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j~IJ,-Lti<·In this' de!)ision, ~ we;considex<, ·for: .the,·first tille,,; the': ~ ,( J 

reasonableness. 6ft sp~oial' electrio: rate' contraots. entered' into by·, ~,,! 
paoifio G~s' and, Ele9~ric: Company.' (J?G,&E)r to avoid' bypass, of. certai" .Y) 

large customers~-·All: of' these, customers· were capable, of· installing :';! 

generation' equipment to serve their own needs~ d The contract~1 \.tere o:,,~ 
developed'bY'PG&E and conditionally approved by, the'Commissionwith,y\ 
the intention' of) retaining:' custo~ers: with. rates:.that are" attractive:'l~' 
enough to dissuade' those" customers~trom' sel.t~generatin.9i' while" :: t'f" 
assuring that the customers continue to pay at least the marginal· ';c' 

cost ofjth~'service they.were'provlded., The condition· placed on 
the initial, approval 'of these· contracts by. the "~ornmission is tha~::,"): 
the contracts woul.d'later be subject to rea.sonablene;=;s: review.·~ In, :i., 

this decision,' we review the first· nine such contracts signed by' .;. ~ 

PG&E and find a·number.of.themUhreasonable for failure to assure e payment t'o c9ver thenarginal. cost of, provi,di"ng service. " "; ! 

Finally, a number"of the. contracts provide rate discounts 
for all customer load, in'eluding that in excess, of the amount which 
was in danger of bypa~s·ing. . we:, do tlO.t lihd ~h~se contract . 
provisions per' se' un~~'asortable,; b~t~ w""a" ar'e' ~on'c~rn~ci that the 
provisions result in lois of ieVEiriue.:" '. Ac¢orain(.iiy,~e orde:r PG&E 

to renegotiate those contracts whi~h 'provide rate ·~iiscoUhts· for 
loads in excess: of thearilouht "in' 'dimgei of ·byp~ssing. 

As e~ri."y as Novemhei 17,1986, PG&F; began entering into 
agreements with large electric cUstomersi'offet-ingthem lower 
electric rates i~~Xch(n1ge.t~~" a~ ~,i~:misertot):o: generate their own 
electricity. PG&E offered these spE;!cial contracts tocustOl1lers 
that it thought were particUla"ii.Ylik~lytobegin self-generating 
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in the near future. :~{ Each ·of).the$e) $peoial~ cohtraots~ \las submitted 
to the Commission for prior approval. In each instance, PG&E 
sought an unusually rapid response from the Cotnmission, within '~lf(:'~!I~~ 
time fr~lne, that did' not! allow fol" careful.: sorut.ihYl·of, the contract 
terms~ { 'The\ firstLtwo series' of, contracts" were: 8ublPittea \ to i the fie,:: ',·Yi 

COltllDissiOh) a's) advic~: letter 'filin9s~) wllich' \ttere" approve'el! subject:· tOl (,' i 
numerous', conditions~';'I'he' condition' of'most! relevance to: this":) ::pi t ; ( 

proceedlng~ is' that each contraot would:be· subject to r~as_onabl(!neSS1)p 
review' at' a~'later) time .. ~(i In" resppns¢' to~ each" commission', re~olut~ohl':'!b 
approving; a! speoial contract,r: PGteE expressly.' agreed, to' all) Oli the""fi~~ 

added conditlons~:includ.ing· the requirement of, a' future :,. t!J .:' J :i~,'(i:t., 

reasonableness review.! "t'" r :. ,,=, ';'~, j~ I :·-,d} ~ .. ~:·!f! ... '~· .. 

.... ) : The' Connission also told PG&E that· all; future requests,!;". ;. 
for special; contra'ct approval' should. be' submitted as app).icatiohs •. ": 
We oreated,the Expedited Application Docket: (EAOr to' allow for:~',',' '. 
rapid respons'e' to' requests for approval: of speoial contracts.: ',', 

.. , 'In Decision (D.) 87~05-()71',. the Commission' discussed' the ,. 
appropriateness of allowing' for, the limited 'use of such'special':: , 
contracts.~: At 24 CPUC 412,' 413-414, the cOll1Jllission said: 

.::. . nMany of the current challenges facing these 
utilities result from a confluence of .. 
independent eVents~' . Flr~f," we' are heg'innincito' 

'recove'r~in rates,the high capital' costs of 
lill:'ge nucle.ar gerteratingunits,. ,.Be~ause. ,. 
conVentional" ratemakin<j ptactice' allo+;.is the' 
utility to recover a r~turnon the 
undepreciated po~ti~n oftlle or~ginal ~ost .~t 
an asset,' arid because we'lollow'straight-line 
depreciation for raternaking purposes, the 
effect on rates fron return on investment for a 
plant is highest in 1 the'ea'rly years of the 
plant's useful life. At the same time, fossil 
.f~el. p~~ces hav_~ reJ:\ained at a r¢l~t~vely ,;Low 
leVel . following an unanticipated decline in 
late 1985'ahd early 1986. 'Also, federal and; 
stat¢ e.ncour~gemen~9.t ind,epende,nt. gene~ati()n 
oVer the' last decade has taken' hold in recent· 
years l and electricity ge;nerationis no longer 
.the exclusive domain of the utilities •. 
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nWh~n custo~er~ wi~h selt~ij~neriticin:ri~~t~ : 
'" exceeding long-rurirnarginal cost cleave the,' 

, ,. syst~m, an inefficient allocai;.ion of resources 
, occurs.» 

, ~ ". '. f ~ ... 

The Commission ~concluded ;that ,appropriately applied spechtl 
contrac~s pan help:assure a more efficie~t alloc~tion of ,resources. , 

- , 

At page,AlZ,: the cOIlUli~s~on added; 
~The, us~:~f ~p~cial,c~n~r~c~s,~lso.p~esents, 
several problems. We would l1ke to be assured, 
for' examplej" that the' utility hAs neg6tiated a 

,contract that recovers the maximum revenue from 
the customer; 'since' additional revenues 'reduce 
ih~ ~ffe6t6f ~pecia~'~6nt~ibtj~ori'cithe~ " 
customers. We want a utility to negotiate 
special contracts that at least recover the 
utility's cost of serving the customer. 
Conv~rsely, tpe,util~ties,s~oulc;l not make;~, 
efforts to retain economic bypas~ers on the 
system. special contracts also raise the issue 
of unreasonable discrimination among customers 

0" , • ,., ., I .j ..:.. " 

by the ut111ty, a pract1ce that 1S forb1ddenby 
la.w'(publi6 utilities, Code section 453) and is 

'against ourpolicy, •• n 

The Commission then cotninitted itself to develop guidEU:1nes' which, 
if met, woUld assure theappr6val of a special contract'in·resp6nse' 
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to an BAD appln:'~.tfiOQ! _r'fti~~c6~~s§~ofPi.!lsu~d[th~~~uI4~1'~iies on ,,01 .. !1'J. ,~-11[f)lq l>,')l,J[J,l ,.-11.1 ,.) ,-,~rt!,,' JbJIqr):) 
March 8, 1988, [in· .. Di.~Q;:Q3j.QOe\:i (II:""; { :.:.--,.i ;',-'~)i-!',l 101'1 fl;.".o) 

Before ~tne t6nuitis~ion!'issue'd ili~ r -~~{d~l'in~~, ':-PO&E 
requested appr~~'~t ~t~t~u~ :spegia~ '::~6nt~a~t.;,thi-~J9~lt~Qn~~ntional 
appl icat ions a~~ t:\~~ ~;'~,~~.1i~l~' i <:.~~~~~~i~ ~ ~~~?~1~.) ~AB~i+'P¥~'~~~ ~ ions. 
In each instanq~ i to.~ cQi)ttaot was allowed. to, l:Je impl~m~nte.d with 
the understancHng:t'hat;' i€sreasonM)l~iies!Fwould be~ieView~d in a r. ~J Iii {',.': . ,'I.' ~"~'~' .. )-:.~.,,~~, ~lr: i: ':-'·.'f<) Uo.·ii-·" J!:~I.J;..:..\· .. :"': 
future proce~dj,og.>The~co~ls~i9n.,4ir~ct¢~ ~PG&E to ~~~p, account of 
revenUe 10st'/dJ~ ito: tlj~ cont~a~tsip6il(Hng·tr~as6nableness 'l' ) 

, -:.:: .: ... \ .~:_.l;.. , __ ~~ l-:·:;".' 1. '.~; ~) ".'.J -':"01- ~Ir:."'.! :- ( ...-~"~i_" ... --~.:.: ~'-:- .. ! .. ' 

determination. In D.89-05-067 (signe9: Ka~i.,2~t i 1.9~9) t:~e ;~rdered 

that the reas~nablene~s of, special,contracts be addressed in the 
.~.~I~.~~: ~ - ~~'._) _-.! j \'~:. ;.;,-~ ... :(~_:.! f 1"~:J_"'i n ~. l ;"::'r-~:~ _~ ~--..~} ,": _~::.. 

reasonableness phase of each electr1c ut1l1ty's annual Energy c~~t; . 
Adjustment Clause (ECAC) prqceeding •. 

PG&E filed'lts;~ppi'i~atiC?n in ~hi~ ECAC proce~ding almost 
two months before' we ' issued· D.89-65~()67. "oil Octotier 2~' 1989, in 
response to that decision, the Division of Ratepayer'Advocates 
(DRA) issu~d·a r~port:onth~·teasonabienessiof th~ first ten 
special' 'contnicts '~igried . by :PG&E~ ~ ~ A supplemental report on those' 
contracts was issued on November 20;' 1989. Hearings Wereheid 
November 30, December 1i :and Decenher ii,'i989~: This matter was 

• .• ~,' . - ~. -: .. -'.. - • :- " - • - - '.. ~ . - -' ~ • . - ~ -~ . l ~~ 

subm1tted "nth the f1l1ng of reply br1efs on March 2 t. 1990. 
- ' . . . 

PG&EfandDRA·filed·commer\ts on the 'proposed decision. 
- _. ,. _. • • - _. - 0. • • 

This decision incorporates ,various changes' in response to those 
conments. 

As rnenti9ned earlier; each resolUtion and decision 
allowing for'~h~ i~pl~~ent~tlori.of a spe6i~1 ~ont~act~tated, 
unequivocally, that PG&E remained at risk': for a subsequent finding 
that,~ny.or all'of the.agreementswere unreasonable. PG&E now 
argues that if every aspect of the agreements was subject to . . 

reasonableness review, it would render meaningless the decisions 
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approvli\~rtha"agt~el?lent~-;d PG&Eytd.tlh~r"~ta\:~·tr:thatJvl~t\iai.ly·:levb~y':'>: 
ar<Jument?ia{s~d':-By f DRA') iil tfils i)l~·a~ik\9'.''''i\s')alsbl!2-alsetFSY bRA !iV h,. j 
protest!Fto':tii«Fcorltra6ti;, h {Th~ in\~ilcatiolV' i~itliae'lf:;DRA t\ia~ -!~ };(! i 

unable'[£o lcori\'lnc6,,(t)i'(~" Commi~~ib"(f that; its coJ\berh~'{w~te j sUfflol~nt L\ 

to block initial approval ot':the'-'a9H~~~entsr'th~r\'~it lshbuid n6t" \ 'I":",' 
prevail on (or perhaps even raise) the same arguments now. PG&E 
acknowledges that at i~a'si.i ii6m'e' 'r~'a~bi'iaDl~W~ss'l~kues were 
preserved, but seems to suggest that there is a line dividing 
issues thatf"carf be,·tevl~it~d· 'fri>~1 tho;se"th'ilt 6~l\not~:'Nonei:heless, 
PG&E does h6t suggest'wh'ere'\:hat:.iifrie"snouid \)e;dra~r"'(! ,,1 -,,;: ,~,;;!~, 

-,,) DRA ' re~~oruis 't6 th~~~" ~~gunieAts 1 by': cit ihq i~tiquage; fronl . ~, 
each of the relevant"res6lutio1\s~ Aridd~bisloil~ ~arnii\g PG&E thai'" :; 
the : teas<>nabiene~s" or ,the 'agrekmet\ts' w~~' 5ubjec'f to latei" 'review' . ~, , 
(Res61uti6t{ E30i7, 'p'. 9;' Re~61uti6n' E3021; j?;"9i: o.sji()7.i.089i; 

Finding 8, p. 12 and' c6J\6iu;sl¢Il 3; 0: 87"-09-082' coJ\6Hision 3 ~ 'p(~ sf" 
O.88-62-:oi6~\.'p. 8 :and Conclusion 2~p~'~: 0.88-08-056; 'po 4; and 
O.88~6~-O~8~p. ~)~ 

Th~ 'coifUilissi6n 'gave exp'edlt~d:pemis~ion f6r PG&E 1:6 - ~ . 
implement~'each' ot the subject c6ntract~ in bi:der to facilitate th~: ~ 
utility's ;~fforts to-tpi-~se:rv~; its' larg'e elect:rib cllstomers. This 
enabled; PG&E'io provlde'eiect~icservice ~t rat~s'that otherWise' 
may ha\re'be~W .. · found to b~ ullfaii-lY'discrimiitat:6ry. 'However, ;.' : 

because th~se innovati5/~; a.rrangements di!~erV'ea 'closer scrutiny,' W~· 
told PG&E'that by offering 'these: rat'e~ it wouici be ptoc~edln9 at . . .. :, . ~, '. . .' 

1ts own risk. PG&E acknowledged and accepted that r1sk.For 
instan6e, in D. 88-68.;.056, which permitted; PG&E "to' proceed with a 
speclili contract for the Union oii- Company (Un6cai), th~ commission' 
stated (at p. 5)~ 

, ," j ;.' .• ,.' , . . , c , , 

nPG&E" be11ev'es that wh1le the uncerta1l1ty; 
associated with the above;, approach creates , 
risks for PG&E, failure to retain UNOCAL as its 
'custoin~r\ol6uid;result in majorrat~ increases 
, for. its; other,' ratepayers. PG&R: also be). i.eve~ 
that it. will have to take ~uch ,a., risk, in ord.er 
to rece1ve timely approval of the Agreement.-
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we~~!ff1c~~~{.E9~f.,t9f-';~Cf?~9<, ~~e 1 ~Mff!;re~~~!? b~~\f!t~Jl·)~\fc,S~Ai}d~r.~ "LY.~' l'V-' 

tarif,~~ ~Nl ~he;~p~~~ns.~J ,;e9~!v~,4i \iD4,~1\ tP.9 1'!peR~~1\R6P.~f.~q~s j ffP':'}~> ! I> 

that a1tl?1·mt~< ~o¥(tdJ ~~I b~( U,~,.~~~~911~~~~ SR\llti. )~~~\"'i~~ .>resqv~~e~~ ::YJ,)'j,{ 

Altl!~ :,~l~! .;.ro,~~.,ha~ ,9~~.a:t; p~~i9~.I~h~~t ~1l~ r~aso(la,blen$~s- C>,f,,~h~( ,1:,'1f 

contraQ~~ ~9U,l?b~{sHbj~c~.~,C?,fult)r.e''!'.~~w!., ;'·".;'i\i'~··' ,.-t,;i;~i ;:~ .'(,i ut , 
"it ~ _~~t:~· :.<'~. l ::. --.:: f ('!.=; r~: j"t ".~: _.~ '! ~ 1; _~ ') ! "tt Jo ~ j~:_1 r J ')'..~ ~~(,! 

(.III. R.ea~o~ableness criteria:., J.';': .. ~ .. ,1.·;" ..... !, 

, ;, ';:< -' ."·:~I)"P.·. 88-:-93,"T,t?9~ JsJ9n~~ ~~r'?9.\ ~'i 1?~~) t ,'j ,,!e:~s~~~d J (~,{: '-,;;' 'i 
guidelines to b~., ilPp~i~~ ~(),;~,e.vi~.¥; ~p~pJal_"crRntr~!?~~i ,~n ~f\~ ,>,::.1, ,!~.! 
proce~~in9f>""l·'I'he p~rp<?~e .. <?f?~~.e 9~i~e,1~1).~~ ~~s,~~ provid~ jthe 

.'" '." .~ ~ . '- .. ~ ..... 
utlllt,HrS Wl.th, ~J)e,,~~~ o,~_ fac~:Q!.si ~1}lC~,';_~~'l>re~en,t ~~:~n ,.' < ,., 
agreemep1;, , woulH" a,~sure e){p~di ted ,c,<?~isslon apprQVal.,~~cilus~.; C?f , . 
the timing of· their; issual)ce, only the Ul10caL ~nd .Shell agreements ,'\ 
were i~iti~llY' measur~d:. ~~ainst t~'ese' gu'ideii~es:; , " ,'" . '.: ' .. ' . 

. In order to assess the ,reasonableness of the agreements 
• > ~ ~ -. ,~ ", ' • • ;. • • 

before us today, it is necessary first to determine the standar~s 
• I _. 

that should ai>ply. I?RA.h~? .,roposed:~.s~~ of re~sonableness 
cri.t~ria ~h~<::h . .are. ,sitp.il(,lr .~o ,the ~9~8 9u~delines. PG&E argues 
that: it;., would oC?t. be fa ir .to, use. 1988 ,~ta!l~ar4s, tp . assess the '. " _' . 
utility's conduc,,".in ff:)rrnulating. specia~, contr~ct~< ,i~ 1986 and,. ~ . 
1987. DRAresponds that. the. important que~tion ls not when .the : , .,.' . '. . ~ ",' , . . '. , . ' - . -' - . 
guidelines were issued but. whether or not.a reasonable utility, 

• .- • .:. < -. .:.. ~ :. ..' ." • '. .' ~, • • • 

representative should have. appli~d: similar crit~ria when the .: ' , 
agreements,were formed. , . 

Just.as it would be unfair to hold PG&E to a retroactive 
, . . 

sta~dard sinply b~cause it was adopted by the Commission, it would 
be illogical to reject a standard simply because it was 

subsequently adopted. by the cc;>~issipr. Instead, be,fore 
considering the sp~6ific contracts' at issue, we will' ~xamine DRA's 
cri teria one at a.·time ilhd consider the' iipprop~i~t~n~ss Of' applying -- .: . . - -. - ,- " 

them as contemporary standards for the development of special 
contracts in i~86,i987, an'ci 1988. : 
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A. Feasibility of Self-Generati6D 
JI.hJ6~ ~~fd~S Ji~ai~'lI~" ~iaernio~j a (~iJ~gi~i ~grit igi fg S~ i j 1('·1 

acc~PtA~i -;~:-, (~il~S!£~~e~ \'i~stjb~J a ~'~~ l~i~~£~Pg~Hdiaat~ 2()~'-16jpgsJG"lI! n 
PG&#~>~Je~:n~t(6~j'~~f~~~ ~t~~f:~~~f~~~?~':~ r ~e j~~~e;r:~~~~ ,*'l~tr<?~~ _: l ; ~~~':, 
bypa~~, ~~.- ~~~~~ i1,!~' ~ij' ~b~~X~~e j)~~~~~~~~ t~ '.) t~' !(r~~e 1 yIn II (a: sp~cl~~ ~ .. : .)JI..j ...... '. \'_., .. ,S.1 L •• '." .,d, .•.• 1,,; .•. ,,1 ._f . 111L. ,., .• 1(? 011, 1..' .. """ .' 

