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Decision 90-12-128 Decembér 27, 1990 (Revised)

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE Of CALIFORNfA

In the Mattér of the Application of
PACIFIC GAS AND ELECTRIC COMPANY for
Authority to Adjust its Electric
Rates Effeéctive November 1, 1989; _
And for Comnmission Order Finding that) Application 89-04-001
PGLE’s Gas and Electric Operations (Filed April 3, 1989)
Durigg the Reasonabléneéss Réview .
Period from February 1, 1988 to
December 31, 1988 Were Prudent.
(U 39 M)

(See D.89-12-015 for appearances.)
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fotdiadua 2 OPINION: ON) SPRCIAL CONTRACTS PHASE . ..iutul wnon ot ar
3807 (eonedent dory nd Lfevoig
Summary iidPiy (a0t oy ool S Gt coan
inntteIn this deoision, we; consider, -for’ the: first time, the - i
reasonableness: of: spécial- eléctric: rate contracts. éntered into by -«
Pacific Gas:and:Electric: Company: (PG&E)7 to avoid bypass.of. certain ..o
large customersi ~All-of théseé. customers were capable.of installing.: -
genération equipment to sérve their own needs. :iThe contracts: werée - :
developed by: PG4E and conditionally approved by. thé: Commission with: .-
the intention of> retaining:customers:with rates:.that are attractive ..
enough to dissuade those customérs: fron self-generating, while . -t
assuring that the customers continue to pay at least the marginal :: -
cost of; the service they. weré:provided.: The condition placéd on
the initial:approval of these:contracts by the Commission is that. -
the contracts would later be subject to reasonableness review. : In: ..
this decision,: we review the first nine such contracts signed by -
PG&E and find a number. of them unreasonable for failure to assure
payment to cover the marginal. cost of: providing service. Caege
Finally, a number of the contracts provide rate dlscounts'
for all customer load, 1nc1ud1ng that in excess of the amount which
was in danger of bypa351ng. ‘We' do not flnd these contract
provisions per se unreasonable, but we are’ concerned that the
provisions result in loss of revenue.v Accordlngly, we order PG&E
to renegotiate those contracts wh1ch provide rate discounts for
loads in excess of the anount in’ danger of bypasslng.

A O LT oY aniaois o) iy ol
Bl
1

SOt BIga cgfisecunt pe Hiveea

fi. _ﬁackground y

As early as November 17, 1986, PG&E began enterlng into
agreements with 1arge e1ectr1c customers, offerlng them lower
electric rates 1n eXchange for a promlse not to generate thelr own
electricity. PG&E of fered these spe01a1 contracts to customers
that it thought were part1cu1ar1y»11ke1y to beg1n self-generatlng
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in the near future. I E&ch 0f)theése) special? contracts vas submittead
to the Ccommission for prior approval. In éach instanceé, PGLE
sought an unusually rapid reésponse from the Commission, within arr:iun
time franeé that did hot!allow for careful: scorutiny:of:thé contract
terms.{ ‘The first!two series of contracts:werée submitted to:thé iicaco
commission’as:advicei letter filinygs;) which were' approved: subject: toir:
numerous: conditions.i . The:condition of -mostirelevance to this o avisl
proceeding is that each contract would be subject to reasonableness::p
review’at > arlater> time. i In:responsé’ to: each Commission:resdlution: o
approving: &' special contract,  PG&E expréssly: agreed to allrofithe o>
added conditions,’ including the reguirement of:a: future =i 5 ive
reasonableness review. - oo ooy e snos s e d o e beernse

> i The Conmission al&€6 told PG&E that-all futuré requeésts: i .
for special’ contract approval should bé submitted as applications. ..!
We created: the Expeditéd Application Docket’ (EAD). to allow for:: - .
rapid résponse to requests for approval of special contracts. - .

~In Decision (D.) 87-05-071;.the Connission discussed the .-

appropriateness of allowing for: the limited useé of such: special‘:
contracts. - At 24 CPUC 412, 413-414, the Commission said: °

"Hany of the current challénges facing these
utilities result from a confluence of i
independent eVents. ' First, we are beginning to

*Yecover ‘in rates: the hlgh capltal costs of - o
large nucleéar. generatlng units. ‘Because
convVentiocnal’ ratemaklng practice 'allows the -
utility to recover a réturn on the — ,
undeprec1ated portion of the or191na1 cost of
an asset, and becaiSe Wé follow sStraight-iine
deprec1at10n for ratemaking purposes, the
effect on rates fron return on investment for
plant is highest in thé éarly years of the
plant’s useful life. At the same time, fossil
fuel prlces have renained at a relatively low
level followlng an unantlclpated decline in
late 1985 and early 1986. - Also, federal and ‘-
statée encouragenent of 1ndependent generatlon
over the last’ decade has taken h old in recént

" years, and electr1c1ty generatlon is no longer
the exclusive domain of the ut111t1es.
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Rty '-!_'{' - Eom 1 jal i¢ 0. (rat S‘Eéflec’&, N9 th? Lh Gus At s o
cﬂ%?tﬁ“gogtg 4 gﬁé gﬁ?:leafr’ -;s;ani'.% and 16%?}“"‘“ et
fossil fuel pricés has résultedCintratéstweéll (S=0f (& doen
above theutilities’ l?ﬁ%?%:@??‘?ih@l CoSts. .,y -y
. . For many customérs, ratés are also abové what )
frani thareustoner ¢aléulates as - the GoStTof Self= iiin £ iiaipy:
.. prices ‘and revitalized geéneration technology, T
11 igelf-géneration has bécéme attractive t6 many i ivsc w
.. i+ customérs. ; Thé loss of ;customers from the ..., «...; .
o system when capacity eéxceeds démand plus a’ '
s Tréasonablé fésérﬁé-ﬁéfginfusuéllyiaffécts«Othér‘lﬁfﬁ
customers, .since .the;fixed costs of the utility. ..
) system must be borne by a smalleér sales base,
Lrsosfurther ‘deiving up Fatesim sl o v Ao T

PR S i;"“)‘_ St
R e R S e IR LS T SR P D S 5 S SR SR SISO LS S EA Pt I AT R RS
NN At the same time,_ln Finding of,Fact 10, the Comnission

R A A S e S SR IR RO RS B SENERGEIPE ST B SO S SRR

addeé:

"When custoners with self-generation costs
cexceéeding long-run marginadl cost ‘leavé the
_-system, an inefficient allocation of resources
_occurs.”

The Commission;conciuded,that_appropriately applied special

contracts can help.assure a more efficient allocation of resources.
At page: 417, the Commission added: .

. #“The use of special contracts also-presents
several problems. We would like to be assured,
for éxampleé; that thé utility hds negétiateéd a
-contract that récovers the maximum revenue fron
the custonér, since additional révenues reduce
" the effect of specilal c¢ontracts on other
custoners. We want a utility to négotiate
special contracts that at least recover the
utility’s cost of serving the customer.
Conversely, the utilities should not make ;.
efforts to retaln économic bypassérs on the
system. Special contracts also ralse the issue
-of unreasonable discrimination among customers
“by the utility, a practice that is forbidden by
' law (Publié¢ Utilities codé séction 453) ‘and i8
-against our policy:..” o

The Commission then committed itself to dévélop guidélines which, -

if met, would assure the approval of a special contract in résponse
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to an EAD appli®d {6 g f'ﬁ; 6mm£% ,’1‘Q§Suedf€ﬁ§i§u§dg£§6§§ on
March 8, 1988, (in.D.88-03r ods‘sih T T S S iS

Before tﬁé éomﬂission iss 'd the gﬂidelines,\PG&E
requested approval of four speoial contracts through conventional
applications and tﬁb‘spécial contfacts thréu h‘EAD applicatlons.
In each 1nstance; the contract was aliowed to be iﬁplemented with
the understanding’ that 1ts feasonabléneSS would be reV1ewed in a
future proceedlng.> The Commrssion directed PG&E to keep account of
revenue lost” dué to the contracts pénding reasdnableness o
deternination.
that the reasonableness of spe01a1 contracts be addressed in the
reasonableness phase of each electrlc ut111ty s annual Energy Cost
Adjustment Clause (ECAC) proceedlng.__

PGLE filed 1ts appllcatron in thrs ECAC proceedlng almost
two months beforé' we issued D:89-05-067. On October 2, 1989, in
response to that decision, the Division of Ratepayer'Advocates
(DRA) issued a réport5On’thé”réasonab1énéssfof the first ten
spec¢ial contracts s1gned by PGLE: ‘ ‘A suppleméntal reéport on those’
contracts was issued on November 20,-1989. Hearlngs weére-heéld
Novenber 30, Decembet 1, “and December 11, ‘1989;1 ThlS mattér was
subnitted with the f111ng of reply briefs on March 2,. 1990a

PGLE and DRA filed comments On thé’ proposed décision.
This decision 1ncorporates various changes 1n response to those
connents,

II. Thé Scope of thé Réasonablénéss Inguiry

As nentioned earlier, éach resolution and décision
allowing for the implementation of a speéial ¢ontract stated,
unequivocally, that PGEE remained at risk:for a subséquent finding
that any or all of the agreements were unreasonable. PG&E now
arques that if every aspect of the-agreements was subject to
reasonableness review, it would render meaningless the decisions
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-

approvlﬁ&*izﬁa**aéaéeaaﬂ‘ﬁéid PeEE Farther dtatés  that virtdal iy avéby
argument >pafddd By [DRA 11t €Nls hedRiRY (A3 2186 2a18dd By DRA {R1 17w
protests t4Vthé 'contradts .U The impilidatidn 1d7eRdt 1 DRA 'Ras ol
unable ‘to' donvincé ‘the conmidsion’that’ {t3 Eonterhs ‘wére 'suffiofénti®
to block initial approval of thé ightlémentsl thén’it 'shébid nde ' wo»
prevail on (or perhaps evén raiseé) thé same arquments now. PG&E
acknowledges that at 1edst’ sdmé réi&énablendss- dsbues were
presérved, but seems to suggést that there is a line dividing
issues that''@an be tevisited Frénithosd that éihnot. Nénétheless,
PG&E does not Shggést ‘whére thatilind’should baidrawn: e
'DRA résponds té thése’ aEqﬁmeﬁts by’ citiﬁg 1anguage ‘from’
each of the rélévant résélutions anda ddéisions warnlﬁg PGLE Ehat’
the 'readonableness of the dgréeménts was’ sﬁb]ect t6 latér’ rev1ew cEL e
(ReSo1ution E3047, p. 9: Resdlutiéon E3021; p. 6§ D.87-674 089,
Finding 8, p. 12 and Génclusion 3i D, 8?-09 -082 concélusgidn 3, pi'si
D.88-02<016,"p. 8 and Conclus1on 2, p. 9 D.88-08~ 056, p. 4; and
D.88-08-~058;, p. 5). .
Thé Connissién gave expedltéd perm1351on f6r PGE&E to'
implenént 'éach of thé subjéct contracts in order to facilitate thé  *
utility’s ‘éfforts to preseérveé its largé eléctric custoners. This
enabled PG&E to provide éléctric sérvice at ratés that otheérwise’
may havé béén found to be unfairly discrininatory. Howéver,
because'thésé:iﬁ56Vé£iVé‘afréﬁéeﬁéhtéidééérvéé cléser séiutiﬂy,'wé'
told PGAE that by offéring thesé ratés it wéuld be procééding at
its own risk. PGLE acknowledged and accepted that risk: 'For
1nstance, in D.88-08-056, which permltted PG&E to proceéa'ﬁith a
special contract for the Unlon 011 Company (Unoecal), the Comm1531on:'
stated (at p. 5)! '

#pG&E ‘bélieves that while the uncértainty
associated with the above: approach creates
_rlsks for PG&E, fallure to retaln UNQCAL as its
" cudtoner would résvit in rajor raté 1ncreases
“for  its. othér ratépayers. - PGE&F: also. belleves
that it will have to take such a risk in order
to receive timely approval of thé Agréement ~
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We dirgoted PGEE, Lo K¢coxd, the diffevences between. i‘%ﬁ;stﬁnd?}‘?.o
tarifﬁs and tne paypents received ynder. the speqial coptraqtsjso,“,,h
Sty
all in. all PG&E had Qlear notice that the reasonableness of the;
contracts would be; subject . to full review,, ;.

