Decision No. ) 8371223 | | URJ@HNAI
BEFORE THE PUELIC UTILITIES COMM!ZSSION OF TEE STAI’E or CALIFORNIA |

Application of PACIFIC GAS AND EL::C'IRIC ‘

COMPANY for authority to adjust {ts rates o '

as necessary to provide funds to make the: Application No. 55661
payments required under a certain Funding (Filed May 1, 1975) »
Agreement related to Noztkern Alaska

Vatural Gas. .
(Gas) ~ ﬂ«&,,(/ 65&'-&0 3/ /975’

(Appeaxmes are ‘1£sted—'inl Appendix’A.)";; : «p __.:-_ -

This is an application by Paci’.f..c Gas and Electr:[c Company
(PGSE) for an increase in its gas service tariffs to permit a periodic
adjustment by advice letter £ilings to its rates in order to collect
from its gas customers the funds required to make certain ‘periodic
furling payments to Exxon Company, U. S.A. (E:c:on) xmder a. funding
agreement entered into between PGSE and Exxon dated Ma:r:ch 11, 1975
zelating to the sale of natural gas. from the Prudioce 0il Pool in
Northern Alaska. This adjustment is designeted the Northern Alaska
Funding Adjustment (NAFA). The proposal contemplates an increase in

- rates suificient to pay the interest charges on a maximamn: sum of '

- $166,440,000 wkich is assumed to be borrowed by Exxon but which :f.s
actua.lly being gemerated from Exxon's ‘own funds., These cha:::ges are
estimated over the life of this agreexent at. approximately
$161,000,000. The actual amount will vary depending upon the current
boad Interest rates which are the basis for determining the act:ual .
amount due, as explained later. In order for PGSE to pay this sum ..t S
is nﬂcessa:y for them to collect a smm of money :!‘.n add...t::f.on to :he o
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interest charges, to cover the charges for uncollectibles, franchise:
fees, and state and federal imcome taxes. The total sum estimated to
be collected under this proposal is approximately $275 000,000,  For |
these funds, Exxon is granting to PG&E the sole and exclusive :.n:f.ti.al
right to negotiate for the natural gas production attributable to an '
undivided 30 percent of Exxon's working interest in its gas reserves
in the Prudhoe 01l Pool for a 20 year period .
The fnftial NAFA rate increase or:[ginally proposed to be
effective September 1, 1975, is .377 cents per therm amounting to
$31,594,000 anmually for the test year used by PGSE.Y This is-
-an_increase of 3.2 percent over estimated gas revemues' during the same
pericd \"’hroriginal increase.is proposed to remain in effect until
Jaxaxry 1, 1977, when it would be adjusted to set a new NAFA rate for
the next calendar year, as it would be on the first of each succeed:.:xg.
year thereafter. NAFA monfes would be :Ldentif:’.ed and ~ontrolled ,
through a special deferred credit account wh:[ch would: keep the amounts |
separate from the revenues of PG&E, 'bm not placed in a segregated a:zd S
restricted fund. I ST -
It 1s PG&E's belief that since these sums are not actually
revenues there should be ro taxes paid on them a quest:[onable v:f.ew
under existing tax law. PG&E has. not yet appl:[ed to the Internal
Revenue Service for a tax ruling exempting these funds f-om treatment
ac income, but intends to do so. In the event of a favorable ruling,
the amounts collected would be returned to its mzstomers through an
appropriate refund or rate reduct:ton pursaant to Commiss:ton order-

1/ The estimated maximm annual NAFA collection Is $42,646,000 equal
to .509 cents per therm, a 4.3 percent. increase over annual L
revenues estimated to result from rates in effect April 2, 1 75
based on estimated sales during the instant test year. R
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: The funding payments by PGSE are required to be. made semi-
annuelly during the funding period, which will extend until the early
1990's, with an average life of 1l- 1/2 years. Upon the eomencement of
deliverfes of Prudhoe Bay gas to PGSE, but In mno event: later than
Decembexr 31, 1982, the outstanding principal will then begin to reduce
To zexo on a straight line basis over a tem year period and the
funding payments will then be reduced proportionately. The fnterest
rate to be charged is that rate which equals the Aaa Corporate bond
yield average as reported in "Moody's Bond Suxrvey” for the date 30
days prior to the date of each funding payment to Ewxom. Since it is
not possible to state in either dollar or percentage terms tke precise
apount of NAFA or the maximum amowat of =he proposed inc-ease , all
azounts mentioned hexeln aze app*oximetion.;. :

‘The Exxton funding ag:eement also obligates PG&E to make
capital investments in certain gas handling and conditioning .
facilities in the Prudhoe Bay Area. These investments, which would
probably commence in 1976, are not expected to affect PGEE's rates and
charges for natural gas serv:f.ce until deliveries of Prudhoe gas 'begin :

