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RESOLUTION

Resolution G-3338.  Southern California Gas Company (SoCalGas) requests authorization to deviate from its Tariff Schedule No. GT-I, Interruptible Intrastate Transmission Service; and Rule No. 2, Description of Service.  Approval of these deviations will allow SoCalGas to provide Praxair-Ontario high pressure transmission service while maintaining Praxair’s classification as a distribution-level customer.  SoCalGas’ request to deviate from Rule No. 2 is dismissed.  SoCalGas’ request to deviate from Tariff Schedule No. GT-I is denied.

By Advice Letter (AL) 3136 filed on March 22, 2002.

__________________________________________________________

Summary

This resolution dismisses SoCalGas’ request to deviate from Rule No. 2 and denies the request of SoCalGas as filed in AL 3136 on March 22, 2002 for Commission approval to deviate from its Tariff Schedule No. GT-I.  SoCalGas retains the discretion whether to accommodate Praxair’s request to take higher pressure by tapping into the transmission pipeline, as provided under SoCalGas’ existing Rule 20.  If SoCalGas accommodates Praxair’s request, SoCalGas will also reclassify Praxair from a distribution-level to transmission-level customer, and Praxair will pay transmission-level rates.  

We deny The Utility Reform Network’s (TURN) comments that the term of Praxair’s commitment to distribution-level status after completion of the special facilities needs clarification. 

If SoCalGas decides to accommodate additional distribution customers’ requests for transfers to transmission level service, SoCalGas shall file an advice letter, prior to accommodating any such requests, to notify the Commission.  This advice letter shall also include estimates of any actual resulting stranded costs, which will be paid by the customer.

If the cumulative level of such requests results in more than 10% of noncore distribution load being transferred to transmission status, we will consider suspending any further transfers, and will examine issues associated with such transfers in the next SoCalGas Biennial Cost Allocation Proceeding.

Background

Praxair is a major California producer of industrial gases such as oxygen, nitrogen, hydrogen, argon, and carbon dioxide.  It is currently classified as a distribution-level customer of SoCalGas and uses “District Pressure” as their delivery pressure.  Praxair requests higher delivery pressure in excess of District Pressure because higher delivery pressure will allow Praxair to operate without compression, used in its production process, thus reducing its electricity consumption.  The existing distribution system has enough capacity to serve Praxair’s volumetric requirement.  SoCalGas requests authority to deviate from Rule No. 2.C. in order to provide Praxair higher delivery pressure in excess of District Pressure.  

In order to deliver gas to Praxair at pressure in excess of District Pressure, SoCalGas needs to tap an existing transmission pipeline and install approximately 4,800 feet of pipeline to connect to Praxair’s facility.  In return, Praxair would pay for the cost to construct and maintain this new pipeline as required in Rule No. 2.N.3.a.

Under SoCalGas Special Condition 19 of Schedule No. GT-I, customers served from transmission-related facilities shall be classified as transmission-level customers.  Absent a deviation from Special Condition 19, Praxair’s classification would change from a distribution-level customer to a transmission-level customer.  SoCalGas requests authority to deviate from Special Condition 19 of Schedule GT-I in order to maintain Praxair’s current classification as a distribution-level customer after Praxair begins to receive service from the new transmission-related facility.  SoCalGas argues that “approval of these deviations is in the public interest because such approval will prevent setting precedent whereby a distribution service customer could convert to transmission-level status simply because SoCalGas is willing to accommodate the customer’s request for higher delivery pressure regardless of existing service capacity.”  

Rule 2.C. has changed since the Advice Letter was filed.  Previously, Rule 2.C. only allowed for delivery up to district pressure.  Delivery pressure higher than district pressure would have required a deviation.  However, the current Rule 2.C. includes a provision that allows the utility to provide “such other pressure as the Utility and the Customer agree to” for customers with connected loads of over 1MMBtu/hour.  As such, there is no longer a need to request a deviation from Rule 2.C.

