SAN DIEGO GAS & ELECTRIC COMPANY
SOUTHERN CALIFORNIA GAS COMPANY
APPLICATION FOR AUTHORITY TO 

REVISE THEIR CURTAILMENT PROCEDURES
(A.15-06-020)

(4th DATA REQUEST FROM SOUTHERN CALIFORNIA GENERATION COALITION)
______________________________________________________________________


QUESTION 4.1:

4.1.
With respect to Paul Borkovich’s direct testimony at page 2, which states: “For firm noncore transmission service, SoCalGas and SDG&E were required to rotate curtailments among firm transmission customers in order to minimize the number of curtailment episodes experienced by any one customer. The one exception to this principle was that all firm UEGs were to be curtailed first before any firm cogenerators are curtailed during each episode. The firm transmission curtailment rotation system has proved itself to be impractical and administratively burdensome. Fortunately, it has not been used much.”

4.1.1.
Please identify each instance in which the firm transmission curtailment rotation system has been used providing the date(s) of the curtailment, the amount of service that was curtailed in either Dth or MMcf, the number of customers that were curtailed, and the end-use characteristics of the customers that were curtailed, e.g., EG, noncore C/I, etc.

4.1.2.
Please provide a detailed assessment of the circumstances under which SoCalGas has determined the existing system to be “impractical and administratively burdensome.”

4.1.3.
Has SoCalGas received complaints from customers who were undergoing a curtailment that employed the firm transmission curtailment rotation system?

4.1.4.
If the answer to the previous question is “yes,” please state how many complaints were received, identify which curtailment each complaint was associated with, and summarize the basis of each complaint.
RESPONSE 4.1:
4.1.1 The only curtailment on the SoCalGas system in recent history requiring the application of the firm transmission curtailment rotation was a localized event on February 3, 2011.  As reported in SoCalGas Advice Letter 4207 the estimated cut was approximately 200 MMcfd.  The curtailment affected service to 31 EG customers, 28 commercial and industrial customers, and SDG&E.    SDG&E’s corresponding systemwide curtailment did not require implementation of their firm transmission curtailment rotation for non-EG and cogeneration customers.
There were 12 systemwide curtailment events on the SDG&E system between November 2000 and March 2001 as shown on the table below that required application of the firm transmission curtailment rotation. These curtailments affected service to all noncore customers on the SDG&E system.  
SDG&E Curtailment Events and Estimated Quantities Curtailed

	Start Date
	Start Time
	End Date 
	End Time
	Firm Customers Curtailed
	Hours
	Curtailment  Quantity 
(MMcfh)
	Total Estimated Curtailment Quantity (MMcf)

	11/13/2000
	6:00 PM
	11/14/2000
	4:00 PM
	5
	22
	5
	110

	11/14/2000
	4:00 PM
	11/15/2000
	4:00 PM
	7
	24
	5
	120

	11/15/2000
	4:00 PM
	11/16/2000
	4:00 PM
	20
	24
	4
	96

	11/16/2000
	4:00 PM
	11/17/2000
	12:00 PM
	12
	20
	5
	100

	1/11/2001
	4:00 PM
	1/12/2001
	2:00 PM
	12
	22
	3
	66

	1/16/2001
	9:00 AM
	1/17/2001
	10:00 PM
	8
	37
	5
	185

	1/17/2001
	10:00 PM
	1/18/2001
	11:00 PM
	10
	25
	6
	150

	1/18/2001
	10:00 PM
	1/19/2001
	10:00 PM
	21
	24
	5
	120

	1/26/2001
	2:00 PM
	1/27/2001
	12:00 PM
	22
	22
	6
	132

	2/13/2001
	2:00 PM
	2/14/2001
	11:00 PM
	18
	33
	5
	165

	2/14/2001
	10:00 PM
	2/15/2001
	11:00 PM
	9
	25
	5
	125

	2/15/2001
	10:00 PM
	2/16/2001
	12:00 PM
	13
	14
	4
	56


4.1.2:  SoCalGas and SDG&E have found that implementing the firm transmission curtailment rotation takes too long to effectively reduce load to maintain service to higher priority customers in a timely manner. The system requires a concerted effort to curtail numerous smaller noncore customers 100% in order to get to the larger loads that have a more significant impact on system operation and integrity. 

4.1.3:  The major complaint expressed by customers after the February 2011 event was the requirement to curtail service 100%. This requirement is probably based on the assumption made in the early 1990’s that customers would continue to have alternate fuel capability to meet their energy requirements when curtailed. 

4.1.4:  Information is not available.    

QUESTION 4.2:

With respect to Paul Borkovich’s direct testimony at page 3, please provide a copy of PG&E’s Opening Comments in R.01-03-023, which is cited in Footnote 1.
RESPONSE 4.2:


[image: image1.emf]PG&E R0103023  Opening Comments.pdf


QUESTION 4.3:

With respect to Paul Borkovich’s direct testimony at page 5, please provide a copy of the SoCalGas Comments in R.01-03-023 that is discussed on lines 3-5.
RESPONSE 4.3:


[image: image2.emf]SoCalGas R0103023  Comments.pdf


QUESTION 4.4:
With respect to Paul Borkovich’s direct testimony at page 5, please provide a copy of the Joint Commentators Comments in R.01-03-023 that is discussed on lines 5-10.
RESPONSE 4.4:

The comments referenced in testimony were taken directly from D.02-07-029 which is provided here.


[image: image3.emf]D0207029.pdf

 

QUESTION 4.5:
4.5.
With respect to Paul Borkovich’s direct testimony at page 9, which states:  “SoCalGas and SDG&E propose to not allow dispatchable electric generation customers to trade curtailment priority because it would not allow the gas-electric coordination process to work. The identity and operating status of a dispatchable electric generator must be known in order to maintain reliable communications between gas system and electric grid operators concerning electric generation demand, especially during times of system stress when curtailment is being considered as a possible option, and most certainly once it is implemented.”

4.5.1.
Does SoCalGas contemplate a program in which customers would trade curtailment priority without notification to SoCalGas?

4.5.2.
How does SoCalGas envision such a program would work if it were hypothetically adopted by the Commission?

4.5.3.
Does the current SoCalGas imbalance trading program allow customers to trade imbalances without notification to SoCalGas of the ultimate trades?

4.5.4.
If the EG customers were to become higher priority because of trades, why would the communications between gas system operators and electric grid operators be important?

4.5.5.
If an EG customer were to trade curtailment priority with a similarly sized noncore commercial/industrial customer that was located in the same local service zone as the EG customer, please explain how the curtailment of the noncore C/I customer would differ from the curtailment of the EG customer “during times of system stress.”

4.5.6.
Please elaborate on any problems that SoCalGas believes would be caused for the System Operator because of the trade.

4.5.7.
In terms of the hypothetical situation, does SoCalGas believe that the electric grid operators would be concerned that the EG customer had traded its curtailment priority with the noncore C/I customer?

4.5.8.
If the answer to the previous question is “yes,” please explain why SoCalGas believes that the grid operators would be concerned.

4.5.9.
If an EG customer were to trade curtailment priority with a number of smaller noncore commercial/industrial customers that were located in the same local service zone as the EG customer, such that the total usage of these smaller customers was equal to the usage of the EG customer, please explain how the curtailment of the noncore C/I customers would differ from the curtailment of the EG customer “during times of system stress.”

4.5.10.
Please elaborate on any problems that SoCalGas believes would be caused for the System Operator because of the trade.

4.5.11.
In terms of the hypothetical situation, does SoCalGas believe that the electric grid operators would be concerned that the EG customer had traded its curtailment priority with the noncore C/I customers?

4.5.12.
If the answer to the previous question is “yes,” please explain why SoCalGas believes that the grid operators would be concerned.
RESPONSE 4.5:
4.5.1:  No.

4.5.2:  SoCalGas and SDG&E believe that curtailment trading involving dispatchable EG customers would unduly complicate efforts to coordinate with grid operators to reduce load.

4.5.3:  No.  Under the Imbalance Trading Program customers may trade their monthly imbalances with other customers subject to validation by SoCalGas. Beginning on the 25th calendar day in the month of notification, customers may enter the electronic bulletin board (EBB) to trade imbalances with other customers. SoCalGas notifies participants through EBB or other notice once the trade is validated.
4.5.4:  The status of an individual EG customer would not affect the need for coordination between the System Operator and the grid operators.  Communication with grid operators would have to be maintained because a significant amount of EG load would remain at the lowest priority even if trading was permitted simply because they would not be expected to find a significant number of higher priority customers within their respective local zone to trade with. Communications with grid operators are essential to maintain the non-operational status of dispatchable EG customers not operating when the curtailment is declared.  And if an emergency was declared the System Operator and Grid Operator would have to coordinate the respective dispatch and curtailment of EG customers irrespective of their priority status due to trading to maintain the integrity of both the electric grid and local gas system. 
4.5.5:  Assuming each of the facts in this hypothetical—i.e., that such a trade was allowed, that there are two similarly sized EG and non-EG customers in the same local service zone who have executed an approved curtailment trade, etc.—the mechanics of the actual curtailment of the EG customer would likely be similar to the mechanics of curtailing the similarly-sized non-EG customer so long as the non-EG is curtailed based on current actual usage and their throughput is monitored by Gas Control.
4.5.6:  Adding trading partners outside the dispatchable EG customer mix within a zone adds more variables to the management of the curtailment including identifying and monitoring trading partners actual load and performance when the curtailment is ordered.  Higher priority customers trading with lower priority EG customers would be expected to curtail usage based on actual usage at the time the curtailment is ordered in the same manner as EG customers.  Since many of these customers are not currently monitored by the System Operator this blind spot would make such a hypothetical difficult or impossible to implement with any precision.
4.5.7:  Yes.  SoCalGas and SDG&E cannot speak for the grid operators, but we assume they simply want to know which EG customers are available for dispatch without also having to consider that an ideal unit for dispatch may have a lower priority than a less ideal unit that has raised itself to a higher priority through curtailment trading.  The grid operator may also be concerned if they are precluded from re-dispatching load away from the higher priority EG customers to preferred lower priority EG customer units.  They also would probably not want their dispatch orders affected by potential nonperformance by curtailment trading partners nor would they want the System Operator to have to expand the curtailment to compensate for unknowns created by curtailment trading..
4.5.8:  See Response 4.5.7.