The estimated costs to PG&E for the gathering,. :‘.nJect:l’.on,
and gas cond:.tioning facﬂities to be erected are $150, 000, 000: ...n then‘_
current dollars. Before the Operation of the gas transportation
systen commences Exxon will pay a cost of service rental fee for :I.ts
use of tkhe gas gathering and 3.n3ect:.on fac:.litles. Thereafter PG&B will
bear its share of these costs of semce with the f:.eld price reflecta.ng we" 1
head delivery. Thus, after this gas starts to flowto Cal:nfomn.a, PG&E'@ .
customers will bear the costs of gethering and cond:.t:.on:.ng the gas, o

transporting the gas and the purcoase cost of the gas. The estimated total
investment to bring this gas. to its serv:u:e area, :[nclud:t'ng NAFA is '

v
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estimated at $1,170,000,000. The ‘estimated cost of the trénspdftét:ibn
a.lone from the North Slope to the Bay Area in 1982 dollars (when gas
is exoected to begin to flow) will be $2.243 per therm, or $22. 43 for
2 usex of 100 therms per month, via the ‘GasArctic pipel:i.r:e system. _
(The transportation cost is greater for the liq;uefied nat:ural gas
system spcmsored by E1 Paso Natural Gas Company.) The other necessary
costs of cbtaining this gas would boost the price even higher. This
applicaticn does mot seek authority to include the carrying cost of
the required Investments In the gas rates at this time. ’

The agreement is terminable under var:’.ous cond:t.tiono set
forth in the funding agreement (a part of group Exhib:’.t 2). In the
event of such termination, all ‘payments tberetofore made to Exxon
would be refunded with interest (except the first semiennual pay:nent
of $2,382,866 already made by PG&E to Exxon). 'Any such rqfunds would
be flowed through to the applicant’s gas customexs. Undex’ any
termination, Exxon would also purchase frem PGSE whatever gas handling
facilities had been counstructed at the time of termination at the then
existing depreciated book value of said facilities.

The first payment of $2,382,866 dve undexr the agreement was
computed using an interest rate of 8.59 percent and was. paid by PGSE /
to Zxxon on March. 31, 1975. A second funding payment Wwas made |
on September 11, 1975, based on the same principal amount of
$55,480,000 and using the then applicable interest rate. Om Maxch 11,
1976, PG&E will make z2nother semiapmual payment based om 2 orm::.pal
of $110,960,000 and a similar payment: every six months until the gas
sales contract is executed, (expeacted to be in 1977 though the _
funding sgreement indicates the gas sales agreement will not begin to
be negotiax:ed until such time as the Federal Powex Commissmn (FPC)
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approves one of the two altermate tramsportation methode now pepeing“ |
before it). After the execution of the gas sales contract the funding
agreement contemplates semiannual payments of interest based on the
maximum principal of $166,440,000 until the date of first gas

celiveries of Prudhoe gas o:.' December 31, 1982 whichever occurs
first,

Bxxon resezves are estimated‘ to be 34 percent ‘(Seven'tcf) cf
the total in the Prudhoe Bay field. The producers on the North Slope
are presently negotiating a unitization agreement., The producers will
then attempt to devise a production plan, which Is subject to the
approval of the Alaskan regulatory authorit:.es. The amount of gas
ectixmated to be availa’b.;e to PGSE under the texms of its arrar.gement

witk Exxon {s 1,46 tef (approximately 200 {2 cf/d) R wh:[ch amounts to
spproximately 20 percent of the reserves of Exxon., PGS&E is, howev_er,
obligated to purchase 30 pexrcent of the facilities necessary to
handle, gather, Inject, and conditfon the gas, since PGSE is obligated
to purchase 30 percent of Exxon s production which may or may not

equal 30 percert of Exxon's resexves. ‘ v

The gas purchase concract when negotiated is presem:ly

contenmplated to contain the followmg major provisioms:

1. PG&E agrees to take or pay for 30 percent
of Exxoun's gas production though the
actual quantities of gas iavolved depend.
upon the determination of various
contingencies such as the product:ton plan,
the unitization plan, the size of the
transmission line, and other undetermined

tters. PG&E must pey for all the gas
tendered whether or not taken, with
make-up provisions at current prices.‘

Exxon xetains the right to use gas for
pressure maintenance, transpcortation of
crude oil, a:nd otbe:.- operations.