Notice 

Notice of AL 3136 was made by publication in the Commission’s Daily Calendar.  SoCalGas states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

SoCalGas’ AL 3136 was protested by Praxair on April 11, 2002.  Praxair protests that “portion of the advice letter that would deny it ‘transmission customer’ status as unduly discriminatory, unsupported by existing Commission policy, and contrary to the public interest.”  Praxair argues that the SoCalGas system has sufficient capacity to serve Praxair higher delivery pressure.  Higher delivery pressure will eliminate the compression that would otherwise be used for Praxair’s hydrogen production process, thus reducing their electric compression expense and reducing electric demand in southern California.  Praxair’s pursuit of more energy efficient production may also help position Praxair for future production modification.  Praxair is willing to pay for the cost to construct and maintain this new pipeline, which will be classified by SoCalGas as transmission facilities.  Rate Schedule GT-I states that customers served from the Utility’s transmission-related facilities shall be classified as transmission-level customers.  Praxair argues that it should not be denied its transmission-level status since Praxair would be served from the transmission facilities.  Praxair points out that a touchstone of “Commission ratemaking policy is the notion that customers eligible for a tariffed service should have the right to that service at those Commission-approved rates.”  

Praxair asserts that the cost saving it would receive from eliminating the compression would not justify the cost to construct and maintain the pipeline.  Denying Praxair’s transmission-level status will remove a significant benefit of the project.  Praxair requests to be granted transmission-level status.

The Utility Reform Network (TURN) responded to SoCalGas Advice Letter 3136 on April 11, 2002.  TURN generally agrees with SoCalGas’ assessment that the “approval of these deviations is in the public interest because such approval will prevent setting precedent whereby a distribution service customer could convert to transmission-level status simply because SoCalGas is willing to accommodate the customer’s requests for higher delivery pressure regardless of existing service capacity.”  However, since Schedule GT-I provides a minimum contract term of only one month, TURN is concerned that Praxair, a distribution-level customer, could request a change in service to transmission-level service upon expiration of their current Master Services Contract.  TURN states, “Special Condition 19 mandates customer classification, but allows transmission-level customers to elect high-pressure distribution rates.”  TURN requests clarification on the term applicable to the distribution-level classification, and recommends SoCalGas’ requested exemption be granted only contingent on a long-term commitment by Praxair to maintain distribution-level status.

On April 18, 2002, SoCalGas responded to the protest filed by Praxair and to the response filed by TURN.  SoCalGas agrees that allowing Praxair to take higher delivery pressure service will increase the energy efficiency of Praxair’s production process.  But allowing Praxair, a distribution-level customer, to “buy up” to a transmission-level status means that SoCalGas or its ratepayers would be subsidizing Praxair’s efficiency improvement in the form of a rate decrease for Praxair.  If SoCalGas does not receive approval of both deviations in its AL 3136, SoCalGas plans to exercise its option to not tap into the gas transmission line pursuant to Rule 20.H.4 and to continue serving Praxair from its existing SoCalGas pipeline facilities.  Rule 20.H.4 states “the utility will not tap a gas transmission line except at its option when conditions in its opinion justify such a tap.”  SoCalGas believes moving ahead with the project will result in financial losses to SoCalGas or the allocation of costs to other customers without a deviation from Special Condition 19 of Schedule GT-I.  SoCalGas agrees with TURN’s recommendation that SoCalGas’ requested exemption be granted only contingent on a long-term commitment to maintain Praxair’s distribution-level status.