T
LR e e S . - .. sl PN .»--_. sty
P . it Sels : RPN A PR

#III‘; Reasonableness Criterza G

‘.“r i P S SN O B TS S N NN P o el

In D 88 03 008 (sxgned Harch 9, 1988), we_issued, s
guldellnes to be applled to review: spe01a1 contracts An EAD N
proceedlngs. ., The purpose. of the quldellnes was_ to. proV1de ;the
ut111t1es w1th one set of factors whlch, 1f -préesent in.an D e g
agreement, would assure. expedited. Commission approval. Because of .
the tlnlng of - thelr 1ssuance, only the. Unocal and Shell agreenents
were 1n1t1a11y measured agalnst these guldellnes. oo NS

-In order to assess the reasonableness of the agreements
before us today, it is necessary first to determine the standards
that should apply. .  DRA has proposed a seét of reasonableness
criteria ?hich_are“si@ilar to the 19$8 gpidelines, PG&E argues
that it would not be fair to use 1988. standards .£to assess the.
ut111ty S. conduct 1n formulatlng spec1a1 contracts An 1986 and C
1987. DRA responds that the 1mportant questlon is not when. the .
guldelxnes were 1ssued but_ whether or not a reasonable: utlllty
representatlve should have‘applled:slmrlar criteria when the .. .
agreements . were formed. o . : : 4

Just as it would be unfalr to hold PG&E to a retroactlve_
standard 31np1y because it was adopted by the Commission, it would
be illogical to reject a standard sinply because it was
subsequently adopted by the Conmission. Instead, before
considering the spECIflc contracts-at- 1ssué we wxll examlne DRA's
criteria one at ‘a tine and con51der the approprlateness of ‘applying
then as contemporary standards for the development of . spec1a1
contracts in 1986, 1987, and jeg8. -
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A. Feasibility of Self-Generation ,
NIQIUO Jiiniyg Fo41 ovijosito onj oJ fcupo, i bnod - 14
,DRA argues tha n “order fo speoi L contract to be .
WIS (IS D AT 2VisUadud Gt l s:m onj fo’ Saxa {GTT)
accepgable, a customer pust be a leg timate candi?ate f a ypass .
I I o e [EEE AN ISl JEQ EoHHsA A YILLiond
PGLE does §°E object to thls criterion. e agreegthat a strong
adt g SCETIREY OO A S R T N W
bypass pote {al 1s an absolute prerequ351te‘to receiving a spec{al
Di ‘11 i i i b N i N I 1 S 1 -
contract qo¥eve;,_51nce all n1ne contracts were found to meet
- : Ciou onvtied gl SELLENTE S\
this test, 1t éoes not form the ba51s of a recommendation for )
s L0 Tl g i ;~. NSRS by SECTRR I P Sl Tie S T S A O

dlsallowance. L i o _
L T e S N R T I O B ¢ SR S L SR ¢
B, COntract Term .
) TR RN

Tots SRS LIRS Coaih st gisid Uoiafyo ' 11 )
R DEA argues that because accuratetlgng—tegm forecasting of
[ Feon 1 IEoa Adipon T i g 2
capaclty needs 1s dlfflcult, long -term contracts are r1s§y for the .
: SN0 S e FETREALE O olF il
utlllty and 1ts ratepayers._ DRA quest1ons the reasonableness of
3 Tl ine

goij 104§

Al

contracts that exceed f1ve years.’ PG&E appears to argue that thls o
standard 1s 1nappropr1ate,iat least for the earl1est agreements )
(wh1ch happen to haVe been ls—year contracts) because they were the;i
first contracts of the1r type to have been negot1ated ‘and because,
accordlng to PG&E utlllty and staff forecasters at the tlme were o
DRA argues that‘

there was no unan1m1ty of op1n1on, at the tlme, as to the extent of
any ex1st1ng excess capac1ty. _ _ o -

. By dlscu551ng the forecasts at the tlne, PG&E appears to o
be m1351ng the p01nt. DRA 1s arguxng that long-term forecastlng 1s_
1nherent1y rlsky bu51ness. It may not be sens1b1e to rely on long- 1
term pred1ct10ns eVen if everyone 1s predlctlng the same thlng. On ;
the other hand, there is nothlng maglcal about a 5 year 11m1t.::
While thls factor alone would not be suff1c1ent to f1nd an o
agreement unreasonable, we agree that a reasonable dec131on-maker
at the tineé who was w1111ng ‘to agree to a longer contract term
should have recelved other conce551ons to offset thls risk.
C. Appllcable load

DRA argues that, s1nce the purpose of the spec1a1 rate '

offerlng 1s to aVOld bypass, the spec1a1 rate should only apply to
the portlon ‘of the custoner s load that is at r1sk of prass.f ThlS.\
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. '-j. [idizne "{ A
portion of the loaad is .equal to the féot ve pignt outl! e
(2T £y J A JILVD FT (\‘LU

N : i 10 i
(ENPO) ex ectea go e produced by the customer's own generating

% lhl) o) 1[‘ o

facilitglffuﬁg argues‘tﬁi “disco“pt{n mor?gg Dthe:custOmgil_‘ﬁl éqf:
ma¥'resu§t I“H?,ang moré\of;abg%scount thah necessar§Lto;§eep theqid
customefqonojine. This is beéahse the lower rate nay stimulate oot

more “Sa§f§ which n turn may reduce or remove "the® desirability offni

the contract over the bypass option from the utiiity point 6f v{e
DRA argues that the lack of a load limit might subvert the o
i lH(!

: )

contract's floor proV1sion, wh1ch is discussed further below. It
[N S lu .

is DRk's pos1t1on that" contracts that fa11 to i{mit the ioad to o

‘fD

L

2 iF

whlch the d1scounteé rates apply should be foun& unreasonable

unless.other benef1c1a1 contract terms outwelgh the resuitlng rlsk.
S f PG&E responds that 1f the dlscount rate applles to all of

the customer s requ1rements, other ratepayers may stand to heneflt.”:

greater amount of load, the dlscount per kilowatt-hour (kWh) is _
lower.‘ If load subsequently grows, the effectlve d1scount will be :
greater than 1t would be’ 1f the spec1a1 rate only applled to the t .
ENPO “But’ 'if load dzmlnlshes, ‘the effectlve dlscount may be lower ?i
than 1t would be 1f the spe01a1 rate was llmlted to the ENPO. ' B

- ': Con51der A customer who normally uses 100 kWh' per month
at a cost of 10 cents/kﬂh.w The total bill would normally be {
$10[month. Further,‘assume that the customer could generate 56 RWh
per month on its own at a net sav1ngs of $2. The customer should
be w1111ng to forgo bu11d1ng its own fac111ty if 1t 1s able to
purchase 50 kWh per month at a rate of 6 cents[kﬂh. Its monthly
bill would be 10 cents X 50 plus é cents X 50, totallng $8. It
the d1scount was spread across all of the customer s usage, its =
rate would be 8 cents/kﬂh for all of its usage. :' _

If _usage remalns constant, the effectlve dlscount woui&

be the same elther way. Howéver, as consumptlon 1ncreases, the
second approach creates more and nore of a d1scount for the '“”
customer. That is DRA’s concern. PG&E argues that if consumptlon'
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is reduced,:ingteéad, ithe effective discount is-reduced¢.,. In -the (i o1
examplé discusseéd above,.-the nét. savinqsf.to. the jcustomer. is only. $2
if 100 XWh or poré aré.consumed. . ¢ (ediove ad? vaidoald Yo .

i ©oui; PG&B.theén points to iwe of the .contracts that, applied rt:hen,
discou_n.t. ,tp.._mor,e than the ENPO and asseérts.that,whilé the usage. ...,
went up for on¢ -facility, :it went down for another more than enough, .
to make up the.lost revenue; - PGLE argues that it .is, therefore, . ..
reasonable to apply the discount to moré than theé ERPO... oo iaisnii.

. :PG&E's argument fails for:two:reasqns. . First, .PGLE is

enploying a hindsight argument ..éverything worked out, fine, so the ..,
contracts,are reasonable.-. It .is-inappropriate to. apply a hindsight. .
test: to detérminé if the utility.acted reasonably:-at an earlier ...
timé. . In addition, thé hindsight:-hére-is incomplete. : While the. : .
greater-than-ENPO provisions may have cancelled-each other out up;:: .
until now, they may not offsét each other for the remainder of the |
lives of the contracts. 1In addition, for a contract to be,found.‘.
reasonable, :it:must stand on_-its own: If contract A is- SN
unreasonable, it cannot be found: otherwise simply because contract :
B worked out partlcularly well.

\1' et

_ A discount that applies to: all customer usage creates
greater risk of revenue loss.: We do not find these contract )
provisions to be per seé unreasonable; but our concern that the: .. . ..
provisions may résult in gréater revenue loss suggests that -these
provisions should be modified.  Accordingly we will order PG&4E to
renégotiate those contracts which are not linited to ENPO.

D. Floor Revenues.

. In-adopting guidelines in D.88-03-008 for review of
special contracts in EAD applications, the Commission concluded
that, in order to recéive éxpedited approval; a contract should
include a floor pricée designed to assure that the utility recovers .
fronm the customers no leéss than the lowest pricé possible that does
not disadvantage other ratepayers:in éither the.short or long run.
The Commission required that the Standard Offer 1 (SOl) energy
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formuldbe 'Used {6 déterting! thé "hininun "Péquired énergy ‘costsybat ot
Thé ‘comnission "détérnined that!the £106F price should “insludéd a fo rxa
componént reflecting the rental value &f transmission andao i w07 i
diStYibUtion (T6D) facilitiés=<thé ma¥ginal : T&D Eost 'established in
each utility’s général 'rate ‘¢asé would serve as thé T&D component >ib
of ‘thé £f166r) “Finally, the C¢omniséion Yequiréd ‘that ‘the floor 1o ‘fanwy
paynent reflétt capadity dosts)calcilated by uéing the ERI-f i o
ad)usted SOl generation capacity costsyi " o0 T vigge 00 T doneniaey
- *"The -ERI ' (Energy Rélisbility Iddex) was develdped in
conneéction ‘With purchasés frém’independént powér prodiceérsi 'Theo '« -
ERI-Variés t6 réfléct thé valué 6f adaitidnal "dapacity té the "o
systen: *'Whén the ERT i$ 1.0, ‘thé Valué'df additiénal dapadity<is ' =
equivalent ‘to the valué of an additiénal céombustion turbineé. As = °
additional capacity becomés nécessary to meéét réserve margin i i
requirenénts, thé indé¥ rises and genération by indépendént power
produers ‘shéuld be stimulated by highér capacity prices. ' The -
index approachés 0.0 to réfléct increasingly lowér neéeéds for
additional génération for purposés of system réliability. N
The use of this index was found to bé appropriateée for the
floor price, beécause utilities plan for additiénal: générating
plants based on theé dérand pattérns that-are established today. If
the price of power sold under sSpecial c¢ontracts is artificially
low, greater than appropriate démand will result, ‘and thé neéd’ for
additiona) géneration will be ‘adccelérated. ' S
DRA ‘argués that thése floor paymént reéquiréménts should -
be applied to determine the reasonableness of the contracts befoére
us in this procééding. Of all the reasonablénéss ¢riteria applied
by DRA, this is thé oné that has éngéndéred thé most disagreemént
between DRA and PG&E:. PGLE sééns to concede that assurance of
niniral reévenué' is appropriateée; but argues that it should not be.
found unréasonable for having failed to assure recovery of T&D ‘and’
generation capacity c¢osts. In addition, PG4E and DRA disagree as
to how marginal energy costs should be ¢alculated.
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ol Yoo Energy Costs onuiowng of Dogrtos (a0l ot Yo 21000 aitt-1 ol
vo1-DRA Yécomménds using . the.S01 energy price to set.the - it
energy cost portion of.the floor. révenueées:because -thé SO01 price- iy
includes all components of the avoided .cost of énergy.: PG&E arques :
that the -S01 eéenergy gost overstatés.the forecasted and actual - .o ion
marginal ‘énergy costs. - The SOl eneérgyiprice is-calculated by*%? SRITS:
applying:to -the cost.of fuel a factor- -referred to as.the : RN RS
Incremental Energy Rate (IER).-::The 1ER:is calculated by comparlng1a:
the éost:ofiprodﬂcing:thé;eiéctrlolty:needed to meet system.demand::.-
under-two sets of assumptionsi - In-oné:scenario;, . it.is assumed that :;:
all variably -priced QFs are producing-at: full:net output (QFs-in). .
In thé other, it 'is assumed that none of theée QFs:aré producing net -i:
output (QFs=out). The différéence in systen fuél efficiency under .-
the two scénarios represents the valué of variably priced QF-- - . .
production to the system. PG4E argues that the énergy cost derived
in this manner is inapplicable to special contract pricing because
its calculation assumes the néed for over ‘1000 megawatts -(MW) of :
additional energy (the -level of variably pricéd QF production) .
although the special contracts at issue heré répresent only 207 MW, .-
Instead, PG&E argues that the energy componént of a -
special contract should be found reasonablé so long as it reflects
the *actual” energy cost -facéd by the utility. DRA appropriately
points out that what PG4E refers to as 7actual® marginal energy’
cost includes only thée commodity portion of the gas tariff. To
more accurately use natural gas costs to représent thé énergy cost
of electric servicé, thé ¢alculation nust include gas
transportation costs,. increnméntal.gas demand charges, marginal
operation. and ‘maintenance costs, incremént to cash working capital,
and an adjustment to réflect losses.