Exxon retains title to all hydrocarbon
liquids recovered from the gas and the
right to remove all constituents e
therefrom (with the exception of

methane) subject to payment by Exxon

of the reascnable traunsportation fee

for the fuel and extraction loss volume.
Exxon retains the right to process the
gas only at points in PGSE's system in
the lower 48 states where the gas
recovered is received. '

The delivery point shall be the outlet
of Evxon's gas-oil separators, stock

tanks, flash tanks, or some otber point
to be mutually agreed upon hereafter. -

Exxon will deliver zas as separated.
£rom oil. ‘ o

The price to be paid for the gas shall
be determined in .cents per million
btu's and to be not less than the
highest price then provided in amy othexr
contract Lor the sale of Prudhoe 0il
Pool gas to be delivered in the lower 48
states (the "most favored nations” |
clause) or the estimated commodity value
of natural gas at the time of f£irst
deliveries in the market to be served
less the applicable cost to the market.
The minimum prices set thereby shall
lnclude aormal escalations with PGSE
lisble for all increases in axcess
royalties, production taxes, severance
taxes or increases in the value of the
gas. The parties further contemplate
the use of price re-opemers every five
years during the term of the agreement.
The agreement as to price shall also
contain a provision for redeterminsgtion
of a higher price in the event of .
regulatory authority adoption of |
prices; reregulaticn or deregulation .
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such that variable pricing provisions
can be used, any of which results in
a higher price, with such higher price
to be redetermined every six months
beginning with the effective date of
such reregulation or deregulation.
Provisions relating to the highest
price in the field paid by any U. S.
buyer to any seller for significant
quantities of gas produced from the
North Slope to be delivered in the
lower 48 states and the commodity
value of natural gas in the market
area of PG&E adjusted for applicable
cost to market also remain to be
negotiated, '

Elther party has the right to terminate
the gas sales contract if f£inal .
govermental authorization (acceptable
to both parties) of the gas sales
contract and for the construction of
all transportation facilities for the
8as to PG&E's service area have not
been obtained by Janvary 1, 1979, or
with certain conditions, if the gas
transportation facilities have nmot
been completed by December 31, 1982.

The record in Application No. 55599 (Socal-ARCO) ‘was

fully incorporated herein. The matter was heard between July 16,
1975 and September 5, 1975 before Examiner Phillip E. Blecher
and was submitted on the latter date.. S
The Evidence | D I

' PG&E’s policy witmess stated that its major sources o
of supply at the current time are Canadian gas (obtained through its
Caradian subsidiary and shipped through its vpipeline subs:idmy to its
service area), EL Paso Natural Gas Company (EL Paso), and local '
California gas, all of which suppliés are declining and are expected
to decline further in the future. Curtailment has already begum to
PGSE's interruptible custowmers and curtailment to firm customers




A. 55661 - RE /lmm */o1 *

is expected to ‘begin in 1985 or 1986 w:{.thout any additional gas _
supplies being obtained, The residertial portion of applicant s Firm
customers is 69 percent, PGEE Is presently funding gas explorations
and development in Canada, Alaska, and the Rocky Mountains. S:ane the
Mackenzie Delta area of Canada has great promise for future gas '
reserves, PG&E Iis presently in a joint venture with Pacific Light:.ng
Company in which they are helping to fund Gulf. o1l Company exploration -
and development of six tef of gas. Additiona.lly, PGSE has made a
$230,000,000 commitment to. Shell 0il Company :l’.n the form of -advance

payments and loans to assist in the development of Shell s’ nine tef’
Interest in the Mackenzie Deltz area. The Canadian gas is subject to
the vagaries of the Canadian authoritles allow:!‘.ng exportation thereof
whick is not cuxrently allowed unless it is dete:tm:’.ned to be surplus o
to Canada's own future needs. '

PG&E believes that Alaska is the most prom:’.s:[ng area for
major new supplies of gas. The Prudhoe 0il Pool has proven rese:r:ves
of approximately 24 tef with total potenta.al reserves in the area estimated:
to be 114 tef. This proposal is highly desirable fro:n PG&B’s view
point since it does mot appear on PGEE's balance sheet and does not
Impair its credit or borrowing ability. PGSE believes it is. ,
both reasonable and necessary to implement this proposal or the gas
will be lost to the Californfa mariket and will be sold to companies
east of the Rocky Mountaing, Additionally, it will lose a cr:.tn.ca.lly
important Imitilal position in Northern Alaska gas production A
subsidiary of PGSE is a member of the consor'-itm of compam’.es )
compr::.sing the GasArctic pipeline 'project for the transportat:.on of
gas via a large capacity pipeline to be built from the North Slope to
extend across the Mackenzie Delta area down through Canada whe'te PG&... ‘
anticipates hooking it up w:f.th i s existing p:l’.peline a.nd transporting N