4.5.9:  SoCalGas would have to monitor the curtailment performance of a large number of small non-EG customers, rather than one large EG customer.  See Response 4.5.6 for the concerns this would create.  
4.5.10: See Response 4.5.9.

4.5.11:  See Response 4.5.7
4.5.12:  See Response 4.5.7  
QUESTION 4.6:
4.6.
With respect to Paul Borkovich’s direct testimony at Attachment SoCalGas Rule 23, Sheet 2, which is proposed to state at C.1(2):  “Up to 60% of dispatched electric generation load. To the extent operationally feasible, Utility will work with affected grid operators on a best efforts basis to reallocate the aggregate maximum allowed usage for the remaining dispatched electric generation load within the affected Local Service Zone(s) among all of the dispatchable electric generation facilities within the affected Local Service Zone(s) to maintain grid reliability. Any such reallocation shall be at the sole discretion of Utility, and the default in the absence of reallocation shall be pro rata within each affected Local Service Zone.”

4.6.1.
How is the System Operator going to determine what electric generation load has been dispatched?

4.6.2.
Is the System Operator in direct communication with the EG units operating on the SoCalGas system?

4.6.3.
Does the SoCalGas intend to designate in advance which EG units are considered to be dispatched?

4.6.4.
Does SoCalGas intend to designate in advance the heat rate that the System Operator will associate with each of the various dispatchable EG units on its system?

4.6.5.
Does SoCalGas expect that the System Operator will rely upon the grid operator(s) to indicate which EG units have been dispatched and what their expected output is in any given curtailment situation?

4.6.6.
If SoCalGas cannot communicate with the grid operator, how would the System Operator curtail the “dispatched electric generation load?”

4.6.7.
Please describe all of the problems that SoCalGas believes are associated with the System Operator curtailing EG units on a prorata basis relative to plant size or maximum daily output within a designated previous period.
RESPONSE 4.6:

4.6.1:  See Response to SCGC DR 2.9.  Customers recording load are assumed to be dispatched. Cuts to customer load are based on the recorded quantity at the time curtailment is ordered. 
4.6.2:  The System Operator relies upon SoCalGas and SDG&E account managers to communicate with dispatchable EG customers.

4.6.3:  See Response 4.6.1.
4.6.4:  Curtailment cuts are based on recorded throughput quantities. Heat rate information is not required.

4.6.5:  No.  SoCalGas expects the grid operators to coordinate re-dispatch plans with the System Operator to minimize impacts on their respective electric grids resulting from the order to curtail unless they are satisfied with the original orders issued to curtail.
4.6.6:  Under current circumstances SoCalGas and SDG&E issues curtailment orders directly to its customers through our account managers. We are not relying upon the grid operators to communicate our curtailment orders to our customers under this proposal.
4.6.7:  Plant size and maximum daily output from prior periods are poor proxies for either real time usage or grid operator dispatch orders. Use of these factors would reduce the ability of the System Operator to effectively manage loads when curtailment is required. The expected result would be the curtailment of more customers and more load to ensure continued system integrity. 
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking into whether the
curtailment and diversion priorities for noncore natural
gas customers in the service territories of Pacific Gas
and Electric Company, and Southern California Gas
Company should be changed.

R.01-03-023

COMMENTS OF SOUTHERN CALIFORNIA GAS COMPANY
ON ALLOCATION OF GAS AMONG ELECTRIC GENERATORS DURING GAS
CURTAILMENTS
Pursuant to the Commission’s direction in D.01-12-019, Southern California Gas
Company (“SoCalGas™) hereby submits comments on the question of whether and how the
Commission should allocate gas among electric generators during times of gas curtailments.
A. BACKGROUND
In D.01-12-019, the Commission declined to provide service priorities to electric
generators in the event of a natural gas shortage. SoCalGas wholeheartedly supports this
decision. Granting electric generators a curtailment priority over other noncore customers would
diminish the incentives for electric generators to use gas storage prudently, could produce unfair
burdens on other noncore customers, and would require complicated implementation and
enforcement programs.” Further, as the Commission correctly noted, gas curtailments and
diversions on the SoCalGas system are a remote possibility.’ SoCalGas has not curtailed either
4

firm or interruptible customers in over a decade, and does not envision doing so this year.

SoCalGas sincerely hopes that this current examination of gas allocation within the class of

! Pursuant to Ordering Paragraph 2 of D.01-12-019, SoCalGas and Pacific Gas and Electric Company shall, and
interested parties may, file comments on this issue on January 15, 2002. (D.01-12-019, mimeo., at 35.) Reply
comments are due on February 1,2002. (Id.)

D.01-12-019, mimeo., at 14-18.

‘1d. at 14.

‘1d.
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electric generation customers does not turn into a forum for parties to re-litigate the question of
whether electric generators should have curtailment priority over other noncore customers.

Currently, pursuant to its Rule 23, SoCalGas curtails its noncore interruptible customers,
including electric generation customers, first during any curtailment event. Interruptible
customers are curtailed according to the percentage of default rate they pay, with customers
paying the lowest percentage of default curtailed first. Customers paying the same percentage of
default are curtailed on a pro rata basis, except that utility electric generation customers must be
curtailed before cogenerators paying the same percentage of default. Firm noncore customers
are curtailed next, according to a “rotating block” curtailment system set forth in the rule.
Thereafter, SoCalGas curtails firm storage withdrawal customers, then core commercial and
industrial customers, and finally core residential customers.

SoCalGas has proposed certain revisions to this existing curtailment priority system in its
current Biennial Cost Allocation Proceeding (“BCAP”) application, A.01-09-024. These
proposed changes only relate to SoCalGas’ procedures for curtailing firm noncore customers.
The relative curtailment priorities between interruptible customers, firm noncore customers, firm
storage withdrawal customers, and core customers would not change. Instead of the existing
“rotating block” curtailment system established for firm noncore customers by Rule 23,
SoCalGas has asked for authorization to distinguish between “small” and “large” firm noncore
customers, and to curtail “large” firm noncore customers on a pro-rata basis before it curtails
“small” firm noncore customers.’” Because pro-rata curtailment of over 1,300 small noncore
customers would be extremely impractical, SoCalGas has asked to retain the existing

“curtailment block” structure when curtailing such customers.

3 SoCalGas believes this distinction is warranted because its 72 “large” customers account for over 80 percent of
retail noncore load, and curtailment of this relatively small number of customers will have a much greater effect on
system stability than curtailing any or all of SoCalGas 1,322 “small” retail noncore customers.

2
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SoCalGas’ existing Rule 23 curtailment priority system is both fair and reasonable, and
the BCAP revisions proposed by SoCalGas would make a good system even better. Upon
careful consideration of the Commission’s comments in D.01-12-019, however, SoCalGas

believes that an additional change to the rules for curtailment of firm noncore customers may be

warranted.

B. IT MAY SERVE THE PUBLIC INTEREST TO PROVIDE PRIORITIES
WITHIN THE CLASS OF ELECTRIC GENERATORS TO THE MOST
EFFICIENT UNITS

In D.01-12-019, the Commission explains that even though it is not practical, efficient, or

fair to provide electric generators with priorities over other gas customers, “it appears that setting
priorities to allocate gas within the class of electric generators may serve the public interest at
times of curtailment.”® In particular, the Commission is interested in determining whether it
should allocate gas among electric generators based upon how the generator’s operations affect
the reliability of the grid (a potential “must-run” preference), and the generator’s heat rate (a
potential preference for more efficient units).”

SoCalGas oppose; a preference for “must-run” units. The reliability must run (“RMR”)
requirements of the California Independent System Operator (“ISO”) address local area
requirements, not grid-wide shortages. In a grid-wide shortage, electricity generated by a non-
RMR plant is just as important as electricity generated by a plant with an RMR agreement with
the ISO. RMR requirements typically kick in when little or no generation is on line in a
particular area, not during ISO-declared emergencies when all available generation units are
working to meet high customer demand. Further, the ISO’s RMR requirements are typically a
relatively small amount of a plant’s total output, and they are moving targets that are impossible

to quantify ahead of time with any degree of specificity. On any given day, the ISO may require

61d. at 18.
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none of a particular plant’s output, X megawatts, or X plus Y megawatts; and these demands can
change from hour to hour or even minute to minute. Given these circumstances, a RMR
curtailment preference would create uncertainty for all electric generators regarding the amount
of gas they would receive during a curtailment, and present tremendous implementation
difficulties for SoCalGas as it attempts to allocate gas and then reallocate it as the ISO’s
demands change.

SoCalGas believes, however, that there may be merit in the Commission’s suggestion of
a potential preference for more efficient electric generation units in the unlikely event of a gas

curtailment. All other things being equal, a plant with a heat rate of 8,000 MMbtuw/kwh will

I undoubtedly produce more electricity from a given quantity of natural gas than a plant with a

heat rate of 12,000 MMbtu/kwh. During the extreme and unusual conditions that would be
needed to create a curtailment event on the SoCalGas system, there may be a strong need for
each and every megawatt that power plants served by SoCalGas can generate.

Accordingly, SoCalGas believes it may be appropriate to curtail large firm noncore
electric generation customers on the basis of heat rates, or some other efficiency measure, rather
than on a straight pro rata basis. This changé should only apply to large firm noncore customers.
To receive a preference on the basis of efficiency, a plant should be required to take firm service.
The change should not affect the relative curtailment priorities between interruptible customers,
firm noncore customers, firm storage withdrawal customers, and core customers; the change
should not affect the relative curtailment priorities between firm noncore electric generation
customers and all other firm noncore customers; and the change should not affect the relative

curtailment priorities between “large” and “small” firm noncore customers that SoCalGas has

proposed in the BCAP.

