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QP INTON o
of Decisi _ :
Commission approval of‘a:S§écial“salés’ccntraCtDbetween“”“*

Pacific Gas and Electric Company (PG&E) and Norcal Frozen Foeds, -
rncarporated (Norcal) is denied, because ratepayer benefits are-
inadecuate to offset direct ratepayer costs and the general harm of o
preferential rate treatment for Norcal. o
In April 1985 the PLM Power Company signed an’ Interim

Standard Offer No. 4 Power Purchase Agreement (PPA) with” PGSE. The

PPA specified firm capacity payments f£or 20.2 megawatts (MW) of 2
27.8 MW cogeneratien project. Remaining power would be' sold to -
PGSE on an as-delivered basis. The project was ultimately assigned
to Watsonville Cogeneration partnership (WCP) in Nevember 1988.
WCP was later purchased by Bonneville Pacific Corporation .

(Bonneville), which owns and operates many ccgeneration' facilities’ =

throughout the United States.

Tn October 1989 the PPA was amended to increase the firm .

capacity by 0-7 MW, from 20.2 MW to 20.9 MW, and to increase the
nameplate capacity to 28.5 MW. Other terms were also revised, ™.
including increased curtailment options for PG&E. The amendment is
not contingent on Commission approval of the Conservation Offer
Agreement (Agreement) that is the subject of this application..’
Norcal is a large, independent, frozen focd processor’-
located in Watsonville. Norcal’s peak electric demand is 3.975 MW,
now served by PG&E under both firm and nonfirm (interruptible). rate

schedules at secondary voltage level. Relative to Norcal, WCP isia

third party’Cc@enerator."WCP’s-cogénerationiplant'is'locatedVQd'
Norcal’s property. Comstruction of the rfacilities, along with
interconnection facilities to PG&E, is now complete.-” The plant is-
in operation and has ample capacity to- provide fzrm power £o -PG&E
under the PPA and to serve Norcal’s leads. -
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In accordance with a ccntract between Norcal and WCP
executed in Januvary 1989, WCP provxde¢ procefs Steam to Neorcal.
The contract originally called for WCP to provide flrm electrzc,u._,
service to Norcal at discounted rates, but dellverles of. o
electricity have not been nmade. . In October. 1989. the contract was
amended to remove the obligation of WCP to. serve electrlcal pcwerv
to Norcal. The obligation to.provide process stgamvremalns in
place.  mm‘~
In January 1990 PGSE and Norcal glgned the Agreement, .
under which Norcal would receive nonfirm sexvice. from PG&E for five
years. Sexvice would be at primary voltage levels and at tar;ff -
rates. The transformer and other facilities. necessary for pr;mary ﬂ
service would be given to Norcal by PG&E. Norcal would alsc.. ‘
receive from PG&E a $180,596 payment for conservation projectg by R
Norcal. PG&E believes the Agreement is necessary to prevent,Norcal.é

from again pursuing service from WCP and bypassing the PG&E.system.. .
If the Agreenment. is approved, WCP-would,deliver,its‘excgss‘pgwe:ﬂtq\J

PG&E under the PPA. | T

On March 1, 1990 PG&E filed the present application undexr
the Commission’s Expedited Application Deocket (EAD), segkiné_,
accelerated. approval of the Agreement. R .

on March 21, 1990 the Division of Ratepayer Advocates
(CRA) protested the application, listing eleven 1asues,;o,be,
discussed at the workshop -required by EAD procedures. ...

A workshop was held before assigned Administrative Law . ..
Judge ' (ALJ) James Weil on April 12, .1990. During the workshop. manywﬂ
of DRA’s concerns were resolved, but.DRA_remaLnedwuncpny;qced that . .

the Agreement would result in a positive contribution to. .margin .. ‘J
(CTM) , which DRA believes is the appropriate measure o£ net ., |
ratepayer benefits flowing from the Agreement. CIM la bas;cally

the net utility revenues from the Agreement, in excess.gfig;;lztyd.,m
incremental costs to provide the electric service required. At the
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conclusion of the workshop the ALT ordered further analysis-of- . ...
Agreement revenues. PG&E provided the- necessaryuanalysxs, £cllowed* W
by revzsmons ‘after review by DRA. . : : L e

‘On May 22, 1990 DRA-wrote the ALY to state that it was-

unable to withdraw its protest, and requested the matter,be:set‘ford_g

evidentiary hearings. By ruling dated June 18, 1990 the-ALJ-
removed the application from- the EAD and ordered hearings.