A, 55661 RE /lmm */b1 %

it to its sexrvice area. The funding agreement provides that if
goverrmental authorization for a transportation mode has not been
issued by Jamuary 1, 1978, either party has the right to temina.te the
funding agreement upon 30 days written notice. The funding agreement
may also be terminated if the PUC does mot approve this proposal by
October 31, 1975. PG&E's policy witness stated that it was his
opinfon that the price of Alaskan natuwral gas delivered in the PG&E
market area will be 2pproximately equal to the then cost of an _
equivalent amount of fue]. oﬂ,\ whether under regula::ed or deregulated
conditions. : . : o
Exxon has entered into three other agreements for the sale
of its North Slope gas production. These agreements are. FPC 499-type
arrangements with three pipeline companies which were all submittea to
the FPC for approval and which were all denied by the F?C, primar’ “y |
on the basis that ic demonstrably appeaxed that the producer. (Ebccon)
was able to fund the arrangement alome and did: Dot need’ funds from- the
pipelines for this purpose. The instant proposal is akin to, though
distinguishable from, the 499-type proposals. 499 proposals requ:'.'re
the full amount of the funds advanced by the pipeline ox distributing
company to be refunded by the producer within five years after the
commencement of the f£low of gas from the area in. question. The Exxon-
pipeline agreements zlso zequire advance payments by the- p:’.pelz’.nes to
exxon vwhich include a proportionate share of the funds necessary for
the construction of the gas gatber{nog and handling facilities which is
now commencing on the North Slope. Thus, the Initial payments: by the -
pipelines there were proportionately larger than the payments confem- B
plated Iv this proposal.. Other major differences between the insta.nf -
proposal a.nd the " E:ocon-p:r.peline contracts a:re-' (1) tb.e full repayment:‘: :
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there would be within five years of the start of th’e;g'as flow as
compared to a ten year amortization of the illusory pr:[ncipal amount
here, and (2) the inclusion of t;he funds advanced by the pipelire in
rate base, requiring the payment of the authorized rate of Teturn

by the pipeline’s ratepayers as compared in the instant case to the
direct funding of the interest cost to be paid to Exxon by PG&E' |
Tatepayers. Essentizlly, the offect of the agreements is J’.dentical
Factually, in Present worth the total cost to the. ratepayer is sl:[ght-
ly less under the instant proposal than under the 499-type proposal,

even though PGSE used higber—than-approved returns in compw:ing the
various present worths.,

The evidence discloses that there are approximately
four tef of proven reserves in California, and that the amount. of gas.
being contracted for under the instant proposa.l (assuming Exxon's. ‘
production would be equivalent to its total reserves) would amount to
approximately ten percent of the present North Slope proven Teserves.

PGSE failed to take into account any conservation,
assures no new additiomal supplies of gas for any of its existing
suppliers, or any new sources of gas In its supply and r_eqpirement_
data. Under these assumptions no firm curtallment is expected until
1285. Since the residential portion of the fi.m serv:t.ce is approxi- '
mately 69 percemt and is the use of highest priority there would have
to be an additioral 31 percent curtailment of firm' serv:{.ce after 1985
before any residential curtailment would take place. This assumes t'bat
it is possible to curtail firm service other than resident:.al without B
at the same t:’.me curta:{.ling adjacent or cmt:iguous residential service. _




The addition of Exxcn's estimated 200 McE/d (73 'b:f.llion P
feet (bef) per year) would postpone the curtailment of firm serv:!.ce
for an additional year. No estimates were made as to when curtail-
ment could be expected after giving effect to potential conservation,
separation of residential firm from other fi.rni and anticipated new
supplies of gas.

PGSE 1s also- exploring a potent:[al coal gasif:tcation project
in a Rocky Mountain area with vast coal reserves. FPG&E is aiming for

a production of 250 Mch/d of gas from thisg project. At this time no
estimates of cost of this project cam be made, except for the rough

estimate of cost of gas at $3.35 to $4.50 per M'btu in 1982 dollars at
the tallgate of the plant. A wbolly-owned subsidiary of PG&E s also
exploring for patural gas in the Roclcy Mountain area but as yet has’
not made any major discoveries of gas which would warrant the
counstruction of transportation facil:’.ties to bring the gas to PG&E"'s '
California market. PG&E has an additional venture with Island Creek
Coal Company which obligates PG&E to pt:tchase coal reserves near Price, >
Utah in the event that the coal company s drilling program discloses a
coal reserve of 150 million toms or more. This coal is expected to be

used in a coal fired gemerating plant and not for coal gasification '
purposes,

There axe other distributing and pipel:[ne companies ‘who are
willing to purchase any amounts of gas Exxon has avallable in the
event that this proposal is not approved. It is apparent that though
there were some few megotiated items in the contract. brought to us for
approval, the comparative bargaining stances of the parties were ,
greatly unequal, since a large number of buyers are willing to bid |
w:f.th a few sellers for a scarce and valuable commodﬂ:y which is in




short enough supply so that the price for: the negotiating r:tghts is in
actuality dictated by the sellers. This. proposal differs in'a
significant xespect from the SoCal proposal approved in Decision

No. 84729 where SoCal obtained the right to negotiate ‘for‘GO'percent |
of ARCO's reserves while PG&E bas. contracted for 30 percent of- Exxon s
production for a 20-year term, which may o‘bviously be less tban 30
percent of Exxon's avaflable gas. , -

Exxon continues exploration in other areas of Northem
Alaska which have been estimated to have potential reserves far :’.n
excess of the instant area. PGS&E did not negotiate for r:[ghts to
any gas that may be discovered by Exxon in other areas in Alaska.