"1d. at 19.
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Any efficiency-based curtailment plan should not apply to the generation capacity of
cogeneration customers (i.e., QFs) that is subject to Commission-approved standard offer
contracts.® The heat rates of these customers vary tremendously with their operations, and would
likely be difficult, if not impossible, to accurately quantify and rank. Further, any efficiency-
based plan should apply only to “large” electric generation customers — that is, electric
generation customers with consumption of at least 3 million therms in the most recent 12-month
period. Efficiency-based curtailment of SoCalGas’ small electric generation customers would be

challenging to implement and would provide little, if any, benefits to the electric grid.

i
SoCalGas generally supports the proposition that all firm noncore customers paying the

same rate should be treated the same for curtailment purposes. But during times of extreme
electric demand, public interest may outweigh the individual interest of any particular electric
generation customer. Further, any potential problems that this change might present for less-
efficient generators could be substantially mitigated by their procurement of higher-priority firm
storage withdrawal rights.

C. NEXT STEPS

I
SoCalGas believes the Commission may wish to consider efficiency-based curtailment of

il
its large electric generation customers. SoCalGas is mindful of the need to consider all details
relevant to such a change. For example, SoCalGas is not certain that a simple heat rate formula
will always result in the most megawatts generated by a given quantity of gas. Under certain
circumstances, it could be more beneficial to provide gas to a small combustion turbine with a
relatively high heat rate and a lightning-fast ramp rate than to a more efficient larger unit that

takes hours to ramp up to full power.

# The same treatment may also be appropriate for cogenerators served by SoCalGas who have contracts with
municipal utilities, but it could be more difficult to obtain relevant information regarding the operations of such

customers.






9
10]
11
12H
13
14]
15
16
17
18
19]
20
21
2
23
24
25
26
.
27

28

Electric generation accounts with multiple units present another challenge. SoCalGas
believes that it might make sense to apply a weighted average heat rate to all such units. But
SoCalGas is interested in receiving input from affected customers and interested parties before
proposing such a detail. Perhaps using a weighted average could take away some of the benefit
the preference is designed to achieve.
| Likewise, an efficiency-based curtailment preference only appears to make sense when
1electricity demand is high. On a very cold winter day with high core gas demand, but low
electric generation gas demand and ample electricity reserve margins, society does not appear to
benefit from efficiency-based curtailment of large electric generators. Any efficiency-based re-
1ordering of large electric generation curtailment priorities should only kick in when the ISO
ﬂ declares a system emergency. SoCalGas believes that the appropriate triggering mechanism may
be a stage three alert, when electricity is actually in short supply, rather than a stage one or stage
| two alert, when reserves dip below margins established by the ISO. But SoCalGas is interested
in input on this issue from other interested parties.

Currently, firm and interruptible noncore customers may freely transfer curtailment
requirements pursuant to Rule 23. SoCalGas strongly supports this right, because it can help
| assist customers effectively manage their transportation needs. It does not appear to make sense,
however, to allow electric generators to trade away efficiency-based curtailment preferences that
they have received for societal reasons. Any efficiency-based curtailment program for large
electric generation customers should probably be accompanied by appropriate restrictions on
curtailment transfers by such customers.

Because of these open issues, and because curtailment is a remote possibility on the
SoCalGas system this year, SoCalGas is not presenting a detailed efficiency-based curtailment
lproposal with these comments, and SoCalGas has not yet added such a proposal to its BCAP

showing. Before taking any further steps, SoCalGas would like to receive input regarding this
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potential change from interested parties, particularly its large electric generation customers.

SoCalGas respectfully suggests that a one-day workshop in this proceeding might be a good way

for SoCalGas and the Commission to gather information and hear points of view regarding a

potential move to efficiency-based curtailment of large electric generation customers.

January 15, 2002

Respectfully submitted,

SOUTHERN CALIFORNIA GAS
COMPANY

Attorney:for:

SOUTHERN CALIFORNIA GAS
COMPANY

Sempra Energy

555 West Fifth Street, Suite 1400
Los Angeles, California 90013
Telephone: (213) 244-2981
Facsimile: (213) 629-9620

mthorp@sempra.com
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CERTIFICATE OF SERVICE

I hereby certify that pursuant to the Commission's Rules of Practice and Procedure, I
have this day served a true copy of the COMMENTS OF SOUTHERN CALIFORNIA GAS
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DURING GAS CURTAILMENTS on all parties identified on Service List R.01-03-023.
Service was effected via electronic copy, with the exception of the parties as listed in the
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Decision 02-07-029 July 17, 2002
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking into whether the

curtailment and diversion priorities for noncore
natural gas customers in the service territories of Rulemaking 01-03-023
Pacific Gas and Electric Company, and Southern (Filed March 15, 2001)
California Gas Company should be changed.

OPINION DECLINING TO PROVIDE SERVICE PRIORITIES
TO ELECTRIC GENERATORS BASED ON HEAT RATE IN
THE EVENT OF A NATURAL GAS SHORTAGE

Summary — Proposed Changes in Gas Service Priorities
Are Not Needed

Our examination of the natural gas transmission and storage
infrastructures of Pacific Gas and Electric (PG&E) and Southern California Gas
Company (SoCal Gas) leads us to conclude that granting a new service priority
to electric generators for natural gas service based on a plant’s heat rate — the rate
at which it converts gas energy into electric energy — is not needed to avoid
disruptions in electric service.

In fact, granting such a priority may prove counterproductive, because it
may decrease the reliability of the electric grid and discourage the prudent
storage of natural gas. Since the stability of the electric grid depends not only on
the quantity of electricity generated, but also the location of the generation,
granting an electric generator a priority based on its heat rate may, in the event
of a shortage, diminish the availability of gas to reliability must-run plants,

whose operation can prove critical to the operation of the electric grid.
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Finally, PG&E’s and SoCal Gas’s tariffs enable electric generators holding
gas storage rights to obtain services that ensure gas service even if system
curtailments occur. Therefore, providing higher service priorities to an electric
generator based on its heat rate would undermine current policies that both
encourage and allow large gas users to ensure their supply of gas through a
range of tariff services, including gas storage.

Background — Ensuring Reliable Gas Supplies
to Electric Generators

Currently, PG&E and SoCal Gas each have tariffs that determine service
priorities in the event of a natural gas curtailment or diversion. The priority of
service differs for the customer depending on the service purchased and the
specific terms of the utility’s tariffs.! For example, under each tariff, all
purchasers of noncore gas receive similar treatment in the event of curtailments.
On PG&E’s system, all noncore end-user customers have gas diverted on a pro
rata basis when curtailments affect the noncore service category. For SoCalGas,
those customers purchasing interruptible intrastate service are interrupted
according to the “percentage of default rate” that they pay, with customers who
pay the lowest “percentage of default rate” curtailed first.

Similarly, under the tariffs of PG&E and SoCal Gas, those who purchase
and store gas can obtain gas even without access to “flowing gas.” PG&E’s tariff
notes “scheduled deliveries from storage using Firm or As Available
transmission services will be treated as the highest priority Firm service.” For

SoCal Gas, a “firm unbundled storage withdrawal” receives a higher dispatch

1 The rulemaking that initiated this proceeding, Rulemaking (R.) 01-03-023, describes
the curtailment priorities of PG&E and those of SoCal Gas in detail.
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priority than either interruptible or firm service. Therefore, withdrawals from
storage enable noncore gas customers to ensure their access to gas even when
flowing gas supplies prove inadequate.

Decision (D.) 01-12-019 in this proceeding determined that granting a
special priority to electric generators for natural gas service is not needed at this
time to avoid disruptions in electric service. Moreover, the investigation
determined that those electric generators with gas storage rights could obtain
services that ensure gas service even if system-wide gas curtailments occur.

D.01-12-019, however, states that the rulemaking “did not ask whether the
Commission should develop rules for allocating gas among electric generators in
times of gas curtailments.”2 Moreover, it noted that there was almost no record
in this proceeding on this issue, and established a cycle of comments and replies
to develop a record on this matter. These comments were to “address whether
allocations based on considerations of the generation facility’s heat rate or other
factors can effectively improve the supply and reliability of electricity during
times of natural gas curtailments.” This is the question we now investigate.

Procedural History
D.01-12-019, adopted on December 11, 2001, ordered respondents and

permitted interested parties to file comments and replies on the gas allocation
guestion. The Office of Ratepayer Advocates (ORA), PG&E, and SoCalGas filed
comments on January 15. In addition, Dynegy Marketing and Trade (Dynegy)
filed a petition to intervene on January 15, 2002. Dynegy joined with

Duke Energy North America and Duke Energy Trading and Marketing

2 D.01-12-019, mimeo., p. 19.
3 lbid., Ordering Paragraph 2, p. 35.
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(Joint Commenters) to file comments. PG&E, Joint Commenters, and the
Southern California Generation Coalition (SCGC) filed reply comments on
February 1, 2002.

Should the Commission Alter Gas Service Priorities
Among Electric Generators During Times of Gas
Curtailments?

The issue of whether the Commission should change curtailment priorities
among electric generators at this time is the only open question in this
rulemaking. We summarize the responses of the five parties commenting on this
issue below.

Position of Parties

ORA opposes providing higher priorities within the electric generator
class “on the basis of unit efficiencies or any other unit operating factors,
including must run status.” ORA states that occurrences of gas curtailments are
rare, therefore the further refinement of priorities for rationing gas within the
electric generator customer class is not worthwhile. ORA contends that
designing curtailment priorities based on operating characteristics would prove
complicated to implement and difficult to enforce. ORA further notes that
providing higher priorities to certain electric generators creates a disincentive for
these units to store gas. ORA recommends that the Commission close this
proceeding with no change to the current curtailment priorities.

PG&E also opposes special rules for allocating gas among electric

generators during either a gas diversion or a gas curtailment as not “practical, or

4 Comments of the ORA in Response to D.01-12-019, January 15, 2002, p. 2.





R.01-03-023 ALJ/TIJS/avs

necessary.”> PG&E notes that in the case of a gas diversion, which would occur
on PG&E’s backbone pipeline system, there is “no reasonable method for
differentiating among gas suppliers according to the end-use customer(s) they
serve.”® In the case of curtailments, which typically occur on local transmission
systems due to location-specific problems, PG&E notes that “it is essential that
PG&E retain maximum flexibility for curtailing deliveries to all noncore
customers in order to protect service to core customers.”” PG&E maintains that
no changes to Commission rules would be beneficial or feasible at this time and
recommends that the Commission close this rulemaking without any rule
changes.