The need to 'inc¢lude a broéad range of enexgy costs drlves
DRA to use the SOl energy raté, as wé did in éstablishing standards
for expedited reviéw of special contracts. As we noted in
approving thosé standards, SOl energy prices cover all of the
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short-run costs of the fuél réquired to produce:electriocity sold to
thé custoheri:undex the: coéontract.<:Appropriateé:ds: theé S0l .energy
rate may be fOr an ‘expedited:review ofa ‘special:.contract, .it-is.a s
aifféereént matter to basé:a disalléwance:oh accomparison with the i1
SO1 energy :ratefor ‘contracts signed béfore.theé guidelines went 't >
into effecti  While PG&E should-havé beén expected .to only:sign.iivvya-
special contracts that cover thé full ‘rande:6f the:customerfsuv iy (s
rarginal -énérgy. costs; the SO1 rate.was no6t the only:réasonable .oy
guidanceéiavailable. ' However,; PG&4E should havé clearly.undérstood -i:
itdrrésponsibility for assuring: that 'éach. customeér céntributeée no («ivi
less (than ‘the adopted marginal -energyicost-in éffect at.a-given.. .
time: i’ Thé adopted marginal coést was develépéd: to quidée the.: ' : - G
ratesetting process:and:formed the ‘conmonly ‘aécepted basis for ‘tig:-..
measuring thé cost of serving additional customérs. -In addition, - ::
while ‘PG&E’s ”actual” marginal cost doés not reflect a broad-range ..«
of eénergy costs, the adopted marginal cost-doés..  We will apply:.i-
adoptéd marginal energy cdsts to determine: the adequacy of the
floor révenue provisions and to calculateée the! enetgy component of:
any-fesulting disallowance. ~ - - .
2, Capacity Costs

‘Generation oL Bt s s S
\ ‘DRA proposes .that the avoided:cost of: generatlon

capacity.bé viewéd as & cost of sérvicée under-speécial contracts. :.-:. .
Without ever directly conteéesting the usé of that assumption, 'PG&E
assérts that thére simply cannot be any. capacity costs-.that would -
be applicable to thesé sSpecial contracts. DRA would havé us:
require that the generation capacity cost compénent of QF:payments 5
be factored into the floor price for thése contracts: PG&E, which
in the past has strongly disagreed with our méethod of calculating
QF capacity payrents, says that this :approach :should be rejected
because it has no relationship with reality. -« . : - 1 - .

PG&E argues that, when theése contracts were ~-: .- -
negotiated, PG&E, the Connission,  DRA, thé california Energy. - - .
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comnission, (CEQ), and. the Legislature al);predicted that no new
capacity, would, be, needed during, the, time frame of these, cofitracts.,
In support: for: what.jt. feels to be the, appropriate standard of .
review, PG&E; states, that,}since the coptracts wére, signed,; it has .
made  no discretionary; additions to its available capacity and that,
when new resources are finally. needed, the speqial‘cgntracte_wi}; 3-2;
be cancelled and the customers will bypass the systep. ;... ., i cc.;

.4a:ig o+~ DRA asserts that, while these contracts weré being
negotiated, thére was no unanlmxty anong forecasters apd that even _
PG&E claimed in . at:least one proceeding that it would face K- DEURPER
capacity shortagé durlng the releyant period.r DRA reJects the \4.~c'
notion that individual custoners should be excused from paying
capacity costs simply bécause thelr contrmbut1ons to the system _. :
denand .cannot be directly lisked with the need to add nevw capaclty.<4
in addition, DRA argués that costs related to new capa01ty are}
always greater than zero: additional available capacity. always has
sone value because it inmproves the . rellablllty of the eX1st1ng s
supplyi there are always. ‘planning act1V1t1es in progress Wlthln_tﬁe”
utility that relate to future additions to generatlng capac1ty.£_T

: PG&E and DRA agree that all customers, whether -or not
they aré buying electricity pursuant to spec1al contracts, must bay>‘
the full cost:of the service they are receiving. What PGLE falls ‘
to acknowledge is that it is only.the extent to whrch,average cost4
exceeds marginal cost that there is room to bargain with customers
who are capable of self-generating. If custorers are able to self-
generate at a cost below the utility’s marginal cost, thén they
should do so. Society as a whole benefits‘from>such an .
arrandgement. - Of. course; part of the cost . of seif—generation is the
cost of creéating the capacity to generate. If a customer cannot .
self-generate for less than marginal cost, then it certalnly should
be willing to pay marginal cost, at a minimum, for the prlvllege of,
receiving utility service at a special rate., . B
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LI ~c1%: % séEhg‘to‘b%fafbﬁihg that! ifibustonersiwhot ake: 7+ o0
kept' dh21ink th¥oibh the offering' of speoial rates do hot' have &' ocas.
short-teth féfféc:t: or the Heda tor’ héw' geheratihg' capasity)? then ity af
they cohtkibute ' ho dapacitirelited Cost tio’ the 'systemii? Gayiii ..irivat
custoﬂéfs‘ébnt ibUtE to the ‘démand for PpowWer without! adding Yo the i
cost of malhfélhlng ‘sufficient on-line capacdity? " Viewed imt i oy
isolation, )ust about any’ custénér ‘dan be ‘added toor retained on» 3!
the sfsted‘ it creatihg the need for ‘ah’ enti¥e neW'power plant.
HowéVer, e have Yorig recognlzéd that' évéry firm customel J’“fv=~“rfﬂ
contrlbutes‘téathe Need 'for denérating ‘capacity.: ‘Rates that ‘do not' ™
reflect Ehls fact are ‘unréagonably didériminatory it vot ot vl uan

It ‘is’ fundamental 'that the marginal ‘cost ‘of capacity !
be reflected in ‘edch unitiof ‘d&nand, “from €thé first té the lasty . i o
1t ‘is Mot “logical for 'a custémer to havé one cost-of-sérvice whén -
it is paying tariffed rates and suddenly havé anéthér and lower i
cost-of<sérvice whén it threéaténs to bypass. If a customer is
induced ‘-'_E’c; ‘$tay On thé sysdtén By thé offéring of a spécial :
contradt; it contindes to éontribute t6 thé 16ng-térm growth in' the
demand ‘for "generating ‘capacity. ~PCLE attenpts to refute this
asﬁéﬁfjgfjfgéfity‘ﬁy'sud@éétiﬂ@ that a spécial éoéntract customer is
ephénefal that “once ’ité spec1a1 dontract ends,; ‘éach such customer - : -
will ‘1éave the system.‘ Thig- assunption ‘défies logic and is
1ncon51stént w1th ‘the Pécord how béfore us: ' - R ce

‘once ‘& custorér builds the fadilities enabling it to -
bypase the utility system to méét at 1éast a part of its loaa
requirénents,; the resulting bypass is likely to éontinue £6r many
years. However, a bypass opportunity foregoné may not occur again. -

o Frank Gibson téstified én béhalf of the hospitals

collectlvely ‘known as Séequoia Hospital District and the Mills-
Pehinsula“ Hosp1tals (the flrst entltles to’ 51gn spé01al contracts’
with PG&E).
cogeneration projects that the hospitals had inténded to6 build was
dependent both on the receipt of a CEC grant that would have paid
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for 50% of the cons}ruotiggﬂgo &s and on tgliigj ance of tax-exenmpt
bonds by the- calitornia Health Faciiities aAuthoy tYiv Glbson
testified thde’ in ¢ hsidériﬁg thé spéoi§1’c6p%ra9t§. the hospitals
assumed “that we were going to! 11056 the . grant .~-:the- rgmaining
dollars in the grant. It was unknown whether or Dot those grants
could in fact be. reanstated and 1 don't know tOday whether they
could.” (Transcript p. 817.) Altholgh €he CaliforaiavHealth
Facilities Authority was still providing.-low interest. loans at the
time :of .Gibson’s:testimony;-it is:not logical.to assumeé that.such ...
funds will always bé available or that they will always:carry ... .
sufficiently attractive térms.. Gibson also.teéstified that.it would. .
be more difficult-to return.to the communities that had previously
issuéd permits for these facilities and have those permits -
reissued. - Because they récognized the difficulty of reviving the
cogeneration'projécts at a later date, the hospitals insisted that
PG&E pay over a million dollars in llquldated damages if the
contracts-are eveér cancelled: -

_ Based on the experiences of: these hospltal customers,f
there is substantial reéason to éxpect that special contract
customers may remain on-lineé after their. contracts.expire.: In
fact, while the signing of special contracts virtually guaranteed
that thé customers would not bypass in the short term, there is no
cértainty that any or all of those customers would have:
successfully corpleted their bypass projects even in the first:
instance. There is certainly no reason to conclude that any or all
of thése customérs will leave the systemn after the contracts
expire. -

'If anything, special contracts increase the
likelihood that potential bypass customers will remain on-1line and
contribute to long-term demand. PG&E’s rebuttal witness, David
Rubin, appears to agreeé. See, for instance, the hearing transcript -
at page 770, where Rubin, discussing the risks faced by custoners
entering into special contracts, testified:
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il CEvéntifwée were not! conCernéd with thé:néédito- spréad
the burdehn” 6f capécityfcosts equitably amongiallicustonersjiin: the-
absénce 6fiother concessions; it is UDreéSOnable té reliéveli i spann
customérs: of their share of démandicharges., ' - “oite yifo inilins

Yitroivott DRA préposes” using adoptéd’avoided capaéityieostsiin o
determining’ the adequacy of & contract?s floor révenués:.i:This is::
the 164ical” and: apprépriate choiceé, sincé the contémporanéously . :o-
adoptéd marginal capacity cost represénts the Commission’s: i i . =
determinatiéon of the relevant cost per customer and the basis:for .
ratesetting. At a minimum, each customer on the system must pay '
the full  harginil coét for the servicé it receéives, whéther or not
it is being served under a spécial contract.

" b.” ‘Transmission and Distribution
" :Just as each customer should pay its sharé'of : '

generation capacity costs, it should pay its sharé of T&D costsi
PG&E argues that T&D costs were not applicable to the contracts at: -
issue herée becausé no additional T&D investménts were made. to servé .
the custoiiers under the contracts. PG&E also asserts that marginal
T&D capacity wWould not have been freed up for use elséwhere if the
custoners had cogenerated, so these costs would not have been
#"sayved” if the cogeneration projects had been built. As was true
in the case of genération capacity costs, by resting on these
argunents, PG&E ignores the fact that each customer’s presence on
the systen contributes to the utility’s T&D costs. Its share of . .

those costs does not go away sinply because the customér signs a -
special contract. 1In addition, as DRA points out, PGLE has not
supported its assertion that no additional T&D capacity and
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maintenanée 'was '6Y will bé needed aléngCany 6f:théilines sérving
any of the ‘contrdct customnérsi: -We ‘agreeé with DRA:that it-isi '+ 1..4s
difficult:t6 attribute the cost 6f T&D: capaoity additions to: «:iilioc
indaividual-customersi:i. .- i o - X (R N A A T SRR
* In the procéeding: that led to theé issuance of. specéiali:
contfaétfguidellnés “in D.88<03-008, PG&E:also arguédithat T&D
capacity costsd shéuld rnot be included as part of the floor :ii i . i
revénués. > PG&E maKeés much of the:cCommission’s comment in- o f o e
D.88<03-008 ‘that PG&E’s position on the TéD'issuein that-: .~ -~
procésding had sone logical virtués. i PG4E-seéns: to bé arguing that::.
if-its ‘justification for -ignoring T&D.costs is logical that it must ::
be reasonablé, ! It is safé to say that the latter argumént is:
lacking in logical virtué. whether or not PGLE can construct a: -
logical rationalé for doing s6, it is unréasonableé to reéeliéve a
custoner of its share of T&D costs in the absence of
counterbalancing concéssions:. Similarly, the floor revenués should
inéludé customér costs. s
E. Raté Structuré ' :

“Thé guidélinés adopted in 1988 reéquire that special
contracts seéking expedited treatment includé timé-of-use (TOU)
rates and péak démand chargés. DRA argues that all reasonable
special contracts should contain théese features, because théy-
éncouragé high 16ad factors and réduce the cost of providing
servicée. DRA asserts that flat rates, which would otherwise beé
used, encourage péak load growth and increase thé:cost of service
and the system’s capacity constraint. The first four contracts
signed by PG&E did not use TOU rates. For all subséquent
contractg, thé Conmission réfuséd to provide éven préliminary
approval for contracts that lacked TOU provisions:. (See, for
instance, D.87-09-082, in which weé gave prelininary approval to the
ARCO agreément.) PG&E acknowledgés that ~7TOU ratés may haveé béen
desirablé in rétrospect,” but that the absence of TOU rates alone
should not reésult in a finding of unréasonabléeness.
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prifv-As we:sald inD.88r03-008, iwé -agrée with DRA and . PG&E: .1, .
that it istappropriate:to utilize time-differentiated-rateées vhen. -.s
setting ratesrforflargq‘custoﬁers; Régular tariffed rates are: :i1:h
time-differentiated, and it makes sensé to provide consisteéent price.::
signals- to:customers under.spécial contracts.: However, wé also
said in that decision- that:'an ovérémphasis on tine-differentiated:. -
rates might skew thé decision of:the customer toward self- .. - e
genération and that contracts with undifferentiatéd. floors or. other.:
terns may be :shown: to be:fair to other ratepayers by a.utility-in-a
givén casé.: While the absence of .-TOU rates is,not conclusive proof. .
that a contract.is:iunreasonable,: it is the utility’s responsibility::
to justify its failuré to requirée them: . The-absence of time- -
differentiated rates may contribute to a finding of - :
unreasonabléness when other contract deficiencies exist: ..

