BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Investigation on the Commission’s Own Motion to Consider the Costs and Benefits of Various Promising Revisions to the Regulatory and Market Structure Governing California’s Natural Gas Industry and to Report to the California Legislature on the Commission’s Findings.
I. 99-07-003

Initial Brief of

Kern River Gas Transmission Company


In accordance with the schedule established by ALJ Biren at the conclusion of the hearing in the current phase of the proceeding captioned above, Kern River Gas Transmission Company (“Kern River”) submits its initial brief in this matter.  In the event that the Commission adopts the Comprehensive Settlement Agreement proposed by Southern California Gas Company (“SoCalGas”), et al., Kern River urges the Commission to incorporate the minor modification to the settlement that Kern River will describe below.

Introduction


 The Commission initiated this proceeding for the purpose of exploring the costs and benefits of the promising options for restructuring California’s natural gas industry that the Commission identified in its Decision (D.) 99-07-015, and to assess the final proposals to include in a report to the Legislature.  See Order Instituting Investigation (“OII”), I.99-07-003, at 1 (July 8, 1999).  The OII established procedures for developing evidence on these topics, but also encouraged the parties to reach one or more settlements regarding the identified issues.  Id. at 3-4.


Now pending before the Commission are three proposed settlement agreements, the Interim Settlement, filed on December 27, 1999; the Comprehensive Settlement, filed on April 17, 2000; and the Post-Interim Settlement, filed on April 3, 2000.  All of the settlements propose to restructure, albeit to different degrees, on different schedules, and, in some respects, in different ways, SoCalGas’s natural gas storage, transportation and sales services.  


Kern River owns and operates an interstate natural gas pipeline system extending from gas producing areas in southwestern Wyoming, across the states of Utah and Nevada, to points of termination in Kern County, California.  The system has a maximum firm capacity of approximately 700 million cubic feet per day (“MMcf/d”) of gas.  Near Daggett, California, Kern River's pipeline converges with the interstate pipeline facilities of Mojave Pipeline Company to form a single, jointly owned pipeline, referred to as the "Common Facilities," that extends from Daggett to the systems’ termini in Kern County.  Kern River delivers gas through direct connections to several enhanced oil recovery (“EOR”) and related cogeneration facilities located in the oil fields of Kern County.  It also makes substantial deliveries into the SoCalGas system for redelivery to consumers on the SoCalGas system through an interconnection located at Wheeler Ridge in Kern County.

Discussion

Kern River neither advocates nor opposes the Commission’s approval of any of the pending settlements.  In the event that the Commission decides to accept the Comprehensive Settlement, Kern River contends that the Commission (1) should modify the settlement’s treatment of capacity rights at new receipt points on the SoCalGas system and (2) should reject Pacific Gas & Electric Company’s (“PG&E’s”) proposal to change the settlement’s allocation of access rights at SoCalGas’s Wheeler Ridge receipt point.

1.
New Interconnections That Do Not Degrade Existing Capacity Should Have Primary Access Rights.


If the Commission adopts the Comprehensive Settlement, Kern River urges it to modify the agreement in one minor, but important, respect.  One of the principal components of the Comprehensive Settlement is its creation of tradable capacity rights for intrastate transportation customers.  To facilitate those rights, the settlement would create primary and secondary rights to bring gas into the SoCalGas system at each of the utility’s interconnections with interstate pipelines and other receipt points.  Gas scheduled with primary rights would have priority to capacity over gas scheduled with secondary rights.  

Appendix B to the Comprehensive Settlement, however, states that “[a]ll new or expanded interconnections will have secondary access rights only, and will be subject to bumping by gas scheduled through primary access points.”  Ex. 1, App. B at 2.  Kern River submits that this provision would unjustifiably and unnecessarily discriminate against new pipelines and new interconnections with existing pipelines.

Kern River’s witness Kirk T. Morgan provided unrebutted testimony explaining the merits of Kern River’s position.  See Ex. 500 (Morgan Direct).  While it makes sense to provide priority to existing interconnections to recognize the financial commitments that SoCalGas’s customers have made in support of those facilities, such a priority is reasonable, Mr. Morgan stated, only to the extent that new interconnections otherwise would degrade customers’ primary rights at existing interconnections.  Id. at 3-4.  When primary rights at a new interconnection would not degrade rights at existing interconnections, however, there is no justification for providing only secondary access at the new point.  Providing primary rights at new interconnections when the new points do not degrade primary delivery capacity at existing receipt points on the SoCalGas system would facilitate access to lower-cost supplies by encouraging pipeline expansions to provide greater access to such supplies.   Id. at 3.  