- PG&E's policy witness stated that iIn the event of FPC allocat:[on |
1f PGS&E is not a purchaser of Prudboe Bay gas it might not rece::.ve
2s favorable treatment for other Northern Alaskan gas. PGSE bas
indicated that In the event of term:{nation of this agree:nent its
ratepayers would be made completely whole except for the first
payment made. :

PGSE's policy witness further moicated that he did not
believe this comtract would be ideal from the ourchaser 3 v:f.eWpo:.nt
and that the proposal does not require nor does PGSE plan to
contribute any monfes to be paid to Exxon. It Is the company’s
position that they are not paying the met price of $161,000,000 for
the right to negotiate the comtract with Exxon but are paying at most

the Mawch 31, 1975 payrent for this right. The balaace is for- toe

_right to Bave a purchase comtract, and if there is no gas’ pm:cbase :

contract the money is refunded, and thus it is a misstatement to
characterize this transaction as one where applicant :x.s pay:tng
ol »00C OOO for a mere right ‘to negotiate a ccntract - Undex the
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terzs of the proposal the actual funds paid by PGSE to Exxon would
never exceed $15,000,000 per year during the life of the agreement.
PGSE conceded that if this project was the ounly project. contem-
pleted by PGSE, 1t corld advance this momey as a stockholder

risk, rather than asking the ratepayers for the advance, and
2lso advance the additional momey nmecessary for taxes and associated
charges. The arrangement as proposed is, In PGSE's opinion, fax
superior for PGSE because it does not impa.ir its credit, does not
appear on its balance sheet, asd allows its borrowing capacity to be
used for other essential projects. The ratepayers will be o‘bta:’.m.ng a
bexefit by obtaining gas they might not have othezwise obta:!.ned wh:.lc.
the shereholders will be obtaining profits on this 8as- that’ migh" not
have otberwi..e been earned Thus the company Is asking the ratep«ye..s ‘
to put up all the mon@y for a benefit that will concededly accrue, if
at all, to both the ratepayers and the shareholders. PGSE's assets
&re approximately $6 billion and Its net worth about $2. 7. bill:’.on.-

PG&E's evlidence, substantially corroboreted by the -

taf€, shows that the finavecial impact of the proposal. compares ‘
favorably with all other possible arrangements that were coansidered in
Tegaxd to present worth and net cost to the ratepayers. An arrange-
went whexeby the ratepayers would provide the total amount of mozey
interest-free to Exxon, which funds would be repa:'.d coxpletely, would
have 2 net cost of zero to the ratepayers and would be the most
desizable but 1Is preseatly impracticable under existing laws.

The rate spread on a wriform cents-per-therm basis,
Tecommended by PGSE and the staff, requires payment of the NAFA
surcharge by preseat Interruptible and lower pr:'.ority custormers wno
will be receiving progressively less gas as time passe.. and who w* L
receive little or zome of the North Slope gas. A_’"nis :’.s justn'.fn.ed on-‘ “
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the basis of present customers payingffof{the“future'replacemen:»ofj:he
gas that they are now using. PGS&E £ndicé:ed that it is able to refund
to large interxruptible customers any sums collected which are refunded
by Exxon at some future time. PGSE's witnesses indicated that the |
potentizl tax consequences ‘of the proposal are generally the same as
those in the SoCalqARCO arrangement approved imDecision No. 84729,
except that in the instant case no production payment loan,is Involved.
The Commission staff presented onme witness, a gas engineer
of the utility division. The witmess essentially corroborated the |
company's data as to gas supply and requirements and asSumed'growth‘in
the mmber of PGSE's customers at the rate of 2 S(percent per year in
1975, tapering to 1.5 percemt in 1985, The-use'per custome’ was
assumed to be comstant at about 130 terms pexr month though he exoects‘ _
conservation to be effective between now and the time gas starts to
flow from the North Slope. As he did not comsider comservation
in his requirements forecast, use per customer is likely to be
overestinmated. 7Tbe witness estimates the additional natural gas to be
received by PGSE as the result of the proposal to be in the range of
159 to 199 2°c£/d as opposed to BGSE's estimate of 200 Mc£/d though
there were many factors that comtributed to the uncertainty of the
actuval delxveries, itemized as f£ollows:

The deliverability of the Prudhoe Bay
field bas not yet been tested.

The unitization agreement between the
producers has not been negotizted.

