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OF DECISION 97-08-055 AND RESOLUTION G-3288

EMERGENCY PETITION 

OF THE OFFICE OF RATEPAYER ADVOCATES 

AND THE UTILITY REFORM NETWORK FOR MODIFICATION 

OF DECISION 97-08-055 AND RESOLUTION G-3288

In accordance with Rule 47 of the Rules of Practice and Procedure of the California Public Utilities Commission (Commission), the Office of Ratepayer Advocates (ORA) and the Utility Reform Network (TURN), respectfully submit this Petition for Modification of Decision 97-08-055, which approved the “Gas Accord”, and Resolution G-3288 which implemented it.
  ORA and TURN request that the Emergency Flow Order (EFO) provisions and costs for involuntary diversions of natural gas be modified on an expedited basis as described in greater detail in this filing.  These modifications (which are essentially a temporary deviation to the current tariffs) are required because the current tariff rules would result in an unwarranted and severely adverse financial hardship for PG&E’s core ratepayers.  Because of the unprecedented conditions giving rise to this petition, ORA and TURN request that the Commission take immediate action pursuant to Rule 81(f).  In the alternative, the normal 30 day period for responses should be shortened to 5 days.  (Rule 47(f))

Commission D.97-08-055 was issued on August 1, 1997.  Rule 47 (d) requires that if more than one year has lapsed since the effective date of the proposed decision, the petition must explain why it could not have been presented within one year of the effective date of the decision.  The basis for this petition for modification is a result of Pacific Gas and Electric Company’s (PG&E) current financial crisis and related deteriorating credit situation.  This is impacting PG&E’s ability to procure and deliver natural gas for core customers.  These conditions did not exist prior to the current crisis, and they could not have been reasonably anticipated.  The need for modification of the decision is based on conditions that simply were never contemplated when the Gas Accord settlement was negotiated and subsequently approved by the Commission.    

I. DISCUSSION 

In D.97-08-055, the Commission adopted a comprehensive settlement, commonly known as the Gas Accord, which sets forth the rules governing the operation of PG&E’s gas transmission system.  The Commission also issued Resolution No. G-3288, which implemented specific provisions of the Gas Accord.  The Gas Accord contained provisions pertaining to Operational Flow Orders (OFOs) and Emergency Flow Orders (EFOs) on the PG&E system.
  The provisions concerning capacity allocation and constraints effecting natural gas service are set forth in Rule 14 of PG&E’s tariffs.  These tariffs were implemented through various advice letters.  

There are noncompliance penalties associated with both OFOs and EFO’s.  The EFO’s have a zero percent tolerance (if supply is less than usage) and a $50/Dth noncompliance penalty.  If an involuntary supply diversion is called in conjunction with an EFO, an additional $50/Dth diversion usage charge will apply for a total noncompliance penalty of $100/Dth.  The EFO penalty is payable to PG&E and the $50/Dth diversion usage charge is payable to those customers whose gas supply is involuntarily diverted.  Pursuant to PG&E’s tariffs, firm customers whose gas supply is involuntarily diverted will receive a $5/therm ($50/Dth) diversion credit.  As-available transmission service customers whose gas supply is involuntarily diverted will receive a diversion credit based on the current market price of the diverted supply on the day it was diverted.  The current market price is based on an average of the published price data from Natural Gas Intelligence (NGI) and the BTU Daily Gas Wire for the PG&E interconnect points of Malin (Line 400) and Topock (Southern California Border), weighted by the supply mix of all gas received at Malin and Topock for on-system end-use customers for that day.  