Discussion

Praxair is currently classified as a distribution service customer and receives service at the applicable Distribution Level charges under Rate Schedule GT-I.  Praxair requests delivery pressure in excess of District Pressure available from the distribution system because higher delivery pressure will allow Praxair to operate without compression equipment thereby reducing Praxair’s electricity consumption and creating a more energy efficient production process.  SoCalGas’ existing distribution system has sufficient capacity to serve Praxair’s volumetric requirement, and the transmission system is also capable of accommodating Praxair’s request for higher pressure and load requirements.  We find Praxair’s request to improve its production efficiencies by seeking higher pressure reasonable.  However, as SoCalGas points out in its comments, Rule 20 gives SoCalGas discretion to tap a transmission line for higher pressure service.  We agree that Rule 20 does provide the utility discretion to tap a gas transmission line except at its option when conditions justify such a tap.  This resolution is not the proper forum to address issues or concerns regarding Rule 20.

In order to provide Praxair with higher delivery pressure, SoCalGas requests a deviation from Rule 2.C.  However, Rule 2.C. has changed since the Advice Letter was filed.  Rule 2.C.4. currently states that for connected loads of over 1 MMBtu/hour, SoCalGas can provide other delivery pressure as agreed to by the utility and the customer.  While the advice letter filing is not an agreement, the reason for the filing suggests that SoCalGas is able to provide Praxair higher pressure by tapping into the transmission system.  The request to deviate from Rule 2.C. is now moot.

To provide Praxair higher delivery pressure, SoCalGas needs to tap an existing transmission pipeline and install approximately 4,800 feet of pipeline to Praxair’s facility.  In response to Energy Division inquiries, SoCalGas stated that installation of the new pipeline shall be in compliance with the Public Utilities Commission (PUC) General Order (GO) No. 112-E.  GO 112-E incorporates Federal Pipeline Safety Regulations, specifically, Title 49 of the Code of Federal Regulations (49 CFR), Parts 190, 191, 192, 193 and 199.  These rules govern the Design, Construction, Testing, Operations, and Maintenance of Gas Piping Systems in the State of California.  

Consistent with Rule 2.N., the costs of the new facilities will be installed at the Praxair’s expense.

Praxair would be served by a transmission related facility.  Special Condition No. 19 of Schedule No. GT-I states that “customers served from the Utility’s transmission-related facilities, as established by the Utility’s capital accounting records, shall be classified as a transmission (GT-I3T).”  Accordingly, Praxair’s classification would change from a distribution-level customer to a transmission-level customer.  If Praxair’s classification is changed to a transmission-level customer, under SoCalGas’ current tariff rates, Praxair’s customer charge per month would increase by $350, but their cost per therm would decrease.  Praxair would benefit from this savings.  The table below illustrates the current difference in distribution-level and transmission-level rates.

	
	TRANSMISSION LEVEL
	DISTRIBUTION LEVEL

	Customer’s Charge per month
	$700
	$350

	         0 -   20,833 Therms
	6.100 ¢/Therm
	10.856 ¢/Therm

	20,834 -   83,333 Therms
	6.100 ¢/Therm
	6.707 ¢/Therm

	83,334 - 166,667 Therms
	6.100 ¢/Therm
	4.053 ¢/Therm

	     Over 166,667 Therms
	1.353 ¢/Therm
	2.157 ¢/Therm


SoCalGas requests authorization to deviate from Special Condition No. 19 of Schedule No. GT-I to prevent Praxair from becoming a transmission-level customer.  SoCalGas believes such approval will prevent setting precedent whereby a distribution-level customer could “buy up” to a transmission-level status.  TURN also believes that allowing Praxair to switch to transmission-level status would strand existing distribution facilities and related costs.  In effect, Praxair would “bypass” the distribution system.  Praxair’s request for higher delivery pressure poses an interesting situation.  A customer may avoid distribution rates by simply installing a regulator and taking transmission-level service.  We note again that Praxair’s volumetric needs are currently met by the existing distribution facility.  Instead, Praxair seeks to improve the efficiency of its operations by taking higher delivery pressure than it currently takes which SoCalGas has agreed it can accommodate by tapping into the transmission pipeline.   