SCGC opposes any change in the gas allocation criteria, and notes that a
proposal to allocate gas based on a plant’s heat rate “contravenes each of the
criteria used in D.01-12-019.”8 First, SCGC notes that a higher priority for more
efficient generators “is not required at this time because adequate gas supplies
make curtailments and diversions unlikely this year.”® Second, SCGC states that
a proposal that allocates gas to efficient generators would certainly diminish the
incentive for these generators to use storage. Third, SCGC observes that basing
gas allocations and curtailments on efficiency alone may actually decrease the

reliability of the electric system because often it is the location of a plant, rather

5 Opening Comments of PG&E (U 39 G) in Response to Ordering Paragraph 2 of
D.01-12-019, January 15, 2002, p.2.

6 lbid.
7 lbid.
8 Southern California Generation Coalition Reply Comment, February 1, 2001, p. 1.
9 lbid.
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than its efficiency, that is critical to the stability of the grid. Fourth, SCGC
believes that proposed allocation rules would be difficult to implement and
enforce. In conclusion, SCGC recommends that the Commission not change
allocation rules.

SoCalGas, in contrast, supports the idea of allocating gas to electric
generators based on their efficiency, but only in a very narrow set of
circumstances. SoCalGas expresses broad support for current curtailment
priorities concerning noncore interruptible gas customers, who are curtailed
according to the percentage of default rate that they pay, with those paying the
lowest percentage curtailed first. Customers paying the same percentage of
default are curtailed on a pro-rata basis, except the utility electric generators
must be curtailed before cogenerators paying the same percentage of default.
SoCalGas proposes no change in this curtailment scheme.

SoCalGas explains that it has proposed revisions to the existing
curtailment policy for firm noncore customers, who would be curtailed after
interruptible customers in Application 01-09-024. Specifically, in this application,
SoCalGas asks that, instead of the current “rotating block” curtailment scheme,
the Commission authorize distinguishing between “small” and “large” firm
noncore customers and for authority to curtail “large” firm noncore customers
on a pro rata basis before curtailing “small” firm noncore customers. Within this
class of “large” firm noncore customers, SoCalGas “believes it may be
appropriate to curtail large firm noncore electric generation customers on the

basis of heat rates, or some other efficiency measure, rather than on a straight pro
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rata basis.l0 SoCalGas, however, opposes providing special priority allocations
to reliability must run facilities because it would create uncertainty and impose
“tremendous implementation difficulties.”1!

SoCalGas gas notes that the implementation details of an efficiency
based allocation rule may prove difficult to discern and proposes a Commission
sponsored workshop to address issues that complicate the implementation of
this curtailment program. SoCalGas believes that “the appropriate triggering
mechanism may be a stage three alert.”12 SoCalGas also notes that implementing
such an allocation system would require the Commission to impose restrictions
on curtailment transfers, a right that all firm and interruptible customers now
POSSesS.

The Joint Commenters disagree with SoCalGas. The Joint Commenters
recommend that the Commission adopt a system for “allocating gas among
electric generation customers similar to the interim allocating system the
Commission adopted for San Diego Gas and Electric Company in D.01-06-008.”"13
In that decision, the Joint Commenters note that in that decision, the Commission
endorsed a pro rata allocation of gas among eligible electric generator
companies, with special provision made for those units that are required to
maintain generation for reliability reasons. The Joint Commenters support a pro

rata approach that would allocate available gas supply among eligible electric

10 Comments of SoCalGas on Allocation of Gas among Electric Generators during Gas
Curtailments, January 15, 2002, p. 4.

11 bid., p. 4.
12 |bid., p. 6.

13 Comments of Duke Energy North America, Duke Energy Trading and Marketing,
and Dynegy Marketing and Trade in Response to D.01-12-019, January 15, 2002, p. 2.
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generation customers who had elected firm service and would curtail
interruptible customers, including electric generators, before firm service
customers. In addition, they argue that any system for curtailing deliveries to
electric generation customers “must accommodate the electric system’s reliability
requirements.”14

On the other hand, the Joint Commenters oppose the allocation of gas
on the basis of a generating unit’s heat rate, because they believe that such an
allocation could threaten the reliability of the electric grid. They note that a
heat-rate based allocation of gas to electric generation customers ignores the fact
that the reliability of the electric system is often “more dependent on the location
of generation than on the quantity of electricity produced by generation
facilities.”> In reply comments, Joint Commenters characterize SoCalGas
proposals as ignoring the consequences of local outages, contrary to D.01-06-008
and at odds with recent experience, in which shortages were caused by
“constraints in SDG&E’s transportation system.””¢ They therefore recommend
that the Commission either extend the pro rata curtailment scheme adopted in
D.01-06-008 to Edison’s and PG&E’s service territories and expand it to include
commercial and industrial customers or simply close the proceeding and leave

the current curtailment system in place.

14 |bid., p. 5.
15 |bid., p. 6.

16 Reply of Duke Energy North America, Duke Energy Trading and Marketing, and
Dynegy Marketing and Trade to Comments in Response to D.01-12-019.
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Discussion — Providing A Gas Service Priority to
Electricity Generator Based on Heat Rate or Other
Operating Characteristic Is Not Reasonable at This Time

As we noted in D.01-12-019, the Commission has broad statutory
authority to amend decisions, rules, regulations and tariffs, but statutes guide the
exercise of this authority to promote non-discriminatory rates and electric and
gas service that is both efficient and reliable. A change in curtailment policy to
provide a special gas service priority among electric generators should be
adopted only if such a change has a rational basis and promotes the goals of
efficient, reliable service. We must consider both the benefits that providing gas
service priority among electric generators based on heat rate or some other factor
would provide to Californians and the harms that such a change in curtailment
policy is likely to produce.

As stated in D.01-12-019, granting a service priority to electric
generators in the event of a natural gas shortfall or curtailment is unlikely to
produce any benefits over the next year. This is because California has adequate
gas supplies that make a service disruption highly unlikely. ORA correctly notes
that the occurrences of gas curtailments are rare. Thus, it is not sensible to
further the priorities for rationing gas. Moreover, the alternative proposals of
SoCalGas to set priorities based on heat rates and of the Joint Commenters to set
priorities based on the needs of the grid make it clear that determining which
scheme best promotes the reliability of the grid is not readily accomplished.
Similarly, the issues identified by PG&E make the implementation and
enforcement of a generator-specific rationing policy impractical on its system.
SoCalGas itself recognizes that implementing its proposal is far from
straightforward, and it requests a workshop and further study as part of this

proceeding.
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There may be, merits to the Joint Commenters suggestion that the
Commission authorize rationing of gas by pro rata cut-backs among members of
an affected customer class. Nevertheless, there are no reasons to decide this
matter in this proceeding: Joint Commenters point out that this is already the
rationing policy in SDG&E’s service territory. PG&E replies that it follows this
policy in its service territory, and SoCalGas notes that it has applied to the
Commission to ration gas through a pro rata system in A. 01-09-024.17 Thus, the
use of pro rata cutbacks covers much of the state already and is under
consideration in the one remaining area where it is not already the policy for
rationing.

Further, assigning a gas priority to particular electric generators creates
a system of incentives that discourages these favored generators from purchasing
the tariffed services now available that can enable customers to avoid a loss of
gas even when supplies are short. As SCGC points out, just as providing a
priority gas allocation to electric generators would diminish incentives on electric
generators to store gas as a class of consumers, assigning a service priority to
particular generators would diminish the incentives to store gas on those
generators who receive the allocation priority.

In addition, the proposed changes, as noted by SCGC, are broad, and
may have the counterproductive outcome of denying gas to generators whose
operation is critical to the stability of the electric grid. In particular, the stability
of the electric grid depends not only on the quantity of electricity generated, but

also on the location of the electricity. Indeed, the designation of certain plants as

17 SoCalGas Comments, p. 2.

-10 -





R.01-03-023 ALJ/TIJS/avs

“reliability-must-run” indicates that the stable operation of the grid can depend
on the operation of specific plants. As the Joint Commenters point out, this
understanding underlies D.01-06-008, which adopted a scheme for allocating gas
among generators when an insufficient supply of gas is available to meet all
generation needs. Thus, relying simply on a plant’s heat rate for assigning a
priority in allocating gas may fail to enhance the stability of the electric grid’s
operations.

Finally, ensuring compliance with tariffs that give electric generators a
service priority would require a complicated and costly enforcement mechanism.
When gas is delivered to a location that contains several different generation
facilities, only the direct monitoring of the use of plants will ensure that the
allocation comports with the rationing scheme. As ORA points out, once gas is
delivered to a site with several generating plants, it “may be difficult to monitor
whether it was actually burned in the unit provided with the higher priority.”18
Monitoring to ensure that gas is used consistent with the adopted allocation
system creates a difficult task for regulators.

In summary, providing a priority allocation to electric generators based
on their heat rates poses a difficult operational and regulatory task that produces
few, if any, benefits and fails to reflect the fact that the reliability of the electric
grid more frequently depends on the location of electric power, rather than on the
absolute quantity of electric power available. Pro rata rationing of gas among
members of a common service class has already been adopted in the service

territory of PG&E and SDG&E and is under consideration in SoGalGas’s service

18 ORA, Comments, p. 3.
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territory. For these reasons, we need take no step to alter the current method for
allocating gas between electric generators based on their heat rate or other
customer-specific characteristic in this proceeding.

Petition of Dynegy Marketing and Trade to Intervene
On January 15, 2002, Dynegy petitioned to intervene in this proceeding as

a party. Dynegy cited its ownership interests in electric generating plants in the
service area of SoCalGas, and noted that it will be “directly affected by any
proposals on the allocation of gas to electric generation customers that parties
might present in response to the request of D.01-12-019.”1% Dynegy notes that it
participated in Investigation 00-11-002, and states that it believes that the
Commission would benefit from the *“views of parties who considered very
similar issues in that earlier investigation.”20 In this proceeding, Dynegy has
filed comments and replies jointly with DENA and DETM, who are already
parties to this proceeding.

We grant the petition of Dynegy both because the resolution of issues in
this proceeding could affect its interests and because the record of this
proceeding benefits from the views of parties who have already considered these
issues in other proceedings.

