction over the applicants’ gas utility operations.  The applicants assert that under existing FERC regulations and decisions, that OSD to markets outside California will not impact this Commission’s regulation of their operations, and will not affect their Hinshaw exemption status under Section 1(c) of the Natural Gas Act.  The applicants also point out that the authority they are seeking will place them on equal footing with PG&E, who can provide OSD at all of its backbone transportation paths including interstate pipelines.

The applicants point out that PG&E has the authority from the FERC under its blanket certificate to deliver gas from PG&E’s intrastate transmission system to markets located outside of California.  SDG&E and SoCalGas also hold these blanket certificates.  The applicants contend that with this certificate, a Hinshaw pipeline or local distribution company is “authorized to engage in the sale or transportation of natural gas in interstate commerce without affecting the jurisdiction of state agencies under the Hinshaw exemption to the Natural Gas Act.”  (Applicants’ Opening Brief at 19.)  

The applicants also agree that they will terminate OSD service should the FERC or any court of competent jurisdiction find that such a service would adversely impact the Hinshaw exemption of either SDG&E or SoCalGas, and are agreeable to including such language into the OSD tariff.  

SCE contends that the authority that the applicants request will not impact this Commission’s ability to exercise jurisdiction over the gas utility operations of either SDG&E or SoCalGas.  SCE contends that under the FERC decisions and regulations, that OSD by a Hinshaw pipeline, under the provisions of Part 284.224 of the FERC regulation, to a market outside of the state in which they are subject to state regulation will not impact the utility’s status under the Hinshaw exemption in Section 1(c) of the Natural Gas Act.  

DRA recommends that the Commission require that any OSD service be terminated if there is a potential that the applicants will lose their Hinshaw exemption status.  DRA also recommends that the applicants demonstrate how this issue will be handled in any contracts for firm OSD service.  

The applicants contend that the legal conclusions that were reached by each party about the impact of OSD service on the Hinshaw exemption issue were consistent and clear.  The applicants contend that the proposed OSD services “will have no impact on the Commission’s ability to exercise its jurisdiction under the Hinshaw exemption of the Natural Gas Act and applicable FERC precedent and regulation.

3.4.2. Discussion

The Natural Gas Act grants regulatory authority to the FERC over entities that engage in the sale of natural gas for resale or interstate gas transportation.  (See 15 USC §§ 717-717z.)  The Hinshaw exemption, which is found in Section 717(c) of Title 15 of the United States Code, exempts such entities from FERC’s jurisdiction if that entity receives all of its out-of-state gas within or at the boundary of that state, and if all the natural gas that it receives is consumed within that state.  The federal appellate courts have recognized that this provision creates an exception from the FERC’s jurisdiction over an entity’s rates, services, and facilities within the state where the gas is consumed.  (Altamont Gas Transmission Company v. FERC , 92 F.3d 1239, 1243; (D.C. Cir. 1996); Public Utilities Commission of the State of California v. FERC, 143 F.3d 610, 614-615, (D.C. Cir. 1998).)    

Both SDG&E and SoCalGas are exempt from FERC’s jurisdiction under the Hinshaw exemption, and are considered “Hinshaw pipelines” as defined in Section 284.224(h)(1) of FERC’s regulations.
  SDG&E and SoCalGas also hold Part 284 blanket transportation certificates that were issued by the FERC.  (See 41 FERC Par. 61,173 (1987), 64 FERC Par. 61,221 (1993).)  With a blanket certificate, the FERC regulations allow the blanket certificate holder to engage in the transportation of natural gas on behalf of an interstate pipeline or a local distribution company served by an interstate pipeline, or the sale of natural gas to an interstate pipeline or to a local distribution company served by an interstate pipeline, without impairing its Hinshaw exemption.  This transportation or sale by the blanket certificate holder will not subject the holder to FERC jurisdiction except to the extent necessary to enforce the terms and conditions of the blanket certificate.  (18 CFR § 284.224(d); See 18 CFR §§ 284.122, 284.142.)
  