The production plan for the Prudhoe
Bay £ield has not been approved,

The productxon plan not yet completed:
bas obviously not yet been approved
by the Alaskan authorities.

The mode of tramsportation bas rot
been approved,

The amount of high btu components to
be removed from the raw natural gas
is uadeterm;ned at this time.

_14- 
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The witness testified that the actual cost’ of this gas .
is presently unknown but will consist of the NAFA paymen:s, the eos* -
of the field facilities for gas handling and condltion,ng the cost of
transportacion, and the coxmodity price paid to Exxon at the poimt of
delivery. The ratio of cost to amount of gas. indicates that this
project is conmsiderably more capital intensive than the gas
supply projects set forth in Decision No. 84729.

Rate spreads omitting charges to residential customers under

10C therm usage and under 200 tberm.usage wexre considered and reJe¢~e°
by this witress., : _
The staff corcluded as follows: PG&E' s gas supply situutxon
is vasettled, The gas to be. obtained under this proposal w*ll g
solve the problem but can only be realistically expected. co-provide
2n additional year to deal with this problem, though it may make it
easler for PG&E to later obtain additionmal supplies from the Nbr*h
lope. The staff recommends that the application be granted as
proposed, with certaia minor exceptions, even though the picture of the
benefits and cost of.this gas as well as the need is not well defined.
The staff made the following policy recommendations: (1) that
the CPUC and the FEC develop a coo*dinaeed policy with regaxrd to future
advance payment programs; (2) that the PUC actively Participaee In any
FPC proceeding related to gas purchase contracts for Nerth Slope gas;
(3) that PG&E should do likewise; (4) that PG&E should be requized to
keep the Commission advised on the progress of negoc_azion, of the gas
puxchase contract contemplated bty this proposal as well as the
anticipzted investments for the transporta:ion of gas, the amount of
gas to be delivered and the expected delivered cost. '
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The witness expected conservation to exceed that experienced‘
since 1973 and believes the need for this gas to be uncertain at this
time, This witness did pot comsider any possible antitrust lwplica~
tions of this proposal,nox did ke consider any poss.ible allocations by
the FPC, nor could ke determine whether the cost for ther amounts |
expected here are or will be ecomomically feasible. He testi.fied that
in essence this transaction contemplates, for approximately’ two and a |
balf million dollars (PG&E's inftial payment) the buying of atwo year
option by PGSE, 2t which time PGSE can better determie its supplies-
and. requirements and whether it is advantageous to enter into a gas
puxrchase - contract with Exxon. If no such agreement is finally

- completed, the monies previously paid would be refunded. Ee could mot
determine what factors, if amy, would then pmilitate against’
éatering into such gas purchase contract, particularly when all the
costs Involved are being borme by the ratepayers without any equity
paxticipation by PG&E, but it would be imprudemt mot to make the
izvestment now, The justification for this arrangement would be
wecker If the presently pending E1 Paso LNG transportation method is
approved by the FPC. The witness believes that PGEE's
assvmptions as to the amount of gas to be tramsported are oPtiWis‘:m
aod pot realistic, and therefore, the cost of transportation to
California ratepayers would be highe: than estimated by PGEE.

There Is 2 study made by another PUC staff member indicating that it
was ecomomically justified to take the full avafiability of California
gas as soon as possible. Since the PUC has no regulatory jm.-i'.sd:'.ct::.on
over the local gas, it was the witness' opinion that this gas ‘should be \
s-zvcd > becoming "the gas of last resort™, The wicness concluued o

22t be does not think the agreement is parcicularly advantageous
foc PG&E or for the people of Cal..fornia thougb there :[s a sree .

* Tne Commission is comsidering whether to open an imiesf:[gét’idﬁ on -
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Possibility of Ca‘lVifox.'n:!'.«a'é> not being able to get this gas if this
preposal 43 not approved; therefo*c, he recoumends apprcval.‘ It
was the witness' assumption that the eventual. price of gas om the
North Slope would be of no consequnce unless it reached the price
- of alternate fuel or the canversicn cost to alternate fuel or a
combination of those two factors.» ' ‘

- He added that the contractual provisions g:w:[ng E:ccon the
option to purchase the gas ccnditioning and bandling facilities at
depreciated book value was tmfavorable to PG&E whether E:ocon gid or
did not exercise the option. He classified the proposal here as a
high front momey and perhaps a high wmit cost project, but would
take this gas rather than curtail e:[ther of the two highest pr:'.or:.ty
classes.