F. Rate Ievel . R .

-DRA arques that in order to maximize the customer’s
contribution to the utility’s fixed costs, the contract rate should :
equal or exceed the customer'’s estimated cost of self-generation.

The logic¢ o6f this requirenment is that:a customér will generally
prefer to. purchase from the utility if the cost of self-generation
is no lower than thé cost of utility service. Although it points
out that DRA may have applied a less strict standard in the past,
PG4E offers no.objection to this criterion. We agree that it would
be unreasonable for the utility to offer service at a rate lower -

than the cost of self-generation in the absence of overriding
circumstances; .
G. Contribution to Margin .

-Contribution to margin (CTM) refers to the amount by
wvhich theé revenues receivéd from a customer exceed the cost of
service: DRA argues that special contracts should provide a .
present valué CTM that is greater than the CTM that would- have beén
received if the customer had cogenerated. DRA argues that if this
level of CTM is not achieved, then the contract is not in the best
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interest of'rate §ér§.d'¥é&s ffe‘b’ﬁglgéb&ﬁgnggliﬁ éﬁpoﬁitfoﬁ g ol

this criteriontfﬂ' a7 fa.f\.‘i: oy b 1', f;FuE»a DT o oA ual’Jnlﬂ.lnu)
we ﬁgréé thé%’a’tén€féét‘¥ﬁét'éass”*‘€ ﬁf&vfdé“g czledigand

preferable CTM is not in the BEst interést Of “ratép ?br’”"rhefg‘is‘

& opepa e

always so%e rrﬁk that aicustomer siqﬁlng a special contract woulq
not{have régght 1ts cogeneratlon fa0111ty on 1ingi U If thé e Tfdee

not substantlally better under thé special contfact than i€'would" '°
be 1f the customer became ‘a’ cogenerator, thén the! utilltf miéht aa“

well let thé customer purs&e 1ts bypass strategy._ Then there 1s e
completea and ’a greater CTH wlll be achleVed "paéadse the- customérj';i
would»st1il_be purchas1ng a117°6f 1ts energy néeés‘at ‘the tariffed e
rate. It would 'be’ “unreasonable for a utlilty té enter 1nto a
contract that can reasonably be foreseén ‘as not pro@idlng a
preferable CTM.‘ 1t would be unreasonable ‘fo¥ 'a

utility to not exerc1se 1ts optlon to cancel a contract that
subsequently proves to prov1de an 1nferi6r CTH '

'iv;ftﬁevieé of'Indivia&ai"Contracts .

The flrst nine spec1a1 contracts slgned by PG&E ‘aré
‘ W1th "thé
exceptxon of the three hosp1ta1 agreements, wée will dlscuss each of
them 1nd1v1dua11y.‘ ' '
A. Bospltals - »
) On Novenber 17, 1986, PGLE éntéred into separate:

greements wlth three menbers of the Hosp1ta1 Consoértium’ '6f San T
Mateo County.f Hllis HOSpltal 1n San Hateo, Penlnsula HoSp1ta1 1n
Burllngame,‘and Sequ01a Hospltal 1n Redwood C1ty. The agreements
prOV1de each hospltal ‘with flrm serV1ce for 15 years. Canceliatlon '
nay’ occur upon four years not1ce by PG&E, but 1f the effective ‘
contract term 1s less than 10 years, PG&E must pay the’ hosp1ta15'ﬁ
llquldated damages totallng $459,065 for Mills, $327,000 for
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Peninsula angd $151 000 for . Sequoia, Thecgarties aqreehﬁgago Jearatni
cogeneration was a feasible and economic "alternative - fordgq\j{{q iy
hospitals, whigh, had received agreements from the CEC. for 2 o
$778,000 grant. to pursue their pro;ects. B o
e Thelrate for each contract is a, flat energy charge ang'a_ .
nonthly flxed charge.é The rate is not aGJUSted to reflect the time
of use, .The rate is subject to a marglnal energy costlflgor,Jthat o
equals , the SOl energy charge plus $0 023 per kWh, and a cef {nglset f
at the E-ZOS firm rate.: The floor does not include a factoryfor“ o
capacity. costs related to generatxon, transportation,‘or . ) ool i
dlstrlbutlon.ﬂ The rate app11es only to usage W1th1n the ENPO of ’
the proposed coqeneratlon plants at each facllity, and 1s indered .
to a combination of PGLE standby and customer charges, gas péléeé'““
and rates, and consumer prlces.zl ;
As of December 11988, the memorandum account whlch tracks 1t
revenue losses due to these contracts totalled $127 661, 32 for l_"“
¥ills, $166 006 06 for Penlnsula, and $118 769.78 for Sequ01a.j' .
According to DRA, this amounts to a discount from tariffed rates of
26% for Mills, 24% for Penlnsula,'and 19% for Sequ01a. As DRA
points out, the dlscounts are hlghest in the summer perlod. The
highest monthly dlscount was recorded at Penlnsula, where a
dlscount of 40% ex1sted in September 1988. o
‘ DRA argues that the marglnal cost floor 1n these L
contracts is inadequate to protect other ratepayers from losses.'Jf_f
DRA’s witness Meri Hanson testified that "while only small losses' '
have so far been 1ncurred the 1nadequate floor places exééééive §
risks on other ratepayers. in addltlon, it is DRA's p051t10n that )
the contracts, whlch have lS—year lengths and requlre four-year
notice of. cancellatlon, arée unreasonably long._ DRA polnts out o
that,. about a, month after these contracts’ were 31gned the 7
Comm1551on adopted a forecast that showed a need for more capac1ty f?
before the date when the contracts are due to explre.‘ DRA also :

dlsapprQVes of the llquidated damages prov151ons, whlch are not

]
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contingent wpop the CEC dealining to relssue its grant, or limited .
to the amount'of the gr‘ant.1 wp gt gldsitosienin e 1o} aalet [siosqs
-that eyen if DRA is correct wpen ,tt} rques

for the. lnclusion in floor revenues of marqinal cQSts of energy,L“ ey
capacity, transmission, distribution, and custoper charges,“therewl 5
should bé no disallowance... PG4E.argués that the reyenues received
nust be compared to the actual costs incurred Yo, serve. tﬁese‘
customérs on the marq1n dn. order to determine the resqltiqg thﬁﬁf
d1sallowance._ In addition, PGLE has uncovered a bllling error,),v\ .
which, when corrected, will result An the. hospltals belng -
backbilled for services provided in the record period an, amount
which exceeds DRA’s recommended disallowance. R VU T

When these contracts weére. condltlonally approved, the
Conm1551on spec1flcally -stated that they- would ultlmately be )udged_
in light of the regulatory. framework developed in subsequent »
proceedings. . (See Resolutlon E-3017, issued January 28, . 1987 : -
p. 11,) .. In accepting that condition, along with the condltlon thatt
the contracts would be subject to subsequent reasonableness, PG&B b
exp11c1t1y acceéepted the risk of future d1sallowance. ‘The hospltal
agreements fall short of. the qu1del1nes subsequently developed 1n »
D.88- 03:008 in a nunber .of respects. The 15-year contract rate 1s _
too long. - The floor revenues do not 1nclude transm1551on,
distribution and generation capacity costs.' TOU rates were not
required.- However, even if strict adherence to the D.88~ 03_008
guidelines is not required, this contract is unreasonable.x‘

As discussed above, it is unreasonable for any customer
to be provided service at a rate that does not equal or exceed
adopted marglnal cost. Theé 51gn1flcance of PG&E's fallure to
insist that the rates charged to the hospltals cover marglnal 7
capa01ty costs is énhanced by the fact that the rates are not tlme—':
differentiated. A flat rate dves not provide an incentive for offst
peak usé. As such, it may hasten the time when add;tlonal_
generation, transmission, or distribution capacity will be needed.

ERR T}
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In 4dd1€ioh, Pes¥ hab “aYrédd tnat ‘Yhé Nesged167can Yedsive thes o 10>
special rates for an unréasonably long perin ‘of tihe:hithﬁut* o
recégbing any‘éﬁbarbﬁt EEEpensating doncessionsdl  Fimal1y, " the
prudencé of agreditig to high" liquxdatéd damagés 'in thé”eVehtV f 4ol
cancellatioﬁ i ‘hﬁestiénable A8 weYY ST e s s s
‘ ' unts i thé mémOrahdum accoﬁﬁt"th t refléct the””
LIS EIN
S The’ reasonableness of thé liquidatéd damages‘
prov1sioh 9111 ﬁot be addféssed hére, bécaﬁse PG&E has not cend st

of thosé Ancunts’ in this’ proceedan. SR LA BARI
B. Loulslana Pacific NS TEAD Rt e AT

o on December lé iﬁéé;"ﬁcéé’enterédxlnto a five-yéar
CORtTabt with Lounidiana Pacitie: Corpofat1on (LP) for deli#ery of
povwer to LP's 0rov111e, Cal1f6rn1a fac111ty in‘a: flat rate of

the contract began on’ Septembér 1, 1987 Two'and & half cénts ‘of -
this’ ‘rate 'are ‘escalatéd by the Implicit Priée‘Defléted”fOf”grdssF
natlonél product, and ‘thé other two ¢cents’areé asdalated by the gas
rate’ for cogeherat1on servlce, and- monthly b1111ngs ‘aré ad)usted
for power factor, ‘simllar to the E=20 raté. “Béth PG&E and DRA’
agree that cogeneratloﬁ appears to have béen féasibié for Lp.