In support of their position, the applicants and SCE cite to two FERC decisions.  The first decision addressed a situation in which PG&E was issued a limited jurisdiction blanket transportation certificate.  The second decision involved an entity that had filed for a limited jurisdiction blanket certificate with the FERC, while a parallel proceeding addressing the jurisdictional status of that entity’s transportation service was pending.  (See 69 FERC Par. 61,140 at 61,505–61,506 (1994), 70 FERC Par. 61,121 at 61,327 (1995).)  In both situations, the FERC agreed that these entities could provide off-system transportation services without affecting their Hinshaw exemptions.  In its order granting a limited blanket certificate to PG&E, the FERC specifically rejected the argument that such off-system transportation would jeopardize PG&E’s Hinshaw exemption.  In rejecting this argument, the FERC recognized that PG&E was not relying on its Hinshaw exemption status to engage in the OSD.  Instead, PG&E was seeking a limited jurisdiction blanket certificate which permits the entity to “engage in the activities contemplated in section 1(c) [of 15 USC § 717] --- while at the same time participating in the restricted types of jurisdictional transactions specified in section 284.224 of the Commission’s regulations --- and retain its NGA-exempt Hinshaw status.”  (69 FERC Par. 61,140 at 61,504.)

We have reviewed the applicable FERC regulations and decisions and agree with the applicants and SCE that authorizing the expansion of interruptible and firm OSD service to other interconnections will not impact the Hinshaw exemptions of SDG&E and SoCalGas, or the ability of this Commission to regulate their activities.  However, should the FERC or any court of competent jurisdiction issue a decision or a preliminary determination that the OSD service adversely impacts the Hinshaw exemption of either SDG&E or SoCalGas, we will require SoCalGas and SDG&E to take steps to immediately terminate all OSD services.  The applicants have expressed their willingness to abide by such a condition, and they shall be required to include such a condition in their OSD tariffs and in their contracts for OSD service.  

4. Comments on Proposed Decision

The proposed decision of Administrative Law Judge (ALJ) John S. Wong in this matter was mailed to the parties in accordance with § 311 of the Public Utilities Code.  Opening comments were filed by the applicants, DRA, Indicated Producers, SCE, and SCGC.  Reply comments were filed by the applicants, Indicated Producers, and SCE.  Those comments have been reviewed, and appropriate changes have been incorporated into this decision.  

5. Assignment of Proceeding

Timothy Alan Simon is the assigned Commissioner and John S. Wong is the assigned ALJ in this proceeding. 

Findings of Fact

1. SDG&E and SoCalGas were authorized in D.06-12-031 to make OSD to PG&E at a rate of 5 cents per Dth for interruptible service, and to hold an open season to solicit interest in firm OSD to PG&E’s system and to file an application for that firm service.  

2. The applicants request that they be allowed to make OSD of gas to all pipeline interconnections on an interruptible basis, and that the offering of firm OSD service follow the process approved in D.06-12-031.  

3. Interruptible OSD service is usually accomplished by the displacement of the gas supply that is normally received at the OSD interconnection point, or from another receipt point or gas storage on the applicants’ transmission systems.  

4. Firm OSD service is accomplished by the physical redelivery of gas supply from the applicants’ transmission systems to the OSD point.  

5. Allowing the applicants to offer OSD service to all of its pipeline interconnections will provide the applicants with the flexibility to readily respond to gas demand needs in east of California markets, give the applicants the same kind of authority that PG&E currently has, and increase the utilization of the applicants’ transmission facilities.  

6. Since the firm and interruptible OSD services are to be second in priority to all on-system demand and services, there will be no operational impact on the on‑system customers, or on the applicants’ ability to have available supplies of gas to meet their on-system customers’ needs and services, or on the applicants’ transmission facilities.

7. Since interruptible OSD service uses the displacement of flowing supplies, SoCalGas will incur negligible operational costs to provide this service.

8. D.06-12-031 rejected the argument that OSD services should be delayed because of possible impacts on gas storage.

9. The interruptible OSD rate is not tied to the level of the FAR charge. 

10. Discounting of the interruptible OSD rate is to be done on a non-discriminatory basis. 

11. Allowing the discounting of the interruptible OSD rate will encourage potential OSD shippers to use this service, which in turn will maximize the use of the transmission system.