Due to a worsening credit situation, PG&E faces an imminent shortage of natural gas for delivery to customers.  PG&E’s deteriorating credit situation is causing gas suppliers to decline to sell to PG&E, even under existing gas contracts, in the absence of accelerated payments.  If gas suppliers refuse to sell and deliver to PG&E, the only supplies available to meet PG&E’s core gas requirements would be gas currently held in storage, and to a limited extent gas diverted on an emergency basis from industrial customers, including in-state generators.  According to PG&E, this is a credit-based shortage, not a physical supply shortage.  On January 9, 2001, PG&E sent a letter to Governor Gray Davis, which asserted that the crisis may require that the Governor invoke emergency authority under Government Code Sections 8550, et seq.
  

ORA and TURN propose that D.97-08-055, be modified in the following manner: If PG&E is required to divert natural gas supply on its system to serve core customers due to the fact that gas suppliers refused to sell natural gas to PG&E under normal terms and conditions, then 1) OFO penalties to core procurement customers will be waived, 2) EFO penalties to core customers will be waived, and 3) the involuntary diversion charge of $50/Dth will be modified to reflect the actual market price of gas supply up to $50/Dth.  In short, core customers should not be subjected to penalties amounting to $100 per decatherm, or ten times the market price of gas, because gas suppliers are unwilling to sell natural gas supply to PG&E at a market price of approximately $10/Dth.   

The current tariffs simply did not anticipate an inability on the part of PG&E to purchase gas supply because of insufficient credit.  The current tariffs state that: “When operational conditions exist such that supply is insufficient to meet demand and deliveries to Core End-Use Customers are threatened, and subject to the obligations of Core Procurement Groups to utilize all available capacity associated with supply, PG&E may divert gas supply in its system from Noncore End-Use Customers to Core End-Use Customers.” (Rule 14, Section G)  It is clear that the current tariffs envision that PG&E Core Procurement Group would be utilizing all its firm pipeline capacity to transport gas supply to its customers before it diverted natural gas supply from noncore end-users.  That is not the situation currently being faced by PG&E.    

The current tariffs also state that: “Prior to diversion hereunder, PG&E’s Core Procurement Department and Core Transport Agents, on behalf of Core End-Use Customers, will use: 

1) their own firm capacity, to the extent that gas supply is available;

2) any as-available capacity on the system at any receipt point to the extent gas supply is available; and 

3) capacity made available from Noncore End-Use Customers or …”

(Rule 14, Section G)  

Again, there is ample gas supply available in the market (i.e. there are no shortages of natural gas supply), but suppliers may not be willing to sell gas supply to PG&E.  

The current penalties would serve no purpose other than unnecessarily increasing the cost of natural gas to core customers.  The OFO and EFO penalties were developed to encourage marketers and customers to balance supply and demand on the system.  The diversion penalty was implemented to assure that PG&E core procurement had an appropriate incentive to assure gas supply was delivered to the system during cold weather conditions, rather than simply relying on diverting gas from other customers.  The threat of gas suppliers not providing gas supply to PG&E for its core customers was never contemplated or even considered when these rules were developed.  The current penalty provision would increase the already record-high cost of gas to PG&E’s core customers by ten-fold based on current market prices of approximately $10/Dth.  This is simply untenable. 

The current rules were developed primarily to address circumstances when a temporary and unusually high gas demand by core customers resulted in the need for PG&E to divert gas from noncore customers to meet that high core demand.  If diversions were required under extreme weather conditions, they would only apply to a small incremental volume of gas supply.  This is not analogous to the current situation.  The current EFO and involuntary diversion rules, which were developed in 1996, simply did not contemplate the current credit-based crisis.  The EFO and OFO penalties are recovered by PG&E and allocated to the Balancing Charge Account.  These penalties would only serve to increase core procurement costs, notwithstanding the fact that this is not a customer driven problem.