. The menorandun accéunt for the LP céntract showed a’
cunulative balance wlth 1nterést of $i, 698 469.10 by the end of
Decenber 1988. : e

DRA findg fault with the LP contract for thiree major
reasons. Plrst the contract’s £f1éo6r revenué proV151on doés not-
neet DRA’S ériteria. Secondly, the contract does not require TOU
rates. Flﬁally, the Lp contract is not limited to the ENPO.
Instead LP is ablé to USe spe01al rates for all of its énetqy
requlrenents. :

We agree that the cbntract‘is“hﬁréaSOhable with"
respect to the floor provisions and the lack of TOU rates. A& was
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the casé Wwith'ithé :hospital: agréenénts:that precéded this contract,
the failuYe&: torinolude génération, -transmission/) ahd ‘distribution o3
capacity "Costs “ini ‘thé £1l66x provision eénables LP to obtain:sérvice v
without ‘assurandes that ‘it 'will' ¢ovér:the Gost of providing that --ips
servicéy "Once-‘again;’ by failing toé apply ‘TOU rates, :PGLE énhances: =
the 1iké1ih66d ‘that' LP will ééntribute to future.additional ‘demand .i:
requiréments. " 'Thése ‘failurés are: évén moré troublesome in terms of:i¢
this contract, {bdétausé LP is allowed to apply thé: special «raté tori-v
all of “itsCeéléétrid néeds at thé Orovillé facility,:even whén.those:ri
needs “éxcééd thé thdorétical ‘output of its proposed cogenération o -
facility. By~ allowing thé''specialirates to ‘apply to all ‘LP. o
purchaséé, PGEE créatés i risk that its éther ratepayers wWill. -be " ' ::
providing LP a’discount  for purchases: that weré not-in danger of : . i
loss“dué té bypiss. ~PGLE ‘should not be allowéd to recovér revenue: - :
shortfalls resulting from the inadequate floér provisions. With
respect to the’lack of 16ad 'linit, we will 6rdér PGLE to -
renégotiate this contract €6 that the raté-didcount applies only to-
the amount of-16ad which'woéuld havé bypassed. = A :

’ - A''significéant dispute bétwéén DRA and PG&E relates to -
whether the Othérwide Applicablé Rate (OAR) is a firm or: . -
interruptible ’raté: 'Thé OAR‘is thé rite which is applied to
determine the loss résulting frém the absénéé of an appropriate -
load ‘1imit:. Prior to éntéring inté this agreéemént;: LP receiveéd its -
service at-an intérruptibleé rate. According to PG&E, theré 'is no
doubt that LP would have continued to élect an:interruptibleirate
if it had not énteréd into this coéntract, since it continués to
take it$s servicé undér intérruptible ratés at its other existing. - -
facilitiés.. However, DRA points out that under its special
contract, LP réceives firm sérvice. DRA Argues that it is
irrelevant té consider whéther o6r not LP may have:otherwise
retdined its status as an intérruptible custoner in Oroville.
Instead, DRA asserts that since LP is now récéiving:its péwer: in:
Oroville under firm conditions, it must pay for what it is getting.
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jostthIn its reply-brief, DRA offers.a simple analogy. ;- fA.., o}
store.olerk who '‘each day sélls to a cértain cystomer an apple .for . :
25 cents, negotiates an arrangeéement te.increase révenues. . He. ;U,QFW
agrees with.a custorer. to:sell a-pint of .caviar ¢ach.day for, 30
cents. 7. Of course, -he :receives moré¢ money :from the .customer: vhen
the iboss discovers the arrangémént she, demands to be:;eimbuxggq‘i N
Thé réimbursement should bé based on the value of .cayiar not thé: ...
value ofvappless-:PG&E'sxargument;that5LP;Wa$;reqeivinq‘;j5wjﬁg? »}ﬁ)
intérruptibleée service prior to:the contract is analogous; to.the, , ::.
store. clerk’s arguing that he should be -responsible only for.;héfgs‘
value of apples. -PG&E.acknowledged that. there 1s ‘a cost., P LT
differential between firm and interruptible sérvice. - PG&E should,
therefore, -be booking discounted:revenues to: thé memorandum gqcpuntq;
baséd on- -E-20P firm, and this is the rate which should be used to.. .
calculate its allowance.” »

NENY

I

Resolution of this- contrOVersy is 1mportant for - ‘
deternining the loss suffered by -PG&E under the contract. we:ag;égzn
with DRA that LP should pay for the service it is receiving. PG&E e
argues-that ‘interruptions are unlikely to occur, -so LP would always
continue to buy under the less expensive intérruptible.rate. This
argunent is only conjeécture. -If LP is truly indifferent to the,.
firmness of the service it .received, then PGLE should have .
negotiated the contract providing interruptible sérvice: 1In return, -
for receiving ‘firm service, LP must be willing to pay more.

C. USS Poscoé Industries: _

PGLE’s contract with USS Posco Industrles (Posco) steel
mill, filed with the Commission in February-of 1987, extends for
five years and provides discounted TOU rates for a portion of the
custoner’s load approximately egual to that which would have been
served by the deférred cogeneration facility (47 MW). -Thé TOU.
rates were the result of a condition placed on initial approval of
the contract by this Commission.
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aPgues that ‘the ¢SRE2A8t 14V UArdddonani ¢ pdesbrd thaio®
£1068" revenue prov{sionﬂdoesrﬁot{aésﬁpe HebbGlry df hArgipaati i fuoes
capacity costs. Howevéé DRA does'not recommend\an§’disaiioﬁan‘"” :
in this procéeding, because thé contract "had Pdshitdain g positive
contribution to margin during 1988.l Instéad “DRA” sﬁggests that the
full, long-run mafginal cOSt 'of ‘Setiicd betricked for Ene’ i ¢
remainder ‘Of contract lifé and ‘that disallowances bé assessed in’

the unexpected event that reVendes fall short 8 that'lévéry’ ot

i o

“Fog all the réasons’ dlscussed abové “ud agtéé with DRAV ™
that the absence of protectionkin'the contract‘s ti66r provisioh £
cover generatlon, transmlssion, and dlstrlbutlon capac1ty ‘codsts’ is i”
unreasonable." PG&B should not bé aliéwed’ recovéry tor any future
shortfalll resultlng from thé 1nadequate floor revénue prOV1sion. &

D. Arco "

Arco inténded to build cogenération facilitids it efi
product1on fac111tles 1n Fa1rf1eld ( 713 MW) and North Coles LeVy
(2. 8325 MW). Instead Arco 31gned a spe01al electrlc raté agreement
with PG&E.‘ The negot1ated rates are time> dlfferentlated. ‘The
rates escalate accordlng to changes in natural gas transport and‘
commodlty pricés, 1nf1at10n, denand, standby, And custorer charges"‘
in PG&E‘s otherwlse appllcable tarlff and PGLE’S pubilshed prices
for 861 energy. The contract prOV1des firm service to thé two
fa0111t1es for ten years, but (as of November 1989) the contréct
can be cancelled upon one year‘s notlce. The floor rate doés not
include’ capac1ty costs.

While acknowledglng that the ten—year contract léngth is
not ob]ectlonable in llght of the one year's ‘notice cancellation
provision, DRA objects to the absence of capacity costs in the
floor prov151on and recommnends that the agreement be found
unreasonable. At a mlnlmum, DRA proposes; the agreement as 1t
relates to the larger fac111ty (North Coles) ‘should be cancelled
unless a ratemaklng approach 1s adopted that’ adequateiy protects
ratepayers from future losses. The floor was invoKed for the North
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Coles PXoject during the revigw period, DRA re cm?{s thpt the
resulting,ﬁe?,503 shortfall be . disallowedg 2 PRA oes not recoumendl

[ b
a disallowance, related to the Fairfield (@Cilit¥1 o

.»,;,\,

witiz

PG&E argues that there should be no disallowance for the Arco y
contract, 1n any event. The company asserts that two factors_hj,i

combine to, e11m1nate the d1sallowance._ F1rst, 1f actual marglnal

forecasted SOl energy prlces, PG&E c1a1ms that DRA's recommended L
d1sallowance could drop by $74 771 to $14 733.‘ éecond, PG&E argues ;
that sance the two Arco. fac111t1es are served under a srngle o
agreement the ,CTM of the two fac111t1es should be added together.:tl
According to the company, 1f the CTM of the two prOJects was |
con51dered together, DRA’s dlsallowance,would he.reduced by )
$20,585. ‘

i DRA’s response to PG&E's suggestlon that the effects of .
the two fa0111t1es be comb1ned 1s persuasnle._ Although the two . - .

fa0111t1es are served under one contract, the contract establlshes
two, 1ndependent floor prOV1s1ons whlch do not allow losses at one B
site to be offset by marg1n at the other.: The CTM analyses are
done 1ndependent1y. The 51tes are bllled on dlfferent accounts.; )
We agree. with DRA that costs resultlng from the fallure to 1nclude :
capaclty costs 1n the floor revenues should be dlsallowed and that ;
it is approprlate to calculate the dlsallowances 1ndependent1y.,‘

KWe have ad)usted DRA‘’s proposed dlsallowance by '
substltutlng adopted marqlnal energy costs for the SO1 energy :
costs._,_

E. Unocal , o
_ The contract between PG&E and Unocal flrst offered to L
the Comm1551on for approval on June 28 1988, prov1des the custoner
with a dlscounted rate for all of 1ts serv1ce needs at 1ts Arroyo
Grande(51te, for a perlod of five years.' DRA recommends that the
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commission find this.contract :xéasonablé, déspite the fack that it
contains no load limfgl_\ﬁﬁﬂff{ndé thae gﬁe f166f pfé?iéién in this
contract is adequate.\ The £1oor is. defineq to. equal full ‘long-run
marginal cost,’ Althoudh théfé is LN ;bad lzmitp'thé ogéhe;ation
plant that is deferred: ‘conld have génerated up to. 74395 MW, It
there had been a; load 1{ it iﬁciuded in thé® contract. it logically
would have been set “at that level, | According Xo. DRA, ﬁnocal'

consunption geﬂerally is below this leVela- Sincé it is Unlikely

contract than it could héve genefated 1n the deféfred coééneration
facility, we agree with:DRA-that' the: lack of ‘a load 11m1t does not
make this agreement unreasonable, ' $ifdé in otheérf Kéy réspécts the
contract mirrérs our adopted gu1de11nes, the contract 1s
reasonables ... - : ;

F. Shell Manufacturing Complex : .

»>~ + In -Juné of ‘1988, PG&E also asked the Commission for:
approval of a contract with the Shell 0il company (Shell). -PG&E
agreed to provide all service to Shell’s Martinez Manufacturing ... -
compléx for fiveé years at:a discounted rate: The rate mirrors the .
E-20 rate:in format -- it includes TOU rates, demand charges, and a
nonthly custorner charge. Shell qualifies for transmission voltage
service at théir Martinez substation. 1In addition; Shéll has.. .,
executed’an operation, maintenancé, and construction agreement with
PG&E regarding the substation. The floor_revenue,provision,covers".
full long-run marginal cost plus $0.005 per kWh, and therefore
ensures ‘that Shell will cover the cost of sérvice,

-As was true with the Unocal contract, DRA recommends that
this céntract bée found reasonablé, even though it does not contain
a load limit.. According to PG&E, the deferred cogéneration project
would have béén capable of generating 49.025 MW. In thé prepared
testimony of Meri Hanson (Exhibit 61 at p. 33) DRA comments as
follows!

"The Decision conditionally approving theée Shell
agreement claims that ’...the negotiated rate
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31 Jodappries Up ctg thé awdunt:shél) Would have dt bail moiazci. o

S i réceived . ermlthé pypa$s f ti s, 70 ol et =1
HoweVQr, “the NPO §g§% § ““‘1€j[ s
AL ?e ﬁe?otiated rété aotually appl es '...tc all:
noton elegtrlio, enéxrgy purchas by ell Y . use at .
the shell Martineéz Hanu%q Tns } f§1 g. T
‘- Acthal 'usagé at thé: faoility: was i?6 MW in m=f>
»:,Septenber  0f 1988, and 72 ;MW.in Décembér of = .
. .1988, ‘It may be of concérn that incred ing“ o
usagé at thé facility, ‘combined with thefﬂ* o d averd
- .« possibility. for that usage to b¢ _subject Yo a_.. .
; ”dlscounted rate, may result in 16sses féé PGLE: .
‘Howevéry-itVis ‘6lear from other aspects:of the-
c.contract.that, PG&LE negotlated an_agreement ..
which contributes 31gn1f10ant margin, and sé
“Tthe 'lackUof ‘as1éad limitiis-balancédiout by ::

s . .corresponding benefits;from the contract. o

acturln

DRA found that, thus fa¥, the négotiated rate has- equalled or.

surpassed the otherwise applicable rate and that the contract is..:. -

likely to never generate any discount. At the time ‘of IPG&RBR’S 1.}
filing in this précéeding, thé memorandum accoéunt balance was zero.