'A prehearing conference was. held:on July "3, 1990...:~
Prepared testimony was served by PG&E and DRA, and three days of -
hearings were held during October 1990." PG&E and DRA filed opening
briefs on November 20, 1990. The proceeding was: submitted on- . -
December 14, 1990, on receipt of reply briefs from the same two -
parties. T e e 0w

' - Norcal now receives both firm:and nonfirm service from

PG&E at the secondary veltage levell“>5econdary:level ratescare - ... -~
generally*hlgher than primaxy level rates. - LT LT

"If Norcal bypasses the PG&E system and takes service:
under terms similar te those in its original contract:with WCP, it
would receive firm service, but at rates discounted 20% below. = .. - -
Norcal’s existing PG&E tariffs. Physically, power would be:.- :
delivered from WCP’s cogeneration plant on Norcal‘’s property. When
the ¢ogeneration plant is out of service, WCP would be obliged to . .
continue service to Norcal by purchasing standby power from PG&E. -~
It is uncertain who would be the standby customer of record with.
PG&E. Under this bypass scenario, WCP would continue to sell firm.-
power to PG&E under its PPA, but WCP would.reduce its:sales:of. ..
as-delivered power to PG&E in order to serve Norcal. .PGSE claims . - -
bypass would result in underutilizatien of certainidistribution . -
facilities dedicated to serving Norcal.- - T

If Norcal declines service from WCP in favor of. the : ‘
Agreement, Norcal would receive primary level, nonfirm service: from ..
PG&E at tariff rates. Norcal’s executive vice president Ray Walker




to nonfirm service. ' Norcal’s energy:cost savings would be. about
$300,000 annmually in either circumstance, relative te‘éegppea;y
voltage service at present rates. The-$180-596 conservation
payment was designed by PG&E-to-match Nercal’s cost of reduced |
service gquality from firm to nenfirm. .. The. Agreement alsouvequlres
transfer of primary facilities from PG&E to Neorcal. . These
facilities comprise about $60,000 of existing equ;pment (one
transformer and various poles and hardware) and an~est;mateq o
. $40,000 in new facilities.

Positi e 1) .

e

m B R N

' .PG&E asserts it negotiated the Agreement.in ordexr. to

retain Norcal: as a customer.: Completion of the cogeneratioen.plant. ...

and the contract between Norcal:and WCP demenstrate that.Noxcal’s
bypass threat is viable and imminent. PG&E argues that.the bypass

alternative is uneconomic because Norcal’s bypass: rate option (the

negotiated charges for service from WCP) is higher than PG&E’s .
marginal cost to.serve. : G e e e

PG&E. claims approval of the Agreement wmll result in .
$855,641 in net present value benefits to- all ratepayers over.the
tern of the Agreement.  This amount is 15-20% of the-total.

discounted revenues Norcal would pay PG&E if it stayed on tariff ;u

service. The $855,641 net benefit is calculated assuming that.
transmission costs are included: in PG&E’s marginalecests,u,PG&zf
argues that customer-specific marginal costs. should be.used . in
calculating CTM. PG&E witness Wayne Rechnitz. testified that . .=
marginal transmission and distribution (T&D) costs.in Norcal’s .
specific situation are zero, because no facilities would be bullt

in order to¢ serve Norcal. Nevertheless,: PG&E-anludedwtransm;551on,a,

3 .
‘ B
.

testified that-Norcal is-economically indifferent.to service frem. . ...
WCP-or PG&E, but it would prefer serxvice.from PG&E. Noxcal. .. . ..
perceives better reliability from PG&E, even considering the, change .

) .




A.90=03=002 ALJ/J../Jjac *

costs in its calculat;ons 2o show that net benefits exist even i ..o»
under that assumptzon. B
" The two most’ 1mportant transactmens in“determining CTM
are direct CTM from the Agreement ‘and’ CTM lost to WCP underithe
PPA. PG&E’S ealculatzon of net benefits-uses a “ratemaking”:
assumptacn for values of Energy Reliability Index (ERI). ~The ERI' -
is a measure of the utility’s need for additional’ capacity, with-a  :
value of zero indicating no such need and ‘a value of one indicating
an immediate need. In the ”ratemaklng” ‘scenaric, the ERI used- in’
calculat;on of CTM frem the Agreement is taken from PG&E’s- 1990
general rate case, but the ERI used in caleculation of PPA: payments
TO WCP is taken from PG&E’S Energy Cost Adjustment Clause- (ECAC)
proceeding. PG&E claims that use of different ERI values is
consistent w1th the Commission’s adopted assumptions in those:
separate preceed;ngs. If only general rate case assumptions were
used, the net benefit would be reduced from $855,641 to $657) 588.
If only ECAC values of ERI were used, the net- benefzt would be
$762,137. AR AR
In its Opening Brief, PG&E claims the $180,586-
consexvation paymentv in the Agreement will allow Norcal te install
enexgy effmcxency projects whzch save 2.7 million kilowatt-hours
(kWh) of energy annually and reduce peak demand by 560 kllowatts
(KW) . The conservation payment would be made only upon - ’
implementation of conservation projects, but the Agreement: does net -
require Norcal to take any specific conservation actions. -
oRA - R B e
DRA’s fundamental argument agaznst the" Agreement is that
ratepayers would he worse off. - DRA had' PG&E- rexrun -its. calculat;on
of CTM using DRA’s input assumptlens.‘ Based on the- recalculat;on
using DRA’s preferred ECAC assumpt;ons regardlng ERI values, DRA
pelieves ‘the Agreement would yield a net loss to ratepayers of -
$404,419. Use of general rate case or ”*atemakzng values of ERI