~:~!~:~1~~ i~f~Ig:~' ~~{n~:~~~h~'~:!~~~~1;~~~:~~~:e~~~~ig~O tg~~~if '_'f", 

dis~li~wa~c_e_·~,·.~l,.-.(j' _"::"~_,.,~.~",.,,._,._,,,_: ._ ....... : __ "1~ '\.:[ :-f", ;-'.'.· .. ;\.1 :"iLt 1'-'\'(' _i_':~i~-':T-i ~';1,l 
_ ~ [ : ':-.~' f l· ." .. ' _~.>~;:': f :),1.1 .f6~~} ~ : '~'~~:_'~ '.. ~~ .:"~':-:Cl 

B~ <?~li~~~~r;~~~'! ihat;b$~~~~e <~~c~~r~fe '. ~~~g~i~ri\ f9~k6a~tirt~ ~ ~~:~:) 
capacit: ~~'~cis 'i~ Jlitic~it~ IJ~J)g~t~~:'~~hf~~~t~f~X:~trl~kY~;fo~\~~~. '~f 

.. '.'_4_tl-~·~!'-'-:~;-··:':'!<~if ~ ~l:··.~~_:_ ·~·_1 j~I~' ...... ~~:. "{{(J(j£, ~S0.)f)~i C:~_}!lC~_\'~~2;.~f) :)f:} !'i'~: ;:.' 
utility and ,its ratepayers •. ORA qu~st10n~ the,tea~onab~ene~s of 

.~~:"':~fl ~J'i~ J.~~~:.~~{ -~~ ... " .... >:, .. ~ .:;{.~ ~".; lJ _-;~)F,-'f~!~,_·V) Ji;.r_:'~!'_~~i"_1~) -;~'-H1J<) ~~;,~~r.o::: 

cOlltracts that exceed five years. ~&~ appears, to argu~.~hat th1s 
':. ('!- _I, I ;~. ;~. J :: -:. _ ~. '_: _ \ _. i . _: - 1 : - ~. 'l .... ,:' : _~ " ': r ..;.' J • ,; : ) -~ ~ c··,-~ '- ;; -'")"~ ~, ~~: . 

standa~d is inappropr1ate, at least for the.ear11estagreements 
tr!'-"-:-~~:-'i '-,. ,. :'-''-,- :", " .... r::---'Il:!"~~~" '''''' .... ':; 

(which- happen to htiv~ been' i5~year contracts')" bedruse
c 

tiley' wer~ the':' 
• , ' •• - •• _ • ',' ... ~ • ~ • .. _ ~. '. _ r" .' '..,'. : ," ," • 1 :.- " .. ~ _: 1 ~ '" '. .... . . ..... '_ ~:, . ,-. . : 

first contracts -of their type to have be¢n' ne90t1a~ed and because, 
~.-~ ~;··:··1: ~;.~ .. ;,";. ", .. -, ~ ':';"-'.~~~_ ~.:-~ '!-"'::', :: ;;.".," ;,,'.- .~-. 

acc~rdi~C). -to .. ~&E., u~ilitr_. ~~d _ ~taf~ f?r:e~~~~7~s" a~the. ~~m~ I were, ',_ 
predicf~ng excess' cap~city -for at ieas{ t~n Ye"t~.·' ORA. ar~es that" 

: .. "',";' ""~' •• :":': ~-. '--;' __ ,-.- .. 7 •. ~~-: ~- ~ .' ... !'; .:~~ ~ ~ '.: ~-.,; .: .. - ~ ;l;': t! -,; .. -, .~, .. 0 

there was no unanimity of op~n10n, a~ the t1me, as to the extent of 
any" e~i~ti~g'· ~;(ces~ capacify'. . .... . ,! 

,'. By dis~u~~i~g ih~' forecasts at the' ti~~, PGSE ~ppears - to 
•• ""t • -'! ".. . : ":". -\.' . =, :;.-.~ '-,'_.-, -~ .: .f~:-;.~_~ ~ : ",L ~~,,' 

be missing ,the point.DRA ~s~rguing that l~~g-term forecasting is 
• 1 1 \' , ... ' .' _ " '. ' -.: . t ~'. _ _~, ," : • 1 ~ ~ ~ ", . ~ .. ). '\ : :; '. ~ ~ . ,: ~ :.; _ ~. :. _. il 

inh~rently r1sky business. It may_not be sensible to rely on long-
" • ~ " ~ ~- .-. ,.' '" "-":;- • p - ~ • -. "' -. - " -. '. ~ t ~ ~ • c" -, ',1. 

tern 'predictions ev~n if ev~ryo~e-is predictJ.ng'the sam'e' thing'~' -6i. 
- ! - , . - ;. < ~ • :.... • ~ "".' ", : ~ _~ _ ... : :: f r. , _ '! '", ,I • -'.1: ~. ,". ',; ~ . . 

the other hand, there is nothing magical ab9~t as-year I1m1t. , 
. l" -. .-. . i. -.. '. ...'.. __ i 'I: '.: .. : c .. -, '."', '-.' ~ _' __ '..... 

While th1s factor alone would not be suff1C1ent to f1nd (in, 
'_. ) . ,- .. ' ,-,' ) ) ~: I" -i'" . -

agreement unreasonable, we ~gree that a reasonable deC1S10n-maker 
" ". 

at th~ time who was wili~ng' to agre~ to-ii ionger ~o~tra~t ,term 
should have received other concessions to 9tfs~t this r1sK. 

c. Appli~l~ Load ,_ '. .. .' ... ,'., ._ .' ; '- .'" . • ' , 
ORA arques that, since the purpos,e of the spec1al rate 

offering is to avo'ld by~ass, the s'peclal r~~e ~hO~ld'i:~~iy apply\o 
the portio~" of' the custo~eris' ioad th'at isat r~sk ~'f bypas-s. This' 
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, tt~lJl-\'l')j}~);') 1 (~):.~ ju \' Ii Odi~~h~\~ .i\ e 
portion of the load is.eqUal to the- cfeo~lVe-net'plant'OUtput ' 
(ENPO)de~r.e6t~a::~£g:)b~n prga3c~d ~g~ th~'l~u~foJh~~~ii g~l'9gn~~tin9 
faolilty'~t {':D~la~~~~f)~~~t:)Jl~~~~~tin [, Ji;~r~?gi the -)J~~t()Dierl ~df6~d:>')J; 
)]lay l'e~ur{fln'~ iCirig ~)~~~~ ~i ~. ~i'i~c~~l{\h~~ J n~6e~~~~~\g"~e~P'th~; :,-1 

cubt6~~t'oh ~~~~: :~r:¥~i~J i~ jb~6~ti~~-\~h~ ~~i~~~f'{fat~ ~Ay I ~tiiri\iliite ,~;~ ,'n· f 

more \l~~9J, o~hi~K.) In 'Ii~~n' '~ay i ?~d~c~;:6tl _r~~ov~ilflie ·d~~i~~~ilH~.Y"ci(!iY) 
the cont~a~tn~\.~~"the bYp~s~ ~Ptl~ri <, frb~ -'-th~"~ti~ity-'p~l~t ot:';;ie~! c1) 

.," ,;,' ,f r ,'.' ( h 
ORA argues that the lack of a load l.imit miq:ht subvert the'" " " 
contract's floor provision, which is discussed furth~r~)~ei6~~ (flIi .n 
is 1fiJJ;) ~ Jp6~itI6n'fK~t':'~~Atil~t~'-f(ha{O~~ir\o;'~lmi{lti~ iJ~d to 
Whi~~,; th~ i d l~~q~nt~a f~t~~: ~ppl y 'c ~6ou ld i be" tgil~a:t ~~r~~sriri~ble \j i :.' I-;'~' 
unle~~u oth~i;l~~~~fi~i~1-')~bnti~6t--t.~hu~ i~utw~19~r th~~ :e~~i tiri(j ri~~! ,1 i! 

~~ f.(~"t ;'I3-.L_; <,~,!"-)_~:'. ----.J :' .... ~:- , .. : ~ -, "':<~,- -: •• , ~ £.,~."-' ;""\\' l; ~ ., .... ',' J-\. ~;:;i: - ~ "",.} ~{~~"\. 
. _ PG&E respon<;ls tha~, if ~he d1.~co\l.nt rate appl1.~s t9 '~llol 
: . f - < - ...... _. , t ~ ; , ' • i _ ~ '"'; . :... : . - '. +. ~ '>- ~ .- ~-: i _ '- ~- ~.. <"' ! : -. - "'" f, 'I { '" { -~ -.. :::. ~ . ~ /. ~ } 

the <tustomer's' requiremeH:lts't other' ratepayers'may :star\d' tobene~H::. 
When 'tI~~ 'tot:~l di~~~~jlt r~~i~~d 'to ,avoid I bypa~s<L~'.;spre~J :ov~r:\l (.'.':\ 
great~{ alU~unt' ~;f 'load,'- the' 'disc()unt per )hlowatt-h~tir' <k1fu)' is - : . , 

::. j 1. ' .• ~ :- ; ,- . _ • 2 ~ • _- ~: .:'-;' , ~ '... "_~ ~ • I ~: ; ~ "~'~'" : , .:-" ~.': .":-; ~'i ' -', 
lowe~~ If load~ubsequently 9rows~ the eff~ct1.ve d1scount-will he 
9r~~~~r<'tha~"~{'~ouiJ:be": i{{-th~~sp~clal'r~t~,oniy appli~d' to th~':: . '':1 e 
ENPO. :"B~i,li{'io~d dirninishe~, the etie'~t'It~;Ji~count: m~y he l.ow~r: 1 

than it would i>e if the sp~cial rate was' 'iim'i.t~J~\o th~ENro. 
-, J " '> t' -~ . -, L ' - • 

. Consider a customer who normaiiy uses i66 kWh'p~r month 
at a h~~to{'io'cent~jklih: Th~ total bili ~6Jld'~ohnally 'b~'-" . 
$1 ojm6nth-~ .- ru~th~r ~ -'~~r~~'m~. tha t 'ih~' custome'r ~6uid' 9~n~rbt~' 50" kwh' ' 
per month on its own at' a net savings 'of: $2 ~ Th~~usto~~i- ~hotiid"" 
- , ..'. :: ,:..; -'. - - • ~ : .. " . - .. ' "" .: - ...;-" ) ,', -- • " " i .;""., :- ~ ~ . ~ 
be wl111.og to forgo bU11dlng Its own fac111.ty 1.f It 1.S able to 
purcha~e 50 kwii' p,~r month at a rate of 6' cents/k~h. Its ~onthlY 
hi 11 ~ w()uld ; be it)' ~ehts x' 56 plus" 6, cents X 50, total irig $8. If 

'.. - '. -~ -'" . - ~. '.:: - . --',;. : -. . . ". ~ '.. :' . 
the dIscount ~as spread across all of the customer's usage, its -

~:~""" ".I:_i ~ -.,":,' ,". '>'.'~' _ ~ 
rate would be 8 cents/kWh for all of 1.ts usage. 

If usage remains constant, the effeotive dl.scoh'nt' k~~id 
: - "" : ,:,' .;' ' , , . ,:'" , ", "": " . . . 

be the ~ame e1the,r way. HoweVer, as consumpt1on increases; the 
.' " ;"')" "', ,,',': [ 1';;- • "'" ,'" " ,-- , . , • " , 

sec?nd'approach creat~s more and mOre of a d1.scount for the 
customer. That is DRA's concern. PG&E argues that if c~nsufnption 
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is red.u..c;~4f):.i1'\~t~~~, L~~ l ,!~e9t.iv~ ~dJ~W.Qun1:: ii.~ ~~~~,\l~~ ("J:JJ1._Yt~ .. {F:i \01 

exatnpl$, (\i$qQI?~eQ .. ~l?9\'~,.,:.tcq~1 l1~t 'cS.avlI\9l! /,l:-.q ~h~ iC~S..t,~~,er;, ~E;_: ~nly., ,$2 Ci-
if 100 kWh oJ;';~or,e,~..t~:,c.<ms.u,me~.,t;r!c.'; (:'·)dn q[!) l.>.1i,h~\f·I':' Jil-:,h"_: ,;;<' 

;1 ( f. ,:r,~ J~.&.~ .. ~~n poi.nt[s ,~~ c~\I{9 ,ot. :~he .. ~ql)t~~C!\:.~ \~~t: ;appli.~~ ~t.~$. i h 

discQ\,l"\:·,,t~ .. _~6~~·.tl)~n t:)le I;NPO ~l1d. ass~l"ts .·th~t! \l.qil.e , .. th.e ".u~a9~ u ;i.' ~-') 
went up J~Qt:., 6n~, -faQt,l i ty, ; i ~ . went: down tor ~t\o~q~~ I,,~ox:e t:l1~.n ~no\l9h '1., 

to make up i.the;),Qstreve'1~ei 'PG'E"ar9~es,tha1t_;it,:~stJ ~he~~f~r~, -:-'C'l 

reasonable to apply the discoul')t to m9r~ ~~an ~he.~~N .. t' f ,~<~ !':' _~;,~; U ." 
d ~PG&EJs .~rqumel'\t ;fail,s ~9r !~~() ~re~sqn~. ::.,~i~~t:, .. ~'E is 

empioying a ;_hin<;lsight -,~rgu,ment~ . >, ~yerytht119 ""oI:1~~d ,~l.\t ,f~l\e, "~C? _ tJ:l:~:,-} 
contracts :.~re _r~~~~m(l.ble,: :,,<It_·,~s'inappr9Ptiat~ lto:"apply a _h~nd~i9h~'.: ~ 

test~to \detez;min~ l.f ,the ut~lityjaoteci:r~~~on~1:?lY~'at an ~<:l~l,iet;' ._-, C:',:,: 

time., '.In ,addition, the hindsigqt :h~~e -i~ in~o:mple~e. ~ .while\lt~¢" :," 
greater-tban-ENPO provisions may have cancei.l~(),.~aC?h ~~~~r qut;,up,f>' 
until now, they may .not offset each o~l1er for th~ reIn~in~er ,of the " 
lives of ~he.contracts. In additiqn, for a co~t~ac~ to be ,found 
reasonable, ·it'must stand onits.owrplf cOl)tract A is . 
unreasonabi.e,~it qannot .be f0tlnd' otherwise simply because contraot 
B worked.out particularly well. ~ 

A discount that applies ~o;all custom~rusage,c~eates 
greater-risk of revenue los~. we do notfiod these contract 
provis~ons to beperse unreasonable; but our concern that thee ~. 
provisionsrnay result in greater revenUe loss suggests that ,th~~e, 
provisions should be modified. Accordingly'we will ord~r PG&E to 
renegotiate those contracts which are not limited 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 receive expedit~d approval, a contract shoUld 
include a·floor price designed to assure th~t th~. utilityrecover~ 
from.the customers nO less,than the'lowest'prJcepossible tha.:t; does 
not disadvantage'other ratepayers:in ei~her.the·sh9rt or long run. 
The commission required that the standard Offer 1 (SOl) ~nergy 
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fonnulS: bte '\fsed (€6'I'deteniine! tne' '.ini'rAum ;'tequired ~)fer9Y' 'costs'J,f,Y{ <! 
Th~;-C6i'6mfssion"'d.e€eriiinefd tlla~rtlle{flo6r prIce "sh6Uld ci'r'i6l\rciE!"' a' f {~ 't.:,,-; 
component reflecting the rental value, bf t'ia'tismissi6Yl"ahd \) ii:::{ I)(); t ( 

dis6!ibU~i6nr- (T&O)l fa6ilities~";:the::1n~r9inal; T&D"c'ost' ~!e'stablished in 
each u€ i r i ty' s: '><Jert~r'a 1 ,'rate 'case : would serle '-a's the' 'T&O'comp'onent' p fi, 

of ;-'tfi~ ;t166ri. t ':Fin'al11/' tnecomrni§€oion :req\Hred'ihtlt ~the' f160r ,)I J i.],y,; 

pAYlIlent:ref166t ca~acitY·dosts. 'calc\!iated. by \isin(~rtlie Eiu-:'J'~!' , c,-; 

adjusted SO} generatibn capacity c6stS.'i -" ::, -;J '{'; 1" <,j '~:""",:.",-,,~ 

, ~{'The 'ERl '(Energy Relibbil ity Irlde;t) was 'deVeloped.-;in 
coii'iiect'ion 'with ,'purbhases' fr6~~; independent power'ptOd.~c~r·s.' IThe',) r, ~ '" 

ERI' 'vctrl€fi ,'t6 r~fl~ctthe'value"6t'Additi6nal'~6a;i>a6ity t6' the: -),', ';,1. ',' 

system~; \'Wnen theER1- is l'd)~' :the'Valtie f6f'addttiortal "dapadity;' is' ~',' 

eql.iivblent [to','the value of 'an ca dditi6lial combustion, ttidHne.:As ' ' 
additional' capadity betom~s necessaty\ to m.eet ie'serve margin; , " " 
reqUiter6.ents~ ':the' inde~ rises iu\d generation by 'independent p6wet· 
produtSers ~sh6uld be stiBulateciby'highei< capacity prices. ',The 
index approaches o.O'to'reflect increasingly lower needs for 
additional generation for purposes of system 'reliability, 

The use of this index was found to be appropriate 'for the 
floor piibejbe~~tisetitilitie. ~lan f6~ additi6rial~eneratin9 
plants based '()ft -the demand 'patterns that, are established today .If 'C' 

the prl.ceofpower solei undei specialcontiactsis artifioially 
low,qreater ithan appropriate demand will result~and the' need 'for' :' 
additfonai g~ri~iatlbh'wil16e'a~cele~ated~ 

DRA' argues that these floor paYment 'requirements should ., ' 
be appl ied to determine the reasonableness of the contracts before " 
us in this proceeding. Of ali the reasonabi~nesscriteria applied 
by DRA, this'is the 6ne that has engendered the most disagreement 
betweeh'DRA and PG&E.. PG&E seems to concede that assurance of 
minimal revenueisappiopriate, but argues that it~shoUld:not be 
founa unreasonable for having-failed'to'assurerecovery of T&D'and 
generation capacity costs. in additi6n, PG&E and DRA dlsagree as 
to how marginal'energy costs shOUld be calculated. 
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oj fl'"" Enetcjy.COsts:':l:lLr:;>,Hl ().t b:)dr~ ... Y{ I')ut ~hU li."l ;:J:"~',J IIU't-'J u'jk; 

'( !,n' DRA :recomlnEmds:. us i"g t, th.e, , SOl enerqy: pr ice' to set, the " I, ',) :' Ii ; 

energy 'cost portion' of t the .floor, revenues i becaus~ . the SOl pric,e .-' .) t i~l 

includes' ail' components of the avoided i cost. of energy t" PG&:E ,arques 1 [, 
that the ·501 eriergy; ~osto\'erstates: the forecasted' and actu~~.,.-" '1 ! 0:: 
marqinal;'Eme.rqy costs.' ·~he sot'energyfprice is'caiculated by,,,:~: ·~,jld 

applying:·to,the·cost:of fuel a faotor'referred to as the .'Jl ...... :,r ':):~ 
Incremental Enerqy Rate. (IER) •. , ·The IER;is cal.culated by compariJi9 1 ,', ", 

the cost. of 'producing: the ,electrioity, ne~ded to:meet system demand (J.'" 

under·,two 'sets 'of- asstimptions·~·,-. In, one:, scenario,<, it \isassume~ ,that Jr 

all variably,priced QFs are produqing ,at· fulLnet ou.tput (QFs.,.ili). ,; 
In the otherI' it' i~ assumed :that none of the. QFs. ar~ producing net O! : 

output (QFs-out). The' difference in system fuel: efficiel1cy under, . 
the two' scenarios represents the value of variably priced QF--· .. 

prodQction to the system. PG&E arques that the ertergycost derived 
in this ~anneiis inapplicable to special contract pricing because 
its calculation assumes the need for over'lOOO,mega\o1atts'(MW) of, 
additional energy', (the -,level of variablY priced QF production) : 
although the special contracts at issue here represent.only -207 KW~'" 

Instead, PG&E argues that the energy compQnent of a.', 
special contract should be found reasonable so long as ,it reflects 
the ·actual~ energy cost faced by the utility. ORA appropriately 
pointsQut that ..... hat'PG&Erefers·to a.s'nactual- marginal energy' 
cost includes only the commodity portion of the gas tariff.' To 
more accurately use natural.' gas costs to represent the energy cost 
of electrio serVice, the calculation Dust includeqas ' 
transportation costs,. incremental. gas demand charges, marginal 
operation aild~roaintenance costs, increnent to cash working capital, 
and an adjustnent to reflect losses. 