Becausé this éontractiis not-likély to provide a discount fron the : .-

otherwisé applicable ratés, ‘it 1§ ¢lear that PGLE has ébtained
othé¥ valuablé c¢oncessions that cémpensate for the failure to
requlfe a‘linit to theé load fér which the: spéc1a1 rate app11es.a

This ¢ont¥act " is clearly réasonable. S - R SR I
G. Chevron Réefinery: : I

PGLE ‘signéd a five-year contract with Chévron in-1liéu of .
the 6il company’s'completion of what PG4E déscribes as a 99 MW-

cogeneration facility at its Richmond Refinery.’ The contract was. : - .

submitted to the Commission for preliminary approval in Décembeéer

1987. Thé contract provides a discounted rate for all service to
the réfinéry (theré is no limit to the load for which the special - -
ratés are applicable):.  According to DRA, the contract rate is -
based 6n thé cost:of service from a 89.355 MW gas cogeneration:

1 D.88-08-058, p. 3..
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unit,” ana 18 structure similarlyfto thtihwzo Ariee} Withid a0
monthly charge, demahd charges,’%hd ToU chargési[\Ee ite h ey §:hé>‘1
contract is providéd at’ primary service'voltage. ‘HoweVer, Pb&ﬁ“[
uses trhnsmlssion voltagé marginal costs plhs an ‘adde¥’ of

$0. 00?92[kﬁh for the purpose o{rcalCulating the floor charges.

f\I =

‘i

1
h
1eged
¥

ati

n, transm d8io

and customer costs,' L A

V_' %}éﬁéhl§s1on voltage customers recelve power that ‘has ot °
been'transformed for dlstrlbutlon. In order to ﬁse power rece1Ved ‘
at transm1551on voltages,_a customer needs ekpen51Ve proce551ng ”
equlpment. Apparently, prior to 51gn1ng this contract, Chevron was'
prepared to purchase the PGL4E substation that is dedicatéd to '
prov1d1ng power to the Richnond reflnery and shift its’ purchases
from prlmary voltage to transmission voltage. However, CheVron has
not purchased the substatlon and contlnues to buy power at prlmary’
voltage.' The use of transm1581on VOltage assunptlons becones
31gn1f1cant because transm1551on voltage serv1ce costs léss and thé
resultlng rates ‘are lower than prlmary voltage rates. A floor o
revenue fornula based on an assumptlon that PG&E only faces
transn1551on voltage costs prov1des léss protectlon than &
calculatlon based on prlmary voltage assumptlons. Slm1lar1y, if
the otherwise appllcable rate is a prlmary ‘service rate then
ratepayers stand to lose more in the absence of a meanlngful 16ad
limit than they would if transm1551on servicé ratés would otherwlse"

applyf

1{

;' 17

In the proceedlng in which PG&E sought pre11m1nary
approval for thlS pro;ect, DRA conceded to the use of transm1551on
service costs for the determlnatlon of the adequacy of the floor
revenue prov151on. At the same tlme, DRA argued that, if the:
contract had included a reasonable 1o6ad 11m1t the usage beyond the
expected net output of the deferred cogéneration facility would
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have been bi}}ed at the primary. sér{ice rate, Thereforé, DRA has .

X, LAY Jjoany o Dite ey
used, the pyimary, service rate to calcu ate)%t , 81 9°5Fedvvaa,-qqagh;
disallowance stemming from thé absence of> a lo d{liplt.\l T
PG&B argues that, since Chevron appéared ready to buy i

Yoo ra g R

substation, prlor to 51gning thjs special contract, its otherw\se G.0e
IR T AN}
applicable rate vould have been the transmisslon service rate, «DR@,,.

SR )

appropriately responds that PG&E uould have receaved suhsﬁantlal -
DRA

cr1t1c12es PG&E for argu1ng that a transm1551on rate should be used
to calculate otherw1se appllcable revenues, whlle falllng to count o
the revenues that would have comne, from the sale of the substatlon. o
This cr1t1c1sm 1s well placed.‘ 1t 1s illoglcal to assume customer T
ownershlp of a substatlon w1thout assumlng that the sale would -
produce revenues.; It is not surpr151ng, 1n laght of the fact that
the spec1al contract allows Chevron to meet all of 1ts energy needs s
with prlnary serv1ce, that chevron has not followed through on 1ts ‘
reported plans to buy the substatlon. It 1s 1lloglca1 to assune o
that t'ransmlssron rates should apply when the customer has 1n the 7 .
past ‘and now contlnues, to receive its electr101ty under prlmary
service condltlons. PG&E has not persua51vely demonstrated ‘the
reasonableness of assunlng transm1551on rates in calculatlng floor o
revenues. However, ‘DRA has agreed w1th thls assumptlon.‘ Whlle we ;‘
are not prepared to pass the resultlng undercollectlon through in
rates as reasonable, se will hold off on dlsallow1ng any costs ,
related to floor revenues until partles can expand on the1r
p051t1ons in. the next reasonablenéss réeview.

Durlng the course of this proceeding, Chevron announced
that it 1s proceedlng with a flexicoker prOJect whlch will renmove
the nece551ty for the orlglnally planned cogeneratlon pro)ect.
Because the coqenerat1on prOJect is no longer a vlable optlon, PG&E a
exercised 1ts dlscretlon to cancel the spec1a1 contract. As a _
result, electrlc service durlng the last 16—month perlod that would

have been covered by“the contract will 1nstead be b111ed at

Tkion
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tariffed” iaté“’““wﬁ:' avgues  that the 2oUtract eahcsl1atiéh makes
the  PadRita e the' 6ntréct look ’éke‘ébé‘iﬁél?‘“fb‘ét‘t‘éi‘:'. ’In‘fits byief i
PG&E a'{'&ﬁéi Al S Y Ctencptdoes Dedoge o) Pocioeses ey Tl G107
PErEwiine écceierate thé higher2prided iindex ¢ 7 fvongrat
o péribd{forwar@ in time; réduce theldiscount Yo cirt el fagan

. .per nd permit the collection of tariff
"'rétég frbh‘ig b

T EY S

95° through 1994 fnsteda’of thatlo »if aniioy
i1 cogen:CTM since: the. fleX1coker will not.be :.: Dl s
_built untid 1995. Thése chang increased the L
" “¢cbntract' CTM by ovéer $19 mililon’ compdréd toh i i
{+i . the- cogen CTM.w.:!If,DRA’s; analysis.in Ex, 91..
. had included tariff rate CTM for 1992 (whlch
 aré higher than the contiract ratds))’and used '~
- thé cogeén-CTM- for: 1992 .found in,the. or1g1na1 !
_Table 7 in Ex, 61, even DRA’s contract 11fet1ne‘
CTM would be higher than thé Cbgen CTH under den
‘any  scehario.,” - S AR

DRA answWers that it has résponded to' the cahcellation bj e
revising its CTM analysis to reflect the shortéhed téerm’ of'thé’’ '
contract. DRA argues that its analysis is consistent in
quantifying only thé' bénefits and costs’ durlnq the term of PGLE’s
contracts, and that 1nclud1ng in its analy51s the calculation of
nargln durlng the 16 months aftér the contract explres would only
affect the relative margln if it were assumed that the margin’ Under"
the the cogenefatlon sc¢énario shoéuld be unaffectéed by the new - a
information. DRA p01nts out that Chevron’s decision to build the : -
flexicoker leaves opén thé questlon of what wolld haVe happened if
PG&E had falled to negotlate an agreément with' Chevron. In its
reply brief, DRA argues: - g '

7It 'is unclear whethér Chévron would haVe built
~ . the orlglnally—planned cogeneration facility or

_stayed on tariff rates and pursued the
flexic¢oker prOJect instéad. Furtherroré, any
addltlonal margin attributable to PG&E’s
de0131on to cancél the Chevron agreenent only

- préoves that the dé0151on to ¢ancel was-

. reasonable..: It:is not material to the question
of whether PGLE was reasonable 1n its
negotlatlon of the contréct.
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20dr: Xb:i8(PUXg . conjecture and jrrelévant to suggest,that ;. .,
Chevren may;have stayéd on; Fariff,¥ates,and pursyed, the, flexicoker
if it had not réceived the special contract. VYet, it is equally ...
inappropriate to use the. higher, révenues that may be received after
cancéllation of thé cOntract in:ans effort to prove: thatrthe terms
within the contract are reasonable. It 1s reasdnable to}cancel a
special contract vhen bypass is! no longer llkeIYs‘tHowever; that
cancellation does nothing to, overcome the risk of losses resultxng
fron the absencé of: 16ad limlt An: the contractst I thevspecxal
rate had beéeeén 11m1ted to the cogeneratlon output iN‘ﬁas.%e%igned to
avoid, then the otherwise appl1cable tarlffs Would: have béen
assessed agalnst the remalnlng usage and the rlsk of rebenhe
shortfall would have been avoided. As it affects: the load limit
problem, the cancellatlon of the contract does. nothlng more than
mitigate theé risk of revenue loss.

»V._aCalculation‘of théADisallowance

L The calculatlon of the dlsallowance 1s based on the ‘
f0110w1ng assumptlon.- We agrée wlth DRA’s recommendatlon that the
disallowance should be set where the CTM balance at the end of the .
year was negat1ve.._,= |

- Further, - we have recalculated the dlsallowance to reflect
our conclu51on that adopted marginal energy costs should be’used 1n
lieu of SO1 energy costs. These costs are based .on us1ng marglnal
energy costs exclusively from D.86-12-091 (A.86- 04 012), Appendix
C-1. The narginal énergy costs found in D.88-12- -100 (A‘BB -04-020),
Appendix C, were not used in rate de51gn prlor to January 1, 1989,
In addltlon, we have added to the d1sallowance figures

the interest necessary. to brlng nomlnal dollars up to current
value., Intérest was calculated USlng the . 3-month COmmerc1a1 Paper
rate for October 1990 ‘found in Federal Reserve stat1st1cal Release
G.13, which is the publication used for updat1ng the ERAM and ECAC
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account balances, as outlined in PG&E’s Preliminary Statement,
Section B{6) (1) and Section D(6)(f).

Al) amounts to bé disallowed are réflected in the
following tablé. Theé'figures shown: in.this.table are exemplary of
the costs found unreaSonabie ¥nd aisil1owsd?? "PoLE shall file an
updated table with CACD that reflects the conténts of this deéecision
and serve the updated table on all the parties to this proceeding.
aftér review by CACD, the amounts:-shown in the updated table will
bé disallowed in the form of“f‘éd f{on of the Electric Revenue
Adjustment Meéchanism revenueés otherwisé being allocated to rates in
conjunction with PG&E’s next rate adjustnent.

[ERAES

Ber e~ :
[N

{ndfronol i Eiy
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PG&E SPECIAL . CONTRACT - DISALLOHANCES £ Latded vaivol ol
(thn Interest Thrq Oqtober ;990)

Vil Dot oo ol

¥ Pal UdAD Arine afdat o oty

B ‘ o e ofdal? Doadfrbapr add oviias iuin

pida11dwance = ! A evoonr b

SR Dué touwon orfd (004D rd wobvat radttA
n dequate . oL .

! T SVEOYE 2y gii Lnnl 31 23!

Fléor septleaeh o

co (8o zaviavar olacdanll s cdsuiha

Mills Hospital ] oo el o dnifha v Faor daeny AYAIC D i n innifi o
Kills Hospital 5,285

Peninsula Hospital
Peninsula Hospital 39,968

Sequ01a Hospital
Sequoia Hospital 31,737

Loulslana -Pacific ‘ 11,670
Louisiana-Pacific

ARCO-Coles 1,162
ARCO-Coles 134,167

GRARD TOTAL 223,989

Figures shown above arée exemplary in nature for purposes of this
decision.

Figures shown above include 1nterest using the 3-month Commerc1a1
Paper rate for October 1990 found in Federal Reservé Statistical
Release G.13, which is the publication used for updating the ERAM
account balance.
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o Y;} ‘statgs of the Contracts Afte; This_ Review,

To2 I A S SV U] icjeftr o 7L w6l

qaad o £ e2noisivowg Jdosidnen sfdacosz h"li "I«H{ o7 Jw[hs"z
r

to 93% hag,recomnpded that PGLE be, re to &rack the,

iiele

longrrun marginal cest, for service up to the ENPO leveis at th

Yool G oiow i RIS O

hospitals, LP,iPOSCO, both ARCO. s1tes{land Chevron and recover in o

IS S SR n., i

the future only dlSCOuntéd revenues above a_ reasonabie fioor”
réyenue, leyel, PG?E would not be allowed to collect shortfal

'1! . ] ‘!j

resultlng from sales above ENPO. In'addltion, DRA argues that' PG&

H

—
il

,""Lz"- R}

TR

should be ordered to give notlce of cancellat1on under the‘ternslgfrl
the hospltals and ARCO, agreements, and to glve notice that the Lp,
UPI, and Chevron agreements wlll not be renewed 1n thelr present_:pﬂ
forms, in order to m1n1m1ze losses to other ratepayers. Issues =
concerning the future status of the Chevron contract wonld appear o
to be moot due. to 1ts cancellatlon., .