A

P e e, ey
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would change: net losses.to ratepayers, .to SS;Q,GQOFor,$31Q,925
respectively. T -

‘The most impertant.facter.affecting the dlspute over CTM -
is the inclusion of marginal T&D costs., DRA. argues that these .
costs should be included because they are speclfzed 1n the . N
Commission’s special contract gu;delxnes and have been 1ncluded in L
consideration of other.special contracts by the Commlss;on.‘ DRA o
notes that even PG&E included those costs in its applloatzon, and
removed them-only- When recalculatlon ot beneflts showed a loss tor_
ratepayers. The impact of marginal TSD costs is about Sl m;ll;on .
over the term of the Agreement,.over and.akove the transmlss;on o
impacts  assumed by PG&E. ;

DRA is alse concerned about tne ”murky” status of _
Nercal’s bypass threat. Beforxe October 1989 the contract betweenu
Norcal and WCP was in full effect. Since then the contract ‘ ,
amendment has remeved WCP’s obllgatlon ro prov1de electr;c serv;ce
£o Norcal. If the Commission. does not approve the Agreement, it is .
not clear whether Norcal will still be able to pypass the PG&E j
system and take service from WCP. WCP’s lntentzons are not clear
except that it supports approval of the Agreement and would beneflt
from not having to serve Norcal. . DRA ;s disturbed that PG&E fa;led
t0 seek approval of the Agreement whmle the bypass tnreat was _”
clearly viable ‘and that PG&E does not. admlt dlrectly that .
viability of the bypass threat is now in questxon. o “

DRA witness Byron Shovlazn.ra;sed the zssue‘of,f“g
preferential treatment inherent in speczal contracts:

#Special contracts by definition discriminate
against other customers and in favor of the
chosen customer.  This is ‘inequitable and only .
truly great benefits for other ratepayexs can
justlfy it.” (Exhlb;t 13, page 8.)

DRA argues that even if the Commlss;on adopts PG&E's anolytlcal
assumptions, the Agreement should be den;ed because rlokg to
ratepayers are too great.
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DRA argues that PG&B'S calculatlon of overall benerzts
conta;ns a $108,000 error that waf admltted Ln testzmony by PG&E
witness Shelly, Malekos.,

.\QShe:_zn::ieﬁ e

WCP. favors, Comm1551on approval of the Agreement.‘ WCP can -
still sell its excess power to PGSE on an as-dellvered bas;s, and ‘
WCP would be relieved of the obllgatlon to comstrict T
interconnection facilities between its cogeneratlon plant and
Norcal’s loads. WCP billing costs would also be reduced.mf
Bonneville Treasurer Todd Stevens test;f;ed that WCP ;s negot;atlng
a second amendment to its PPA with PG&E ”Ln order to serve Norcal -
in the unlikely event that the CPUC does not approve [the
Agreement].” . ‘
Callfornla Large Energy Consumer AsaoCLat;on stated that
if the CommASSLon approves the Aqreement then such approval should
net constitute endorsement of PG&E s supportlng calculatlona, “ .

especxally assumptxons concernlng numbers of customer Lnterruptlons
and curtailments. .
Standard of Review

it

looking at the Commission’s gu;del;nes for approval of specmal

sales contracts, then by calculatlng net CTM from the Agreement.
Special contract quidelines were ordered in Decision

(D.) 88=03- 008l The guidelines require a minimum customer

demand of 1 MW, a maximum contract term of five years, not:

extendlng into any: perlod when -the ut;l;ty needs. to-add capaclty,

and tlme-of-use terns in the prxczng prov1smons.l ‘The: guldellnes

also requ;re a floor prmce with: (1) a minimum energy. prlce.of thef

utzlxty's Standarxd Offer No:. L energy prlce, (2) 2 minimum T&D

compeonent taken from marglnal T&D costs in the ut;llty S~most f:wuf

1 27 CPUC 2d 464, 438 (1988).
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recent general rate case, and (3) a mzn;mum generatlon component of
the ut;llty s Standard otrer No. 1 capaozty prlce, 1ncludxng the
most regent ERI adjustment. In the pricing of power purohased by
PGSE from qualifying facilities, capacity prices are set equal o
the utility’s marganal cost of capacxty times the ERI. For prlcang
purposes, the ERI has a lower limit of 0.4, pecause even Lf the
utility needs no added oapac;ty the delivered capacity does have
value. PG&E and DRA do not dispute that the Agreement meets “ne o
gquidelines. AR

« PG&E and DRA believe the Agreement should be approved
enly ;f ratepayers w;ll benefzt. The testlmony of’the partaes
addressed calculation of CTM. BG&E bel;eves the Agreement will'
produce a positive CTM. DRA disagrees, cla;m;ng that PG&E'«
assumptions regarding the ERI and marg;nal T&D costs are incorrect.