12. The operating conditions on SoCalGas’ Southern System requires that a certain minimum amount of gas flow through that part of the system in order to serve customers located in certain counties. 

13. A gas imbalance could occur following the Cycle 4 gas nomination process due to a mismatch in the amount of gas coming from an interconnecting pipeline.  

14. One of the benefits of expanding OSD service is that the applicants propose to use the incremental revenues to offset transmission costs for on-system customers.  

15. Affiliate transaction rule III.F. requires that if a “discount, rebate, or other waiver of any charge or fee” is provided to an affiliate, then an affiliate discount report must be filed.

16. Affiliate transaction rule III.B.2. requires that if a discount is offered to the utility’s affiliate, the utility is to contemporaneously make such discount or waiver available to all similarly situated market participants.

17. The request by DRA and SCGC that the applicants provide a quarterly report about their affiliate transactions is not needed because the affiliate discount report required by III.F. of the affiliate transaction rules will provide that same type of information.   

18. The applicants and DRA propose two different approaches for how the terms and conditions for firm OSD service should be developed.

19. It is more efficient for the Commission to adopt the general terms and conditions of firm OSD service in this decision so that the applicants and potential firm OSD shippers have an idea of how much this service will cost.

20. SDG&E and SoCalGas are exempt from FERC’s jurisdiction under the Hinshaw exemption and are considered Hinshaw pipelines, and hold Part 284 blanket transportation certificates issued by the FERC. 

Conclusions of Law

1. SCGC’s request to deny the applicants’ application is denied. 

2. The applicants’ request to eliminate the reference in SoCalGas’ Rule No. 23 to SoCalGas’ Schedule No. GIT, and to eliminate Schedule No. GIT is granted.  

3. The applicants should be allowed to expand their interruptible OSD service to all of their interconnection points with interstate and international receipt points on the terms and conditions described in sections 3.3.2. and 3.4. of this decision.

4. The offering of interruptible OSD by the applicants shall not result in any increased costs being passed on to on-system customers. 

5. SoCalGas shall revise its tariff to require that if system integrity cannot be maintained with the nominated level of interruptible OSD service, or if the level of nominations exceeds the capacity of the transmission line, the applicants shall be required to curtail or reduce the interruptible OSD nominations.  

6. The applicants shall be required to define in their interruptible OSD service tariff that a “similarly situated” shipper means those shippers using a given receipt point on a given day, and to post on a daily basis all interruptible OSD discounts and to offer the same discount to other similarly situated shippers using such service.

7. A floor rate for interruptible OSD service shall be established to ensure that the interruptible OSD rate is not lower than the cost of providing such service and those existing on-system customers are not subsidizing OSD services.  

8. The base rate for interruptible OSD service shall be set at 5 cents per Dth, allowed to be increased to a maximum of 15 cents per Dth, and allowed to be discounted down to as low as 1.5 cents per Dth.

9. Interruptible and firm OSD service on SoCalGas’ Southern System is to be curtailed if it creates or worsens a minimum flow condition or it imposes other operational costs to on-system customers.  

10. To prevent on-system customers from having to pay for gas purchases to maintain system integrity on the Southern System as a result of interruptible or firm OSD, SoCalGas shall reflect in its tariff that the revenues from OSD from the Southern System first go to pay for the fixed deliveries for the day to offset the SRMA costs, and any excess revenues above the day’s SRMA costs then be credited to the ITBA for sharing purposes.

11. For interruptible and firm OSD, all OSD shippers shall be required to resolve their imbalances within three business days, and if the imbalance is not resolved within that time period, then the imbalance is to be resolved in accordance with the terms of SoCalGas’ Schedule G-IMB tariff.  

12. SoCalGas shall revise its Schedule G-RPA tariff so that a G-RPA customer will be required to nominate to a pool account or storage account before the customer can nominate to an OSD account.

13. The applicants’ proposal to allocate the net savings from the interruptible OSD service to on-system customers shall be adopted.

14. Any discounting of the interruptible OSD rate shall comply with III.F. and III.B.2. of the affiliate transaction rules.  