The need,to'include it broad range of energy costs drives 
ORA to use the SOl energy rate, as we did in establishing standards 
for expedited revie'Wof special contracts. As we noted in 
approving those standards; SOl energy:prices cover all of the 
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short-run costs of the fuel required to producetel.¢t~!Qity sold to 
the custom'er:; under' the ' contract.r (,: Appropriate; as ,the' SOl .ehergy 
rate may 'be.- f6~~ an"e;cpedlted.review'of(A 'special-tcontract" ,it<is,!a'):t~, 

differ~nt,Jnatter".t6' base'a disall6wance:on a(co1Dparis~n with thelli:,tt{ 
501 energy t rate f for ;'contracts signed before· the :9Ui,4elines \ went'lf,: .!:t 
into effect 1,1. While PG&E shoul.c:l '.have, been expected ,to ~l)ly: sigILd. r"1' i~" 
special contracts that coverthetuil ~range: of the:custotner.'s r;'tJ, '\ Ln<· 
marginal ",energy: costSI' the sol rate 1 \ias ,n6t,the;'onlY!,reasonable""~xiI 
guidance iava i lable.' , However i: PG&E ,: should' have' 'c~ear ly < ull.ders tood,· ,1 ) 

its rr'esponsibil ity 'for assuring that :each, ctist:omer :c6ntribute' no l.-:i':W 

less ~than:the ,adopted maiginal,eneigy; co~t':in effect, at'~',9iven ,-,',' f:' " 

tim~.".[ The 'adopted marqinal cost was deVe16ped~ to q\iide ~he,i' )";' ;i ~ 

ratesetting 'process' and;, formed ,--the ~cornmoni.y 'accepted basis ,for );"'1"':

measuringth~ 'cost of 'serving additional customers. In addition,' ,,{, 
while; PG&E' s "actual" marginal cost does not reflect, a' broad. -range ""~ 
of energy ;costs,' the adopted marginal 'cost,d6e~., We will. apply,;; c -: f 

adopted marginal energy costs to determine' the' adequacy of the 
floor revertue provisions and to 'calculate: the ienerqy ''.~omponent of; .. 
any:,resultirtg disallowance.'-' ,,' ".,_, 

" , 

2. ' capacity costs 
, a. ' : Generation ~. T -~ .. ! 

: 'DRA proposes ,that the avoided~cost o~:,generation 
capacity be viewed as a costol' service under-special contracts. },: ~" _ 
Without' ever directly coritestingth~ use' of that as~l.inIptiofi,' 'PG&E 
asserts that there simply cann6tbe' any,'ca.pacity .. costs,,:that wouid' , 
be applicable to these special contracts. ORA would ,have us " , 
require thAt the generation ca.pacitY'costcomp6nentof QP:payments 
be factored into the floor price,for these' contracts. PG&E,which 
in the past has strongly disagreed,with'our method of ,calculating 
QF capacity'payraents,says'that this:a.pproach;should be rejected 
because it has' no' nHationship' with re~lity.'" <; '," )', 

.' PG&E argues that, when these -contracts, were 
negotiated; l>G&E, the conmission; ORAl the ~alifornia Energy,":' 
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Commis~l(>l\JI(CE9) r ,~n~,J'~~4 ~CJ~p~~~~tl9 .. i'1)I ~r~dif1~? <~h't no new 
capaoi,ty) W.9\l1.d.).~e-, _n~e~te~. d:QJ'JJ\91'~~J ~.~~e,J'A~Q,J)J !~~Ji~if~n~!f\~t~· )'1 'i~{ 
In SUPP9r:t! f?r, !(l\a~.J.t<. . .t~.~~~;~~, ~e .. ~h~t ~pp1'~prl,fl.~~,J;tll.n9pr~ :~f> .I"'~!'.';i~ 
review, l>qfrE) st.ate_s~.~ha~ij ~i.n~e tlle CR1\trac~~Jr~~~~) ~~9n~~.u !.~:,~,~s "':'j\J 

tnade.;.no ,dis8~.EltJon~rYiClcldi~.iQn~ ~(), i,~~ a~~i~~bl~: ~~~~Hl~Xl'~~~' ~~a~~ ',) 
when new r~?ources ,are .. fin_"l~y, n~~~ed,: t~~ speo,\~l \~f>l~~,X;~H~!~"'i~~ , '.') 
be cancelled a,n.d.the,._cu,st6D:l~rS: ~~i' ~ypa.ss~hl.~"~y.~~~P.· j .opt ,i1.' it,. (c:; 

.J".:.{q \.;',','. pM ~s.s~J;'~~, ~tlat" .wQil~, th~,s~ jpoJrytx:a~tfi'Ji~~.~: b~~~~/:., ': 
negotiated, thex:e.~a,s o() ,u1'\aJ)~m.ity.J~m<?ng ,~~~~C5a...S~~!i"~ ~n4 .. Jhat \ex~,n,,.,. .: 
PG&E,plaimecl in_,a~; ).ea,s .. t,one; p.r<?c~e,~.i,ng _~h~~J ',it;. w,?ul~, .t~c;Je}l "':; 0 • ',., 

capacity shortage ci~r:lng, the .r.e_l~yal1t, pe,ri<?d: .• ,f; DR:A;, rej~.c.t~:; ,trJte ' 
noti,onth~t indtvidJ.)ill C::\Is,~o!'lers. s~o\l,ld: b~. ~~y~.sed ~ron, paying 
capacity .cost~ ~itnply because the~~ con~ri,~ut~?,t:lstQ.!t~,e sys,te~ _ ":' 
demand ;~anTlot pe dir~cti.y linked with the nee.dto .add n~", capacity. 

. . . - - • "! • ~'. • '. -": ~ . 

In addi.tion, DRA a~gues that costs related to ne", c:apac,ity ar~ 
-.". __ • 'I. •• " 1 

always greater than zero: addit;.ional available .capa?,~ty,.~~wayshas 
some value beqause it itnprovesthere~iability oft~e. existing 
supply; there are always pl,ann~ng a~ti~itie.s "in pr(){j:t;~;~s ~it~i.n the" 
utility th~t relate to future ad.ditions to generating capacity. ' - _..' ", ~ . -' .. . . ~ - . 

PG&E and DRA agree that all customers, whether·or not 
'. . . - . -,' .. . '.'" '. ; 

they, a,re buying .ele9tric$,ty pursuant to special ;contract~, must: pay 
. ~. ; ~ . _. , . .". _. 

the full cost of the service tl1ey are receiving. What PG&E ,fails 
. ~ . . " . 

to acknowledge is that it ~s only:t~e exte~t to wh~ch,~verage c~st 
exceeds marginal cost ·t~at there is room t~.bargain wi~h customers 
who are capable of self-:generat$.ng. If c~storoers_are,able to self
generate ata cost below the utility's marginal cost, then they 
should do so .. sopiety as a whole benefits from such an 

. . . '. 
arrangement.· Of course, part ~f the cost·of self-g~neration is the 
cost of· creating the capacity to generate. If a customer cannot., 

} . .... 

self-genertste for l~f?s,than marginal cost, then it c~rtainly shoul~ 
be willing to pay marginal cost, at a minimum, for the privilege of 
receiving utility service at a special rate. 
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',;:)fI Of( i>G"1z fseelor~)'fol b~i ;tu1tjUlhg( th~t\ Ificdsto)1lers{'whoq~k'e: j , ~,):) 

kept' 'oJi1lltit?throuijh \h~ olfeiin'<j' oil sp~-dial) tate-s' 'do'"; not~ have·b.~:.' C:! «~ 
short-teVia flif'letiti on) t){e'if~e(r 'fo)'ihev' cjeher'atihg· capa'oltY~ '\ then1'F'! n t 

they ;do'ht1-~but'e\'n'(f (rapaoitY~iei.ated"bJost~:t·o'- the~'s~st-emV? CatPl ,',:';, '.':n 

custb"n{t;bt{C!t,nt~:fbute) t({'th'e 'demand' fo1r 'poVetl 'vitllouti addih~' to ,the"llt:, . 
cost ~'f}'ha1ht~lhih9 fsb'fllcien\:) ot\-lin'e' capadity?'-\ Vie\Oied -in' I ',' ".( ,~'":i'-: 
isolation, just abbUt>-ariy' custom~t' Ida'n' be' 'added t6~"or 'l'etained"orf:) 'J'; 

the sy~t~i&i with'Out;'cie~t1h~' the~ r\e~d- for :ail! entire'he\f',lpower plant. 
HOW~V~¥~\JWh~V~' io'ng'reC09hize'd that''-eVery''fimcust'omer: J',L; "'~"',1 
contributis 't6' ~the :n~ed' ;fo~'9'en~i~tUl(f '¢apa-city':"~' 'Rates -tllat: 'do' hob'~' [ 
reflect 'th'i~!fadt"-ai~"\mr~aioiiabfy di~criJ'!iihat6ryr:\<':-, :,{ ';' {, . :;>::-

;";i\,'; It 'is:fuTui'amenfai;'t'hat the h'cti<jihar'cost;;'of capacity';"" 
be refle'c't~(i' fri'leach unit> of -'d~mand}-:fr'om the -- f'ii-st to' the' last'.; . :: ,- '\ 
It -is' ;-1\b1::.' 'log'icai"for ~a' customer to hAVe -,hie' cost.;;-dt-service when' ,-
it is pa\,ih<i'tat-flied rate's -a'ndsuddenly have another, and ,loWer;<' ,~~ 

cost-'-o-f-"'s~'I:'Vi'ce' 'when it threatEd,s to bypass. if a -cu'st6me-t is ., 
induced '\:'0 -s'~ay on-the' sistenl '~y. fh~ 'offerirtgof 'a speoial 
cont'ia6·t::{ 'it c6ntirl'ue-s' 'toc6ritiibute- toth~ l6nej-:..term growth in' the- e 
demand "for -ge'ner~tln{f'capa'city.' "Pd~E'atteinpts to reftlte this 
asp~'6't 'Bf -'r-e\\fity' by suggesting thcit asp~ciiit t:6ntract customer is 
eph'~detai,: that"orice"it.s 'special ~oilttact ends~ 'each"su.ch 'cU'stonier ';' 
will-iJAVeth~ ~ystelil;·· This- assuniption 'defies-logic and is 
incorisist~nt ",;iththe rec6~d 'now before us~ 

'6ri6e'A'~il§~o~'r 6tiild~ the'fadiliti~§ e~*bling it:to· 
byp~sS:th~ utiiity systeni-torne~t atieast a: part of its load 
requir;:;metlts, -'the resuiting 'bypass 'i~· likely to' continue for many 
years. However, a bypass:opporturtity foregone may not occur again. 

Frank aibsontestified 6" behalf of the hospitals 
collectively;kno',nlas sequoia Hospital :oistrict and the Mills
peHlhsuia~~d~~it~lsi~th6 tir~t ~ntitie. to'~i~n s~'cial c6fitracts 
with PG&E}'~ - He staf~d that'the cost-effectiVeness of the 
cogeneration projects that'the hospitals had intended to-build was 
dependent both on the receipt of a CEC grant that would have paid 
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for _ 50\ of the c~n~l~~~~~Pil ~of~s:{~n~ ~~J tntr 1 i~~\l~n~!; l?f ta)(-exeJllpt 
bonds by the·.ca)i(orn~~ Hea).t~·Faci\ltl~s'A\lthotltYJn(,Qibson 
testi f ied th!t:t ~n J cp.Pf;l~e~~i\~li ~~'.!~; !f~~91~J;~ ~~p~,ttcr~'f;; ~~ ~~e hospital s 
assumed "that we were going! to! lose the. grant; .--' th~,- J:';maining 

dollars in t~Ti 9r,~~.: .. ) ~t;,wt,~,~n~~\?~_~ Yr,~}h~.t:"_~ ~t,};U)~ .~~~se grants 
could in fact be,-reiJlstated., 'andiI d()n~t'kn()w t6day yh$ther they 
could.- (Transcript p, 817.) Although' thecailt~rnia\'Health 
FacilHries l Authority was.-still.proViding,low intere.st.,loans at the 
time :of',Gil;>son's: testimony j • it~s' not logical-, t~ ass1.:UD-e that. ~ucl),,; .
funds will-always be available or that tltey, will .~lways:.carrY _,- i -,·i,. 

sufficiently attractive tams. ~:-Gibson ('Usp,testified.tllat,it;wQuld.: 
be more diff~cult·to return to the conununities~ha~ .~~_c:i previously 
issued permits for these facilities and have ~hose permits 
reissued.' ,_-Because they recognized the di.fficulty of rev.ivinq the 
cogeneration'projects at a later date, thehospita.ls insi.sted that 
PG&E pay over a million dollars in liquidated damages if the 
contr~cts-are evercancelled~ 

4It _ - Based on the experiences of. these hospital customers," 
there is substantial reason to expect that special contract. 
customers may remain on-line after their,contracts.e)(pire.~ In 
fact, while the signihgo~ speoial contracts virtually guaranteed 
that the customers ~ould not bypass in the short term, there is no 
certainty that any or all-of t~ose customers would have' 
successfullY completed their bypass projects even in the first-
instance. There is certainly no reason to conclude that any· or all 
of these customers will-leave the system after the contracts 
expire. 

If anything, speoial contracts increase the 
likelihood that potential bypass customers will remain on-line and 
contribute to long-term. demand. PG&E's rebuttal.witness, David 
Rubin, appears to agree. See, for instance, the hearing transcript 
at page .770, where Rubin, discussing the risks faced by customers 
entering into special contracts, testified: 

- 16 -
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.} '1';:l :,~} -, x r,:1 ~~h~yd & ~~61 r&iJ J t\i'~ ~ ~'l~k? 6(') ~n~~ t 1ft iJ {li\fI~:"' -:-11 j ) 0 i 0 C' f i) 1 
c;:- ,d' contYa¢t:1 t6't' ..... a-' $bt r p~ri6d ~6tJ: t1m~?fI 5&.9 [tiVe')dj '{d 2b;1(ld 

;, f t', 1;' (l - - '\' ,~y~an; t ,~nd -, .~het\ ,,,,i th ,ch.~nglng 1 ~nvlt"qnm~{ltal..; i ,;-),,"t, ',' r ' , t 
- .'. J ' '-' '. regUlation's', - not being able"to', bulldTiHe "., , 

t1 ;lJll;'-'project once.the'c6ntractJtul\~rout'·"-J~! '," ',;i:," !,"2." 

:';',lr,lp "<:');~b ~rprb1e6't:~thl'i ~·6Ui~-lha~.{aJ~o-y~ii~·(lif~t ni: ,;1,.;.~ !:C'·i' 

'~";~ ~1 ,,;;tinay nO\:1 be': able' to' be 1 buil t. after a ( tive;;!~:~;, 1 {i ~ :)!:',' ,j 
,~! !:",;:yea,~:<;lef~rJ;aLpe~io.d4~" -< !'d"C''''rl'~-l'<') ". ',[e,:) 

!ili r j:' .: ;"';Even'if)we were n6t:coii¢ern~d'·with th~lneed"to,spread', { 
the ))'l:ftde',V' 6£ capacityi costs equitably among jaIl, customers] i in" the' ~ J 

absence '6tfother-concessior'ls~ f it' is Unreas6nabi.~ t6 relieve: i, ;';,,[,,;"; 

cust'6ltiers: of' their' share of -demand f charges L'" ";;- , ,,'} r-; '{ [I" " ;:' t'l -i ;" 

\' !'!)' ';,,': <~ bRA proposes- using adopted ~ avoided capacity' cOsts' in ''',1 

determining: the~ adequacy of' a 'contract's fl'bor revenues. i iThi~ is ,-:, 
the '1691cat/ a'ild l appropriate' choice, since'the contemporaneously" ," ,',', 
adopt~d marginal capacity'cost represents thecommission's"~'" '.: 
determination' of the relevant cost per customer'and the basis,: for', 
ratesetting. At a minimum, each customer on the system must pay . ,'~ 
the full·: marginal'cost' for the service it receives, whether or not e 
it is being'served under'a special contract. 

,. b." . Transmission' and Distribution 
" " , Just as 'each customer should. pay its share' of . ' 

generation' c~pacity costs, it'should pay its share of T&D costst 
PG&E argues that T&D costs were not applicable to,the contracts at ' . 
issue here- because no additional T&D investments were mad.e to' serve,' 
the' CtistoilerS under the contracts. PG&E also asserts that marginal' 
T&D capacity would not haVe been freed up'for Use elsewhere if the 
customers had cogenerated, so these costs would not have been 
nsaved" if the cogeneration projects had been built. As was true 
in the case of generation capacity costs" by resting'on these 
arguments,' PG&E ignores the fact that each customer's'presence on 
the' 'systehcont'ributes to the utility's T&D costs~Its share of 
those'costs does not go away simply because the customer signs, a ' 
special contract. In addition, as DRA points out, PG~E has not 
supported its assertion, that no additional T&D capacity and 
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mainteilanc'e f\la's/or: will' be needed a16ng(anY ,of! th6 (lines serving 
any of,' th'e '~c6ntract' 'cust6m&rs l'" We 'agree:with ORA i t.hat'lit:, is f H L' .. ,!) 

dlfficult;t6 'attribute tne cost of T&D'Capaolty'additlons tOl ":IUj·,)~: 
indiVidual"customersl,i':,": ,1 '," ,:" _,:- :,1 \~" : ~ '~:',::., ,;.) 

i :', "; In the proceeding' that led.~.to·,the:'issuance- of, special i: 
contraot'cjUideliri~s "in' D. 88';'03-008,'-'PG&E, also 'argued tthat T&D !l' ;":: 
capacity costs 'should not be inclUded 'as' part of the f16orJ,;~". ',-r,'" 

revenues ~'-' PG&E 'makes . much 'of the! co'mmission' s, comment in ~ " .: .' ,',: .l' ;', 

0.880:.03':'068 :th'at PG&E's 'position on the T&D ~issue ,:in'that' ~ 't·' ',\" ; 

proceeding had . some lOgical 'virtues. j PG&E-- se'ems, to'bearguing that;;, 
if'dis :jlistificationlor ,:ign6ring 'i'&D ,costs Is logical' that it must. ; 
be reasonAbie.; It is safe to say that the ,latter argument is 
lacking in logical virtti~.-' Whether or notPG&E can construct a' 
logical rational~ for-doing SO, it is unreasonable to relieve a 
customer of its share of T&D costs in the absence of 
counterbalari.cingcori.cessions. Similarly, the floor revenUes should 
inciude customer costs. 
E. Rate 'structure 

The 'guidelines adopted il1'1988 require that'special 
contracts seeking expedited treatment include time-of-use (TOU) 
rates and peakdernand charges. DRA argues that all reasonable 
specialcontracts'shbUldc6ntain these features, because they' 
enc6uragehighload factors and reduce the cost of 'providing 
service. DRA asserts that flat rates, which ~otild otherwise be 
used, encourage peak load growth and increase the'cost of service 
and the system's capacity constraint. 
signed by PG&E did not use TOU rates. 