We agree that  customers should not be allowed to avoid paying their  share of stranded costs imposed on the remaining distribution customers by “buying up” to transmission-level service from distribution-level service.  To the extent that SoCalGas has incurred costs to serve customers directly, those customers should be responsible for their fair share of stranded costs if they now seek to “bypass” the distribution system.

According to information received from SoCalGas by the Energy Division, Praxair’s Ontario facility has been in operation for more than 25 years.  We believe it is likely that Praxair’s departure from the distribution system will result in minimal, if any, actual stranded costs.   Therefore, if SoCalGas decides to tap into the transmission system, Praxair should be classified as a transmission level customer, and should pay transmission-level rates. 

We are concerned about the potential for other similarly situated customers taking measures to “bypass” the distribution system in order to pay lower transmission level rates.  In response to an Energy Division data request, SoCalGas provided confidential information concerning other large-volume similarly situated customers on the SoCalGas system.  SoCalGas says that it requests approval of the deviations from its rules and tariffs to avoid “setting precedent” that would allow other customers to switch to transmission-level service because they offered to pay for the installation of a new pipeline.  We do not agree that this situation is precedent-setting.  As we have stated above, a customer seeking to “buy up” to transmission-level service should pay its share of stranded costs when the existing distribution system is able to provide its volumetric needs.  We must also be consistent with established rules and tariffs.  Again, if a customer takes transmission-level service, it should be classified accordingly.  

For future such requests to “bypass” the distribution system, if SoCalGas decides to provide transmission-level service for an existing distribution-level customer, SoCalGas must file an advice letter to inform the Commission and to provide an estimate of the amount of stranded costs associated with a customer’s request.   Customers shall pay for the stranded costs of “buying up” to transmission level service.

In comments filed on the draft alternate resolution, the Office of Ratepayer Advocates (ORA) raises concerns with broader cost allocation and bypass issues that it proposes are better addressed in SoCalGas’ upcoming Biennial Cost Allocation Proceeding (BCAP) rather than through an advice letter.  

Praxair is currently the only individual customer requesting higher delivery pressure and SoCalGas has agreed it can accommodate Praxair by tapping into the transmission pipeline.  We believe that the cost shift to remaining distribution level customer would be minimal if SoCalGas decides to provide transmission level service to Praxair.  We can not adequately address the broader issues that may arise due to a large number of customers bypassing the distribution system in this resolution.  

We will address the issues related to bypass of the distribution system in the next or subsequent SoCalGas Biennial Cost Allocation Proceedings (BCAPs) if customers associated with more than 10% of existing noncore distribution load make requests to bypass the SoCalGas distribution system.  In addition, if such a situation occurs, we will consider suspending such transfers. 
Nothing in this resolution limits the ability of SoCalGas, ORA or any other party from raising this or other broader cost allocation issues in the next BCAP. 

TURN generally agrees with SoCalGas’ request to maintain Praxair’s distribution-level status.  However, TURN also points out that under Praxair’s month-to-month distribution service contract, Praxair may request a change in its service status after one month.  TURN requests SoCalGas to clarify the nature of the future commitment for distribution-level classification after completion of the special facilities.  We do not agree with TURN that SoCalGas’ request should be granted to maintain Praxair’s current classification as a distribution-level customer.  If Praxair is provided with transmission-level service, it should be reclassified accordingly.  As we deny SoCalGas’ request to deviate from existing tariffs, TURN’s request is moot.

Comments

Rule 77.6 of the Public Utilities Rules of Practice and Procedure provides that the draft of this alternate resolution may be served on all parties and subject to at least 14 days public review and comment prior to a vote of the Commission.  Accordingly, the original draft of this alternate resolution was mailed to parties on January 16, 2003.  