15.  The applicants’ process of holding an open season, entering into a contractual commitment with a prospective firm OSD shipper, and filing an application to seek approval of the new facilities and the rate to be charged for firm OSD service, shall be adopted using the terms and conditions of firm OSD service as described in this decision.  

16. The applicants should be allowed to expand their firm OSD service to all of their interconnection points with interstate and international receipt points on the terms and conditions described in sections 3.3.3. and 3.4. of this decision.

17. The offering of firm OSD service shall comply with the five following terms and conditions described in section 3.3.3.3. of this decision: first, the application for firm OSD service shall provide a description of the open season process; second, the firm OSD rate shall consist of the two charges described in this decision; third, to ensure that on-system customers receive a benefit from firm OSD service, no discounting will be allowed; fourth, the application for firm OSD service shall address how any unused firm OSD capacity a firm shipper may want to release will be traded or sold, and discuss the residual rights, if any, that the firm shipper might have upon the expiration of the contract for firm OSD service; and fifth, under appropriate circumstances, the applicants may propose in the application for firm OSD service that the firm OSD rate be rolled into the overall transmission system rate, but the test for determining whether a roll-in should be permitted is to be addressed in that new proceeding.  

18. Under the FERC regulations, a blanket certificate holder is allowed to engage in the transportation of natural gas on behalf of an interstate pipeline or a local distribution company served by an interstate pipeline, or the sale of natural gas to an interstate pipeline or to a local distribution company served by an interstate pipeline, without impairing its Hinshaw exemption.  

19. Authorizing the expansion of interruptible and firm OSD service to other interconnections will not impact the Hinshaw exemptions of SDG&E and SoCalGas, or the ability of this Commission to regulate their activities.

20. Should the FERC or any court of competent jurisdiction issue a decision or a preliminary determination that the OSD service adversely impacts the Hinshaw exemption of either SDG&E or SoCalGas, SDG&E and SoCalGas should be required to take steps to immediately terminate all OSD services, and to reflect that condition in their tariffs and contracts for OSD services. 

O R D E R

IT IS ORDERED that:

1. San Diego Gas & Electric Company (SDG&E) and Southern California Gas Company (SoCalGas) are authorized to expand their interruptible off-system delivery (OSD) service to all of their other interconnection points with interstate and international receipt points on the terms and conditions described more fully in section 3.3.2. of this decision and summarized as follows: first, the offering of interruptible OSD shall not result in any adverse operational impacts to on-system customers; second, the base rate for interruptible OSD service is 5 cents per decatherm (Dth), and can range up to the rate cap of 15 cents per Dth, and can be discounted on a non-discriminatory basis to as low as 1.5 cents per Dth; third, the OSD tariff shall reflect that the revenues from OSD from the Southern System first go to pay for the fixed deliveries for the day to offset the System Reliability Memorandum Account (SRMA) costs, and any revenues over and above the day’s SRMA costs then be credited to the Interstate Transportation Balancing Account for sharing purposes; fourth, all OSD shippers shall resolve their imbalances within three business days, and if not, the imbalance is to be resolved in accordance with the terms of SoCalGas’ Schedule G-IMB; fifth, SoCalGas’ Schedule G‑RPA shall be revised; sixth, the net savings from the interruptible OSD service is to be allocated to on-system customers; and seventh, any discounting of the OSD charge is to comply with sections III.B.2. and III.F. of the affiliate transaction rules.

2. San Diego Gas & Electric Company and Southern California Gas Company are authorized to expand their firm off-system delivery (OSD) service to all of their other interconnection points with interstate and international receipt points on the terms and conditions described more fully in sections 3.3.2. and 3.3.3. of this decision and summarized as follows: first, the OSD tariff shall reflect that the revenues from OSD from the Southern System first go to pay for the fixed deliveries for the day to offset the System Reliability Memorandum Account (SRMA) costs, and any revenues over and above the day’s SRMA costs then be credited to the Interstate Transportation Balancing Account for sharing purposes; second, all OSD shippers shall resolve their imbalances within three business days, and if not, the imbalance is to be resolved in accordance with the terms of SoCalGas’ Schedule G-IMB; third, the application for firm OSD service shall provide a description of the open season process; fourth, the firm OSD rate shall consist of the two charges described in this decision; fifth, no discounting will be allowed; sixth, the application for firm OSD service shall address how any unused firm OSD capacity a firm shipper may want to release will be traded or sold, and discuss the residual rights, if any, that the firm shipper might have upon the expiration of the contract for firm OSD service; and seventh, under appropriate circumstances, the applicants may propose in the application for firm OSD service that the firm OSD rate be rolled into the overall transmission system rate, but the test for determining whether a roll-in should be permitted is to be addressed in that new proceeding.