The first four contracts 
For ail sUbsequent 

contracts, the conmission refused to provide even preliminary 
approvai' for contracts that lacked TOU provisions. (see, for 
instance, D.87-09~082t in Which we gave preliminary approval to the 
ARCO~greernent.r PG&E acknoWledges that"'TOU rates may have 'been 
desirable in retrospect~n but'that the absence of TOU rates alone 
should not result in a finding of unreasonableness, 

- 19 -



A.89-04-001 COK/SWH/tt. 

cni\r'As we;-saidi'in-jD,~8T()l~.oOa, i.we·agree. with DRA.aJ'\d:PQ.~E::r1 f, ! 

that it is (appropriate; .to \lti~iz~ time-differentiated -r~.tes ,,,hen ,) '(1 Ii; 

setting ratesl,t6r (lar9~¢ustomers. Regular tariffed rates are, .:', 1. j' b 
time-differentiated, and it makes sense to provide'~onsistent,priqe,ri 
sic:jnals',to':customers ~undel'( speoial. contracts, ,;·H.0wevet,· we also 
said in that'deoisionthat 'an overemphasis on .tbue-dltteren~iatedL:. :. 
rates might· skew the deoisi~Ji of:the 'customer towa~d,selt":'"··_, '{. - ,t >'\ 
generation and that contracts with undifferentiated,tloor~ o~:oth.el;'-" 
terns may be:shown ,to- be: lair to other ratepayers by a u.tility ,in'a .~ 
given 'cC:\se~: while the absence of ,TOU rates is! not conclusiy~. -prool·~ : 
that· a c6ntractiisl~nrea~ortable,;it ~s~the.utility's responsibility~; 
to justify its failure to require them. .The -:absence of .time- . 
differentiated rates may contribute to a'finding of" 
unreasonableness when 'other contract deficienoies exist, 
F. Rate Level 

. DRA argues that. in order to maximize the cUstOl'ler's 
contribution to the utility's fixed costs, the contract rate shou~d 
equal or exceed the customer's estimated cost of self,..generation. 
The logic'of this'requirement is that; a customer will generally 
prefer to. purchase fr6m the utility if the cost of se~f~generation 
is no lo~erthanthe cost of utility service. Although it points 
out that DRA may have ,applied a less striot standard in the pastl 
PG&E offershb,objection to this criterion. we agree that it would 
be unreasonable for the utilitY,to offer service at a rate lower 
than the cost oiself-generation in the absence'of overriding 
circumstances~ . 
G. contribution to Hargi.n 

'Contribution to margin (CTM) refers to the amount by 
which the reVenues received from a customer exceed the cost of 
service, DRAargues that special contracts should provide a 
present value CTM that is greater than the CTM that wo~ldhave been 
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 ols.plt;;i/~~~""rJ .t)l,iP4~E '-~\lt:er~> i86P~~~'n£B l'iJ l~op"'p!)i;'ftf'Jta4'tJ 0'::>'1 

thi it ~dlt ~(ol· q'.~(j"!\,,,t'c. ')j ,.::fi,Y') t',i:-; o)(,i(;>F:)! C :>~-",,: p"r)""}''';l')I''-'') s cr er on. ," - . " . ',," 
.fa 'j~Jr~~')th'A'V it:"~Jnf~~6·i. "t'h!t' !c>({~ :lrt6t ~r6'vfd'6 ti~· \::: [F::t iq~~";i 

preferable ctM is not in the ))edt·:')ir't~r~~t;iot:"r~'t:'~pay$ir~~lt·'·<Th~liG\f~ \',; 
alw~y~;t~o~~nfl~k '''ftiii£'a ~tb>J~t6;m~i dfgriifig:)a :ii;pe'olAl 86htr~S~' would 
no{'~~v~[~ri~'9){iC)it~Jc69'~~J:t~ti6i\!lfa:6ilit'~ o~ "lin~~'l !'If tl1~ ichM f i'~n()', 
not J~iitist~~€J.ihi·ycl5etl'li \inJ~f! r fl{~ ';s~egial\~b){tra¢i thSi{ f€ iwoui'dtJ ],) 
be:fi f~~ f ciJ~ltciinkf ~be~~ii~ 'i~::c64~n~tat6i~1 th'~t\ ::th~:'utiilt9c'mf<Jht ;'ci§!'!, ~ 
well ii;i th\{)BJsf'ori,'~~lpJisJ~J~ih~"by~~§Jlst~ate<jy.~" 'Th~t.; tli~re uP Jh 

at least some'.fgharig~ Jfh~t Itii{lJO<j~i\~i~ti()fit'p~6j~¢t I\~ill ~'rl6£:'b~) i: ,;' , '., 

cOlnpilteSi~~d;Jg ~19Qe~tJi ct~i '~iii b~'~~chr~~~d i'b~6~tis~"the· cust6~~t J' [', 

would'~trff b~ pii~cn~~1~4·:ilil ':6f )it~ Jnef4t h~~J~ 'at 'tJi& i:arIli~d"" 
rate:' ;:)j{lwg31'd 'h~ :"Jhi~as6n~bie' 't(;i' a,,-titl1ity \6 ie~te~"'it.td [~ ,,: .'~, , 
cont~act tl1a\: ,can reasonably be foreseet. '~~ i1ot'pt6vidih~fa' ;:' ;'Cf : 

pref~~a6ie[!ciM. yil' 'additl6n, "it 'would b~\iilretts6nable 1 for \a 
.. _ .. _~.: ~':~"':":~~\.··'·~~·T .'1: p _ '-ill" :, ~ "0 .f .':"j ·'1", .. --;'-1--. ~~., 

uti11ty t~ not exerC1se 1ts opt10n to cancel a cOhtract that 
sUbsequertf:iy~'pro~~§ ~o· provid~ ,"an' inferior: &rM. ", [ ~ 

- , ; •• - '.0 -: ... ' -, :: : - ~.- _: 

'IV'. '" ~evle~ of Indi v ia~~i 'Contracts 

Th~ ·ii~st nine' special" t6ntf-a6ts' ~i~'n~d' bY::PG&E' ar~ 
subject to review for reasonab'l~ness ii.' this pk-oc~~'ding> withl'tl\e " 
exception o{\h~ fhre~'h6spital; aq~eements~ we wiii dlsc\l~'~ each of 

, . -. I .. ' ~ -
~ c_,,' ", ',~';!. 

them 1nd1V19~ally . 
• =',-r: __ :~·-i.~_ :_ .. ~. ',,' 

A. Hospital,s 
: ,.--

," On· Nov~rnber i"1, i986, :PG&E entered intC:fsepA'rate 1 

agre~~e'nts t ~ith thiee members ~f tlie Hospital' CO'ils6t-'thiiti~·'bf: san 
MateoCo~'~ty'!" • Mitis Hospital" in 'san Mateo, p~'nln~ula:' Ho~pttai'ln 
Burlinga~~, ~;nd~ ~e'~~ia' Ho~pit~i' in' R~dwood city:' The itt.Jr~einents· 
provide eaclilhot;:pital'with' firm 'service fo:r is' yea:r~~ 'can~eltati()ni 

./_,~_._: ]\-,} _+\~, ~"l. -: ~ ,- ,:~ '.' _: .-:';: - -iL <- •• i -. ~ ~ ... -"~ 

Inay'occu~ upon four years not1ce'by PG&E, but 1f the 'effect1Ve 
." •. ':.;. ~'~'.~ .~~ ... ~-_~ .'; .:~ -.- '.' ,,-: -~ :,. .. -.' '-":11' .-.... ~ -, t', 

contract term is less than 10 years, PG&E inust pay the hosp1tals ' 
liquid~t~d'd~ni~g'e~' totaling' $459,065 'foi Mitis,': :$'327, oocf for" 
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pentl)s'r\~~ }PJ/~'(1~jt,5t'109~~I\to,f{~~i~,~i~;tl_J l~~)e }~,~riti~~:'f~~~~I~~j~a~0 J<;,)'1 ,) iii ( 

cO<jeneration was a feasible atld economio "alternative ~f~~iO~~~' J h~) ~~ hU 

hospitals, \rf,h~,9h "~~c;l! ~~/?Ie~v.~,~, ~<J,r!~ellj~_~.~~{;~~p~, ~tl~i PE~.,tC?:r }' .. 
$7?:~.~~9.,,~ra~~,(~~~{\y,~~,~e I~)h~h::.pr:?~e~.ts;"d} II r ."',1:, - ::u .)!..j': .. F,'L';q 

j~ f ,,(,', ~lW, ·lZ;~J)~) t.?,t;'~~<:h'~~~I~~!~8t, $.~s .. ~ l!~I~lt t;el'\~.~lCJ;y }::,~~rCJe.o~n~ '/~' '-; f t~ 
llon1:,hly f,i~~q charg~~ , !Th~ ~a,1:~ :.1s. not: ,adj\l.ste.d. to. x:e(lect, ~.he t:i)ne. . 

- .t.. ~ .. 1. - ,~ 1 • _. ~ "- ..' d ~ ~ 1 • ,~ ~ ... ~ = .. _, .",... ~ ~ " i .1 ~ ';. •.. _ q.... J r ~" .' 1 i. tJ L· I) 1 \. \ :. ~ \T f . ~ 1 t ~ ~ • { 

of use.,,~he ra~e is s\1bject ,to a marginal en~rgy cost floor, that-
equ~i:~ 't~h~ ,!.~91·:'~~~rgy,.'.ch~~g~' Phi~'~~{)~~623,'P~; ,k~'~,) ":~n4 I~ 'p~ffi~~L'~~f'~'~ 

- I. - ... "_ . • ~ -' _.. - J . ,. ~ ... ~ • ~.' \. ".', • .' . '".. - . ~ '.: ,.... ~ :: - _; -' < _ '!~.) ,} 1 J ,~ .. i ~ ~ 1 

at the E-20S firm rate. .The floor does not inolude a factor for ' 
,": .-,~~_ql.) ,,~ '£l~ .\,~_· .. -:tl \ .. ;.~ ~::..'..:..:~,;\ .... , '~-~.r ':';'it;~l ':.-.'::.,;.:?:'";,'\ "\;1.) )~~f rl'~', .. '" 

capacityp~!3t:s 1 r~l.at;E;d,: \~, .9~nera~~~~, ,tr~nspq~~ati~~( pr ,, __ , .' _ , " 
.-~ ... --_-.1 - ... ~ - -'-- ~_ - ,. i H',' ~." ,I-~L'<) :,,; -,', iJ.t : .. ':1: ~\) ': ~()..:: __ L~:1_.~)! :Ii._ 

distr~bHti~n., ,'l:'he .rate :app~,!es, Qnly tQ .~.s~ge w~thl.n the ENP9 ()f r 
L - -' I" ... - - , : •. - ., ..... , ~",. 'I.. -, ' .. - • ~ ; • •••• '. ~. ,. • ~'~ .) .1 ":.' .; -) i" l"\ i. -:.. [ .• ~ '=-. :) ~~ } ~ . .,. : ;; .! ~ ,'} 

the pr<;lp<?s¢d ~ogenera~iC)n p~an1;s ~~ ,e~ch ,~ac~lity, ,and if> ~1)4~xed: , 
. -,. -.'. - -!.. .' ~ \.". ~ ;'; • ~ - ~ ." . • • I - ': : _'. ; £:. ~; ::. i; 1 -.. f "' :-: r't t .... r 'C ~ , 

to a cornl?i"atioi') .of,PG~E ,standby arui customer charges,' gas pr:~ces . 
~ " • ~ .. " ,' .. , •• ' -~ ... ~. ,~ • .' < '. .' :; " .f ~ •• ~ • ~ -, .! 

and rates, ,and,~onsurner prices. . 
, ~ . ., "r : .', . ,~. ',. , ' . .' ' • '. " { .... , f: J _-'" .-.. .~: 1.' • ~ 

As of ,December 1988, the memorandum account WhiCh tracks 
revenue l()s~e~ due to these contracts totalled $127, 66i >l2 i::'~:' f ' ;. ,-

Mills, $166,' 006. 06 f~'r Peninsula, and' $118,769.78 for s~quoi~ •. ; , . -." 

According to DRA, this a~~unts to' a discount from ta~ified rat~k oi' 4It 
26% for Mills, 24% for Peninsula, and 19% for sequoia. As DRA 

> '.;\~I~ t ~~, ',. ~1 '\1 ' •• ft '0'. ;"t 

points out, the discounts are h'iqhes't in the summer' period. The 
highest monthly discount was recorded at peninsula, where a 
discount :0'( 40%' ~~ist~~.'in s~pt~mbe~ i98~. ' . , . 

,'" ,. 'ORA. arg~es th~t the marg'in'al' ~Qst fi~or in tl)e~~ 
.: . . . :,; -'.... 'I ~ " - "'. ;; 1.:- ,_,' -: : 

contracts is inadequate to protect other ratepayers from ~osses. ' 
.. _ . , ..,' '_i '_ : '.;;- .• ~ .. 

DRA's witness Meri Hanson testl.fied that nwhile only small losses < f (, ~ r~l~ ',i~i . ,\ 
have so tar been incurred, the inadequate floor places ~xcessl.ve 
risks on ot}:ler ratepayers. 6 In addit~(m, it' is DRA'~" p'osh:ion that 

. • . . ~,','.t i,",," '.-..::~'" ~ 

the contra~ts/ whIch haVe 15-year lengths and r,equl.re, four-year 
notice of, ~~nc~llation, ar~ unrea:somlbly l~ng •. ORA poJnt~ out: 

-, , ' . "','-

that, about ,a, rn~n~h after these contracts :were' sig'ned, the 
, ,'.., , '. '. "',. ..' "'.' ."; , ,',,' 

commission adopted a forecast that showe~ a need for more capacaty 
.: " ! . 1 ' _ , ,', ~ '-::.. ~ .:" . - ~ ":..' : ~ _ , '. ;.. . .. _ ....., - .' -

before the date when the contracts are due to exp1re. DRA also -
disapproves of the liquidated damages p.~ovisions, which are: not 

- 22 -



A.S9-04-001 COH/SWH/tt. 

cont i~9~P~t ~llP,(?J~, J"~, I ~~Y. ~4~.qlt~~JP~ : ~o );~:i.s!f~~, l~~F ; ~Pif''\~'e; pr, I ~~l~,it~~~ 'I I 
to the amq~H}~;P,t ,~he, C;{{~Q~ •• ; 1,_,'1 r;:'-'{, '{!d'7itO;~f-~)~111U itt, 101 2~)J6"l I6!.8'J'F! 

'~'d ?G,'~' ,J;~.~ppn~~.,Mla\- ,.,~7fl"n, tf, ll?,o/"}>~j ~~'frj~~~ t~~~!" .j~, ~;r;~;~~"\Yt 
for the,. ~n<?~u.s}.o~. }~, :f~().~," J:'~y~n~~.~'1<?f, 1~a~~,~~~tp~~I~~I,Ptr~l\trl"9)"~lc"\;;f L{ 
capacity, transmission, (Hstribu~~~rk a~~ }~\l~~f?p}et,~~a~JJe~h r~l}.elli~\~';I'<} 
should .~ .. e 1;0 ,~~?a~l.C?~al}?,~ ~.:,._,~&E; ~;r<J~e~.~h~,t, ~he )t:~;i~;n~,e~.}i.~ceived 
must be compareq to the actual costs ili.curr~d to. serve. these ... 

,," .' ." ~ < ......... '.' ~ •• ~'.-.J ?_.'.'~' ~ ••• :- _" ... ".: ~ \~.~t_I.· '. "_:..;;'_:\':''-IL';~'":Jii\''' j.t,.": t ~","'.:t ~ l<lI ~ !.f:) 

cu~t.~~e:rs Qn .t~~~~r9i.~ :i~ ,or<l:e~~o ~~t$~it;l.~; th~tr~_~,"1~~An~, " : j-,1:,;-,1.-

disallowance .•.. l ~~.,a~~~~iC?J\f' ~~,E ,has, ,unc~ve,~~;d .. ~}:,;i~lylc.{ i~r.r?r, ~j ','".;.: 
whi~cPI: .. ~he,n :.cp~r,~c.t~~f, ~il~ .. r.e~ult, l~~}:,hE7 :Aq~'p!;~~l!~j be;~,n~,:,~ j,.;,~.;".: 
backbilled for services provided in 't-he reqo,rd . period .. an '-amount ,. 

~ ;.. • 1 ". :;... _ . l, ~ ~ - .I.. ~ • _" ~ i: ' _: ~ l ~ . .;: . '.. 

which exceeds DRA's recommended disallowance. ", ,:.i ;- ! :.. ~ ~ .,: { _ t _~ ~ I ~ t . ; r f ~ t -~ 1 • : ; 

. When these contracts ~erecon~ition~lly approved" the 
_ .. _, ,_ _ '- •• _. • _ ~ ~ , r ., ,.. - - ..,' .. 

ComtnS~1~n specl.f1cally st~t~d that they-,,!ouldul,tl.T(l.at.E;!ly, ,be. )~dged 
- - - • • • •• _. I.. '" , _.. •• 

in light .of the regulatorY·,fr~F:lework ~eveloped i~ ,~~~~equ~~~ . 
proceedings. (See Resolution E-3017, issued January 2.S,. _1~87, . _, " . .' 
p. 11 .• ) .. In accepting that c~':lditi~n, al~ng '''''ith:.~h~' ?O~diti<?O,tha\'> 
the contr~cts would be subject to subl?equ~ntreasonablene~s, PG~E ; 

- ~ . ..' ':; _. .,. . - . ;;:- .. 
expli~itlY ~~c~pted the risk ,of future.disallowa~ce.7he,~ospi~al 

- . , . ~ . . '-

agreements fall short of the·quidelines su~sequ.en~ly 4eveloped in . 
'. _.. - ... " .'.-, ~, •• ,- ' ,_., 4 .. _ 

O.88-03-00S·in a number,of respects. The i5-year contract rate is 
. . 'I . • _ - ",. _ ,_. __ •. \ .' - ,. 

too lonq~ ~7he floor r~ve~ues do not includectr~ns~ission. 
- • _ '. _, •• '. 1 

distribution and generation capacity costs. TOU rates w~re not .. .. . .. ', . . 
required.: However, even if strict adherence·tQ the 0.88-03-008 - . . - ' - - . -' .- -

guidelines is not required, this contract is unreasonab~e._ . 
As discussed above, it is unreasonable for any customer 

to be provided service at a rate that does not equal or ~Kceed 
adopt~d rnarg~nal.cost. The significance-Of PG&E's failure t9 

. ,-. '. 
insist th~t ~he rates charged to the hospitals cover ~argi~al 

-
capacity costs is enhanced by the fact that the rates are not time-
differe~tiated. A flat rate does not pr~Vide an incentive fo~ ~ff
peak use. As such, it may .hasten the time when additional· 
generation, transmission, or distribution capacity will be needed. 
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In Jddirti~o\t/rPG&i£ 'ha~ <af~r6ed>~hat (\h~;)i6<~pft\\ls'~'~'an\JYe¢EHVe ~hes~{ JjlO, 

speoial rates for an unreasonably 10n9 peri~d< rot ti~e \lithoUt"~ .):\' c·} 

rec6'r"ih"4'; a1{y ilip~'iu!~h"t' -c()1n~)~n~'at'iri~ 6~i\'cessi~ns'!)'II"Fiifally'F the 
prUderidtf'J'f 'agtr'ell\\(.{tC: h-i41i~riclu1dafed'\d'amilcje"~ "lin ;th'~' reVent' 'of ;i.1 ld 1 
canc~rfa"ttiot\~'is\"q\.ies<tT6~6i:)'fe "A's~ wb}i ,rf; ! f '( :;,; h ,<,'J i . ( ,,) . ," ',;;,,', 

i "\,, r. ':--':):ny ~~T.l6Un'fs ·-tH tlle{ ~1D.~mbrat\duIFa:ccount> th"tlt 'r~tl~-ct th~d 'J",d: 

differenc~ 'b"~t~w€i{n'i\'d6}lt~d'-1!IAr9inal' "co'sts 'arid th'El contra'(ft:: rate's,t ;01' , 

should be (lf~all6'w'e'd~'ii Th~ '~reaior\'abl'eneJ;'~ot ;th~ lliquid'ated damages'w, 
provisiot\\ifli ;1rld~~~e l\ic\(i'illis's'ed 'herb,-:h~da\ise ~Pd&E'ha'~ not" ,!' ';,~;! r ;: f i) 

cancell ed any: '6f tliJ 'hds>pft'a 1." :doriira6t§ "'and ~ {~' n6f :'s'aeK 1n9 'r~cove~Y j i' : 
of thodl{ ~n6'utlts ~ lk<thfi~":prodeedi'nCj: ,< :.-,-: ::: 'I' ". '" '. . " i:" cl 

B. Louisiana Pacific" ,'f',', ~ :'"c'::' ~",- ':,,";: ',' ,;,~': 

.,' On D~c~rnher '12,: "19~6,'-PG&E entered,tirilo' a-five.;.:y~ar 
coAtr~bt with :touf~ianai pacffic':coipotation' (LP) for 'delivery 'of:' ,,'i 

power to LF's orovilie,'calif6rni~fatiility:ih:a'fi.at rate 'of;< 
approxitnat~iy 'four 'and 'tl bat'r cents pet kWh~:' Th~initial te'm:6f' " , 
th6(ti6nttA~t b~gari'on"sept~mber 1';1987'.' TW6"and a haif cents ·ot., ." 
this ,: tate 'a~e' :esdttlat~d by -the Imp} idit 'price' Deflated' 'fot 'gtoss ,: ' , 
nat!ortAl ptoduct, 'and th~ oth~r ,tW6"cents'{are escalated by the' 'gas , .. 
rate';ior c6gette~atioh)ser-vic:e, and' nl.6nthlY :billings 'are' adjust~d 

.'= ~ • ') • ~ .~. , • '.:' ~. • - •• i" .. . " -. ....,. _ . . .. , ~ _ _ ~ '.-' .~"\ 

for'power'factor,'slI'hHtrto the E-20 rate.'B6th PG&E and DRA" ,': 
agree that cOg~herat10n: appears' to hav~ been'feasibi~ -fot -LP.' :,'. ~, . 

