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Application of Pacific Gas and. rw,,,Pfo’ f
Electric Company for approval of ,acu.cd 5 ,H,“;zf
electric service agreement with: - (EAD) ’ B

Texaco Refining and Marketing, Inc. Application 89~03-020
N S U=39-E ) (Filed March 14, 1989)

Pacific Gas and Electric Company (PG&E) seeks approval of
the electric service agreement (the agreement) between Texaco.
Refining and Market;ng, Inc. (TRMI) and PG&E, executed November 7,
1988, for electric sexvice delivered to TRMI’s premises located at
Bakersfzeld, Calafornza, under negct;ated rates. Specifically,
PG&E requests that’ the commission authorlze PG&E to carry out the
terms of the agreement subject to thcse condltaons prescribed by
the" Commrss;on in its Decms;on (D-)- 87-07=089 (USS-POSCO) and.
D.87-09~082 (ARCO) with resp 2Ct. to smmxlar negct;ated rate
agreements. o " .'_. o
PG&E asserts that the agreement was. negot;ated to avoid
uneconomic bypass at TRMI’s refinery operation and thereby capture
substantial benefits for PGIE’S ratepayers. TRMI currently o
receives electric service from PG&E under schedule ‘E~20 and has a
base demand an excess of 1 megawatt- PG&E’S standard tarxtz rates,
including Schedule E-20, are not currently competltrve w;th the
cost of building and operating a cogenerataon unit at TRMI’s
Bakersfield refinery operation. The proposed cogenerat;on system ,
would have been fueled primarily by 1nternally generated re:;nery
gas ‘and natural gas. Had PG&E been unwxlllng or unable to
negot;ate an Lndrvxdualzzed rate agreement with TRMI, TRMI would
have proceeded toward completion of its cogeneration project to be
on line by December 1, 1989. (Attached to«the applicatron is the
~a££zdav1t of Jesse Gray, plant nanager oz TRMI's Baxersfield\
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refinery, which confirms this statement.) In that case, PG&E’s

" other ratepayers would have had. to pay approximately $10.5 million
over the life of the agreement 1n contribution to margin (CT™) ,
relative to the CINM. assoczated with the cogenerat;on system. That
contribution will be received from TRMI through the negotzated
rate, but would have been lost had TRMI bypassed the system.

The agreement, a. copy of which is attached to the
applmcatlon, is similar to the contract approved.by the Commission
in D.87=07- 089 (USS-POSCO):w The agreement provides for a
negotzated rate for electricity delzvered to TRMI beg;nndng on the
date TRMI’S cogeneratmon plant could have commenced operation=--
December 1, 1989. Deliveries before this date will be at PG&E’Ss
standaxd tariff rates. "The contract rate is effective for a term
of five years, and can ve termznated by either party on one years’
notice, given at least one year after the effective date of the
contract. The rate 1s.dxv1ded 1nto two components: a non-
escalated energy charge and an escalated enexrgy charge. The non-
escalated energy charge is based on the znvestment costs of the
proposed cogeneratlon system, i.e., those which do. not vary over
tlme. The escalated energy charge is based on all other costs of
the. ‘proposed cogeneratzon system—-tuel costs, fixed and var;able
operation and maintenance c¢osts of the proposed. cogeneratmon
system, as well as utilicy standby and demand charges which would
have been incurred had the pro:ect proceeded net of the cost
savings prov;ded through application of the waste heat to thermal
loads. These charges are converted to t;me—of—use ¢charges based on
the time-of-use d;tierentzals reflected in E=-20P, Firm. The
escalated energy charge is escalated accordzng to changes in PGLE’s
Energy Cost Adjustment Clause (ECAC) rates. The price components
are des;gned to give TRMI the same flnencxal benefit it'would
receive from on-s;te generat;on and at the same tine re:lect txne—

o:—use prxc;ng required by “the: Comm1391on.
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The agreement is subject to both floor and ceiling price
limitations. The floor price is calculated per Commission
guidelines and is based on PG&E’s Standard Offer 1 Power Purchase
Agreement. prices, plus allowances‘for marglnal costs for generatxon
‘and transmxss;on capac;ty, and transformation, plus $0.002
pex. kxlowatt-hour (kWh). The ceiling. pr;ce is the otherwise
appllcable standard tarlff plus $0.002 per kwWh. .