Comments on Draft Decision

The draft decision of Administrative Law Judge Sullivan in this matter was
mailed to the parties in accordance with Pub. Util. Code §311(g)(1) and Rule 77.1
of the Rules of Practice and Procedure. Duke Energy Trading and Marketing

L.L.C, Duke Energy North America, L.L.C. and Dynergy Marketing and Trade

19 Petition of Dynegy Marketing and Trade to Intervene, January 15, 2002, p. 1.
20 1pid., p. 2.
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(filing jointly) and SCGC filed comments on July 8 expressing support for the
draft decision and urging adoption by the Commission. There were no reply
comments.

Findings of Fact
1. Barring unforeseen circumstances or unlikely weather events, PG&E and

SoCalGas should have adequate gas supplies to meet system needs over the next
year.

2. Since gas supplies over the next year are adequate for all core and noncore
customers, it is not reasonable to expect that granting gas service priorities to
specific electric generators based on heat rates will avoid any service
curtailments.

3. Electric generators with gas storage capacity can avoid gas curtailments
even when supplies are short by placing gas in storage when supplies are
plentiful.

4. Granting a gas priority to those electric generators with high heat rates is a
policy that may fail to increase the reliability of the electric grid and will decrease
the incentive on such favored facilities to store gas.

5. The reliable functioning of the electricity grid in California depends on
both the quantity of electricity generated and the location of the generating
facilities.

6. Granting gas service priorities to specific electric generators based on their
heat rates or other operating characteristics will prove complex to implement
and require enforcement.

7. Creating gas service priorities at this time for electric generators with a
high heat rate is not reasonable or in the public interest because it is not needed,

will discourage the use of storage, may have unintended adverse consequences

-13-
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that make the electric grid less reliable, and will incur implementation and
enforcement costs.

8. Dynegy filed a petition to intervene on January 15, 2002.

9. Dynegy has interests that are directly affected by the proposals before the
Commission in this proceeding.

Conclusions of Law
1. Pursuant to § 451 and § 453, the Commission should not modify the gas

tariffs of PG&E and SoCalGas to grant gas service priorities to electric generators
based on their heat rate.

2. The Commission should grant Dynegy’s January 15, 2002 Petition to
Intervene in this proceeding.

3. This proceeding should be closed.
ORDER

IT IS ORDERED that:
1. Dynegy Marketing and Trade’s Petition to Intervene in this proceeding is
granted.
2. This proceeding is closed.
This order is effective today.

Dated July 17, 2002, at San Francisco, California.

LORETTA M. LYNCH
President
HENRY M. DUQUE
CARL W. WOOD
GEOFFREY F. BROWN
MICHAEL R. PEEVEY
Commissioners

-14 -






_1509537354.pdf
parvs)

N CF
53/0
o REGULATORY AFFAIRS
[ Pacific Gas and CENTRAL FILES
Y T Electric Company « FILE COPY
. _ Frank R. Lindh Street/Courier Address
WE DELIVER ENERGY.® Attorney at Law 77 Beale Street, B30A
San Francisco, CA 94105
Mailing Address
PO Box 7442
San Francisco, CA 94120
N 415973.2776
April 11,2001 Fax: 415.973 5520

Internet. FRL3@pge.com

VIA MESSENGER

Docket Office

California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

Re:  OIR into Whether Curtailment and Diversion Priorities for Noncore Natural Gas

O11) 9, oIy dNld DO d aS oNouIad D (1a]19CCl d NO

Dear Docket Clerk:

Enclosed for filing are an original and eight (8) copies of “Opening Comments of Pacific
Gas and Electric Company (U 39G) in Response to the Order Instituting Rulemaking”,
along with a motion to file the comments out of time.

Please return an endorsed stamped copy to the company representative submitting this
filing.

Very truly yours,

AN

Frank R. Lindh

FRL:dlm

Enclosures

cc: Honorable Richard A. Bilas, Commissioner
Honorable Timothy J. Sullivan, ALJ (and via e-mail: tjs@cpuc.ca.gov)
Service Lists via mail and e-mail in the following dockets: A.00-04-002;

A.98-10-012; A.92-12-043, A.94-06-044, R.90-02-008, and R.88-08-018 S E fw P H ‘Gi E N ER GY
APR 13 2001

REGULATORY AFFAIRS






BEFORE THE
PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking into whether the Rulemaking 01-03-023
curtailment and diversion priorities for noncore natural (Filed March 15,2001
gas customers in the service territories of Pacific Gas
and Electric Company, and Southern California Gas
Company should be changed.

OPENING COMMENTS OF
PACIFIC GAS AND ELECTRIC COMPANY (U 39 G)
IN RESPONSE TO THE ORDER INSTITUTING RULEMAKING

As directed by the Order Instituting Rulemaking issued in this proceeding on
March 15, 2001 (“March 15 OIR”), Pacific Gas and Electric Company (“PG&E”) hereby
provides its Opening Comments regarding whether the existing priority-of-service rules

on the PG&E gas system should be changed to give gas-fired electric generators a higher

priority than other noncore customers.’ PG&E recognizes the importance of reliable gas
service for electric generation, and hence for the overall reliability of California’s electric
system, particularly during the coming summer months. However, for the reasoﬂs
discussed herein, PG&E does not believe‘ that any change to the current rules regarding

priority-of-service to noncore gas customers is warranted at this time.

¥ PG&E reserves all legal rights to challenge the decisions or statutes under which it has been required
to file these Opening Comments, and nothing in this advice filing constitutes a waiver of such rights.
Also, PG&E reserves any additional legal rights to challenge the requirement to file these Comments by
reason of its status as a debtor under Chapter 11 of the Bankruptcy Code, and nothing in this advice
filing constitutes a waiver of such rights.






I. INTRODUCTION AND SUMMARY OF PG&E’S POSITION

The March 15 OIR (mimeo p. 2) notes that, on January 26, 2001, the Northern
California Generation Coalition (“NCGC?”) filed a petition to modify the PG&E Gas
Accord decision (Decision (“D.”) 97-08-055, 73 CPUC 2d 754 (1997)), so as to give gas-
fired electric generators a higher service priority than other noncore customers in the
event of either an involuntary supply diversion, or an end-use curtailment. In a response
filed February 20, 2001, PG&E opposed the NCGC petition for modification, on the
ground that NCGC had not justified such a major change in policy. Among other things,
PG&E pointed out that, because electric generators currently account for two-thirds of
PG&E’s noncore load, NCGC’s proposal to give higher priority to generators could
impose severe hardship on other noncore customers in the event of a diversion or
curtailment. PG&E also noted that NCGC'’s petition failed to acknowledge that electric
generators, like other noncore customers, already have the option of subscribing for firm
storage services from PG&E or from third-party storage providers that would give them a
higher priority of service in the event of an involuntary supply diversion or, in some

cases, an end-use curtailment.

Consistent with its previous statement of position, PG&E does not believe that a
change to the current priority-of-service rules is warranted at this time. The current level
of demand on the PG&E gas system is heavy, and the system can be expected to operate
at close to its maximum capacity through next winter. Nonetheless, PG&E believes that

the array of service options available to PG&E’s gas customers, combined with the






physical capabilities of the PG&E gas transmission, distribution, and storage system, are
such that all customers, core and noncore (including electric generators), should be able
to satisfy their gas demands over the next twelve months, without the need for

involuntary diversions or system-wide curtailments during times of peak electricity

demand.? This is not to say that service interruptions could not occur this summer or
next winter, and indeed it is possible that increased use of Operational Flow Orders
(“OFO0s”) and Emergency Flow Orders (“EFOs”) may be required to maintain balance
between supply and usage on the PG&E system. In addition, a local curtailment event,
with brief, limited effect on noncore customers, has about a one-in-four chance of
occurrence during the winter, but not during times of peak electricity demand. Plainly,
however, there is no immediate operational emergency of the type that would call for

ad hoc revisions to the current service priority rules during the term of the Gas Accord.

PG&E is particularly concerned that service priority rules should not be considered
in isolation from other service and rate issues, or changed in a piecemeal fashion. In
PG&E’s case, the current Gas Accord period runs until the end of next year
(December 31, 2002). PG&E anticipates filing, in the near future, a comprehensive
Application, informally known as “Gas Accord I1,” to establish rates and terms and

conditions of service on PG&E’s gas transmission system for the period commencing

z PG&E’s ability to serve all markets next winter, as in any winter, is somewhat dependent, of course,
on weather conditions. Under certain extremely cold winter conditions, some service disruptions to
noncore customers sometimes are necessary. PG&E’s expectation of serving all demand next winter is
not based on an assumption of extremely adverse conditions.






January 1, 2003. PG&E believes that the Gas Accord II proceedings will afford the
Commission and all interested parties a much better opportunity to consider service
priority issues, in the context of a review of all of the rates and terms and conditions of
service on the PG&E gas transmission, distribution, and storage system. Especially given
the absence of any immediate emergency suggesting that diversions or curtailments are
imminent on the PG&E gas system over the next twelve months, the Commission should
not change the service priority rules during the current Gas Accord settlement term.
Rather, with respect to the PG&E gas system, the Commission should consider priority-

of-service issues in the upcoming Gas Accord II proceedings.
II. PG&E CONTACT INFORMATION

The persons who should receive all documents on PG&E’s behalf in this

proceeding are:

Frank R. Lindh, Attorney Phone : (415) 973-2776
Pacific Gas and Electric Company Fax: (415) 973-5520
P.O. Box 7442 E-mail: frI3@pge.com
San Francisco, CA 94120-7442

M. Daniel McLafferty Phone: (415) 973-2592
Pacific Gas and Electric Company Fax: (415) 973-5006

77 Beale Street, BOA E-mail: mdm8@pge.com

San Francisco, CA 94105

ITII. BACKGROUND

The principal question presented in this proceeding is “whether the Commission

should change the priority of service rules for noncore gas customers to give electric






generators a higher priority of service in the event of a curtailment of service or diversion
of customer-owned gas.” (March 15 OIR, mimeo p. 10, Ordering Paragraph 1; see also
id., pp. 5-6.) In the March 15 OIR, the Commission directed PG&E and Southern
California Gas Company (“SoCalGas™) to answer a series of six questions related to this
subject. Additionally, on March 30, 2001, the Assigned Commissioner and Assigned
Administrative Law Judge (“ALJ”) issued a Joint Ruling raising a related set of questions
“concerning the strategic role of gas storage in avoiding curtailments and diversions.”
(March 30 Joint Ruling, mimeo p. 1.) In Section V of these Opening Comments, PG&E

provides detailed responses to these questions.