Mr. Morgan’s unrefuted testimony provides a sound foundation for the Commission to accept Kern River’s proposed modification to the Comprehensive Settlement.  Therefore, in the event that the Commission approves the Comprehensive Settlement, Kern River urges the Commission to incorporate the minor change that Mr. Morgan described in his direct testimony.

2.
PG&E’s Proposed Change To Wheeler Ridge Access Rights Is Unjustified.

On behalf of PG&E, Mr. Richard Hall proposed to modify the Comprehensive Settlement’s terms for allocating capacity rights at SoCalGas’s Wheeler Ridge receipt point.  See Ex. 700 at 5-9 (Hall Direct).  Kern River urges the Commission, if it accepts the Comprehensive Settlement, to reject PG&E’s flawed and unwarranted proposal.  The Comprehensive Settlement would allocate capacity rights at Wheeler Ridge in accordance with the physical capabilities of SoCalGas’s and interconnecting parties’ facilities.  PG&E, however, bases its proposed change to the settlement on a patently erroneous assumption that the delivery capability of the Kern River/Mojave facilities at Wheeler Ridge is limited to 500 MMcf/d. 

Wheeler Ridge is a complex of facilities that includes interconnections with Kern River and Mojave at a southern point, which the Comprehensive Settlement calls “Wheeler Ridge-South,” and interconnections with PG&E and Occidental Petroleum (Oxy) at a northern point, which the Comprehensive Settlement calls “Wheeler Ridge-North.”  SoCalGas’s total takeaway capacity from Wheeler Ridge is 680 MMcf/d, but it can reach that capacity only if it receives at least 160 MMcf/d from Kern River/Mojave.  SoCalGas’s maximum takeaway capacity when it receives no gas from Kern River/Mojave is only 520 MMcf/d.  In contrast, however, SoCalGas can reach its total takeaway capacity of 680 MMcf/d at Wheeler Ridge even if none of the gas comes from PG&E/Oxy, i.e., if SoCalGas receives all 680 MMcf/d from Kern River/Mojave.  See Ex. 601 at 2-3 (Weaver Direct).

Consistent with these undisputed, physical facts, the Comprehensive Settlement would establish the following access rights at Wheeler Ridge:


Firm Capacity tc \l1 "Firm Capacity 
(MMcf/d)


Primary Interconnection tc \l1 "Primary Interconnection 
Secondary Interconnectiontc \l1 "Secondary Interconnection


Wheeler Ridge-North
520
PG&E, Oxy, Kern/Mojave 
None

Wheeler Ridge-South
160
Kern/Mojave
PG&E, Oxy

Total
680








Ex. 1 (Comprehensive Settlement Agreement) at App. B., p.2.


PG&E’s witness Hall, however, premised his proposed modification of the Wheeler Ridge access rights on his assumption that Kern River/Mojave’s total firm delivery capability at Wheeler Ridge is only 500 MMcf/d.  Ex. 700 at 6-8.  According to Mr. Hall, the Comprehensive Settlement’s allocation of access rights at Wheeler Ridge therefore could result in curtailment for firm shippers if shippers nominated more than 500 MMcf/d of firm service from Kern River/Mojave.  Id. at 7.  

But Mr. Hall’s critical assumption about Kern River/Mojave’s delivery capability is incorrect.  Kern River and Mojave together are capable of delivering to SoCalGas the full 680 MMcf/d that SoCalGas is capable of receiving at that point.  Ex. 501 at 2 (Morgan Rebuttal); Ex. 601 at 4 (Weaver Rebuttal).  Accordingly, there would be no risk of curtailment of any firm service at Wheeler Ridge even if shippers nominated receipts from Kern River/Mojave equal to SoCalGas’s entire takeaway capacity of 680 MMcf/d.  The Commission, therefore, should reject PG&E’s ill-conceived and factually unfounded proposal to alter the Comprehensive Settlement’s allocation of access rights at Wheeler Ridge.
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