There 1is no £firm evn.dence that: California w:t.ll not get any
North Slope gas in the event that this proposal. is not appzoved
particularly since the SoCal-ARCO proposal s:.mﬂar to this has already.'

been approved by the Commission.
Antitrust Comnsiderations | S
Under Northern California Power Ageney v PUC (1971) ‘5_ C 3d
370, the Supremz Court of California mandated comsideratiom of anti-
trust consequences by the PUC in arriving at determinations of pendirg
zatters. These potential problems were made an issue in this"
proceeding, though no party was able to define even a remote anti-
trust violation in the specific proposal of PGSE. On August 12, 19 75,
We sent a letter to the Aftorney General of the State of Cal.u‘.om" &
asking for an advisory opinion on the pr:‘.cing provisions involved :Ln
the contract which was the. subject of Decision No. 84729. 0o -
A-:gus 29, 1975, we addressed a '.l.:.Le letter :Ln regard to th:f.s
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application. Answers have not yet been received. At this time we
cannot find, nor bhas anyome brought to our attention, any' alleged
 existing antitrust violation in this proposal of PGEE. .

After submission of this application PG&E :.nformally
preseanted an alternate proposal to us which proposed that. PG&E make
the advance payments which would be reflected in rate base when
the gas starts to flow. Because of the manner of presentation we
~ do not at this time wish to pass on this prOposal '

’ Discussion |

We are approving the agreement for one reason only:
necessity. We see no alternative means for assuring an adequate
supply of natural gas for Cal:.fornia At stake here is the. potent:.al

loss to California of 200,000,000 cublc feet of gas a da.y for
20 years., The reasoms that we gave when apprcving the Southern
California Gas Company-ARCO comtract in Decision No. 84729 .
cated August 1, 1975 in Application No. 55599 are equally appl:.cable
here; they need not be repeated nor ‘elaborated upon. '

Our view of this entire transaction is that the contract
should be approved but that the method of reflecting the precn.se
taxiff £ilings to be made requires furtber study. Therefore, we camnot
approve PG&..'° request for an increase :f.n its gas serv:’.ce tar:.ffs
in tke maoner set forth in its applicatn.cn. However, as we undex-
stand this proceeding, PGSE and Exxon entered into a contract which
did not require Commission approval for them to execute, and what
they are seeking here is assurance from the Commission that the
costs incurred pursusnt to that contract will be- reflected An
rates. That being the case, this Commission is prepared to assure
the parties that we will include the costs incurred by PGSE undex
the contract in rates. The precise mamner of reflect:’.ng tho e ¢osts

2/ Restraint of trade and price fixing pursuant to a conspiracy by
North Slope producers is a possibility, but PGSE's prooosal would
not be part of the conspiracy. _ .

-18-
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will be determined im further hearings. We can state at this time o
that the rates which result from this contract will be put into
effect no later than the date the gas starts to flow.‘
Findings : :
‘1. There is mow and shall continue to be a shortage of natural
gas in Cal:.fomia. - o : .
2. The North Slope gas shall be needed by Califom:'.a ratepayers
when it .begins to flow. :
3. PG&E's fuo.ding agreement {s 2 means of obta.ming a ded:.cat:.on-*
of proven reserves of North Slope. gas for the long. term. |
4. The funding agreement, though eocpe:.s:.ve, 1s necessary to
obtain a dedication of the subject gas and warrants ouxr approval.
5. It is reascmable for PGSE to recover in its rates its costs
ucdexr the funding agree.ment. Such recovery shall commence no
later than the date of first delivery to I’GGE of the gas wh:F.ch n.s
the subject of the funding ag::eemea!:. : - '
Conclusz.on of Law
The publ:.c interest requires the grant::l’.ng of this
_ applicat:ton-

IT. IS8 ORDERED that:

1. The agreement between Pacific Gas ‘and Electric Company and
Exxen Company, U.S.A. is approved. |

2. Pacific Gas and Electric Company Is. author:.zed to
adjust its rates &s necessary to reflect. its participation in 2
funding agrecement to secure certain rights to Alaskan mtura‘.!. gas
as proposed in its application, including refund prov:.s:.ons- |

3. The rates which will be authorized pursuant to Order:m.g
Paragraph 2 shall become effective no later than. the dat e of firs*' |
delivery to Pacific Gas and Electric Company of the gas wh:’.ch :r.s the
subject of the ftmd:.ng agreemem:. : ‘ »
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4. Within thirty days after the effective date of this orde.::‘
Pacific Gas and Electric Conpany shall submit proposed tariff «
provlsions to implement this order.r

5. Further hearings shall be held at a time and place :
to be determined for the purpose of determ:!.ning the pred.'smtm..:of
. rate: mplementation robe’ anthorized Pacif:t.c Gas and Electric .
Company. | | | ,

The effective date of this oxdex is’ the date he::eof‘. |

Dated at Lo é"w ., California this ‘°’t "
/9,»21':-230 . 1975.