PG&E commends the Commission’s ongoing efforts to examine gas service issues
and the relationship between natural gas and electric generation during the current energy
crisis in California. PG&E itself also has been carefully monitoring market conditions,
including the adequacy of its gas transmission, distribution, and storage system to meet
system demands in light of current and anticipated conditions in the months ahead.
PG&E appreciates this opportunity to present its views on the subject of priority-of-
service for gas-fired generating plants and other noncore gas customers. In addition to

the instant proceedings, the Commission’s Energy Division also has scheduled a

Workshop on gas infrastructure issues on April 17, 2001 2 PG&E will participate in the

Energy Division Workshop. In considering the priority-of-service issues raised in the

¥ See Energy Division’s “Notice Of Workshop To Discuss California Natural Gas Infrastructure,”
issued March 23, 2001.






instant rulemaking proceeding, obviously the Commission should be mindful of all of the
information regarding adequacy of the existing gas infrastructure presented during the

Energy Division’s investigation.

One aspect of the current energy crisis that brought curtailment and diversion
issues to the forefront this past winter resulted, not from any deficiencies in the gas
infrastructure, but rather from problems associated with PG&E’s lack of creditworthiness.
This credit problem stemmed from skyrocketing prices in wholesale electricity markets
and PG&E’s current inability to recover wholesale electricity costs from its retail
ratepayers. The threat of involuntary supply diversions affecting electric generators and
other noncore customers (including military bases, refineries, and hospitals) was so
severe that, on January 19, 2001, then-President Clinton declared an unprecedented
“natural gas emergency” in PG&E’s service area, and directed the Secretary of Energy to
issue an emergency order requiring natural gas suppliers to continue, or in some cases
resume, selling gas to PG&E’s Core Procurement Department. These facts are familiar to

the Commission through the records in several related emergency applications filed in

J anuary.‘-" Although the credit issues remain unresolved, PG&E currently is able to

Y The Commission has considered three separate applications regarding the gas supply emergency on
PG&E’s system, all filed during January 2001: (i) an emergency request by PG&E for authority to
finance gas purchases, filed as a supplement to Application (“A”) 00-12-064, on January 22, 2001; (ii) an
emergency request by PG&E for order directing Southern California Gas Company to provide mutual
assistance, A.01-01-024, filed January 18, 2001; and (iii) an emergency Petition for Modification filed
jointly by the Office of Ratepayer Advocates (“ORA”) and The Utility Reform Network (“TURN”),
seeking a waiver of certain diversion and curtailment charges on behalf of PG&E’s core ratepayers, in
A.92-12-043, et al., filed January 16, 2001.






purchase adequate gas supplies for core customers, and the threat of diversions due to

PG&E’s credit problems has abated.

As discussed in Section I, above, PG&E currently does not anticipate that
involuntary supply diversions or end-user curtailments are likely to be necessary on the
PG&E gas system for the coming summer months or during the winter of 2001-2002,
despite heavy demands on the system. Accordingly, PG&E does not believe that current
market or operational conditions on the PG&E gas system call for any midstream changes
to the priority-of-service rules, during the current Gas Accord period, so as to give
electric generators a higher priority of service than other noncore customers. The
upcoming Gas Accord II proceedings will afford the Commission and all interested
parties a better opportunity to consider service priority issues in the context of a
comprehensive review of all of the rates and terms and conditions of service on the

PG&E gas transmission system.
IV. BACKGROUND: THE PG&E GAS SYSTEM

A map showing the location of PG&E’s gas transmission system, including storage
facilities, is contained in the Gas Accord and is reproduced in D.97-08-055, 73 CPUC 2d

at 801. The system consists of “backbone” transmission lines extending from the Arizona

2 On April 6, 2001, PG&E filed for bankruptcy protection under Chapter 11 of the Bankruptcy Code.
In re Pacific Gas and Electric Co., Case No. 01-30923 SFM11 (U.S. Bankruptcy Court, Northern
District of California). PG&E does not anticipate that the bankruptcy proceedings will cause any
deterioration in PG&E’s ability to procure gas supplies on behalf of core customers.






and Oregon borders to the Bay Area, several storage facilities in the Delta, and a series of

local transmission lines that connect the backbone system to local distribution facilities.

The March 15 OIR contains an accurate and helpful description of PG&E’s current
tariff provisions related to priority-of-service issues, all of which were adopted in
conjunction with the Gas Accord. (See March 15 OIR, mimeo pp. 3-4 (citing PG&E Gas
Rule 14.) Asthe March 15 OIR correctly states, “[iln PG&E’s service territory, existing
Commission decisions give electric generators the same priority as other noncore
customers in the event of a cuﬁailment or diversion.” (March 15 OIR, mimeo p.3.) In
addition, one of the more significant changes approved in the Gas Accord is that all
customers on the PG&E gas transmission system have contractual rights to firm and

as-available transmission, storage, and hub (i.e., parking and lending) services.

Prior to the Gas Accord and the deregulation of the electric industry, gas priorities
were established based on the customers’ end-uses and their ability to burn alternative
fuels. In the early 1990’s, the lowest priority was given to PG&E-owned utility electric
generation (“UEG”). UEG and other noncore customers were required to maintain

adequate backup fuel on-site in case of curtailments.

In 1993, in D.93-09-082, the Commission lifted the alternative fuel requirement,
and UEG’s priority was raised to a level on par with other noncore industrial customers,
excluding cogeneration. Under an earlier decision, D.92-07-025, cogenerators were
provided a higher priority than UEG. PG&E’s then-existing Rule 14 stated that all of the

UEQG gas service had to be curtailed before any cogeneration was impacted.






The Gas Accord (D.97-08-055) established an even higher priority for UEG, by
providing UEG the opportunity to acquire priority equal to all noncore users, including
cogeneration. Under the “unbundled” market structure adopted in the Gas Accord,

noncore customers’ priority of service is largely determined by contract rights, except on

the local transmission systems.g’ Subsequently, as part of the electric industry
restructuring, most of PG&E’s former fossil-fuel UEG plants were sold to third-party
generating companies. For the most part, the new owners of the former UEG plants do
not maintain significant alternative fuel capability, and thus they now are almost totally

dependent upon natural gas for generation of electricity.

It is important to recognize that, under PG&E’s existing Gas Rule 14, gas
withdrawn from storage is given a higher priority than all other noncore gas flowing
under firm transportation contracts. Thus, on the PG&E system, electric generators and
other noncore customers can avail themselves of firm storage service, and in this manner

achieve the highest priority for their supply during an involuntary diversion.

V. PG&E’S RESPONSES TO THE QUESTIONS POSED IN THIS CASE

In this section of its Opening Comments, PG&E provides its responses to the
specific questions set forth in the March 15 OIR, as well as the additional, storage-related

questions in the March 30 Joint Ruling. As described in Section I, above, PG&E does not

& In the event of a constraint on a local transmission system requiring a reduction in load, which is a
cold-weather phenomenon, noncore customers located on such a system are curtailed on a pro rata basis,
with the exception of seasonal customers, including some electric generators, who receive the lowest
priority when they are operating out-of-season.






believe that priority-of-service rules on the PG&E gas system should be changed at this
time. Instead, PG&E recommends that the Commission consider PG&E priority-of-

service issues to the Gas Accord II Application, which will be filed in the near future.
MARCH 15 OIR QUESTIONS:

e Should the priority of service rules be changed to give gas-fired electric
generators a higher priority of service in the event of a curtailment or
service or diversion of customer-owned gas? Provide an explanation as to
why the rules should or should not be changed?

No, the priority—of-service rules on the PG&E gas system should not be changed at
this time to provide a higher level of service to electric generators, for the reasons
explained in Section I, above. To briefly summarize those reasons: (i) there is no
imminent danger of supply diversions or curtailments on the PG&E gas system,
especially in the coming summer months; (ii) the current priority-of-service rules
established in the Gas Accord will expire at the end of next year, and PG&E expects to
file a Gas Accord II Application in the near future, to establish rates and terms and
conditions of service for the period commencing January 1, 2003; (iii) the Gas Accord II
proceedings will provide a more appropriate forum in which all the interrelated rate and
service issues, including priority-of-service, can be considered in a comprehensive
fashion; (iv) PG&E’s existing Gas Rule 14 already gives generators and other noncore

customers the option to subscribe for firm transmission and storage services to ensure a

higher priority of service under most circumstances; and (iv) adopting an ad hoc rule at
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the present time, giving priority to electric generators, is not warranted, and could impose

undue hardship and uncertainty on other noncore customers.

e Should the priority of service rules for electric generators be
changed for both SoCalGas and PG&E, or should [the rules] be
changed for only one of the utilities?

As noted in response to the first question, above, PG&E believes that the current
priority-of-service rules on the PG&E system should not be changed at this time. If the
Commission were to establish radically different service priorities for electric generators
on the PG&E and SoCalGas systems, this would create an artificial impact on the relative |
value of locating and operating electric generation plants within Northern versus Southern

California, which clearly is not a desired outcome.

However, in the event the Commission were to determine that circumstances
warranted a change in priority-of-service rules, PG&E believes there would be a need for
consistency between the rules on the SoCalGas system and the rules on the PG&E gas
system. A significant policy change, such as providing electric generators with higher
priority than other noncore customers, should be made on a uniform, statewide basis
(including not only SoCalGas and PG&E, but also SDG&E). Nonetheless, differences in
the details to accommodate each utility’s unique operations, and company-specific rate
adjustments (e.g., the rate levels charged to generators who receive a higher priority of

service), would be inevitable and entirely appropriate.
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e Is SoCalGas’ Rule 23, § H. provision regarding utility electric
generation service, sufficient to assign a higher priority to electric
generators in the event of a curtailment or diversion in SoCalGas’
service territory?

PG&E takes no position in the interpretation of this SoCalGas Tariff provision.

e What will the impact be on other noncore customers if gas-fired
electric generators are given a higher priority than other noncore
customers?