We agree that PGSLE should not be allowed future rate
recovery for portlons of the contracts that have been found to be
unreasonable. However, we will not requ1re PG&E to exer01se 1ts
cancellatlon optlons.\ To do so would be to act 1n dlsregard for
the qood faith efforts of the customers 1nvolved in these:
contracts. The testlmony of Gibson exposed us to the pllght of the
hospltals whlch were on the verge of developlng thelr cogeneratlon
prOJects hhen approached by PGLE about the spec1a1 contract option.
To be certaln,_the hospltal representatlves were tough negotlators"
and struck a favorable deal.{ Whlle they should be expected to bear
the risk of the bu51ness dec151on that drove then to forgo the _
cogeneration optlon and sign spec1a1 contracts, these partles are
not necessarlly knowledgeable players in the utility regulatory
sphere. 1t 1s llkely that other spec1a1 contracts customers are
relative strangers to rate regulat1on as well. On the other hand,
it is fair to assune that PG&E was involved in the negotlatlons as
a knowledgeable player.
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whilée lt“is‘Sﬁprgpriatéjto’%iac Thole 2t elik £6F tts
failure to insist on reasonable contract provisions, we must keep
in min& that there iéé'ﬁ disputing Tehé 11%211R33a that a1 of
these customers were on the'vérge of’ sei}-ge%erating. PG&E ‘shd ﬁld’“f
attempt to ne otlate contract ravidiond that Whmd’ bring the?’ o ranod
contractsAin‘lgne with the stanéarés élscussed‘ln tﬁis\&&aeﬁf”’“‘ i
Falllnéltofdopso,
ai salloﬁance;.lt should eXerclse its cancellatlon optio :
Findi ')s éf Fact TR ey D S A SR SRR AT TR TNRAS SRS ST T o

‘411.: As early asquo§ember 17, 1986, PELE béghn Uhtering into 2itd
agreements w{th large eiectrlc customers,'offériné tReh 1owey w7
electrlc rates 1n exchange for‘a nrom1se not to generate their own R
electrlcity. ' T TE R eien

2.' Each of these speclal contracts was subnitted to the T
Comm1551on for prlor approVal. - ' CRA
“3. Each contract was approved sub]ect to reasonableness )
rev1ew at a later tlme. C e
4. In D 86-03- 008 the Comm1ss1on ‘issued guidellnes whlch
1f met, would assure the approval of a spec1al contract in responsé
to an EAD appllcatlon. S
* 5. The COnm1551on directed’ PGEE to keep account’ of" revenue
lost dué to the contracts pendlng\reasonableness determlnatlon.

' 6.' In D 89 05-067 (SLgned Hay 26, 1989), we ‘Srdered’ that the‘
reasonableness of spe01a1 contracts bé addressed 1n the S
reasonableness phase of each electr1c ut111ty s anndal ECAC
proceedlng._ ) N o

7. Because of the tlmlng of thelr 1ssuance,'on1y the Unocal
and Shell agreements were 1n1t1ally neasured agalnst the
D, 88 .03~ 008 guldellnes.

8. PG&E argueés that it would not be fair to use 1988
standards to assess the utility’s conduct in formulat1ng spec1a1

contracts in 1986 and 1987.
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Ipo vy

0. 'DRA “a¥gudd 'tRat "BEdaudE? acédrate TorGitern Fordélstind of
capaoity REEJK“ §'di£f Eult “16fg=térn éontraétsnaﬂg'riéky £6Y the' v
utility and its Eatéﬁ‘yéﬁ DRA qdestiod' the fédsbﬁableness of”[ i d
contracts that eﬁéeéd'f{Jé Yéafs{‘Egi’ SRR A <

”"163; bG&E appeafs to afgué that this ‘stdfdardd s *“7351*’“2 i

inappfopriaté, at Yeast” f6r ‘thé éarliest agreeméntsi(ﬁhich Wappen '

to have Béen 1s contracts) bethagd’ they ‘werd the first’cbntfaéts‘éfT”

their type to have been negotiated ang’ bécause“'aCCOrdlng to PG&E,

utility and staff forecastefs at’ the tlme wéfe predictlng éxcess

capacity for at 1&ast’téh years.f s er el el BToosdn s
11. DRA argues that, since the' pﬁrpbse of 'the’ spéc f“rété”i‘“

offering is o~ av01d prass, the special raté "dhouid" only apply to

the portlon of thé custoner s 16ad ‘that “is"at’ rlsk ‘of bypass. ' i
12.‘ DRA argues that dlscounting rnore of the cdstomef's 1éaa

nay result 1n g1v1ng nore of & dlscount than necessary to keep the e

customer on 11ne. ’ ' : oo -

2
]
it

13, PE&E respbnds that if the discount rate appilés'td alivof
the customer’ s requlrements, other ratepayers may stand to bérefit. ”
If 1oad subsequently grows, the effect1Ve dlscount ‘'will be ‘greater
than it would be if ‘the spec1a1 rate éonly’ appliéd té thé ENPO. But: -
if load dlnlnlshes, thé éffectivé discount may bé lower than it
would be if the special rate was 11m1ted to the ENPO. '

14. A dlscount that applles to all customer USage creates‘
greater rlsk of revenue loss. :

15.
spe01a1 contracts in EAD app11cat10ns, the Cémm1551on ¢oncluded
that, in order to recéive expedlted apprOVal, a ‘contract should® -
include a floor prlce d951gned to assure that the ut111ty recovers
from the customers no less than the lowést prlce p0351b1e ‘that doés
not disadvantage other ratepayers in either the shért or 1léng run.

16. DRA argues that these floor paynent requlrements shoulad
be applled to determlne the reasonableness of the contracts béfore
us in thls proceedlng ‘
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énergy, cost portion of the f “porJiereqqes becaus the S0l price
includes . all components of the.avoided cost _of CENEEIY L s Ty
18. PG&E argues that the enerqy cost derived in this manner

deizo

is inapplicable to special contract pricing because its calculation
assumes . the need,for over._ 1, 000 Hw of additional enerqy (the I?X?l;”;
of Varlably prlced QF production) although the special contracts at
issue here _represent, only 207 HW.B b o s i v 0F vl o
19.. PG&E ;argues that the energy component of .a peclal )
contract should be found reasonable so long as, 1t reflects the

"actual” energy cost. faced by the ut111ty.

r’;sw

JiE v,

:qu. What PG&E refers to as "actual" marglnal energy cost
includes only the commodlty portlon of the gas tarlff. . ,

.21, To accurately use natural gas costs to represent the ‘
energy cost of electrlc serv1ce, the calculatlon nust 1nclude gas o
comnodlty costs, transportatlon costs, incremental gas denand , |
charges, marglnal operatlon and malntenance costs, 1ncrenent to

cash . worklng capltal and .an. adjustment to reflect losses.

» 22.1 Whlle PGLE should haVe been eXpected to only 51gn spe01a1
contracts . that .cover- the full range of. the customer s marglnal .
enerqgy costs, the. 501 rate was not the only reasonable guldance
available. , _ C

23.. The adopted marglnal cost was developed to gulde the
ratesetting process and formed the conmonly accepted ba51s for f
measuring the; cost of serV1ng addltlonal customers.!uuw_ ,

24. DRA proposes that the av01ded cost of generatlon capacrty
be V1ewed .as a cost of serv1ce under spec1al contracts.‘

25. PGLE asserts that there 31mply cannot be any capa01ty
costs that would be. appllcable to these spec1al contracts._

26. .DRA. would have us requlre that the generatlon capa01ty
cost conponent of QF payments be factored 1nto the floor prlce for
these contracts.

27. PG&E argues that, when these contracts were negotlated,
PGLE, the Comnission, DRA, the CEC, and the Legislature all
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predicted.thating, new capaoitywoulg.-..pe_;nqsdgd during the time

frame Qf..theése;contracts, ., it Yo 2vasdda @l Ladron AT w‘lJ;g;tu
28, PG&E states that, sin c¢ the, contracts gere signed, At has

when newtresqurces are f1na11y needed, the special contractgng}}J:

[
be cancelled; aud the, custqmers w111 bypass the system. yiaei beli o

LD
neqot 1ated ’ .,t;h.ero'. yas no. !Jnan,.lm 1!:)! : at_r.l9!.19; f?orsce:s;gl;__sj apslf,;t!;,gz} é??.n e
PGLE claimed:in:at.least one proceeding.that it would face a
capacity shortage during the relevant perfcd.' ; ;-dt-
;30 - .DRA.rejécts the notion- that. 1nd1v1dua1 custoners, should
be exoused from paying capacity:costs 51mp1y because the1r oy

BRI SV I 4

contributions to the system demand.cannot: be. dlrectly llnked wlth
the need to add new capacity. & . c

31. DRA argues that costs related to neyw capac1ty are always
greater:than zero;}: add1t10na1 avallable capacity always. has some
value: because it improves the rellab111ty of the ex1st1ng supply.
there are always planning activities in progress w1th1n the ut111ty
that- relate. to. future additions to generatlng capa01ty.,

- +32., It is-only the extent to which average cost exeeeds L

marginal cost that there is room to bargain Hlth customers who are
capable of self-generating. .

L] Tral _\'.:.“‘

33. We have long recognlzed that every customer contrlbutes
to the need for generating capa01ty._> . .

34. It is fundamental that the marglnal cost of capa01ty be
reflected in each unit of derand, from the first to the last.

35. If a custoner is induced to stay on the systen by the
offering of a special contract, it continues to contribute to the
long-tern growth in the demand for generating capa01ty.7 :

36. There is substantial reason to expect that. special .
contract customers may remain.on-line after thelr contracts explre.

37. Just as each custonrer should pay. its share cf_generatron{
capacity costs, it should pay its share of T&D ahd‘cuetpmer costs,
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383 " Rach  clid€onbr 78 pRésarice (oR- thé‘systém‘ééntfiﬁﬁﬁés*té”iﬁé‘q
utility's T&D costs., Its share of those costs’ ‘dbés hot““é“awé? Tl
simﬁly ‘hechiss’ the custémbr’ signs spéblartedntractis vi Lou

ie3d PopraYARgues that!41) reédéondble spetialiéontracts Y
contd A TOU RALES "and  peak- demand’%ﬁ%fgééfbéc&uéé théy éneourage il
high load factors '4hd rédics tné ichst ‘ot ‘providing ‘dervicer! T

40. “Thé £1r3t féur ‘éontractd signéd by PSSE’did ot Use. 1oU
ratés.” For’ a11'subséquent‘éohtféété;}tﬁé‘Cémhiséién‘féf&sea‘té‘ffﬁ‘ﬂ
provide even’ prellminary apﬁrobal for' céntracts that> lackéd TOD> i
Prov151ons. e T T T R LI

'S CO PG&E écknéwiedges that =POU rates méy have béen’ de31rab1e
in retrospect " but argﬁeé that thé abséncéiof TOU. rates albné s
should hot résult in & tinding of unreasonableénessi” A

42, 1t is approprlate to utilize t1me-d1fféfentlated ratés
when' settlng rates for 1arge customers. *

‘43,7 A éustomer will" generally prefer: to purchase’ from the:
ut111ty if thé cost of seif genefétlon is' no lower than thé cost of -
utlilty servicé. STt o : i , ' :

44, It would be unréasbnablé for the’ utlllty to offer service:
at a rate lower than the cost of self- generatlon in the absence of
overrldlng circumstances. ‘ ) e S B

45. A contract that does not provide ‘a preferable ‘CTM is not.
in the best interest of ratépayers. - © - ’ '

46. On November 17, 1986, PGLE entéréd into separate -
agreenents with three members of the Hospital Consortium of San
Mateo County: Mills Hospital in San Mateo, Peninsula Hospital in -
Burlingahe,’ and Séqidia Hospital in Rédwood City. ' -

'47. On Decehber 12, 1986, PG4E entéred into a five-year
contract wlth LP for deliVery of power to LP’s Oroville, cCalifornia
facility in a flat rate of “approximately ‘4.5 ‘éents per kwh.