'themeni.6randum acc6unt 'for tne LPt:6nt:ract showed a' : - .,:: 
cumUlative bai.an~e-\olith interest 6f$i,t98~469.10 by theend'6f':" ,"'1 

December 1988. 
ORA finds fault: \.lith the LP cont'ract for three major 

reasons. First, the contractJs floor revenue provision does not· 
meet ORAlS crit~ria.· secoitdly,the cbntract' does not require ToO 
rates. Finally; Hie LP contract is not limited to the ENPO. 
Inste~d, LP 1s abl~ to use'speciai· rates for all of its ~nergy 

- -

requirern~nt$"~ . 
We agree ~hat the contia6t i~'bni.a~on~ble ~ith 

respect to the flook- provisions and the lack of TOU'rates. As was 
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the case wltfi'ltlle"! hospital: a"gitietnents ~ tha€ '-preced-ed 'this' contract, 
the fail~e'~ t-o r:inolude';gehe'tat'i6n, 'transmfsslot\II and-distribution -{oj:! 

capacity 'costs' '~i'O '"the f160r :piovisi6Yl 'enables LP to 'obtain; service " ': 
withouf£asS\lrai16es: C that .- {t'·-will' coVer; tne '"cost' Of providing' that >"'q'f:, 
servlc~'~I ·Onc~·~'ag'ainr~ b)FfcHling' to" 'apply '·ToU· rates,' PG&E :enhances'!l ,:) 
the lik~lih6!6d :thttt: LP will -c6ntribute to, future ,additional :demand ''',U 

requii€ments". ":'Tnes'e ~failuie's"a're, ev~n l1i6re ,troublesome' in 'terms -0('1 (' 

this contract, l }j~c'ause LP,-is' 'allow'ed -to apply 'the ~special(_r~te, to r, [",'.' 

all of:its('e1E~6tfic'-need~ at the Oro";ille facility,r'fNen wh'en',those'l( 
needs '-~xcee'd tlieCth~oietical"O\it'put "of: its proposed r cOejeneration ,','or·'-

facility. B}'!aliowing the:'speoial; rates' to'apptyto all' 'LP" -., ,.', 
purchcise§,: PG&E creilt:es'-a: risk 'that 'its 6ther iatepayers will, be,' ' ': 
providing LP' a'-disc6untf6I' purchases,that\otet~ not::in 'danger of-. " 
loss("du~-to bYp&:~s, 'PG&E,'sh6uld not be alr6w~d to recover revenue - 0 

shortfalls resulting from the inadequate floor prOVisions. with 
respect to the-~hlCk 'of l6ad'lil'litt 'We will 'otd~r PG&E to 
renegotiate this contract so' that' the',.-rate'discQunt appl ies only -to 
the ilm6unt~ ot'-load which 'w6uldhave bypassed.' ,,' 

,- , AsigrHficant dispute' between DRA and, PG&E relates to 
whether theOthei-\Jlse'Applicable Rate (OAR) isa firm or" 
interrUptible :rate,: :The oAR'is the rAte which is applied to -, 
determine the'-los~ 'resulting' from the' absEmc~ of an appropriate : 
load 'limit. Pri6r' to entering- into thi.s· agreement; LP received' its-
service at'an inteirl1ptibie rate; According to PG&E, 'there-is no 
doubt that LP would have continued to elect an; interruptible: rate -') 
if it had not entered into this contract. since'it continues to 
take its service under interrUptible rates at its other-existing, 
faciiiti~s., However, DRA points out-that under its special 
contr~ct,tpreceivesfiim service~' DRA arques'that it is 
irreleviiilt t6 consider'whether or not LP may haVe:otherwise 
retilinedits:status as an intei-ruptibl'e customer in Oroville, 
Instead, DRA asserts that since LP is now receiving· its 'power· in 
Oroville under firm conditions, it must pay for what it is getting. 
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\ J:H,-itl In its: reply,: bri..ef"I,OR1\ _9ff~rs, tc;t. s.!mpl,Q. ,,~Jll:!,~~ .•. ~ j ".,I' 1!;~ C) ':.>Ji J 

store, olerk who 'each d..ay.'sel.l~ ito a. ,<;:,~~ta1.Q ,9'l:stQJ!~~.i.C\n cappi...~, L(Q;t: .~;{-I 

25 cents l " negotiates an arrange1ll.~Ji;t: ~Q ,-il:\c~~a.~e. l:'~~et:l~e!? .. , ."( H,e 'l f j :'('1 C,) 

agrees wit~;a :cust6~er. tQ($eli: .a'pint Q( .ca'{i,ar,¢~cl),-4~Y,·.f~'r1~()( ~'.,' It·; 

cents .-, ': Of· . courser, he :receiv~~ ~Qr~m?ney :fro~ ,t~~. c<t'r'stQ~4it.r' "!lle)L' F', 

the lOOSS -discovers ,the arrangement shei.demands t~ )::u~l.reiml?\l.t:~~~'" r ,);0 

The· reimbursement· should. be based ,on the val~~ Qf ,.c.~Y,i,ar .I)O~,t~~ t up', ( 

value of, apples, . '.PG'E's\argum~ntithat :LP;.~a~ .re~.~~v~ng \,;);;·1}.:,'·~' ">[,i, 

interrUptible serviqe prior tQ ,th~ .cont,raot ~sana~<?9Q~~ i~o',~1!e ;\) :' :', 
store clerk's ~r9uing t:ttat: heshould,be''resPQlJsibl~on~y fO~ \t,he:i'c-.·, \ 
value of apples.-, PG&,E.,a.ckno'Wledged .tbat .1.::here t~,:a cost,,,' . ',: t i: l " ";" j 

differential' between firm and interrppti.ble ~e~i~e.. pqu; ~ho~l~,,:.;, ( 
there fore,. : be • book ing discounted.· revenw~~ to' tl)e; l!iemorandum ~~c9~I:'~' ': 
based on,E-2QP firm, and this is the rate which should l?e used· ~o,. " 
calculate its all~'Wance~n '. . , 

Resolution of this controversy is important for, 
deterniningtheloss suffered by ·PG&E under the . contract. We ~g~e~,.: 

with DRA that LP should pay for the, s~rviGe it i~ receiving .. PG&E e 
argues-that 'interruptions are unlikely to occur, ,·sQ,LP, would always 
continue to buy under the ~ess·expensive int~r:r:uptible.rate. This 
argument is Only conjecture. -If.LPis truly indiffer~nt to the~~ 
firmness 6fthe service it:receiv~d, then I>G&~ should hiW~ 
negotiated the contract providing in,terruptible service. In return.' 
for receiving:finn service,'LP must pe.willin.g to pay more. 

c. USS Posco Industries. 
PGSE's contract with USS poscolndustries (Posco) steel 

mill, filed with the Commission in February·of 1987, extends for 
five years and provides discounted TOll rat~s for a portion of the 
customer's load appro~imately equal to that which ~ould have, been 
served by the deferred cogener~tion f~cility.: (47 MW). ,The TOll '; 

rates were'the result of a condition placed on initial 'approval of 

the contract by this Commission. 
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~)dJ :lbrii ~iqa~§'-'>that·-\t~e c~fiftagt'''1~ \'ut.r~~~6n;ai,i~t·Wda{j:~~(~the; 0') 

floh'e "~i1~~RJe Jp¥o\ff~1'ofiHdoesj'n6€ (4~!i~Qe~!~ebbQ6i-yi1Bf ~gf9ia~1 rll r J f U:' '."j 

capaci ty costs. Howe~6~ ~ f oRA d6&~) ilbi 'J r6<!6m£~n~P ah~-) dif;all6tJA~<=~ ( f, f· 

in this procGedlH~, c~Jdllii§~I,"th6·f~ofit~a6ti~a·~ ~~suit~c:{'H\ it 1 positive 
contrll){:it16ft t6rin'At9in\I\l~irt4 1988.;' "ir\~t6A'd, 0DRA·:~~99'~!iti. th·~t:ithe:' t 

full, loi\91fui\!fJi{ai9in~1'!t:6~t !c>f (~eWl¢~ b~:; t~~Ck~d'!fot"~h{{' .I,!. L,-:,,' 

remainder i6i'<i6nti~ctf ilf~iAii(FthAt'dl~ari6wanc4'iS<'h~ A'~~e~sedl'ih ~l, .. 
the J~~~p~~teJ"~~t;ilt; that :'r~~enu6s' fal i i a;hbkt" ~t th~'t i l~{,~l'~ /':' r ,~. .'" 

: "~Fgf'At £ ; thEi ' r~~~ott~:' d i~tu~~~d': Ab6v"b ,'"}~~ 'a9~~~P wi ih' DRA i.' :"" 
that thk1~b~~rtd~ 6f\)ziot~~ti6h f I~ 'th~~'~ont&ab"rJ s'{'tl~ibi p~6vl~!oK:t6"" 
co~~~ ~'4~n~iAti6h~' ':'ttAnsmi~~ tbh~' Arid: d ~sii-ibU~ i6ft' ~a~b~fty ," ¢6tt~; i~' : :) 
unreasonabi~." "PG&E '§h6uld"n6t b~:-'aiib"~drr~bo":eryt6r anytutu~e' ",;
shoitfall t i~suiting from' 'the ifiitd~qtlAt~ 1160i- 't-evlmue :pi~vis!6n.' "';' . 

. , . 
D. Arco 

Aico ii\t~ftded to build '~6<j~~erati6n faciilti~:s At'oii . 
production facilities in Fairfield (.713 MW) and North Coles Levy 
(2.825 MW). ,) Imitead; Arc6: signed a ~p~6ialt eie6ti-1c' rat~ agreement 
with ro"tE .. ':Th~' ~e~6tiatec.i" rates ate ti6e':'diff~rEn\t1ilt~d. 'The 
rates~~cill~t~ acc6rdirig to ch~nges in ilaturai' gas transp'ort and' 
commodity piice~~ lnflation, de~ili.d,st"hdby, and"custom~r cha~9~s 
in PG&Eis oth~{-..i~e: applicabl~ t~ritf ah(1 PGfrE'S pubfish~d prices 
for s6i e1\ergY. 'TiH~ _ contrAct" pr6vid~~ fibn service' to' tl-le' two 
faci'iiti~~ lbr ten:y~ar~, but" (as of Novemhei" 198~') the 6biltra6t' 
can" be ~ cari6eil~d upon' on~ year i s ,nof~c'~~ The {lobi- i-ate does' ho't 
includ~c~~~6tt~~6it~. .' 

while' adcn~wiedging that the' ten-ye~r contract length is 
not objectiottabie in light :of the'one yearts notice cancellation 
provision, DRA objects to the absence of capacity costs in the 
floor pr~vision and recornmen~s that the agreement be found 
unreas~n~abie". ' 'At it minirnum~ DRA propost;s;" th~ agreement" as it 
reLlt~~ 'to the larger' faciiity (North' coie~f should' beba'ncelled, 
unles-~ it :r~temak'ing: approach' i~ adbpt~d' that:· -kd~quateiy' protects 
ratepayers trom future losses~ The iioorwdsifivbked for the North 
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col~ft ~PF9~~~~dd}n .. \~~l.~~}\'fliflv~,w,J~~li~~~ .~.~o/':Jf,~80~.r,~~~, ~~~t the 
resulting f ~~? !,~~~ ffDo~~!~,~1,c;~~'14~~~~1~~~d~00P,Rtt:,4~~~,.)1)~t .. r.~~?~e~~" r 1 

a di~a~~~~~t;'p~ ~ F,e~~~e~,\~~ ,~~~ J F~!~t~~~,~ ~~Ri~~~~ },',;.~}r : ," j,' ,',.> ':3 j ~. ,:,"r,:) 

"v 1 J r2"~'lIp- ~?d,i~~?r. ~? 9~~t~~~~l}~·L~h~,,~u~~~~~~~n J,~~},~ ,"'f',! '~i ,l i ';1 t 
re?~sm~Pi\~ .f~?9rr;»i~v~n,.'Je, p.r~Y~:f~6n. ~~t>t ~!19~~~e\5f.~~~i~X ~~~~7".'.( -;:.", 

PG&E ar9\le~: ~~a~,! ~h;er,~~??ul~ b~ [l)~ ,~i~~i~?~~n<reil~~~r.t~~ 1~!f'~'\f ,! [(j t 
contr(i9t, 1.n. allY eyent.. The, cqropa.ny ass~rts, ~ha.t two.f~c~ors ,r ,:, 

;.,- ~ .. ". • ~_·It.~ .... "~_- -:,. .. , "'~_! t .... ~·.- ,,--' r_~~~)J._i.i.~~;-) J.\) !:':I.':!i..t -~f 

combine t?i ~~A~i~~~~ t~e ~.~~.a,l~?~~nc~: .... f~lis~'<l~t !~~~~a~ \ITJ~r;~~na~i 'iT 

energ)'.eo:s~r,.·d'::1~tr~ ~ge. r~~8rd,~~r,~~~ 1 'r,e~~.}'p~,i~~li~~~.e~~!of" .' , 
f~E~c~~t~d., S9+ ~,Jl~r9Y Pf~~T~,~,~ ~~ritc,~i~~ ~h~~, J?~)~ ~~~?~~n~~~; .:. 
d1.s~~l()wa~ce coul<t dr,0I> , by! $14, 7~1, 1:0 $14 ~ "l;l~" ~,,~~c;on~,,; ~&:E arg~~~. ' 

_ - . _f.~ _.'. !c __ < .... -,. ~ .~_. _,1. l .• __ \'. ,,_ ': ~ i..~"'. \I~"· __ '~_·.' ,,! _ "J .• _ 

that., ~.~nce tJ:le lW9 "'r(~,o, facilit~~~" a~~ servet;l.~'1t;ler ,a ,singl~, ., . , " 
- ,_. - '_ •. ' I '..... _ • _. . _ -, . .' _ \ _ .:, .,.... . _ ~;;;:'. ..'.1.... ~ '. - . ~..' 

agree~,:t'~': :t.~~.: CTl-i .C?.f" th~, t~or~c~,l~ti~~ ~llou~d,lJef,~~4~~ tC?gether' l ~ 
According to the company. if the cTM of the two projects was ,. 

~.' ) 'I: ''l . ( t 
consider~d together, ORA's disallowance would ber~duGed by 

$20, 5~,5. 
- : ,.:'" -';! '-:.') 

.'. -. ORA~s response to P.G&E's,suggesti(;m that .the effects of, 
the two, fa~i litie~ be, c~)liliirt~'d is, pe~su~siv'e •. ',A\tllough the' two _ 
faciliti'e~ a~~ serV~d ~nder one' contra~t, 'the' contra~t estabiishes. 

~ > i , •• ~ , _~ - ":' • _. t" - . - ~ ;:1." ~ t --., ~ ~ ~. '.-- ..• _'. _. :~- . - -

two; Jr:t~~pendent f.loo,r provisions which do Dot allow losses at one, 
sit'e- 'tQ, ~¢ off~~t by 'm'~rgin -at th~ 9the~. T~e·.CTM a~alyses are 
done iitdepen~entlY, ,The sit~s ar~ ~'illed OJ) d'i(f¢t;~mt a~cou~ts. 
We agre~ wit'}. ORA that costs res~l ting : from th~ fa'iiure 't~ i~clude' 
capacit'y costs' in the floor revenu~s should be 'di~alioweci' ami that' 
it is appropriate to c~lculate' the disallo~an~:s" j.ndep~nciently,.· , 

We have adjusted ORA's proposed disallowance by 
. " - ". '~~.. . 

sUbstituting adopted marginal ener9Y costs for,the SOl energy 
costs. 
E. Unocal 

'l'lle contract petween PG&E,and Unocal', fi~st, offered to 
~' . '. t - i .'. ' .' -~." ~ -) - -" ,-. : i 

the COInIllission for approval on June ?8, 198~, prov1des the customer 
with a discounted rate for all 9f it'~ service ne~'d's' at tts Airoy~ . 
Grande site, for a period of five' years •. oRA"feco~ends' that the· 
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Cotnmission find \!.lis ,c6ntl'~ct ~~$~$on~~l,(!:,-. ~.~pt~e~~h~.,..t3\q~11~hat it 

contains no l.o~~H;li\~,~Y;,; ;,%~lf:~'~,d c~"~€'.~~~';'~~~6·~ff~6?-£~;~,~~~ in this 
contract is adequate. \ The !(l.oo~ d,s ,d.efin~ -~tQ, e,qqa~ l f':i.ll ).,oilg-run 
marginal cost. j!Al.t~~u9)l_th6'i~_J(ll~ ~ l~·~.d 'l~m.i~i~ t~e' ~cPgeri~,ration 

..... )-"'~J. ';',L.) t·!f.L.li·.~ ?~-:-!-~Ifl".t :',;';{:.J.l~'~! .! 1~l~1(! :)1"-: 

plant that is deferred:coul.cl:ha~e,genera\:~d up t<?r1.3~~:Hvl~-·, If 
there had been a ::l.Q~~'!i{1!i[ t Jt\~l\i'd~d.. in '~h6Vc6ntract if' it;il~ically t '> ~ ~ ~ [ • -; l:J; 1 C _, ; , • -:: t t } -!. ~ _ ~ :. ) - ~t •• -" - ~ ,j ~:;;;' J t • :;:).j (\ [ . 

would have been set; at that level, .' A~qo~dtl'lg (to ..I;>~,. Q~Q9~.1' s 
consumption qeri'et:al,lY '~s':lie~-o~'~this' leVe;l ~ii S!nce:;:i.t ii!i:\ir)~ikelY 
that Unocal ~iii'¢~~~um~ .m~~e"~l~~tri~iiy -du~~~9 Jh>~'J{i~:,J9~f this 
contract than it;", eb~ld -liav~3jeijetat.~d ~-- itjt~~ !<l~(~~red' c,oge.neration 

.. , ...• '.~~: \i:!,,}'::'·, '" : .. ~;. ~~L"'~': ;';';.':: 1.1 . . l_,!~;)~j 1l.-"!; l-:~.,· 

facl.lity, we a9r~e with~DRA-,that th~;:la9k[ of ~a ,lot!d;-:liml~,,~oes not 
make this agreement'unt~~sonabie. ' since 'iif'othet;keY -respects the 
contract mirrors our adopted guidelines, the contract is, 

\ 

reasonable, ' :. " 
F. Shell Manufacturing complex 

, , ", In 'June of '1988" PG& E also asked the commission for' 
approVal of a contract with t~e Sh~ll- oil Comp~ny (Sh{!ll).: -,PG&E. 
agreed to proVide all-service to Shell's Martinez Manufac\:uring ," 
complex for five years at,a discounted rate. The rate mirrors t~e' 
E-20 rate~informat ~~it includes TOU-rates, demand charges, and a 
monthly customer charge. Shell qualifies for transmission voltage 
service at their Martinez substation. In additio~; ~h¢ll ha~ ') 
executed'anoperation, ,maintenance, and_con~tructionagreement with 
PG&E regarding the substation. The floor revenue provlsion covers 
full 'long-run marginal cost plus $0.005 per kWh" and therefore 
ensures 'that Shell will cover the cost of service. 