As stated in Section I, above, in the coming summer months, PG&E does not
anticipate the involuntary diversions or curtailments will be needed in order to maintain
service to core customers on its gas system. In these circumstances, a change to the
priority-of-service rules is likely to have little practical effect. Nonetheless, to illustrate
the potential effect of a change in service priority rules giving electric generators a higher

priority than other noncore customers, PG&E has undertaken the following analysis.

On PG&E’s gas system, demand by electric generators currently accounts for up to
two-thirds of the noncore load. Consequently, if electric generators were given higher
priority for gas service than other noncore customers, then the other noncore customers —
including hospitals, military bases, prisons, and refineries — would be subject to much

more severe interruptions of service in the event of a curtailment or involuntary diversion.

The chart below provides illustrative examples of the relative size of the electric
generation and other noncore customer groups on the PG&E gas system. The throughput

forecast adopted by a settlement in PG&E’s most recent Biennial Cost Allocation
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Proceeding (“BCAP”) proceeding suggests that electric generators will account for
approximately 58 percent of all noncore load on an annual average basis. But in some
months, notably in January 2001, electric generators have accounted for fully two-thirds

of PG&E’s noncore load.

Table 1:
PG&E Noncore Gas Market
Electric Generation versus Other Noncore Customer Market Size
Total Noncore Electric Other Noncore
Market Generation Customers
BCAP Forecast
2001 Annual 1292 MDth/d 745 MDth/d 547 MDth/d
Average (58%) (42%)
January 2001
Actual Monthly 1516 MDth/d 1007 MDth/d 509 MDth/d
Average (66%) (34%)

Because electric generators account for such a large proportion of PG&E’s
noncore load, during many involuntary supply diversion scenarios, the generators would
be affected in any event, even if they were given a higher priority than other noncore
customers. Moreover, other noncore customers would suffer potentially severe hardship
under a rule giving them a lower priority than electric generators. Table 2, below,
illustrates the impact on both electric generation and other noncore customers under
several hypothetical involuntary diversions, using both the existing priority rule and a
different rule giving higher priority to electric generators. For illustrative purposes,

Table 2 utilizes the January 2001 actual monthly average quantities, above, and assumes a
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daily-required level of gas supply diversion of 150 MDth, 300 MDth, 600 MDth and

1000 MDth.
Table 2:
Illustrative Impact of a Diversion of Noncore Market Gas Supply
Assuming Daily Noncore Demand Consistent with
January 2001 Monthly Average Actual Demand
Existing Priority Rules Priority Rules Giving EG
Between EG and Other Higher Priority than Other
Noncore Noncore
Assumed % of EG % of Other % of EG % of Other
Level of Demand Noncore Demand Noncore
Interruption Served Served Served Served
150 MDth 90% 90% 100% 71%
300 MDth 80% 80% - 100% 41%
600 MDth 60% 60% 91% 0%
1000 MDth 34% 34% 51% 0%

Currently, during a system-wide diversion to serve core customer demand, electric
generators and other noncore customers are treated equally under PG&E Gas Rule 14,
and are expected to reduce gas consumption based on scheduled supply. The analysis in
Table 2 assumes a pro rata reduction, which is what would occur where most available
supply is flowing under firm (as distinct from as-available) transportation contracts on the
PG&E system. The analysis in Table 2 shows that, under PG&E’s existing rules, during a

supply diversion of 300 MDth/d, 80 percent of noncore load, including electric
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generators, would be served. If electric generators were given higher priority, only

41 percent of the remaining noncore load would be served, while 100 percent of the
electric generation load would continue to get service. At a supply diversion level of
600 MDth/d or greater, 91 percent or less of the electric generation load would be served,

and the other noncore customers would have their service terminated completely.

The above example is illustrative of a system-wide supply diversion to meet core
demand. A more complicated.situation, and the one more likely to occur under cold
weather conditions with high core usage, is the incidence of a local transmission system
curtailment. The percentage of noncore load represented by electric generation varies
widely on PG&E’s various local transmission systems, and also varies according to
whether a particular generator is on-line. PG&E has not analyzed in detail the impact that
a change in the noncore priority-of-service rules would have on noncore customers
located at various points on PG&E’s local transmission systems during a cold weather
event. However, if an electric generator represents a high percentage of the load on a
given local transmission system at the time of a curtailment, the fact that that generator
has a higher priority would likely make little difference in determining whether, or the

extent to which, the generator would be curtailed.

e Describe the procedures or system changes that the gas utilities
would have to undertake to track gas supplies if electric generators
are given a higher priority of service than other noncore customers.

1. Substituting End-User Curtailment Provisions For Diversion Rules
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If the Commission were to adopt a policy giving electric generators a higher
service priority than other noncore customers, PG&E expects that significant system
changes (both software and planning and procedures) would be necessary to put this
policy into practice. In particular, PG&E believes it would be infeasible to implement the
current supply diversion provisions of PG&E Gas Rule 14 in a way that would give

higher priority to electric generators than to other noncore customers.

Under Rule 14, supply diversions occur on the backbone transmission system, and
involve diversion of supplies nominated by gas marketers for transportation on the
backbone. Marketers typically serve a mix of noncore customers, including both electric
generators and other noncore customers, and indeed gas often is traded several times,
through supply “pools” on the PG&E system, before it reaches the end-user. Some of the
largest electric generators on the PG&E system (such as Duke and Mirant) obtain gas
supplies from affiliated marketing companies that also serve substantial markets other
than electric generation. There does not appear to be any realistic way to implement an
involuntary diversion so as to ensure that electric generators in fact receive a higher
priority than other noncore customers. PG&E is concerned that it may be impossible to
police marketers and others to ensure that they do not continue providing gas to

unqualified end-users other than electric generators.

Accordingly, if the Commission were to adopt new rules giving electric generators
a higher priority than other noncore customers, then the Commission in that event also

should allow PG&E to modify its Gas Rule 14, so as to replace the existing involuntary
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supply diversion provisions with end-user curtailment provisions. The rules also should
be revised to provide a meaningful penalty for an end-use customer’s failure to comply
with a curtailment order. Absent these changes, it might well be impossible for PG&E to

implement a policy of ensuring a higher-priority service for electric generators.
2. Revisions to PG&E’s Curtailment Process

With rare exceptions, curtailments are a winter problem, stemming from extremely
cold temperatures and high core demands; typically they are not a summer phenomenon.
Therefore, the urgency in changing PG&E’s curtailment systems, in order to carry out a
new rule giving priority to electric generators, would not be in the coming 2001 summer

months, but rather in order to be ready for the winter of 2001-2002.

The need to curtail service to individual end-use customers may arise from local
transmission capacity constraints, driven by cold, local temperatures. This type of
constraint is forecasted to occur as often as once every three years for some of PG&E’s
local transmission systems. PG&E currently administers these constraints by identifying
each customer’s “allowed usage” under various temperature and load scenarios. The
intent of a local curtailment, if ordered by PG&E, would be to protect service to core
customers that are served from the constrained local transmission system. PG&E’s Gas
Tariff currently does not provide any no noncompliance penalties for these types of

curtailments.

Each year, before the winter heating season, PG&E’s gas engineers model each

individual local transmission system to assess the amount of gas that would be available
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to noncore customers under various scenarios of core usage, driven by various possible
temperature patterns. Once those models are calibrated, PG&E establishes two
percentage levels (“stages™) of pro rata curtailment that would be required of the noncore
customers to maintain system integrity under increasingly severe core load demands.
These percentage levels are translated into “Allowed Usage” levels for each customer at
each stage of curtailment. Noncore customers are notified, before winter, regarding the
amount of Allowed Usage that associated with each stage of curtailment. This allows

customers to engage in contingency planning for each possible level of curtailment.

In the event a curtailment is announced by PG&E Gas Operations, its
implementation requires extensive communication, monitoring and enforcement.
Communication with affected customers involves alerting of each customer by both
facsimile and by direct contact by PG&E account service representatives. PG&E
personnel also must monitor local system pressures and conditions, as well as individual
customer compliance. Depending on system conditions, PG&E personnel sometimes
must enforce curtailments by further communication, or in extreme cases by physically

shutting off the valve serving a given end-use facility.

Each step of this process would require modification in order to prioritize one set
of noncore customers over another. Most complex of these tasks would be the
development of appropriate modeling of the various local transmission systems for the
new prioritization scheme. First, the electric generators eligible to be given the higher

priority would need to be identified, and the “protected” load determined. New Allowed
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Usage levels for non-generation loads would need to be developed with the assumption
that this protected load would still be served. Forecasts of gas load in the area would

need to separately account for electric generation and non-electric generation load.

Next, it would be necessary to determine whether Allowed Usage levels could be
determined for electric generators as a separate class of noncore customers, and then these
levels would have to be developed. Finally, with the overall local transmission
curtailment plan for each of the areas developed, the education and training process for a
few hundred PG&E personnel, and then for the 1000-plus noncore customers, could
begin. New Allowed Usage levels would be assigned to each customer, and they would

be informed of the new generation-only stages that might be in effect.

The communication, monitoring, and enforcement plans and procedures would
also require modification, in order to segregate the protected class of customers from the
others. Facilities with uses in both the protected and the unprotected classes would

complicate this effort, particularly if served through a single meter.

These efforts to reconfigure PG&E’s existing curtailment plans and practices could

be accomplished by next winter, but only with a significant allocation of resources.

e Are there sufficient curtailment or diversion penalties, or other
price mechanisms in place, in order to adequately compensate those
customers whose gas supply is curtailed or diverted?

As discussed above, if the Commission elects to modify the Gas Accord to give

electric generators a higher priority of service, then the only practical way to implement
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this policy on the PG&E system would be to eliminate the gas supply diversion rules and
administer all service interruptions through an end-use customer curtailment process. In

addition, a curtailment noncompliance charge would need to be adopted for PG&E.

Under the Gas Accord, PG&E no longer has noncompliance charges for failure to
comply with a curtailment order. On the PG&E gas system, noncompliance charges
currently exist only for failure to comply with an OFO, EFO, or involuntary diversion. If
the rules were changed so that all service interruptions were administered through a
curtailment process, then curtailment noncompliance charges would need to be

established in order to ensure compliance with curtailment orders by noncore customers.

PG&E also notes that the recent run-ups in gas prices may have reduced the
effectiveness of the current level of existing noncompliance charges. PG&E
recommends, therefore, that if a change to the current structure were adopted, a market-

index based noncompliance charge should be considered.