_48. The faiilure to includé genératlén, transmission; and -
distribution capacity costs in’'the floor provision énablés LP to
obtain service without assurancés- that it will cover the cost of:
providing that service. By failing to apply TOU rates, PGLE

.b




A.89-04-00) COM/SWH/tL # SOFNMHEE\YOD)  [G0-20-08. 4

TN L

enhances ‘the *Yikelihood «that LP will-contribute to: futuxglﬂ oI oanivian
additiona) demand regquirements. Lodnt Basauas-ih
49.<'By ‘allowing the speocial.rates to .apply.to . all LP, ..
purchases, PG&E creatés a risk that its otheér rateépayérs will be
providing iLP a‘discount for:purchases that were not in. danger of.
loss due:to. bypassi'i oafn b cogea s F o antwiod3o it onad
Y1500 If. LP is: truly indifferent to: the flrmness of the service :
it réceived, then PGLE. should have negotiated . the contract ..,;., .; ..:
providing ‘interruptible service...-In-réturn for req@iving;fier;
service,  LP 'must-be willing to:pay mOreé: :oivoi o sV on fia o
‘51, '  PG4B’s contragt with Posco.steel nill, . filed with; the e
Commission in Fébruary. of 1987 éxtequ.foriflve years and provides.. .
discounted TOU rates for a portion of the customer’s load )
appréximately équal to that which would have been served by the .
deferréd cogeénération facility (47 MW). - B U I A e S SR

52:. - DRA argues that the contract is- unreasonable because the.,
floor revenue provision does not assure recovery of marglnaljﬁ_ coe s
capacity coésts.: However, DRA does not recomnend-any: disallowance
in this proceeding, because the contract has resulted in a:positive
contribution to margin during 1988. o g

*63.° Arco intended to build cogeneration fac111t1es at 011
production facilitieés in Fairfield (.713 MW) and North Coles Levy
(2.825 MW). 1Instead, Arco signed a special electric rateﬂagreement;.
with PG&E. o : : o g - _ .

54. The contract between PGLE and Unocal,.first offered to, .. .
the Cornission: for approval on Juné 28, 1988, provides the;customef
with a discounted rate for all of its service needs at its Arroyo. .
Grande site, for a period of five years.

f \\‘_"\_

55. The floor provision in the Unocal contract is adequate.

56. Since it is unlikely .that Unocal will consumé rore . ....
electricity during the life of this contract:than.it,could‘have:f '
generated in the deferred cogeneration facility, the lack of a load
limit doés not make this agreement unreasonable. S

57. In June of 1988, PGLE also asked the. Comm1ss1on for
approval of a contract with Shell. PG&4E agreed to provide all

H

- 43 -
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service to Shell’s MartiheZ Manufacturing Complex.for.-five.years.at: o
a discounteéd rate. 2dnantiuray Baroash {saoi fibhba
58, DRA' re¢commends that thxs contract be found.reasonable,
even though'it dées rot ¢ontain @ load limite coseovn S0oi (o

59, ‘Bécause this contract is notlikely to:provide a. discounteu
fron the otherwise applicable rates, it is clear that:PG&E hasui o 1
obtained ‘other valuablé ‘Goncéessions:that compensate: for the failure
to require a 1limit to6.thé load-for whichithe special:rate applies: i

60. " PGLE ‘signed acfive-yeéar: contract with Chevron-in-:lieviof. ..,
the oil company’s completion of what.PG4E describes. as. a 99 MW~-iv -
cogeneratién ‘faéility at ‘its Richmond Refinery: .The contract was
subnittead: t6 the Comm1ss1on for: prelimlnary approval .in Déceémber :
1987. ot oo

61 Service undér'the'éoﬁtractfié’prdvided-at primary‘servica5.
voltage. However, PG&E uses trahgmissioﬁ’vbltage"marginal-costs
plus an adder of $0. 00292/kWh for the purposé of calculating the
floor charges.A S o : S o
62, - Transnission voltage custoneérs réceive power. that has not.
been transforméd for distribution. - .~ . - o . .

63. Apparently, prior to the signing this:contract, Chevron:
was préparéd to purchase thé PGSE substation that: is-dedicated to
providing powér té theé Richmond refinéry and shift its purchases
fréon primary voltagé to transmission:voltage. - : R

64. Chevron has not purchased the substation and contlnues to
buy power at primary voltage: : S

65: A floor révéenue formula based on an assunmption that PG&E
only facés transmission voltage costs provides less protection than -
a calculation based on primary voltage assumptions. ,

-66. It 18 illogical to assume that transmission rates should
apply whén the customer has in the past; and now continues, to.
receive its electricity under primary service conditions. .

67. During the course of this proceeding, Chevron announced
that it is proceeding with a flexicoker project which will remove
the necessity for thé originally planned cogeneration project.
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Because.the cégéneration project-is-no:longér a wviahle option, (PG4E
exerdised its diséretion-to cancel theé.speécial contraot.i-nipvaa [

68. DRA has recommended:that:PG&E-beé-required to: track the,;
long-run marginal.costfor seérvice up.to .the-ENPO lévels:at the
hospitals;LP;~Postojibdbth ARCO siteés,-and Chéevron andiregover in:q i
the future only discounted révenués above .a reasonable floor::i:yi o
revenue "levelstas of vt i Po L lds e s fh{ron 31 L@

69. 1In-addition, 'DRA argues-that PG&E shouldibé ordered;to; -
give notice of cancellation under the terms of the hospitalsrand,i..
ARCO agreériénts,and:to:givé notice:that the LP, :Posco; and Chevron
agreeéenents .will not bé rénewved: in their;présentsfOrms,gin;orderftg;;g
nininize losses’ to other r&tepayars.z B L L U T S PN SN T SR I
Conclusions of. lLaw ~: e

i

1. Just as:it would be unfair to hold PG&LE: to a retroactlve ‘
standard sinply because it was adoptéd by the Commission;: it would  :
be illogical to reject a standard sioply'because it -was . =
subseéquently adopted by thée Commission. -7~ .0 s o

2. A strong bypass:poténtial is. an: absolute. prerequisite to. -
receiving a-special-contract. " = . 0 o e s

3. There is nothing nagical about a 5 year limit.. While .-
this factor alone would not be sufficient to find an agreément :
unreasonable, we agree that a’'reasonable decision-maker at the tine
who was willing to agree to a longer payment: term should have
received other concessions to offset this. risk.: .- . o

4, Rate discounts for all customer load, including that in
excess of the amount which was in danger of bypassing are. not per
se unréasonable; but may result in loss of:revenue. Accordingly,:
PGLE should be ordered to renegotiate those contracts which provide
rate discounts for loads in excess of the amount in danger of
bypassing.

5. The adopted marginal cost in effect at the time should bé
used to determine reasonable floor revenues.

6. If custonmers are able to self-generate at a cost below
the utility’s marginal cost, then they shoulé be encouraged to do
so.
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2wz noata nivinung each Sustomér onithe system must. pay.theéra-o
full marginal .¢ostifor thé sérviceé it-reéeceives;iwhethér orinot: itiaxs
is beinlg servéd under’a: specialrédntractiohns oot s Alg 0D
87! whilé-thé absénce'of TQU rates>is noticonclusive proof-pynsi
that a4 contractiis unreasonable, itiis thé utility’ s:respOnsibilitYam
to justify its failuréesto require thémevo Dolarrciaih o e bt o
9. It would bé unreasonablée for a utility to éntéf‘intOiawsvﬂi
contract’ that: canireésonably be’ féréseen as not,providing:a .o
prefei‘ablé CTM il i o w- i aps gelan gqobdaiiangss, T onifen 9
713102 Any amounts. in thé memébrandumtiaccount!for.what :the-: ;-
Hospitéliéontracts that:reflect” thé differénce bétweenfadoptedA
rarginal costs and the contract rates;should be‘disallowed:! ~. 7 f;i~
11. PG&E should not be allowed to recovér for:révenue i cii:. .v
shortfalls: in:the LP and Arcé contracts résultlng from the
inadequaté floor provisions. - o . s O S
12. The absence of protection in the'Posco contract’s floor:
provision to cover generation,. transnmission;:and distribution -
capacity costs' is!'unreasonable.:’ PG&E should not: be allowed
recovery for any future shortfall result1ng from the inadequate.-
floor revénue provision. - S SR fol
13.  The: Unocal contract.should be found réeasonablé.: -
314. ‘The Shéll contract is reasonablei: ! =o' = o Sl
15. - PG&E should attéempt to negotiaté contract revisions that . .-
would bring the contracts in line with the standards discussed ‘in .-
this order. ' . » : : Lot :

16. PG&E should not be allowed future rate récovery: for: therg:~
portioﬁs of the contracts that have been found to bé unreéasonable:
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ORDER

IT IS ORDERED that!t

1. The exemplary costs set forth in the table contained in
this decision are unreasonable. Within 30 days from the effective
date of this decision, Pacific Gas and Electric Conpany (PG4E)
shall file an updated table with CACD that reflects thé contents of
this decision and sérve the updated table on all the parties to
this proceeding. After review by CACD, the amounts shown in the
updated table will be disallowed in the form of a réduction of the
Electric Revenue Adjustment Mechanisn revenues otherwisé being
allocated to rates in conjunction with PG&E’s next rate adjustment.

2. PG&4E shall renegotiate its contracts with Louisiana
pacific Corporation, Unocal, and Shell 0il Company to limit the
rate discount to the effective net plant output.

3. Costs resulting from the failure to use primary service
rates on sétting the floor revenues for the Chevron contract shall
remain uncollected, pending reconsidération in PG&E’s next ECAC
reasonableness review,

4. In all other respects, the costs set forth in PG&E’s
application as related to special electric contracts are reéasonable
and may be collected in rates.

This order becomes effective 30 days from today.
Dated December 27, 1990, at San Francisco, California.

G. MITCHELL WILK
President
FREDERICK R. DUDA
STANLEY W. HULETT
JOHN B. OHANIAN
PATRICIA M. ECKERT
Commissioners
I will file a written concurring opinion. ;;r R
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FREDERICK R. DUDA, Commissioner, concurringt

Today’s decision is illustrative of the continuing
concern I havé ovér the appropriaténess of reasonableness reviews
in matters pertaining to particular utility behavior where the
Commission has previously endorsed, generally, the utility’s
actions. This is especially so when the Commission has providead
little or no prospective guidance to utility actions that are
later subjected to reasonableéness reviews.

starting in 1986 Pacific Gas and Electric (PG&E) entered
into a number of special electric rate contracts in an attempt to
avoid uneconomic bypass by certain large custonmers. The need for
these special contracts arose as the result of the confluence of
a number of indépendent events at the time. PG&E sought and
recéived prior approval from the Commission for each of the
special contracts.

Each of the contracts submitted to the Commission
received unusually rapid approval because of the perceived acute
need to act to lessen the detrimental effects impacting on the
PG&E system at the time. The Commission recognized the
management incentive problem associated with approval of these
special contracts without making explicit a decision rule that
the utilities should follow in negotiating these contracts. The
concern is that without an explicit decision rule or set of
guidelines, utility management may not have the correct incentive
to maximize revenue contribution from these special contracts to
the bénefit of other existing ratepayers. The Comnmission
explicitly recognized this problem in D.87-05-071 where it
discussed the need to develop guidelines to assure the
reasonableness of the contracts.
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However, at the time of these initial contracts no
guidelines existed. As such, the Commission conditioned approval
of theseé contracts by requiring that each contract would be
subject to a reasonablenéss réview at a later time. That later
tine is today’s decision.

Reasonableness reviews of contracts without established
guidelines are an ineffectivé and costly means of monitoring
utility behavior in this area. The uncertainty created by this
réegulatory approach provides a disservice to all involved.
Explicitly defining the conditions at the time of approval upon
which actions will later be judged greatly improves the procéss
of reducing the associated uncertainty.

I recognize that in some cases it may not be possible to
develop an explicit set of prospeéective guidelines. These
contracts may represent a case in point. The combination of the
set of circumstances creating a novel situation and the sense of
urgency at thé time may have precluded the development of a well
thought out set of guidelines within the contract approval
procéss. However, I believe it is incumbent on the Commission,
to the extent possible, that it establish, at a minimum,
preliminary guidelines to govern utility contracting actions. In
addition, it is incumbent on utilitiés to notify the Commission
in a timely fashion of potential changes in their business
operations as it may impact either regulatory policies or
procedures, e.g., in this case the need to negotiate special
electric rate contracts. In this way the Commission has the time
to consider the parameters associated with these changes and
adopt the necessary rules or guidélines prospectively and thereby
prevent the type of situation we have had to address in this
decision. Both the Commission and the utilities have the
responsibility to work together to reduce the uncertainties that
arise from reasonableness reviews of the nature in this
proceeding.
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Finally, I would suggést that this is an area where the
commission, as part of its future investigation into incentive
requlation of electric and natural gas utilities, can work to
develop regulatory incentives to replace the type of
reasonabléness reviews before the Commission in this proceeding.

To the extent that an efficient incentive structure can
be developéd, the Commission’s monitoring costs of utility
actions through reéasonableness reviews will be reduced. An
established incentive program with decision rules in place will
be an effective tool in reducing regulatory uncertainty and
placing the résponsibility for utility business decisions in the
hands of those closest to the market.

Ftteri et A Zo—

Fréderick R. Duda, Commissioner

San Francisco, California
Décember 27, 1990