As was'true with the Unocal contract"DRA recommends that 
this' contract be found reasonable, even though it does not contain 
a load limit. According to PG&E, the deferred ~ogeneration project 
would have'been capable of generating 49.025 MW. In the prepared 
testimony of Meri Hanson (Exhibit 61 at p. 33) DRA comments as 
follows: 

"The Decision conditionally approving the Shell 
agreement clains that ' ••. the negotiated rate 

- 29 -



A.89-04-001 COM/sWH/tt * 

J j J c· -i apprfes' l\Ip .:t'd lth'~' aliount t snell-'Would 'haVe~ lilt I'cd 1 fro i.': ,; j . >.,') 
.' i 11- (I r rbcAh.,rI:>A frAm 1the hypa~s fAot \ il-iAS 70 MW \' . . ' .. - _i\~w;,~;~"tll€~h~eli'i ~ J~ij'Po ~~~l~-"lohl~ 44' -Wtl/'land'° [ '-'i 1 ;:.; t C,JilO:) 

If{l) -~··'·-t.he J\'elotlated-·rAt~ ;a6t':lal1ytapp~le'~' '. ~·.to·!all., -, _, ;,,;!ll(i:J 

l\"'_~_' r, {~:q~tieii~~~i~rn~~t~~~~t~ct~ri,~~J'~ol~i'~~':' ,~t . ;. "_" I ~'-"'r 
1 ~ ActU~l'~us-a(je at' the; faOility,wa~ {76··MW -In')'if·f) " ··;lJ'.-r,~ [q 

"r 1':_,,;~septernber,of.1988,- and 72· MW • in Decernb~rof _ -, _ ., 
, " - _ '198,S!- '~f_may b'e -o[ ~onc~i~'~that-' in-cieI'~1l{9 l, ;1--' - , ! ,--;\n ~q;, 

. usage! atth6fA611ity,''<combined with thEdcL-: ,;" ''.1 ,''fi-,!"! ;,fwl'_l 

': '-~: ~t~~~~~t!~Yiff~. t~~§'i~:~it~iri~i6~~~~et~;~'~-:E'F :,:}( )-;- u<~,,(,'} 
, r .. -cHowev6ri"~itri~~oiear I from other"aspects! Of the',' c< - :~:J it"LI.: 

:.); ,',-_c;:,<?~t~a9t'j~~a~l,P<?~,~ ~~g?t!~~$~Jl,n~)~CJf,e~J1J~J\~ j r ;,:;;' . 1 :,1:;-:'-'-) 
:.,<; __ ~·h1.<?h _:<f0~t~tbut~~ . ~1<J1)~1~~ant In<:,r9.~n" ,~nd so .. ' 

,-the -lack l 6f 'a"load '·luut"ls-,balancedcout by :l'~ -,- - . \ ! T I ,', ( 

:~I:- ' __ corr~spolldin9 ben~tits;fro~._~h¢,qon~li~st_.,~ _ ; ",;; ._,.':,' 

DRA found that~ thusfa~, the neg6tiated rate-has<equalled or.' , 
surpassed the otherwise applicable rate and that the contract is ,_i'-~. " 

1 ikely to never generate any discount.' -At the time 'of lPG&E's! .,,{:; . ': 
filing in this :pt6ceediitg, the mernorandum-acc(nJflt'-balance was zero. 
Because: this 66ntt'act"'is not iikely to provide a discount from. the '::~ 
otherwise-'applicable\rates, :it' is clear that -PG&E, has- obtained e 
otheti'valuable concessions that- c61l1pensate for the -failure to " . 
require a: liiHt to 'the' load f6r which the special rate applies, 
This' contract -, is clearly' r~asontlbie. . - ,:_: 
G. Chevro)\ RefinerY,' , , -.. ' ,_ 

PG&Esign~d a-five-year contract with, Chevron in ,lieu of:
theoilcompany's'comiHetion of what PG&E-describesas a 99Y.W'-_ J 

cogeneration facility at ~ its Richmond Refinery.;- The contract was _ . 
submitted to the Commission for preliminary approval in'December 
1987~ The contract provides a discounted'rate for all service to 
the ~~finery (there is no limit to the load for which the special 
rates are appiicable)i. According to DRA, the: contract rate is 
base-d' on' the Cost, of service from a 89.355 MW qas cogeneration: 

1 D.88-08-058, p. 3. 
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unit/>~iridi';tJ st~(u~t1y~~ si~l'ilrr~,c'ig·L·",,·e1ti£~~'o{ t~~lif; ~l~{(A IF';~?ii ')','i;;[ 

monthly char9tf;''1'd~ir1~hW1 ch~{.9l~t/ fil)1~>-"TOU't c'h:~'r~~~~ 1 \'!fetVni~i ~hder{th'~~" H 

cont,r~c.t, ,1s, ~ro,V~d~d,( a(t!"p~i~a~~ '§:e'ryi6e Vl)it'A9~\ ~. Hi6w~v~-r /'p:a'E) t r c, " i ~\ 
use~) trA'n~ml~s'i~il' y()llt~giJ1h~r'91h~tl~o~t~-:pl\1~~:1h 'Addekt' of'; { 
$O.9~2'~·~/"k~}{ fbr' the' ~lli-P~~~.l of'hatb~l~a~ihg lb~li rii60~ bhia~1JelC. ( J . : . I"~,; 
Thf~'~dd~rJ !r:~p~'~~'~,ht~. J6~~~khip' ,~~d 'ln~intehan'de; dOI~H;s: f(,~'clie~itbnr'~lc{f' 
dedicat:~~'; ·~~bcs·t'~'ti'b~.' ~<~f~\"\o~s~~~ur~~~i t~a~~t6,~iltioh.\'.! :Th~; '\',l',)'5'H" 

flo,or provfs~on·.'lnci;ud~'~' inatqlna{ ener~~' I 9·~rt~~at'ioh~ii'tfah~mfi's~i~hi/>::,,-. 
{., '>:': r ": 1 !}!: ft_~;;· ! j ..... ~ ~ l' : ' ;,' : . :. ; ~ :, • '-. ~ : "': :- :.' .-), \ ;.. - ~; ~: 1" and customer costs. ' , ,'., ',. -', ,'- . 

: l":_~ ~"'~ij i.~ .~--~ .. :.:J f ~~i.' ..... -.::: .' .. ~' .~ ._' t.:: ,) ~i.':~~ .. -- ,-.~ :-:3.J {:~~ ;". r~~ fft}~ ~".'" ,"",\; 

';I'r~nsmlSSl.On v~ita9~ customers recelve power that has not ., 
.l-l_-:",~ .tf·_~: ,,,~".- '··_~.I ~~\ 1-"'-;" !',:~ ,'.,; f •. :--';''i t :' -- ~ :-~\}f.f )- ~J!\.-"" ':-1 ''''i "-",:·~c:,- -,..:",--,,', .~ ~! 

been transformed for distrlbutlOn. In order ,to use p6~er~eceiVed ' , 
.!:-:._.::."~:~:~ _i -:'" 1 -; :",-,.,(~ -: :- ", ~ ~ ; .-.• ~. r'-l : (.'- •. : _~ '." .~. ~ 

at transmission voitages, a' customer needs expensiVe processing 
equipment.' 'Apparentty,; pr'ior' to' sign'incj: this', ~'ohtrarit',chevr(jn W~lS" . 
prep~red to pui~hase the PGtrEsubst~t.ion: that is deciicat~cito 
providing: 'pow~r to tha Richmond retinery and s'hift i tspiirchas~s 
from primary voltage to transmission voltage:.: . HoweVer,' CheVron has 

. " ~ . ~. '. "- :...: - " - '-

not purchased ~he substation and continues to buy power at primary 
vOltag~'. The 'hs:e 'of' trans~issi~n Voltage . a'ss~mptio'ns' bec6mes 
signi'ficant' b-eca~se' t'ra~smission \'oitage 'service' 'costs less and the 
resul ti,ng ~at;es' 'are lower t'han p~'ilnai'y voltag'e rates. 'A t166r 
rev~nu'e tot;inula based' on an assumpt.ion that' PGtrEonly faces 
transbission v'oltage c6sts :provides less pi-()tectiori 'thanA 
calc~latiori'based' on ~rimary voltage assumptions. Simllariy,' if ; 
the otherwise 'applicable rate is a priri:tary~~rvice tate, thE!n 
ratepayers sta'nd to lose more in the abse'nc'e of' it m~antngiuf 'load 
limit than they would if transmission service rates W6U.ld'·otheNi~e . 
apply. 

In the proceeding in which'PGtrE sought prelimiriary 
approVal foi t'his project, DRA conceded to the USe of transmissi6n 
serVice co'sts 'for the determination of t'heade.~acy of the floor' 
revenue provision. . At' the same time~ DRA' argued that; it th~ . 
contract haci included a reasonable ioadlimit, the usi..ge bey6nd the 
expected net output of the deferred cogeneration t~cility woUld 
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have been l>iJ J,~,~ ~~( ~ft~,t PJ~,~fr:~; fe'!{ i'~~"1 r.r~;irl ;r,~'~l~tff;>}l~ !?fAt,~~s,:J! il!' 
:~=:i'i:~~~~!m:{~~trvl~~~~~{~:~ ~:b~:,~~~lh}~~tii:~ SNiri!'ii:~~:,t"j t~ •• :, '{ (;j'itl:c.' ,,' ,'" ro,~)\:~~~!: th~t' ~~'i~~~('Ch~;~~~:{"~{ 'p~at[. {~'~a\d' jt~> b\1J~)ll~'h):,) 
substation pr'i~r' ,t~"~i~'nii~~llh~~"~~e~i~it'~~~t~~~t~u'it~~~' rth~r~ll!~j.," ;', .. ' '.; 
applica~'l~e"\~~'te' w~~ld[ h~~~ b~~r;' t'h~' ;t~a~~~is'~l(;~1 s~;g,i~~t ~ai~:'<!'Dfik 0:; 

,-~ l,l.'\ .... ; .,:,_~ ~.'l~ ... --.- '.'":'" ..... ~'. l·~~·{lt.- . "._ ~~?~:~ ~~.~ .. ;,.~ :·Jj-t·~t;;::)-:~~j':~-! -1;.."1; ;~"l-;-•. _.~.t 

appropriately responds, tha~, PG~E would have receiv~d subs~ant.ial " . 
' •••• ..! ... 1~<_·'. _'}~ :.: l..J :~.L~ ~f '." 4,' _ _ lj '-, i·~l~ fl~_'~- .... ~'-'I}·~ 1ff::; l_';,-j:~'~)r\~' {l 

additional revenues if Chevron had sold the substation. DRA 
.\':;"'~' ': . ::~~~i ~ ~,.:~' i :~_. -;. _:~.i ~ \L-" ~ '.-.~ ~ ,-.:,'i ~ '~/'.': = '!~~'ll! ~':<l ~ .·~·~]t ::_;.-.. -cj ~·~t 'll-):":I[r! 

cr~ticizes PG&E for arguing that a transmission rate should be,use~ 
" _ • (. ~ r ... r::) ! '::> . >:. } ;.: d _} L ~! ' 

to ca~c~lat~ pthe~ise,~pplicable r~venues,,~h~le_fail~n9' to count 
,._: •• ~",1 :\..;:_' '., .: .1.,,:. -! _ ," '_:': -_'~}:'~4~··,') .... r ~;:.).,. ;~~: .-_~J:;~~'~l 

the revenues that would have come from th~ sale of the substation. 
~ .\~:- . :'", -~- -"'.":''-~ ). ". t-·; '_~,!' , .. " <'_ t;;_!: ,~~~.: ;·:~.;~t .i:,~t ~ ~ -:·"-r:;-:~I:.·~] Il~,:": 

This cri:ti~~~m .i~ ."'~J~ p~~~e(t.. It is ~l~oq~cal ,to., as~ume customer, , 
::... • ' - •• ~ • ~ ~ - •• ~ .'~ _.. • •• '.. • • ;I, , ~" -:: ' J ~'-'.- J ' .'; . ,'. . f. '.; . 

own~rship.of~ s~bstation without assuming that tJ1e sale ~ould 
-:. . .;,. - , .. - \~.....'" :' , ~ '. . '. - .' . ~ . ,'.. ~.: ....., . ' . . '. . ,'. . .' ~.~ ~ 

produce revenues. I~ is not surprising, in light of the fact .that ' 
- - . " "'. ...' ., , _ , _ . _. . ,,_.~ .' . . J ' _';, f ( ~ _~ : 

the special contract ,allows Chevron to meet ail of its energy needs 
.. :it~ ,prin~ry service, th~t Chevron has no't 'foliowedthro~gh on It~' , 
reported plans t9 h.uy t~e substation. It is illogical tq assume: . , , 

that' transmission rat~s ~hould apply when "th~ customer has in the: 
past, and now continues; , to re'ce"ive its electricity underprim'ary 
servic~ cond,itions. PG&E has not persuasively: ·demonstrat~d· the' 
reasonablenes,s of as~u'ni~g transmission rates~ it.',;cal~'~latingfi.oor 

. :. .' . " '\' f~·,:, t _,' ~ ~ -.. ' ___ ...... -:.- ' .. -, 

revenues. However, D~ has agreed with this assumption. While we 
are not prepared to pass the: resulting ·'u~d~r~~ll~cti.Qn 'thro~gh in 
rates ~s 'r~asonable,we will hold off on di~al'l'~~ing any ~o:~:ts , 
related t~" fl<~o'r revenues until parties can 'e~part:d' on their '. ", 

positions in, the next reasonableness revi,ew'. 
During the course of this proceeding, Chevron announced 

that it is proceeding with a flexicoker project which will remove 
the neces~ity for the originallY plan'ned coq:e~eratioh project. 

. '. .. _..' . ,j,' ~ . I " _ 

Because the cogeneration proJect is no longer a vi~ble opt10n, PG&E 
exercised its disc~etion to c:itncelthe s'peciai con'trac~. As a' ' 
result, electri~ service' durh19 the 'last 16-~ont'h' p~~iod that would 

'. .'. . " ~':.' . ! 

have been covered by the contract w~ll ~nstead be b1lled at 
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tariffed"~lt~s;Pt'PG&Et a~g1)'l{s{ th"a~ tne 'c'ol'ltrabt')'caWcellat16n makes 
the"1 f~!;ui "tl;[ b{i thef"o Cfb'iit'rao{t- i look! ~kc~~dl"gly~b~tt~r'~ ,,'til''( its' bri"6ii ID 

PG&E A~~\.f~'!n ?r Jt ,.,,'{ ,('I-,f):, 'J [,-,i:-':I~~ ·~'d.l f"':i "":i~""-;) 1:;!1 n 1 i-

1:' i',', i'.'it},alr·;Acc~lei-~t~ 'th'blhi~be·r'l.l~irl~e·~llnd-~)( ,y,l ";;~i(!>.1.'.!;,-:'( 
!~ .. < period.Jforwar~in ti"m.e,-)t.~~u.c~ tll~.l9.J~co).l,~t h, ,;,1: 11;[1",,;,1"'," 

" p,er!9d ~l\.d. permit tlle collection of tariff " " 
... ' "rates 'fiomt1~9~f through t~9'4)"liYsf~-ad;6t th~cli:'·"":l.J ;1f,(r'; 

;': :; r ~OCJen: CI'N s~nc~~ the!:flexic;Qk~r ,,1.11/IlQt:J?¢ J,' f·( J iL') : ,.:; , )" 

, .~ ' .. ": '~~~t~a~~~M~/~~?~v~fP;t;;~tt-1y~~j ~~~~%~~adt~h,t~ ,.<1 if" I r -':.1,:., 
:' , , . ~he' cogen CTM.-,.,J,Ifl DRA/~l~n~ly?ls} in: E?!" .. 9)._1'>: I , .') ~ ; 

, had included tariff rate CTH for,1992 (which 
'.':' i arehi~h'~1r than;th~' contt<b.ct~·'rat~sr~! a:nd r Used I ~." C,' ,1 '!'" l 

.: the c6g~n',CTH' for: 1992 ,found JO,.,the.!9.rigi,nal)(\ ~ :' .. ':i ' 
,.Table 1, ~n Ex. 61, even DRA's contract lif~tim'e 

. , .... , 

'cTM 'wQuld b~r highetthan 'th~ 'cb<jl!n"CtTM uilder',; :"'!, f:' 
any' scenario ~ II. . ".--: :,': 

" . ORA an~\.te~f; th~t; it h'asrespbnded tb: the: 'canceliAtion 'bY'" 
revising its CTM analysis to reflect' -the 'shortened' tehn~ of' the:' 
contract. DRA argues that its analysis is consistent in 
quantifying only th~! b~hiefit'~i and c<>st~r dur'inci the term of PG&E's 
contracts, and that inclu9in9 in its analysis the calculation of 
margin <lut-inci the -16 months aft~r 'the- contract eXpires would only 
aff~bt the: t~1.ativ~ margin it 1t \.tete assumed: that the margin tmdet'" 
the th~: 'cogeneratidn scehar'i6 sh6\1l'd 'he unaffectE~d by the new 
information. DRA points out that Chevron's decisiont'o build the: 
fle',dcoker leaves' open the' qu~st'ion of ·what\.tohlci" haVe' happened if 
PG&E h,ad failed t6 neg6tiate an agreement ·"lith'cheVron. In its 
reply'brief I DRA argues': 

nIt is unclear whether chevron would'-hiiVe bull t 
the oriqinally-plannedcogeneration facility or 
stayed. on tariff rates and pursued' the , 
flexic6ker project insb~ad. FUrthermore, any 
additional margin attributable t()·PG&,E's 
d,eci~ioJl to canc~l the Chevronagreer;tent only 

. proVes that the de'ciston t'o cancel was " 
reasonable 0';;' It.' is not material to. the question ... 
of whether PG&E was reasonabie in its 
negotiation of the contrAct." 
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?"):{!'-! .J;~t j.~ r P~~.~,-, 9o~j~9j,~X9 .~.l',l5i J!r~l;-y,~~t,; t~,\9¥99~,~'\:J ~~a~')):1 1'1 r, j 
Ch~Y!91),;ID~Y (h.~ye ~~~Y;~IO~1 ~,~fJf!).r~t:~.Sj ~~~ ).~PJ:fily_~d.)!~~elJl.;?!~8~~~r0;f·t 
if it had not received the special contract. Ve~, it is ~-~,~,~~y. ~p~rr 
inappropriate to ,\:l~~ I ~h,e:, ~.i9l;u~t •. ~~x~nu.~,~ ,t!tl~~ .. lD.ay ,~e~ r~~eJ.yed~ after 
cancellation of .th~·c6ntra6t, in'J-a~! effok't to pr()ve)th'attth~ terms 

within the contr~,~pl~*e,1,~~e:~~~:~)~~~)'~~:",J:f ~k~_ r_~~~pWa~~~t:l~~p~ncel a 
special contract when~bypass is{no' lohger:likelY. ~~Howev~rJ that 
cancellation d;6,k~f':n:o~~~n¥, t,~):py~i-~O:~~~'~~" fi~~f_~~~:)t~~;s~~r;(¥+sulting 
from the absence of' l6ad: ii'mit1 in: the' cohtract.,) It the) speoial 

rate had been .fi~if~.~ .. t?~.'~~~~:'f~9~~~~r~'t'i~h:i ~~~p'Jfr~i~:¥~~ :~~,~i9ned to 
avoid, then th~r oth~twlsei applicabl'e tak-iffs- would, h:ave been 
assessed a9al~~tlh~reln~ii\lh9' ,ti~k4Ei'~~{d th~:t"i~lll.bi:,r~v~ilhe 

.1 '.. ,). ..;.. _ ,,_ '" . _' .:.:.I~; _ ._ ~.' ;;.:', •. ~;.~.> 

shortfall would have been avoided. As it aftects'the lo~d>limit 
pro~l~~/: the c~r\cell~tiono( th~ contract does, nothin~ m?~e than 
mitiqatethe risk ot reVenue loss. " 

v. Calculation of the Disallowance 
, , 

.: E : 

. The- calcul,ation of the disallo'wance is pased Qn the 
foll~~ing assumptio~.', We agree with DRA's ~ecommendat)o'n' that the 
disallowan~e should be set where the CTl-l ba'lance at' the e~d ~f tl1e - -. . l <. ; 

year was negative." '. : \. _'_";;' ,_, ,::.;",' ,::::: '":,' 
,Further"we have ,recalculated the disallowance to reflect 

-" ' _:.. -.' .' - -' - . ~.- '. - - ' . - . ~ ! ~- '!- - -. • • ~ - ' •• "' '. :. 

our cOr:clus1on that adopted m~rg1n:~l en,ergy :cos~_!¥: sh9~l~ be u~ed ,U1 

lieu of 501 energy costs. These costs are bas~d(~_n ~si~g marginal. 
energy costs exclusiv~ly from D.~6-12-0~1 (A .• 86-64-012), Appendix' 
C-l. The marginal energy 'costs found in 0.,88--12-100 (A, 88-04-020) , 
Appendix C, wer~ not used i~ ra1:edesign prior to January 1, 1989. 

In addition,' we haVe added to the disallowance figures 
the interest necessary t~ »rlnq nonli,r;al, d6ilats" lip, ,t6 current 

• ..' " - :. '>- " • 

value. Interest wa's calculated using the :3-month 'commercial Paper 
rate for October 1990 -f~und iTi Federal Re~'erve:stilt;ist1cal Release ., 
G.1l, which is the publication used for updating the ERAM and ECAC 
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account balances, as outlined in PG&E's preliminary statement, 
section 8(6) (1) and section D(6)(f). 

All amounts to b~ disallowed are reflected in the 
following table. Th'e<fic)ures ,-shown!ii\;thisftabi.e are'.exemplary of 
the costs found unre~~8rl"'abif~(~;nl(r~dlst{lo'.J6'd.;)ji·k(EJ~iiall file an 
updated table with CACD that reflects the contents of this decision 
and serve the updated table ,P~l'~\~ J~l:\Efcparties to this proceeding. 
After review by CACD, the amounts"stiown in the updated table will 
be disallowed in the form of")~It~>d86t!Ion of the Electric Revenue 

l\)d , ~ 

Adjustment Mechanism revenues o~h~~ise being allocated to rates in 
conjunction with PG&E's next rate adjustment •. , •. ) f 

\ '-- '-. -,- ( !~ } _~ :~f ~-: c~ ~ 1 .; f. ~ ; : : 
J: ( •• - -< '-' _L,' 

": .-. 