There are two basic scenarios that could occur if PG&E was forced to divert noncore gas supplies.  First, the current situation could potentially be gamed by marketers that decide not to supply PG&E with gas.  ORA and TURN are concerned that marketers could exploit the current situation to the economic harm of core customers.  Aware of PG&E’s worsening credit problems, gas marketers may simply refuse to provide PG&E with gas at a price of $1/therm.  However, they might be willing to allow supplies being transported to noncore customers to be diverted at the $5/therm diversion penalty.  Since there is no capacity shortage they could then increase flows using interruptible transportation to meet the noncore customers actual requirements.  In other words, they may be willing to accept the nonpayment risk associated with a $5/therm diversion cost to the core rather than the $1/therm baseload gas supply cost.  ORA and TURN propose to avoid this scenario by filing this petition.  

The second possible scenario is that gas suppliers may refuse to move any gas supply to California because of PG&E’s credit situation.  This would leave PG&E with no noncore supply on its system to divert.  While this seems unthinkable, it is not out of the question.  ORA and TURN hope that both of these quite dismal outcomes will be avoided.  It is an ironic twist that the astronomical electricity prices could ultimately result in the curtailment of California gas supplies, the costs of which core customers actually remit on a real time basis in their monthly bills.  

At this juncture, ORA and TURN are becoming increasingly alarmed with the potential inability of PG&E to meet its public utility obligation to provide gas supply to its core customers.  The inability of PG&E to secure gas supply for its core customers threatens the health and welfare of all customers in its service territory.  Core and noncore customers simply should not be exposed to gas supply interruptions especially given that gas supply is available and, unlike on the electric side, core customers pay actual gas costs.

The current gas situation in northern California is becomes more critical as PG&E draws from its storage inventory, while pipeline capacity is underutilized due to its inability to secure core gas supply.  ORA does not know the current storage inventory of PG&E’s Core Procurement Group.  However the estimated withdrawals from storage by the core over the next few days are higher than the norm.  If PG&E is not able to secure physical gas supply to serve its core customers, and continues storage withdrawal at recent high levels, then curtailment of gas end-users in California will be unavoidable.  Under normal conditions, PG&E follows a timely, planned storage withdrawal pattern to serve its core end use requirements.  If this storage inventory is sufficiently depleted well before the end of the winter heating season (due to wide deviations from planned withdrawal), pipeline capacity will be insufficient to meet the gas demand of both core and noncore customers requirements for the balance of the winter season.   

The bottom line is that, due to its worsening credit problems, PG&E is having difficulty securing gas supply.  PG&E should be directed to immediately inform the Commission of the current storage and supply situation and how it intends to assure that core gas customers obtain gas supply.  

II. CONCLUSION 

ORA and TURN hope that PG&E is able to secure gas supplies for its core ratepayers. However, the diversion of noncore end-use customers’ gas supply at a price of ten times the market price is not a viable gas procurement strategy.  ORA and TURN recommend modification of D.97-08-055, Resolution G-3288 and appropriate tariff language set forth in PG&E Rule 14 in order to mitigate undue cost increases to the core procurement customers as discussed above. 

Respectfully submitted,
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Staff Counsel
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Fax: (415) 703-4465  
CERTIFICATE OF SERVICE  

I hereby certify that I have this day served the foregoing document entitled “EMERGENCY PETITION OF THE OFFICE OF RATEPAYER ADVOCATES AND THE UTILITY REFORM NETWORK FOR MODIFICATION OF DECISION 97-08-055 AND RESOLUTION G-3288” upon all known parties of record by mailing by first-class mail, a copy thereof properly addressed to each party. 

Dated at San Francisco, California, this 16th day of January, 2001.      


   NELLY SARMIENTO

� ORA has been authorized to sigh this Petition on behalf of TURN.


� Pages 26 – 28 of the Gas Accord Settlement Agreement, attached as Appendix B to D.97-08-055.


� See Attached letter from Gordon R. Smith of PG&E to The Honorable Gray Davis, Governor, dated January 9, 2001.  Government Code Section 8558 defines a “state of emergency” to include a “sudden and severe energy shortage”.  Under a state of emergency the Governor’s powers include suspending the orders, rules and regulations of any state agency.  (Government Code Section 8571)
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