TRMI was informed o: the conservation menu option
pursuant to D.88-03-008. Several possible optlons for conservation
were discussed and an estlmated net present’ value of the rate
dlscount was made to TRMI. However, TRMI ultlmately elected the
negotlated rate in lleu of the conservatlon offer..

PG&E states-that the agreement benerlts both TRMI and
PG&E’s ratepayers. TRMI receives £1nanc1al‘benerzts similar to
those associated with-itsuproposed-cogeneration plant. PG&E and
its ratepayers benefit through theVSlO 5 million: in"fevenues net of
marginal costs which sales to TRMT: will generate over and above the
net revenues associated with the cogeneration optmon. These net
revenues would otherwisevbe?paid by the other'ratepayers. The
ratepayers are assured of the contributionvtogmaégin because the
contract rate is'designed‘to equal TRMI*s‘alternative(costs and is
therefore the maximum PG&E could charge while remaining
competitive. PGGE estimates that it will receive approximately
$2.7 mmlllon less in CTM from TRMI as a result of the agreement
than it weuld have had TRMI remained on the standaxd tarlzf rates
for all of its electric regquirements.

In D.87-07~089 (USS-POSCO), D. 87-09-082 (ARCO) and
others, the Commission approved negotiated’ rate agreements subject
to a condition whlch leaves open the ratemakxng treatment and
reasonableness of those contracts.. Under thas approach, the
Commission may. allow negotlated rate agreements to 'go- lnto-etfect
'while preserving its, ability to consider the- issue in’ another
proceedlng, The contributlon to margln which PG&E would have
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received from TRMI under full tariff rates but which may not be
received under the agreement (2pproximately: $2 7 million) will
therefore be made up as determined by the Commlssxon in other
proceedlngs. :

In D.89-07-029 in Applzcatlon 88-10—021 we denxed PG&E’s
application for a special elec¢tric rate for Internatzonal Busaness
Machine Corporation (IBM) when IBM threatened to. construct a
cogeneratlon plant to bypass PG&E's electric system. The contract
was for a period which could. _extend through 1998 and apparently was
noncancelable by PG&E. In denying the appllcat;on we said that
“the issue of excess capac;ty is crztzcal to our determination of
: whether the IBM contract is reasonable,”land we zound that PGLE had
not- shown that it would have- excess capac;ty throughout the
contract term., :

The TRMI contract d;tfers rrom the IBM contract
significantly. First, 1t is for S5 years beginning December 1,
1989; and second, it may be canceled on l2-month notice . by PG&E or
TRMI at any time after‘December 1, 1990, in effect, as early as
December 1, 1991. PG&E is expected to have excess capacity
throughout the contract term, but sbould capacitYVbecome restricted
the contract term can be shortened at PG&E’s election.

The Division of Ratepayer Advocates bas reviewed the
applacat;on and advases that the applzcatzon meets the guxdelznes
of D.88-03-~00¢ and’ that ‘the threat of bypaSS-ls imm;nent and
credable. There are no protests, A publzc hearzng zs net
necessary.

Findi £ Fact |
1. PG&E and TRMI have negotiated an agreement for electric
service whereby TRMI will receive service over the life of the
agreement at rates. below PG&E’s filed tariff rates.
2. If the agreement is not approved TRMI will build a
cogenerat;on plant to generate electric;ty‘whach will cause the
' ratepayers to lose approxznately $1o s-millxon contribution to.
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margin over the life of the agreement when compared to the expected
margin contribution under the agreecment.

3. PG&E is expected to have excess capacity throughout the
contract term, which can be shortened at PGSE’s election. -
4. The threat of bypass. is zmmznent and credible.
5. The terms o! the agreement are in. complzance with the

standards set by thls-cOmm1551on 1n<approv1ng s;mmlar agreements to
avoid bypass. -

Conclusions of Law
1. The agreement should be approved.

2. PGLE. is at risk. for any’ ratemaklng treatment of the
agreement that the Commission later determznes to be unreasonable.

e.x_p_z_'_x )

IT TS ORDERED that the electric service agreement between

Pacific Gas and Electr;c cOmpany and Texaco Refznzng and Marketzng,
Inc. is approved.

This order is effective today.
Dated EP 7 1989 , at Sa.n Franc::usco, California.

1 CERTTIFY\T;&AT"f;iIS mcro:on
WAS APPROVED-BY,T P..ausov*
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