PG&E does not believe any further modifications would be necessary to the
pricing mechanisms. If gas supply were not diverted, the curtailed customer would still
receive credit for any gas supply nominated to his meter on that day. Therefore, no
diversion payment would be necessary. The customer would be free to utilize that gas
supply on a subsequent day when the curtailment was not in effect, in accordance with the

existing monthly balancing provisions under PG&E’s Schedule G-BAL.

The noncore customer receives a pricing benefit in the form of significantly lower

transportation rates than core customers pay, reflecting in part a lower level of reliability.
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Furthermore, under a curtailment, the gas remains in the hands of the same suppliers —
only usage is curtailed. Accordingly, there is no reason for any payment to further

compensate noncore customers in the event of a curtailment.

A problem warranting some mention here is the fact that “reliability must-run”
power plants in California are authorized by federal tariffs to pass on OFO and EFO
noncompliance charges to the market. The lack of a financial penalty for these plant
owners could affect their incentive to comply with OFOs and EFOs. PG&E notes,

however, that this has not been a problem to date on the PG&E gas system.

STORAGE QUESTIONS RAISED IN MARCH 30 JOINT RULING:

o Adequacy of Storage: Does Southern California Gas
Company (SoCalGas) have adequate transmission, injection,
storage and withdrawal capacity to meet the storage needs of
its core customers for (1) the summer generation season and
(2) the next heating year? If not, what prudent investments
and/or actions can increase this capacity in the months
ahead? Do constraints on transmission capacity and forecast
demand create critical dates beyond which it will not prove
possible to meet the storage needed to serve core customers?

PG&E has no comment regarding the adequacy of SoCalGas’s system.

o Adequacy of Storage: Does Pacific Gas & Electric Company
(PG&E) have adequate transmission, injection, storage and
withdrawal capacity to meet the storage needs of its core
customers for (1) the summer generation season and (2) the
next heating year? If not, what prudent investments and/or
actions can increase this capacity in the months ahead? Do
constraints on transmission capacity and forecast demand
create critical dates beyond which it will not prove possible to
meet the storage needed to serve core customers?
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PG&E’s gas system currently has adequate capacity to meet the storage needs of
its core customers. PG&E’s Core Procurement Department and other core suppliers have
pre-assigned firm storage rights and firm transmission capacity available to them through
the core assignments of the Gas Accord. PG&E believes that these assignments of
transmission and injection capacity are adequate to fill assigned core storage inventory
this summer, and to access and use storage withdrawal capability to aid in meeting core
customer loads during the winter of 2001-2002. There is no need for any immediate
capital investment, in the months ahead, in order to enhance the injection or withdrawal

capability of the PG&E gas transmission system.

Absent a recurrence of the gas supply crisis triggered by PG&E’s creditworthiness
problems this past winter, the combination of winter withdrawal rights and assigned
winter transmission capacity should be sufficient for PG&E to meet the load requirements
of core customers for loads that approach a “Cold Winter Day,” a cold temperature event
that recurs about once in every three or four years. PG&E’s Core Procurement

Department will attempt, consistent with its regular practice during such times, to acquire
additional supplies in the event of temperatures colder than a Cold Winter Day.z’ Only to

the extent that transportation and gas supplies are not available for core service on the

market, then PG&E may divert gas from supplies that are otherwise destined for noncore

Z Ordinarily, PG&E’s Core Procurement Department enters into “peaking” arrangements that provide
additional firm supplies during cold weather periods when core demand exceeds the allocated firm
transport and storage withdrawal capacities. During this past winter, because of PG&E’s credit situation,
the Core Procurement Department had difficulty finding willing sellers under such arrangements. The
absence of “peaking” deals, of course, would increase the likelihood of diversions of noncore gas to meet
(continued on next page)

-22-






use. This is consistent with current planning standards, which require that the
combination of assigned transmission and storage capacity, additional supplies acquired
for core service, and diverted noncore supplies, must be sufficient for to meet loads on a
day with average low temperatures having a recurrence probability of 1 in 90 years

(PG&E’s Abnormal Peak Day or “APD”).

Because transmission capacity is “set aside” for core service, and because PG&E’s
Core Procurement Department is not responsible for system balancing, even in the
currently-forecast situation involving high noncore and electric generation demand and
tight supplies, PG&E can be expected to have adequate gas in storage for service to core
customers. The infrastructure available for service to PG&E’s core customers is adequate
for their needs, both for storage injection in the coming summer months and for cold-

weather service next winter.

Regarding investments or actions that could increase capacity in the months ahead,
there would not be enough time to construct additional pipeline transmission capacity this
year to allow more flexible use of storage, nor is there any immediate need for an

expansion of the PG&E gas transmission system this year in any event.

(continued from previous page)
core demand next winter.
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e Prudency of Policies: Many firms contract with SoCalGas,
PG&E, and others to store gas in California. Would a change
in priorities for allocating gas transmission capacity disrupt
the efficient usage of storage capacity by inducing those who
receive a higher priority to rely on transmission services
rather than using storage already under contract?

PG&E’s system is quite different from that of SoCalGas. PG&E’s priorities for
transmission service are based on contractual firm and as-available rights, which are not
offered on the SoCalGas system. PG&E typically does not know the ultimate destination
of gas being transported from the California border to the PG&E citygate. Marketers and
producers often sell the gas into pools at the citygate where it is then scheduled to
different end-users. Gas withdrawn from storage facilities (both PG&E storage and Wild
Goose Storage) acts as another supply source at the PG&E citygate. A change in

priorities during curtailments probably would not impact storage on PG&E’s system.

e Prudency of Policies: Are there other factors in the California
natural gas marketplace that provide a disincentive to noncore
customers injecting natural gas into storage for peak use this
year? If so, what are they, and how could we avoid such an
outcome? To what extent are noncore holders of storage rights
able to certify that they plan to use their storage rights this year?
Should regulatory policy be modified to penalize noncore
customers currently holding storage or injection rights who fail to
use them?

Unlike core suppliers, who use gas storage primarily for reliability during the
winter heating season, noncore customers and their suppliers use available storage
primarily for economic reasons. They do not have the same incentive to keep gas in
storage for withdrawal during the winter season. However, PG&E’s “at-risk” storage

inventory for non-core customers has been fully contracted this year, and PG&E expects
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the storage to be used. If the at-risk storage inventory is only used to serve the noncore
and electric generation market this summer and is not refilled by December 2001, this
would have little impact next winter on PG&E’s ability to serve core customers. On the
other hand, if the at-risk storage inventory is refilled by December, this could help
moderate prices at the PG&E citygate during the winter, and also help noncore customers
avoid OFOs and EFOs. In any event, PG&E does not believe that any regulatory changes
should be made that impose requirements on the noncore’s use of PG&E unbundled
storage services. Under longs£anding Commission policy, each noncore customer is
responsible for meeting its own supply needs. Those noncore customers who have made
contractual commitments to storage services and gas supply should not be penalized for

the failure of other customers to plan for their own needs.

e Prudency of Policies: Are there any current Commission
regulatory policies whose alteration will insure the best usage
of gas storage capacity in California over the next year?
Should regulatory policy be modified, and if so, how, to
permit SoCalGas and PG&E to sell gas to noncore customers
during the next year? Should the companies be required to
store gas for potential sales to noncore customers?

PG&E does not believe any changes should be made to the current Commission

regulatory policies regarding storage.
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e Prudency of Policies: Do current policies insure that all firms
will use storage capacity in ways that promote the interest of
all Californians? If not, would it be reasonable or in the
public interest for SoCalGas or PG&E to reclaim unused
storage capacity this year to ensure its usage? If so, what
regulatory changes would be needed to accomplish this?

PG&E’s at-risk storage and park-and-lend services already allow PG&E to reclaim
unused firm storage capacity for use by other customers, just as as-available transmission
services can be offered when firm shippers are not making full use of their contract

capacity. PG&E sees no reason for any regulatory changes in this regard.
VI. CONCLUSION

PG&E urges the Commission to maintain PG&E’s current curtailment and
diversion priority-of-service rules, as approved in the Gas Accord, for the duration of the
Gas Accord period, through 2002, and to consider these issues in the upcoming Gas
Accord IT Application. Should the Commission decide in this proceeding that a change in
priority-of-service rules is needed, then the Commission should allow PG&E to adopt
end-user curtailment rules to replace the existing involuntary diversion scheme, and
should allow sufficient time and funding to develop or modify software and other systems

to comply with such an order. If the Commission does elect to change the current rules, it
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should strive for broad consistency among all three major gas utilities (SoCalGas, PG&E,
and SDG&E), while allowing each affected utility to resolve the particulars of the many

associated issues this would raise, including rates and cost allocation issues.

Respectfully submitted,
JOSHUA BAR-LEV

FRANK R. LINDH
DAVID W. ANDERSON
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Attorneys for
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Law Department, B30A
Post Office Box 7442
San Francisco, CA 94120
Telephone: (415) 973-2776
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not a party to the within cause; and that my business address is Pacific Gas and Electric
Company, Law Department B30A, 77 Beale Street, San Francisco, California 94105.

I am readily familiar with the business practice of Pacific Gas and Electric
Company for collection and processing of correspondence for mailing with the United
States Postal Service. In the ordinary course of business, correspondence is deposited
with the United States Postal Service the same day it is submitted for mailing.

On April 11, 2001, I served a true copy of:

OPENING COMMENTS OF PACIFIC GAS AND ELECTRIC COMPANY
(U 39 G) IN RESPONSE TO THE ORDER INSTITUTING RULEMAKING

by placing it for collection and mailing, in the course of ordinary business practice, with
other correspondence of Pacific Gas and Electric Company, enclosed in a sealed
envelope, with postage fully prepaid, addressed to:

See Attached Service Lists for Docket Nos.
A.00-04-002; A.98-10-012; A.92-12-043; A.94-06-044; R.90-02-008; R.88-08-018

In addition, on April 11, 2001, a copy of the foregoing document was also served
via e-mail to any available e-mail addresses appearing on the above-referenced service

lists as compiled by the Commission.

I certify and declare under penalty of perjury under the laws of the State of
California that the foregoing is true and correct.
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Dorothy L. Morrison
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