.. ! : 

~ .. 

. . ~-
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,j{1,)J·-·J,):J~!' YI,~n( :j{o~ll :"J,~;>I fli i1:),lffJu\") ;,.> ,2~}:")itf'.I(.("{ J,100:1:)6 

, n ) (,,)} tI n>:d j:) ,-' 2 b ,,,:- (f) (,::q II f1 0 Lb ::1 ~ 

<.;it ill f~:".:d:~")Ct,y: ·Y~r, j",y;,-,f(,,:'rb ,y{ ('1 ;:,Jnui:<":,', !'.fA 

.... -_ .. 
"" .. " l 

Mills Hospital 
Mills Hospital 

Peninsula Hospital 
Peninsula Hospital 

sequoia Hospital 
Se~~oia Hpspital 

Louisiana-Pacific 
Louisiana-Pacific 

ARCO-Coles 
ARCO-Coles 

GRAND TOTAL 

1987 c-

-. ~ l : .. 

1988 5,285 

1981 
1988 39,968 

1987 
1988 31,737 

1987 11,670 
1988 

1981 1,162 
1988 134,167 

223,989 

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

Figures shown above include interest using the 3-month commercial 
Paper rate for October 1990 found in Federal Reserve statistical 
Release G.13, which is the publication used for updating the ERAM 
account balance. 
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. status of the Contracts After TblsReylev . 
• '"i, =--..1 j I • ~ • !:- ~ 1 :. ~ _11 ... l t.~ t..) -' :- • ..J r-, j I \. 1') ~ \. j " t 1. '> !'_~' ) l !..;, 1 \. fl~. ~ 

.. p:.;{ ), C.; h~ ~~~~~~\'o·{q Jth'rttro EI~~~'~~f;(Jlr~d iOi;;~!c°:tth~Uf [(,'( 

long-ru l(:tn~~i~~~~', I s'~l\ f!~~!! ~J~ ~~~t.t6'~the')~~··;1~Y~~! ~t ~~h~:d" dI " i.,,,~t, \c.. •• ~, -z·f??" 1 .. ,i:)l·· .. fY·~ t., :.>l'>~:\V :lolJ lit .. :11~)·.' ,"1' .:' '''u·, .', "111 

hospitals, LP, oPOSCO,.bqth ARC9 sites' . and Chevron ~n(). recover'. in . 
, _r.i~..1 .... 11:11·; r}l.".,)'~ ~~~-.~lr_~_til·_J:C.(\r:'~l )-)t .• ! .. qt-;,) :::)J;lr_~L<,··.:.-.'.l (.-;- _[~: .. -.);-~~ 

::;,;;;:i~~~~': ~~ ~~;'?;;~it ~~;~;;':~ ~ ;~~I, ;~~~;~m:~~~!~~~;v~::: : ';;: 
resulting froID sales. ab9ve EN.PO,'. 11:\ 9-.dditl.on,. D~ .ar9\les that'- :pG&t .. 

. .' l~ .... I~, ...• ,-. :"'1 }-~-1" •• t ) . ..'.l{· ..... ,-")~ .:...~ ... _ll~J~·:~jI ~\!';'.·l~! _J.t ,:~)~:-:~;)~;1,.,.)tlt~:-~f~: 

should be ordered to give notice of cancellation under the terms of 
~_;: d:i. ~ t') ~·:t~i1 i l): f ,.<{ 

the b9i~P~~I~ ~~_" ~,,:,_d !~7?; a<jJ.r~~m~,~~~" ~rp }~.i g~~\e;: n:~! iff., }~at;,-::h~'t LP," 
U PI, an~., c~~v~.?n t a.~f~~~~rr.~s, -~~J 1 .. Jl~} ,b~\ r~:~rf~d}~~. th.~ ~ f .. pJ:~,s.en~,., ,t .. 

forms, ~Tl ord~rt(). tninimiz_~ losses:. to other ratepayers. Issues 
Ji.. \.,. .. ~.:.' ,-_ "~J': ._., '~~ :', ·.~d ._' j:..-; _' ._: .. , ··,':~:-'il-_<.> ~i: - _::.,~.-~.~ .... -"~., "t. 

concern1ng the future status of the Chevron contract would.~ppe~r 
to be moot due to its cancellation. 

'. 'We a'gree' that 'PG&E ~ho~ld not be~ll'6wed'- fulu're rate 

recovery ~or p.ortion~ of the contracts that' h~ve be~n found to be 
unreasonable. However, we -will not reqUir~PG&E' to ~xerci~e its 
cancellation options •. To do so wOtJld pe to act-' i~' dl~re9ard "tor 

1. • - • ,.' " . • _ . ': ; _: \. ~ • ..: _' } • • • ~ , 

the. qooc11a:j.th effprts of the customers involved in these 
co~t~abts •.. The- testimo'ny of Gibs(;n exposed us to the pl:lqht' 9fthe 

hospit,a~s. whi9h. were on the ver<je of dE!Ve;t?ping'thei'r cOq~n~ration 
proj'e~ts', '~hen' a'pp~qached,J:>Y_ PG~E_ ab~ut th~·-specia1-. contra:~t option. 
To be ~~rt<lin, - tne hospital representa.tiv~~\.ier~:tou9h negotiators" 

_... " j ~ ,_. • I • •• ., " • ••• ~ • _' • • : _. •• _: t :. ' ! .' - ,. ,',. . • .' 

and struck a favorable deal .. While, they should be expected to bear 
the risk of th~ 'busine~s decision that~ dr~ve th~l'l to forqo' th~ . 
cogeneration option and" sign s~e~i'al co~tracts',' these parti~s are' 

not nec~ssarily knowled~~able players in th~ utility regul~t~ry 
sphere. It is' likely that other special contracts customers are 

, . 
relative strangers to rate regulation as well. On the other hand, 
it is fair to assume that PG.&E was involved in the negotiations as 
a knowledgeable player. 

- 37 -



A.89-04-001 COM/SWH/tt. ~ tt\'I"'~\'!("") __ ! t"'1- t ~ •. ~ _ 

Whii~ i ltfi~ i ~~Pt6~~lai~~i'i/Y;11c~rl~lE a\7.J~t~k f6¥: its 
faiiur~.to insist on ~eas6nabl~ contract provisions, we must keep 
in tniga'\h~t lih~fe t'~~~I!K6\iiJp\i~IA(/t~~~ ~l~~rIh'66a·itll~i ill of 
these. gtl;t6liiei~~"~~~e';6~\h~}v~fq~f} o-!'}~~lfl(i~~~r~tl~<J~; "Pa&E IsiU)dl(i'1O f 
atten;~t!tb\'~~ j ()(~lit~'-'6bftti-a~t (~l'eVlbi6n(~)tfiatJ~:bul'<l)b¥'tngl! the;~ j <~J f'1-:0d 

contracts'\'i~ (·ii~e·l\Hth'theC' st~h'J~rd~:\\l¥;c'ftsi~~~'l 'f(l)th'is" brae~:!rJ }rrl '-·,i! 

Fa~l!t:'~rt~ \i6C'~6, ~ffff P'd&E" ~s>\\~\liiiih~ t'o' a\)~;6t:b th~~lriskC)6t( fatUr~~)'i 
di~~lio~~nbe;-;ite sh'6\i'id' le'~~ihi~~ 'its c~~6~liiltI3n~:6Ptlo't\~!1 r:: t J Ji':) .... ~ 
Fi~iitg~:-..;f')il~~it;;:l(: :i'::; '.:~ ".",' .. ::' ',', c,,:£ "'d ,-;'.'t,c' _'J ~.J··c·i>·Ll ."f :){:,:.,f;.-

\ 'U 1:']; A~·JJa~iY: ~~dNb~~fubcek- ii7~ 1~~6:-~ro~·E'bt;(t'A'h ~i\tei-ii14('Hlt3 0ii t 

agre~~'~nt~lwlth" la'ige( '~l~ibt}i~'i c\i:~i:o~~~~ ,'~ 6ff~i'lfit~G ttaail.' i~~e~;" ", ,; 
electr'i~: ~ates' lit ~xchki\ge'~fb-r a:-' ~iofur~~f n'bti tb! ~'~n~ta'i~/"theli- own!':> l 
electrl~iiyt~" ,- ",., . . ,. , -;. ,,: ". : 0: ,~,") 

• ~ - {.- r ; c, ': 1- ~ --.. • • °
1 

". -. ~ ,c ": r. J: ! • -- , _ L, ~ '," 

2. Each of these special contracts was submitted to the'" 
COJll1iliss'i~'n for prio'r app~ovai. '.: .' .. : 

3. Each cont~a~t"was 'approVed siIbjebt to ieasonabl'~nes's: ,-
review~' at' a:- 'i~t'~~ ·i"ime. -> -

4. "111\ 0:88'-03:"'.008, the commission issuied guideiilles \"hich·i :; 
if met, would a~~ure th~ -app-rova'l o'ta' sp~ci~i 'bont~a:ct'lnrespoilsb" 
to'~lh. iiDappl1ca'tion. '., .. -.' " . , ;. 

,~ : 5. ~'·'The co~is~i~nciirected' PG&E t'o keep accouht:'b't;'i-ev~i1uk 
.;:-~; -' :,:- - ' .. - ~ ".~,- "' ~\ .. ,.:. ~J' :', '.':. ~-: j .. ,.-: i .• " ~.:. ,.. l:·~·~1 '-. \ .. ' : 

lost due. ~o the contracts pending reasonabHmessdeternllnat10n~- - : 
:' 6'." in' D.89~05-061' (signed' ;May' 'i.f, i 1989)·,'\.Jk "()k-dete~f ~hatthe 

rea.sonahle;riess b't:·speriial'co~tta.cti b~ addi~~sed in'th"e 
reasonabieriess phase of each' el~ct:ric' \itllity'/s"andual"EcAc 
proceeding. 

7. Because of the timing of the'ii 'lssticince', 'OnlY 'the UJiocal' 
and Sheil agreements were' initially me'asure'cJ' against the 

:.: . . ". . ' ;'. . ~. ,'.' 
D.88-03-008 qU1de11nes. 

8. PGSE argues that it wC>lhd notb;e fair' to Use 1988 

standards to assess the utility's conduct in fOrrlulatin'g: sp~cial .. 
contracts in 1986 and 1987. 
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9;<)dhM;la~~;;itjtRat~£SiJ~u~g?a8c\Iritf6'1oil~.L'fEiBO'fOr~8c\'stinCJ of 
capaoi€Y£~~teJ£?i~dJiffr6\lf€,·<'f~R9:;€Jri!.c'8ch{traidt~0a¥g;ifsky:'fO'i:' t)ie<0;1:1 

utility and its 'i£t~~~y~i?s ,t ::('jjRk:'iJJ.~tti6r:J the ;>t~'als'b'n'abi'en~s-s ;~6111 hi) f 
conti~~ltl~"t:ti~~Je~~e~d·,;tiv~' y~a~s~1.P"- ,-",~; .1,>1:; ,'-":V''' ,~:.-.. ':'[ 

, .• ' i i6'/ L 'k')E :)~~pg~¥~' 'e~ t,t~ti~ 'thAt: tlllt;<'s~AJ\d'a'rd' 1's' ,'I f :, ,.J i 'i"::" d ' [ 

inaJp\i6pri~!tJ, ·/ilt. '~IE!a~t!~f6i ; fhti ~ari(e~t '\l9rtieIft~'nt~'.t (~hlch '}\!atppen n,:;' i, 

toKa':'~:'b~~'tFi5 (j6tltt~ct~)t 6~'~~us~ ('tlle}lftJ4i~~"theiirst' fcb'nftar6~s'!-o't f,,) 

their type to have been negotiated and' 'b~d~u~'~~'\"adcord'ing "t()"'pG"E~r,:,- r 
utility aria j ~tilff!:'f6~e6a~t&ts-'at '''f'li~' itii!i~ 'w6t~Jpfedlcfil14;'~){cei~ 
capacitY';iot 'ati:i~~sti.t~fi Y~a~s~;:- -i," .:'~-,- ·f ;',,;": .',; i:·i; ,::~ f '--1 '.'" > 

11. ORA argues that, si~t~; tlie ... ·~lirpos~>of;the:-·sp~cial·'rai~ ':' ,," 
• ,~'':: ~4 - f ..... ", '") ~, . -: .~ 1 " .-,.. . '., f .!: ": .. - _. -'.:. _ - " - .. :"'). ~. ~ '. '. ( , - ft. t - ~ " ' 

offerulg is to. -aVoid' bypass, the' special' iate~ should-"only"apply ·to 
the portion of th~ cust6m~ri~ 'load ;thatis-:a{~isk 'of ))yl)~ss. :, ", : : ,:: t 

12. ,lORA 'ilrg\le§ thatdisc(Hhltirtg rno~e 'of the ;<hJi;tomel.'J·s 16ad 
nay iesuit'in~h~iitg rioteof A,' discount thcirl n~c~~sary to keep the <:,' 

customer on iine. '. " 
13. PGErE' ~~sponds that if the discount rateapp1iks 'to ail~'of' 

the customer' s< i~qui~~in~Tits~ ; other . ratepa~er~ 'inay i starid to- b~nefit ... '; 
If ~ triad :sub~equ~ntlY' ~r6WS, 'th~ '~ttect'i"e aiscc:)unt'\~ill be 'greater 
than it'would'be:: if' the 'sp e'ci a 1 :iat~ c:)JUY' appli~d 't6' th~: ENpQ~' But, 
if load~~H~ii.'ishe~, "th~ ~f'fec::tiv~' discotiri't maYbe lower than'it' 
would be if the special rate was limited to the ENPO. 

14. A dis60unt
C 
th~t ''appli~~ to all cusionte~ 'u"saq~ creates' 

greater risk 'of ~ ~evenue ioss.· 
15. In adopting guldeiines ih 0.88'.;.0);...008 torireview'of 

special contracts in EAO applicati(>lls, the C6mmlssi6n cof\Cluded' 
that, in order' to receive 'expedited approval, a 'coi\tract shoUld'· 
includ~ a' floor 'price designed to assu're that the l.ltiiity recoVers 
from the customers' no le'ss' than' the iowest pk-ite· possible that' does 
not d'lsadvAntage 'other rat~payers ineither i the sh6~t or'long run. 

~ ..... ~ , -' _. . -, • . ~ j'- ;.:. ,', •. • ~ ", " -. 'I- i. .- • -, . ': r -~ •• ~ •• ... 

16. DRA argues that these floor payment-requ1rements should 
be applied to determine the reasonableness of the contracts'before 
us in this proceeding.' 
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10 t-?L·~ j <R~'.lt~c9PPB~J)i~t(~S~.l}~.ltl}~6S~~ [jY,l3,.rt~ J~~i~~ut~ fiS7Ji(Jth~ (l 
enln;<J)', C/G~t \I?R.~i9.,l'\ rf>t; .i~'~lt~,?P~:l~~~t.n~~S,,~Tr.~~~~ ! th, (s9l,r!.r,i~~t r )t~"lr'-J 

inc1 U;;~ ,~.~!&,~9=!:::·:~:h·r': ~~: i :~:!:.;~ c~::~ ~:~1!2j~~' t~i~ r.:;;;;n~4~ : ~. ~ fJ 
•.. ~ -, -) \ .)." J l t· -, } ... J~"' ... ") j ~~11' .. '''' _J ... , r.' 1--..1 k •. j-.,.' 

is inapplicabie ~q ~J~~.?~~~l p?~~i)aC?,~ )!ri,?f)~~ ~E;c~~~,~ J!~s. :~~,\cUl.~~ion 
assu~le'~i,:~J:l,e. ,~,~~,d )f?r:, ,ov~r;. t t009~,~/~f, a~1i~~8n,,~, }~?e5<!'y , ~,t,~:~ Jt':';~l:' fi ; 

of ly,ar~ClR,ly .p,rJc,?;~ iqF~~od.~c~:i~n,), -,al,t~()\lg~ 'he,s,~~~~.a,l ,~ont,r:ap~,~,,'~t ,-'J 

iss~e,,~,e.r~ .. ,r~~r~,~~,~,~ ,o~~Y; ,~01f~i'; '. i'.' ',': )" ~", ~ ii -;:i y'.';., i o:t, 1',') '( i'I;; 

1,9. ,<.,PGt~ J~~<1\.1~~, ;t~,~~,,;the; ~n~F9Y .,~o~~g~~p~ 1~~ 't a ,~~1~i~.tI;: . \: ~Ir) u 
contract should be found reasonable so ,19n9 ~~, 1~ refl~ct~ ~h~,.,. ._ 

.,- . .! .. ~~( ~::;1 ~-.I _.~. It,l, l}.:_,,:~P:-·_l 

"actua.ln"energy ,co~t fa~e<l by~he ,utility,., .. ,' .,. . '" . 
- ,_ -' ~ - - -;;. .. I ," _~ ... -. .:. I - : ~' •. ~ ;! _ '_" ,_.' _' t ~.. ~... ,_1:. .,"!, - .! 

, .2~ ~ . ;W,h<l~ ,~~.E: refe~sto Cls.., "~ct~~llr lD-?l:"CJ~~a~; ~it~rgy cqst: ..,. 
, ... _. -:;. .;.' ~~ • '-- .... • - • - -,' .' • 1 _ ' -.. .. , • - _. t·,· , .~ Lt. .' _ ... ,. ~_. . t ~. 

includes only. ,~he ,commQdity portion of th~ gas, tariff., . 
• . ~.!. ~ ~." - -.I- • - _ : _. • '. '.' • 1 . .. . ,:,,",.' I~' ::: j: 

. 21. Toa~qurately use natural gas C()~ts ~q represent ,the. ' . 
. -. --. ..'" - . I .' . , ~ , - ..' :. . . ~ 

energy coS;~ ()f electric service,' the c::a1culation Bust include ga~ 
commodity ~osts~' transp~rtation costs, inc~ern.entai' gas demand .. ; 

ch~rges, ~~rgi,nal ,operation and I!laintenanc~ ,<;osb;, i~cre~ent to 
caslL working cap~tal, ~~d. an', Ctdjustl~;ent 'to r~fiect, '19~Sel?' 

. '22: 'While PG&E·sho~ld'ha~~ b~en expect~d·t~'oi-.lY s~~n special 

contract~',th~t.cover.the f~11: ran~~ ~f, the ~ust~m~r's'm~rginal . 

energy ~osts, theSOl r~te wa~ not th,e onlY ~e~s(;mable ~idance, , . , . . , ,~ 

available. 
23~; The adopted marginal cost was' c;teveiop$d to g~~de. the, 

- I • !. .. ~ • 

ratesetting process and formed the cOIlUlloniy, acc,epted basis" for . ~ . . 

measuring the; c()$t of serving additional, cust.omers., ...... 
• ~ -' < - .; • ~ - .: " - .• ~ ., 

24. DRA proposes that the avoided cost o'i gefleration capacity. , 
be viewed'. as' a cost of servi~e under ~peci.alcontracts.· 

25. PG&E ass~rts'that there simply~~n~~t b~. any ~apacitY 
costs that' would b~, applj.cable' to th~se special contracts. 

• ' ,. "- .!." 

.26. I;>~would:have u~ requir~ that the gener~tion cap<\l.city 
cost component of QF payments be 'factor~d' i~to. the' fl~or price for 
these contracts. . 