. COMMYISSIoNERS.
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COMSSIONER WILLIAM SYMONS JR_ CONCU.RKCNG
God ‘knows Cal:.forn:.a wn.ll need thn.s Alaskan natural gas when 11:
starcs to flow south in the 1980*3. And more than. anyone eJ.se, thn.s
Commss:.on -~ the five men who make np the Comm:.ss:z.on - know the
fo:-ecasts for severe. shorcage wluch l:Le ahead :.f a supp:l.y of natural
gas as substant:.al as that under consn.derat:.on :m th;s a.nstant dec:xs:.on" .
is- los'c to us. - o '
Therefore, I condemn the bmksmansh:xp be:.ng played by cer'can.n
members of this Comm:.ss:.on. Sure, :.t is heady stuff to t:.lt w:.th 'che | |
Federal Power Commssmon and E:ocon:"’But 'che la.ves of Cal:.fom:.ans, ou:.-‘ |
.mdustry, ~andouy @gncul‘cure rave” too”big'”a‘lstake for a _g "W*of:_cb;cken-_ )
'J.‘h:x.s was a close ca.'L:L- What if I couldn*t get back :Ln t:Lme'* I |

left tha.s State yesterday morm.ng for today s Jo:.nt Communa.cat:.on

Meetmg between the Comsszoners of the Pederal Commum.cat:.on Com:.ss:.on

and the f"our state_zem%entanves- of"‘ thes "“ :cf :Zgnssoc;at;on«»of:ﬁeguaa!b:y«“ '
Utility Commss:xoners. S
Not that tomght s Oppcsn.ng Comm:.ss:.oners couldn"c have smgnalled
their vote when all f:.ve of us were in town. Th:x.s PG&E proposal has
been with us s:ane it was f::.led May l 1975, s:.x full mom:hs ago. T‘-xat
was plenty of ‘time for antics and comter-pmposﬂsd"aiyjuc Comm:.ssmoneri \
who didn't like the proposal, to work it over: or ::.nd:xcate they would vote o
aga:mst :.t. If certain Comm:.ssmoners were go::.ng 'cc~ try to sa.nk the deal
on the last day, they could easn_"..y have told me before today., Ye'c, the

oppos:x.'ce mpress:uon was g-.wen - 'chat only word:.ng changes were gon.ng j =
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to be made. So, I left for Washington, . C.' Now, ‘ch.:.s cn.rcus'

It is not that I have to fly 6,000 extra mn.les here and back 'co the )
East Coast tought that aggravates me so. Rather, what: angers me o
is hav:x.ng such a’ cnt:xcal dec:.s:non, 'chat should have been handled regularly,.'.
and would have, but for deference to cem:a:.n Commsszoners who wanted to

work over the language, be Aered by 'chose same Comssn.oners so as t:o
requ:.re a l:.fe-or-death dash on my part to avert a da.sas‘t:erous course ‘
of events for the. future of tb.:.s State. Th:xs is no way to run a Conuna.ssn.on.”',*f'

K

San Franc:Lsco, Ca.'l.::.fom:.a
Oct:ober 31 1975 .




COMMISSIONERS BATINOVICH AND ROSS, DISSENTING -

FPC said yes to ARCO.
FPC said no to Exxon. o o
No one can say for sure why in either'case.
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APPENDIX A
LIST OF APPEARANCES

.Applic:.:xt: Malcolm B. Furbush, Gilbert L. Harrick, and Robert
Ohlbach, Attorneys at Law.

Protestants: Sylvia M. Siegel, for TURN, Consumer Action, ard
Consumer Federation o Ca ornia.

Interested Parties: Craig McAtee, Attorney at Law, of McCutchen,
Doyle, Brown & EreTsen, for Exxon Company, USA; Donald Richardsom,
Dzvid A. Lawson, Attornmeys at Law, of Chickering & Gregory, Ior
San Diego Gas & Electric Company; Gozdom E. Davis and Thomes G.
Wood, Attorneys at Law, of Brobeck, Phleger & Harrison, Ior
California Manufacturers Association; Henry F. Lippitt, 2nd,
Attorney at Law, for California Gas ProdTcers Assoclation;

Thomas M. Q'Comnor, City Attorney, by William C. Tavlor, Attoraey
at Law, a=d Robert R. Laughesd, for the City and County of

San Francisco; William M. Pfelffer, by William M. Marticorens,
Attomney at Law, for Pacific Lighting Corporation; Wiillam H.
Edwaxds, Attornmey at Law, for the California Farm Bureau
Federation; Michael B. Marvin, for Taketsugu Takei, Director,
California Depertment of Consumer Affairs. R

Intervenor: Wiiliam M. Bennett, Attorney at Law, for Consumers Arise
Now (CAN) and Consumers as a Class. S ' '

Comnission Staff: Walter H. Kessenick, Attorney at Law, and Dorald
L. Xing. : ‘ '

Late-£iled Appearance: Edward K. A‘ghjféyan, for the cny‘. of ?alov;ﬂlto, .
interested. party. S S g

“