Comments were filed by TURN on January 21, 2003, and by SoCalGas and Praxair on January 22, 2003.  Praxair and ORA filed reply comments on January 27, 2003.  Praxair also filed objections to ORA’s reply comments on January 27, 2003.  The comments restated previous positions.  TURN’s concern is that by allowing SoCalGas to tap into the transmission pipeline, Praxair is bypassing the existing distribution system and stranding existing distribution facilities and related costs.  SoCalGas restates its position that allowing Praxair to switch to transmission-level status would result in shifting distribution costs to the remaining distribution customers.  Additionally, SoCalGas points out that, pursuant to Rule 20, it believes that tapping into the transmission pipeline is not justified unless all requested deviations are granted.

ORA indicates that that the alternate resolution raises “significant interconnection and bypass issues with associated revenue and cost treatment questions” and requests that we defer consideration of the issues raised by SoCalGas’ Advice Letter to the BCAP.

We agree that Rule 20 gives SoCalGas discretion to tap a transmission line for higher pressure service.  This resolution is not the proper forum to address issues or concerns regarding Rule 20.  We also agree that this advice letter raises some issues relating to bypass and associated revenues and cost treatment.  However, we have addressed those concerns above and continue to believe that, should the number of requests for transmission level service become significant, the issues of revenue shortfall, cost allocation and rate design are best addressed in SoCalGas’ BCAP.

A revised alternate draft resolution was mailed for further comments on February 7, 2003.  Comments were filed by TURN and Praxair on February 11, 2003.

Praxair reiterates its support for the ultimate conclusion in the revised alternate resolution.  It agrees that customers taking transmission level service should be classified accordingly.  However, Praxair is concerned that SoCalGas’ discretion under Rule 20 and the new language regarding stranded costs would further delay the accommodation of Praxair’s request for higher delivery pressure.

TURN is concerned that the alternate resolution refuses to perform the type of balancing of public versus private interests which is required of the Commission.  It again raises concerns that this resolution would raise serious cost shift and cost allocation issues for core customers.  Further, TURN is concerned that the Commission is deferring its obligation to the public interest by allowing the utility the discretion to provide transmission service under Rule 20. 

We share TURN’s concerns on the cost shift impacts of allowing a customer to change from distribution-level customer to transmission-level customer.  Currently, Praxair is the only individual customer requesting higher delivery pressure and SoCalGas has agreed it can accommodate Praxair by tapping into the transmission pipeline.   The cost shift to remaining distribution level customers would be minimal. 

As discussed above, we will address the issue of bypassing the distribution system if customers taking more than more than 10%of SoCalGas’ total noncore distribution load requests transmission system service. If the level of requests exceeds the 10% threshold, we will consider suspending transfers by  distribution-level customers for transmission service until the issue of bypassing the distribution system is addressed in SoCalGas BCAP.  

We also share TURN’s concern with the level of discretion allowed under Rule 20.  However, this resolution is not the proper forum to address issues or concerns regarding Rule 20.   In addition, we may consider a modification of Rule 20 if volumes associated with distribution customer transfers to transmission service exceed the 10% threshold. 

Findings

1. SoCalGas filed AL 3136 on March 22, 2002 for Commission approval to deviate from Tariff Schedule No. GT-I and Rule No. 2.  

2. The current language of Rule 2, Section C, states that for connected loads of one million Btu/hour or greater, the utility can provide such other pressure as the utility and the customer agree to.

3. SoCalGas’ request for a deviation from Rule No. 2, Section C, is moot.

4. SoCalGas’ requested deviation from Tariff Schedule No. GT-I, Special Condition 19, will maintain Praxair’s current classification as a distribution-level customer even after Praxair begins to receive service from a transmission-related facility. 

5. On April 11, 2002, Praxair protested that portion of AL 3136 that requests deviation from Tariff Schedule No. GT-I to maintain Praxair’s classification as a distribution-level customer.  Praxair requests that the Commission deny that part of AL 3136 requesting deviation from Tariff Schedule No. GT-I, but approve the deviation from Rule No. 2.