3. San Diego Gas & Electric Company and Southern California Gas Company are authorized to file appropriate Tier 1 advice letters for the offering of interruptible off-system delivery services, and firm off-system delivery services, and which reflect the terms and conditions of such services as described and set forth in sections 3.3. and 3.4. and Ordering Paragraphs 1 and 2 of this decision.  

4. Should the Federal Energy Regulatory Commission or any court of competent jurisdiction issue a decision or a preliminary determination that the off‑system delivery (OSD) service adversely impacts the Hinshaw exemption of either San Diego Gas & Electric Company (SDG&E) or Southern California Gas Company (SoCalGas), SDG&E and SoCalGas shall take steps immediately to terminate all OSD services.  SDG&E and SoCalGas shall reflect this condition in their tariffs and contracts for off-system delivery services.

This proceeding is closed.

Dated March 10, 2011, at San Francisco, California.
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(END OF APPENDIX A)

� SDG&E and SoCalGas are also referred to in this decision as the “applicants.”  


� Maintaining system integrity consists of maintaining system pressures between minimum and maximum allowable limits at all times, operating transmission and storage facilities within their rated capacities, and maintaining and recovering system linepack.  


� In D.09-11-006, the Commission approved a settlement of the Phase Two issues in the cost allocation proceeding of SDG&E and SoCalGas which provides, among other things, that SoCalGas will not be at risk for backbone transmission revenues for the term of that cost allocation period.   


� This is reflected in the proposed modifications to SoCalGas Rule No. 23, which provides that in the event operating conditions require the curtailment of service, both interruptible and firm OSD services will be curtailed before any intrastate transportation or storage withdrawal services are curtailed.  (Ex. 2 at 11-12.)  


� D.08-12-020 approved a settlement of the Phase One issues in the cost allocation proceeding of SDG&E and SoCalGas that addressed, among other things, the sharing of unbundled gas storage revenues and how unbundled storage expansion costs and revenues will be treated.  Under that adopted gas storage revenue sharing mechanism, SoCalGas has an incentive to maximize the sale of unbundled storage revenues since it retains a share of those revenues up to a cap of $20 million.  As for ratepayers, they also share in the revenues and have the potential to keep all of the net unbundled storage revenues if the revenues exceed $60 million.  In addition, any expansion of unbundled gas storage, and the revenues from the expanded storage, will be subject to the same sharing mechanism.  


� The amount of the FAR charge is being examined in Application (A.) 10-03-028.  The applicants propose that if the FAR charge is increased in A.10-03-028, that the interruptible OSD rate also increase to the same amount.  SCGC also supports linking the interruptible OSD rate to the FAR charge.  


� As an alternative, SCE suggests that the rate cap for OSD be examined in the 18 month FAR update proceeding, which SoCalGas and SDG&E filed on March 29, 2010 in A.10�03�028.  Since the August 19, 2010 scoping memo in A.10-03-028 did not expand that proceeding to include a review of what the rate cap for OSD service should be, we decline to adopt this alternative suggestion of SCE.    


� As discussed in section 3.3.2.2., the base rate for interruptible OSD service is 5 cents per Dth. 


� This section is found in 18 Code of Federal Regulations § 284.224(h)(1), which defines a “Hinshaw pipeline” to mean “any person engaged in the transportation of natural gas which is not subject to the jurisdiction of the [FERC] under the Natural Gas Act solely by reason of section 1(c) of the Natural Gas Act.”


� In contrast, a Hinshaw pipeline that does not have a blanket certificate is not authorized to sell or transport natural gas in interstate commerce as an intrastate pipeline.  (18 CFR § 284.224(g).)   
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