27. PG&E argues that, when these contracts were neg~tiatedt 
PG&E, the commission, DRA, the CEC, and the Leg'islature all 
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pr~~:Uct~d~;~b9\ r 1)9"J)~W_ ,9~P<t~i ty 1WR~1~,~~,c:tj~~d~d 1~~~~n.9.)th~r: ~im~,3 t 
frame C?t·.,.~h~~eJ~Qn~~~9t~.,o) :,:~,"'dl 10 TH,d,~ ;dJ .;:j,,'),,) 0.'.1' ':"UifiJtr 

28. PG&E s~~~e~ ;~h~ti :,~iIl1~ ~h~,)B9nt~~c~~;:ff~r~:1~i9n~~,Jt\\t~s!.! 
l!lade:(lo,.4~sqre~i4)narYJ ~dd~~~oJ\~'l ~~,)i~!i 'i av~~l~l?~~ ~~p~9Aty::~nd, ~pat, 
when n~)I {':~~9~rcr~.~i are) f in~11Y::.I;1~~ge~.,.:, t:h~ ~p~~i~~ .. ,c~n~;r~ct~ jW,~).~ it:,') 

be canceli.~d_){\n<;\.' ~h~., C\ls~q~,r~"wii.~-.,bypa,s~, ~he.l s>,~~e~!,); :')'~i I ,,_, f ,~, d i1 

;:~9 ',< DRA:~ss~~ts,1 ~l.la~f ~llJ~e,: t}l,~~ :~R1)~r~p~ff W~r~j b~A\l9 . l);' . 

negotiate~ F there, l~as , no , ~I'lan.imi ~y; am.9~9.c ~or!rq~f~~~~: a~~.< t\t,~~ e~fJ:r~;,,! 
PG&E c).~~m¢,~,! in~ at-J~a,s~: 91l¢:i proce~d~n9" ~~.~~ ft ¥~ui.d, t~citr:, ~ •. ,;, j' ':,,'!q 

capacity shortage during the relevant period. .:::l!(';;':"J'!'! 

'>!d~O'~ '.,DRA>r,$jept,f? ~he not,i9n,tpat; in~i'!'~~~~~.Pu~~?Il1:~rfISh?p~d . 
be excus~d' from p~Y,ing ~apac~ty: co~ls $;impl¥:R,~cause:: their, '. '''1: J f ,1i . ". .' -~. ~ , .'.- -;' . 
contrl.butl.ons to tp,e system demand: cannot. b,e, dl.rectly 11.nked\(l1th " 

the need to add new c~pacity. 
31. ORA argues that costs related to ~u~¥ capacity, are always 

greater!than ~ero:'additional available capacity always,Qas some 
.' • ~. + ,~. •• - • • 

value:b,ecause ,i,t improves the reliability.of the,exis~it;\g.s\lPply:, ' 
there are always planni~g acti~ities i~ progr~ss with.i~,'th~· ut~li~y: . 
that, relate to, futuf'e a5lditionsto generatln9 ca.p~~ity.: ' 

. ,32.; ·It, is: only J:heextent to which average cost e)o!cee~~, . 
. .: . - - . ' .' 

marginal cost that there is room to bargain with customers who ~re"" 

capable of self-generating. i i. ., , 
33. We have long recognized that,every,cu$tomer.contribute~. . ~ ",'.. . ' 

to the need for genera.ting capacity. 
34. It is fundamental that the marginal cos~ of,capac~ty b~~ 

reflected :ineach unit of denand,from the first to the last. 
35. If a customer is induced to stay on the system by the 

offering of a ,special contract, it continues to contribute to the 

long-tera grQ,wth in the demand for generating capacity, •. 
36 .'rhere . is substantial reason to expect that, special .. 

_ • • • .' • -> '. ' -' • • .t 

contract c4stomers lllay remain on-line af't¢~ their contra9~s ~·~pire. 
37, Just as e,ach customer ,should pay its ~hare or 9¢nera,ti.on, 

capacity costs l it should pay its share of T&D and cust~mer costs. 
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38~,:f:tac8Jcust.6m~r~'sf'ptesertc~{olr:tn~isystem'·>cont~1})utesi,t6"the'lq 
utility's T&D costs. Its share ot those costs'ldc,6!f'iY6t'''go(iaway ~:"t; d 
sitfiply'fbe¢~ils~' th~'i(hist6tiiet Jsiijns"ti ~pebial't cc)ntraotl ': ; \ ;', I'" 

\ j ~ ~~ • I';, DAA J ~r9ue~ thiit.I & n:r: re!~onAbie" ~p~~"lal '\ cOJ\tt-acts 'shoUld" i: c' : 

cont~ Ih'. 'TOtP ~at~·~ "ahd i })eaK-d~titand:-cnar9'e~ r bet:Aus'e" the}t I encourage ,', ,', rf ',! 
high load factors '~nd.'rEh1uce,ctli~·fcb~t.;()'t·providln9·:i;eWlc~'( L·';u'! ': i 

40. ~'Th~,j fIf:;;',:: t6U~( ~ontra6t~; si~n~d by" PG&t' did' no\:' :use· 'J."Ou 
rat~'~\:-' FO~'; alF'subs~qu~nt"bont'ractsi:' the' commissi6n'refused 't6~ j- F':i1 

prov ide evell:) pre'i i~lita t-y i\p~rova i;' l6r ) 'contracts; that; lacked ',ToU) ~';.' ",'r 
provisions. .(,1 ~" !f.~,-.'.':';:;'i "if,' I ,'j.i ;·"fJ : '" :.,; '.: '~.~'·;'Ir)'_. 

i 41;:" PGi.:E 'ci6kn6wiedges' tnbt ; -T6u' rates inAy haVe; been:odesi'rable 
in retrospebt:k'bU't" ai'gJe§:ihat the'Absehct!(of TOU:rates b.16ne' .1:,"0,,: 

should: 'ilo;t'{-~sult: ln' a' 'fiJ\ding: of' u'nreas'onabi~ness i.' 
42. It is appropriate to utilize tim~:":diffetEmtrated' rates " 

wheJi·:~~ttii1g'iates' f6rlar<je customers. 
'43.'· A'tusf6mer "iii"generallyprefer' to purchase' from the' 

utifH:y; if t'il'e' cost' of' seif-'gehei:'~t'ion is' ho lower than the cost of ,,' 
utiritVi~e~lc~"; , :, ' , ,,,,, 

44. It wouid' be "unre~s6nabre 'for the utilitY'to' offer service: ' 
at a rat~ 16wer that, the! cost of: self-generation 'in' the' absence of 
overriding circut!lstances. : " 

45. A contract that does not provide1apreferable CTM is'not 
in the b~st '; interest 'of' ratEipayers. 

46. On NoveFber 17, 1986, PG&E enteredihtoseparate 
agreements with three mettbe:rs'of the Hospi'tal Consortium of Sa'n 
Mateo county: Mills Hospital' in San Mateo. Periit\sul~i Hospital ih 
Burlirigabe~' and S~qUoia Hospital in Redwood 'city. 

47. On De'cehber12 , 198'6,' i>G&E enteredihtoa five-year 
contract with LP 'tor del'iVe'r<y" o{'power:t6 LP'sOr6Vill'e, California 
facility :iil 'a flat rate"6f'appr6ximateiy ;4', 5cellts per kWh. 

4S. The'f~iluie to' inc'l'ude generation,' tr'ansmissionj and' 
dis'tiiblition' ~apacity costs in 'the floorpi6visioit enables LP to 
obtcil'n'service without' assurances' that it will' cover the cost, of: 
providing that service. ' By failing to apply TOU rates, PG&E 
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enhances 'the \likelihood t~at (.LP wl11"cQntJ'ibut,~ tQ~ {\1tu~~:? (,.' •. ):) t 'J j,.,~ 

additional demand requirement$., .:)j(,l kdnll() ,-;fj) (", 

49/d -8y:allowirtg thEf speoial,-rates tC)j~pplYlto.,J'Jl: ~,'-1 .c:,' 
purchases, PG&E creates a ri.sk that its 'other, ratepaye):'s,w~))IJ~e, !L","~ " '. 
providing f LP a I disc()~nt (or.: purchases that ,.."ere nQ~' In, danger .9~' 
loss aue1t'o l:>ypass,: f ':-:)L) ,; 1 i ,"_,', !,~ f(:,!; .. ~:i'" L-,rii" "il J~'.)"l[ 

yu 50f-1 If, LP: is' truly,Jndifterent to the fi~"e:!io~ !Qf,tP~ i,$~r.Y~~e":,, 
it received, 'then 'PG&E .. shoulci have negotiate4 the: .cQJ)txac~, '-'j (I'~'~' ,) t 

providing r interruptible 'service •• , t,:In 'ret:urn ,tor rer;,$iving :f:.i~.-~~; 
service~':LP~must'be willing tC):paymore. J:~~;'J";;,,;".o ;"'0',,,; -:<1 [:,1 ,';'i) 

,51. ',PG&E's contraqtwithP6sco. steellliill, \~i~ed;wit:l:t ~~Q,e.;,\.,:.; 
conunission in F~biuary, Qf 1987 i' e)(tel'\ds:,for. tiv~·'years ~nd pr()Vi4e,~.~" 
discounted TOU rates for a portion of the customer's load 
app~o~ilt\ately equal to that 'which would have been ,servec} ,by t~e:. 
deferred cogeneration facility (47 MW). 

52, ,DRA argues that the contract is unreasonableb~c~u~e. the~, 
floor revenUe provision does not assure recovery of marginal: l' 
capac! ty -costs.' However I DRA does not recommend -any dif>a~ 10\o\'~nce 
in this proceeding, because the contract ha.sresulted in a,pos~tiye 
contribution to margin-during 1988. 

, 53.' . Arco intended to build' cogeneration facil i~ies at oil. : 
production facilitH~s in Fairfield (.713 MW) and North, Coles ~yy, 
(2.825 HW). Instead, Arco signed a special electri.c rate, agreement: , 

with PG&E. 
54. The contract between PG&E and Unocal,'. first offere<:i, to, .. 

the connissionfor approval on June 28; 1988, provides the customer 
with a discounted rate for all of its service needs at its Arroyo, 
Grande site, for a period of five years. 

55. The floor provision in the Unocal contract is adequate. 
56. since it is unlikely ,that Unocal will consume mor~ 

electricity during :the life of this contract than, it could have.' 
generated in the deferred cogeneration facility, th,e ~ack of a load 
limit does not make'this agreement Unreasonable. 

57. In June of 19~8; PG&E also asked thecomrnission for 
approval of a contract with Shell. PG&E agreed to provide all 
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service t" shel..r's~ Martihez' KahUfaot'urihq Complexlfor.;-flve ,years ;at:iI~ 
a discounted rate. .2'110:,')"1 £!fr'_n bU 1'-lh [rill) 1 J hli:~:, 

58. DRA' i({COmlnEH\d's,that' this 'contract be".fQurla,reasc.nablel' 
even thbu911~it, dOffs not cont'ain' a' toad litiitf- ,'<",'(.-'-i:) .';,':;1 \,'" ,t,j\,' u;q 

S'9\C-se'cause this ·contract' is not,"l ikely to i provide a-diEOcount 'W 
~ . 

from the otherwise applicable rates, it is olear that i ~'Elhas f'i) <~ -.J [ 

obt)ii~ned ':'other "val\iable'cortc~'ssion's: that 'comp~nsate, for .the failure 
to require a lilid.t t6,th6load,for. whichrthe,speoiaLrate,appliesi::J{ 

60~"- 'PG&:E 'sigIH~d a":five~year i contract -with ;:Che~ron -- in cl!eui Q(;..1';' 

the oil company's completion of what, PG&E 4escribes ,'as a 99 MW "",; .. ,,' 
cO<jenerat i6n i fabi i i ty -at: its' Richmond Refinery, --~- ,The contract, was 
submitted'tb the 'C6tnmission'~for: preliminary app~oval ,in December;' '.l 

1981. . . " 

6b!-' SerVice under 'the contra.ct-:is provided 'at p~irnaryservice ' , 
voltage. However, PG&E uses transmission voltage marginal costs, 
plus ;-an . adder 'of $0 ~ 00292/kWh : for the purpose of calculating the 

floor charges~ -
-62~' --. Transmission voltage customers' receive power. that has no~. e 

beeri:transformeaf6r distribution. 
63. Apparently, prior to the sigoingthis,contract, ,Chevron:. 

was prepared to-purchase the PG&E substationthatis·dedica.ted to 
proVidb\g power·' to the RichmoTui refinery and shift its' purchases 
froll' primary voltage to transmission voltage.· " , '-,' 

64. Chevron has not purchased the substation and continues to 

buy power at-primary voltage, 
65. Aflo6r revenue formula based on an assumption that PG&E 

only 'faces transmission voltage costs provides less protection than' 
a calculation based on primary voltage assumptions • 

. 66. : It is iilogical to assume that transmission rates should 
apply when the customer has in the past;: and now continues, to 
receive its- 'electrioity under primary service conditions. , 

67. Du~ing the course of this proceeding, Chevron announced 
that it is proceeding with a fle)<icoker project which witl remove 
the necessity for the o!igirtally planned cogeneration project. 
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Because;tQe.cOgeneratiQll projeot1is:cl'to: r longer 4 ,viable. optj.,on, ,PG&E 
exerdised')its disoretiC>Il ,to ci'nce1. the,. special contraot. {r.ll P"'U"'1 fI 111 

68. DRA has recoromended lthat·lPG&E· be-:r:equired!to: t:raQk ~h~,) f :d , -
long-run 'lIlarginal',' cost ~ for,' service up, to ,Ithe.-·ENPO leve).$r ~t tb~ 
hospitalsid .. ~r,pos¢QJf both ARCO sites, ':and .Chevron al'\dJl'e~Q~er irt1r,c1:t 

the future only discounted reVenues abov~:a reasonable floor! t J::~rst ,-oJ 

69. In~additioJ), 'DRA 'argues "that PG$:E ishouldib~ or(lei:'e~·t9.i~lw:} 

give notice of cancellation under the terms of the hosp.itals[ ~J)Q_)1-;': { 

ARCO agreementsj".:and.,t6',give noticEhthat the LP,:P,QSCO; ~,n4 ch~vron 

agreements ,will'not:be renewed, in their,present:fonnsFin:ord~_rjt<?::i 
minimize losses' to' other ratepayers.': _ :,' t, " : ,: [.->£, "',', U:l; ,C';!', 

Conclusions of,'Law': '.\' : 

1. Just aS'it would be unfair to hold PG&Eito a retroactive, ; 
standard simplY because it ",-as adopted by, the Commission;· it· would 
be illo~ical to'reject a startdard sinply'becaus~ it'was, ", 
sUbsequently adopted by. the commission., ,,; '," ':. ','." , •. ~ ',:," 

2. A strong bypass .potential is, an; absolute, prerequisi~e' to:,,-, 

receiving :a' special' contract. " , .'. '" " 
3. There is nothing nagical about a 5 year, limi~."Whil~ , 

this factor alone would not be sufficient, to find anagre.emen~ .' 
unreasonable. we agree that a'reasonable decision-maker at, the, time 
who'was willing to' agree to a longer paym~nt ternr should haVe, 
received other' 'concessions to offSet this: risk,: 

4. Rate discounts for all customer load, including that in 
excess'of th~ amount which was in danger of bypassing, are. not, per 
se unr~asonablei but may result in loss of'revenue. AccordinglY," '" 
PG&E 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 be 
used to determine reasonable floor revenues. 

6. If customers are able to self-generate at a cost below 
the utility's marginal ~ost, then they should be encouraged to do 

so. 
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:1 ~;'-i'·j7. ClcAt<a Jlirii.um~ each·'custo.er-·OntthQ systea -lIU~t- pay JtheIJF"1,-~tl 
full mar-9inal,costJfor th~"sQrvlc~ It'''receivesi i lihether or 1not:'it'i'c'x,) 
is hEdJ\g serv~d.:\1nder;al. speoial,lc6ntract~;-')f~ns-:-.()~"=,·~ ,-'/:d .-.. ~w ,f) 

8:' While·~,th~ il1:>senca tof ;TQU rates:ds'nbtJconolusivefproof--t~n-d 
that·fA contt'act r is uttreascmable,-? it, is' the utii.itY's:,reSp6n!?ibili~y')f\ 
to justify-: its failure::to require then.''.'·~\-; !'l _~,w,~,_-;,: r f; '{= .;,_1 ',-fi' ~!(t,tf ~ 

9. It would be unreasonable for a utility to enter,-,into- 8,-icl':'-)-l 

contract: tha\:icanir~aS()l'lably- be-; foreseen l as'not, providing:a ,\',) 
prefesrablefCTM~- _',1 .-,' :,)~- i--'-~ -:'(;ff~':',l'! fui)'-LL-':',ji'" -i,:,)t}r'f! ;'.' it, 

;<. {lOJ.) Any amounts, in the memOrandum {acco~nt t for"wbat lthEn'! ~~.', 'Y,>~,;\ 

HospitaFc6ntracts' that ;reflect:· the difference betweenf adopted - . -,.\', t",~ 
narginal costs and the contract rates t should be {disallowed.~' ;~ '. : 'f fi f . 

11. PG&E should not be allowed to recoVer for:revenue )f,·f;f· ",") 

shortfalls'in;the LP'and Arc6 contracts resulting'from the 
inadequate' floor provisions,·" ; -' ~ . 

12. The absence ofpr6tection in the' Posco contract"s ,floor; 
provision to cover generation,. transmission;" and distribution-:.
capacity costs' iS 1 unreasonable. ,'P{;&Eshbuld not-be'allowed 
recovery for any future shortfall resulting· from the in~dequ~te: 
floor rev~nue pr6vision~ " r -: :,' ;' 

13. ThEf Unoca.l contract- should be found reasonable.:-
: 14~' : The Shell contract is; reasonable~' c' ~-"-, :, -~. , _ 

'"l 

t,:r 

15.<PG&Esh6uld'attempt:to negotiatecontract.revisiohs that, 
would bring the contracts in line with' the standards discussed -in ,,' 
this order~ . ,,- '-, , 

16. - PG&E shOUld not be allowed future rate recovery: for the";:
portions of the', contracts that have been found to' be unreasonablEH 

. ' 
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ORDER 

IT IS ORDERED thatt 
1. The exemplary costs set forth in the table contained in 

this decision are Unreasonable. within 30 days from the effective 
date of this deoision, Paoific Gas and Eleotrio company (PG&E) 

shall file an updated table with CACD that reflects the contents of 
this decision and serve 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 reduction of the 
Electric ReVenue AdjUstment Mechanism revenues otherwise being 
allocated to rates in conjunction with PG&E's next rate adjUstment. 

2. PG&E shall renegotiate its contracts with Louisiana 
Pacific corporation, U~ocal, and Shell oil company to limit the 
rate discount to the effective net plant output. 

3. Costs resulting from the failure to use primary service 
~ rates on setting the floor revenues for the CheVron contract shall 

remain uncollected, pending reconsideration 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 reasonable 
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 
Presid.ent 

FREDERICK R. DUDA 
STANLEY W. HULETT 
JOHN B. OHANIAN 
PATRICIA M. ECKERT 

commi.ssioners 

I will file a written concurring opinion. 
lsi FREDERICK R. nUDA 

commissioner 
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FREDERICK R. DUDA, Commissioner, concurring. 

Today's decision is illustrative of the continuing 
concern I have over the appropriateness of reasonabieness reviews 
in matters pertaining to particular utiiity behavior where the 
commission has previously endorsed, generally, the utility's 
actions. This is especially so when the commission has provided 
little or no prospective guidance to utility actions that are 
later subjected to reasonableness 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 customers. The need for 
these special contracts arose as the result of the confluence of 
a number of independent events at the time. PG&E sought and 
received prior approval from the co~~ission for each of the 
special contracts. 

Each of the contr~cts 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 benefit of other existing ratepayers. The Commission 
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 these contracts by requiring that each contract would be 
subjeot to a reasonableness review at a later time. That later 
time is today's deoision. 

Reasonableness reviews of contraots without established 
guidelines are an ineffective and costly means of monitoring 
utility behavior in this area. The uncertainty oreated by this 
regulatory approach provides a disservice to all involved. 
Explioitly defining the conditions at the time of approval upon 
which actions will later be judged greatly improves the process 
of reducing the associated uncertainty. 

I recognize that in some cases it may not be possible to 
develop an explicit set of prospective guidelines. These 
contraots may represent a case in point. The combination of the 
set of circumstances creating a novel situation and the sense of 
urgenoy at the time may have preoluded the development of a well 
thought out set of guidelines within the contract approval 
process. 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 utilities 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 contraots. In this way the Commission has the time 
to consider the parameters associated with these changes and 
adopt the necessary rules or guidelines prospeotively 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 suggest that this is an area where the 
commission, as part Of its future investigation into incentive 
regulation of electrio and natural gas \ltllities, cali work to 
develop regulatory incentives to replace the type of 
reasonableness reviews before the Commission in this proceeding. 

TO,the extent that an effioient incentive structure can 
be developed, the Commission's monitoring costs of utility 
actions through reasonableness 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 responsibility tor utility business decisions in the 
hands of those closest to the market. 

san Francisco, California 
December 27, 1990 
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