6. Rule 20 gives SoCalGas discretion to tap a transmission line for higher pressure service.

7. TURN responded to AL 3136 on April 11, 2002.  TURN requests clarification, and recommends SoCalGas’ request be granted only contingent on a long-term commitment by Praxair to maintain its distribution-level status.

8. SoCalGas responded to the protest filed by Praxair and the response filed by TURN on April 18, 2002.  SoCalGas agrees with TURN’s recommendation that SoCalGas’ request be granted only contingent on a Praxair long-term commitment to distribution-level status.  If SoCalGas does not receive approval of both deviations in its AL 3136, SoCalGas plans to exercise its option to not tap into the gas transmission line pursuant to Rule 20.H.4 and to continue serving Praxair from its existing SoCalGas distribution pipeline facilities.

9. Higher delivery pressure will allow Praxair to operate without additional compression, which will help Praxair reduce their electricity consumption and their operational expense. 

10. It is reasonable to provide Praxair higher delivery pressure.

11. To provide Praxair higher delivery pressure, SoCalGas needs to tap an existing transmission pipeline and install approximately 4,800 feet of pipeline to connect to Praxair’s facility.

12. Consistent with Rule 2.N. Praxair has agreed to pay the costs to construct and maintain this new pipeline.

13. Installation of a new pipeline requires SoCalGas to be in compliance with the PUC GO No. 112-E.

14. If SoCalGas taps into a transmission pipeline, Praxair would be classified as a transmission customer, under Special Condition No. 19 of Schedule GT-I. 

15. Currently, transmission-level rates are less than distribution-level rates under Tariff Schedule No. GT-I.

16. If Praxair changes its classification from distribution-level to transmission-level, Praxair would receive savings in gas transportation costs.

17. There are several other similarly situated noncore distribution-level customers using substantial amount of natural gas who could potentially switch to transmission-level status.

18. We believe that providing Praxair with transmission level rates will result in minimal stranded costs, if any. 

19. It is not reasonable to grant SoCalGas’ requested deviation from Tariff Schedule GT-I to maintain Praxair’s classification as a distribution-level customer. 

20. Under Praxair’s month-to-month contract, Praxair is allowed to request a change in its service status upon expiration their current Master Service Contract.

21. If SoCalGas decides to accommodate additional distribution-level customers’ requests for transmission-level service, SoCalGas should file an advice letter to notify the Commission.  This advice letter should include an estimate of the stranded costs that will result from each customer’s transfer.  

22. If SoCalGas accommodates distribution customer requests for transfers to transmission-level service, those customers should pay for any resulting stranded costs.

23. If customers taking more than ten percent of SoCalGas’ total noncore distribution load request such a transfer, we should consider suspending such transfers, and examine related issues in SoCalGas’ next Biennial Cost Allocation Proceeding.
Therefore it is ordered that:

1. SoCalGas’ request to deviate from Rule No. 2 is dismissed.

2. SoCalGas’ request to deviate from tariffs Schedule No. GT-I is denied.

3. SoCalGas shall retain the discretion whether to provide Praxair with transmission service, as provided under its Rule 20.

4. Consistent with existing rules and tariffs, if SoCalGas accommodates Praxair’s request for higher pressure, SoCalGas will also change Praxair’s classification from a distribution-level customer to a transmission-level customer

5. If SoCalGas decides to accommodate additional distribution customers’ requests to take transmission level service when that customer’s volumetric needs can be met by the existing distribution system, SoCalGas shall file an advice letter to notify the Commission before accommodating such requests.  This advice letter shall include an estimate of the amount of stranded costs associated with the customers’ requests.

6. Customers will be expected to pay for the actual stranded costs that result from such transfers.

7. If such requests would result in a cumulative transfer of more than 10% of SoCalGas’ noncore distribution-level load to transmission-level service, we shall consider suspending such transfers.  We will then examine issues related to these transfers in SoCalGas’ next BCAP. 

8. TURN’s recommendation is denied.

This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on February 27, 2003; the following Commissioners voting favorably thereon:
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