Unfortunately, in their analyses of"CTM both partmes have

lost sight of the baslc prlnCLples behand the specxal contrac- : ‘
guidelines. Special sales contracts should be approved only\lf

they are necessary to prevent uneconomlc bypass2 by a’ customer,
or if substantial ratepayer benefits will result. The not;on tnat ‘
uneconomic bypass should be avoided depends on deferral or ' -
displacement of construction of customer faollltles that ooulJ be

built less expens;vely by the utlllty. S

2 Characterlzataon of bypass as eoonomlo ‘or uneconomic depends
on the relationship among three variables: utility incremental -
cost, customer incremental cost, and tariff rates.. The zncentlve o
to bypass at all arises when tariff rates are higher than’ oustomer
incremental cost (i.e. utility service - is more expensive than . - -
obtaining service by self generation or from ¢others). That bypass
is uneccneomic if utility incremental cost is less than customer
incremental cost:; the customer should not be encouraged to build ox
cause to be built additional generating capacity if the utilizy
could do so at a lower cost. Bypass is economic if utility
incremental cost is higher than customer incremental cost: soclety
is best served by allowing the customer to leave the ut;l;ty system
to generate less expensive power.
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In the present circumstances there Is no defexral:of - :

construction. The cogeneration plant has already been built; long ..

run utility generation costs to serve Norcal are matched by reduced

generation costs for the transaction with WCP. PG&E testified that -

its short run T&D costs would not change, but T&D costs:should -
eventually be reduced due to construction of the cogeneration
plant. Today’s T&D system may be overbuilt, in order to serve
Norcal and accept deliveries from WCP, but in the ‘long.run.
facilities for one or the other of those transactions will be
reduced in size. There is no evidence that long run incremental
T&D ¢osts for Norcal’s loads will differ from the costs for.the WCP
plant, which is on the same site. . o ‘ VLo
Characterization of Norcal’s bypass as economic or.
uneconomic has no meaning when there are no:long run incremental
costs. Bypass by Norcal would be neither economic nor uneconemic....
The requirenent that the Agreement show a positive - CTM is -
still reascnable, because CIM is a measure ¢of ratepayer benefits.
In conventional bypass circumstances the calculations of CITM should .
include long run incremental costs because bypass, even by .a single
customer, can (and should) affect long run system planning.:
However, in Norcal’s case there will be no.long run impacts on -
planning. e Tt TIoml
The correct calculation of CTM should compare revenues - -
under the bypass and no-bypass scenarios, without consideration of
utility costs. If Norcal does bypass, PG&E will receive .revenues
from standby service when the cogeneration plant 'is. not .operating.
Under the Agreement, PG&E will receive revenues from Norcal and- - - -
incur incremental PPA costs to WCP. The only possible adjustments:
to this comparison are: (1) the cost of any added reliability. that:
Norcal weuld receive as PG&E buys WCP power at .one level of. quality: .
and delivers it to Norcal at a different level, and (2) costs
associated with serving primary level power to Norecal 'rather than
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standby power teo WCP. These added;costs,are‘likelyjtq,peAquite

smalls L . AERI LTt LI
© During hearlngs both PG&E and DRA v;gorously lltlgated

the issue of inclusion of marginal T&D costs, wn;le,overlock;ng tth;
fact that costs and bhenefits need consider only revenues.. .The. .= .

appropriate calculations are not -in evidence.

" We emphatically do not conclude that long nn anremental_m

costs are irrelevant to bypass in general or that customer- .

specific, short run, incremental costs are the appropriate standard‘

for any bypass situation. However, in Norcal’s situation, where.
long run utility costs for the PG&E-Norcal transaction are. of‘set
by long run utility savings from the PGSE~WCP transaction, the
calculation of leng run incremental costs is irrelevant. . -

Due to the unique facts in this proceeding, the correct.
standard of review is first to verify the credibility of the. bypass
threat, then to assess whether society in general will benef;t from
the Agreement, and finally to determine whether there are. .
substantial net ratepayer benefits from the -Agreement. That.
determination should include consideration of cash flows to. the

utility and the costs of preferential rate treatment for znd;vzdual :

customers. The Agreement must meet all these criteria for.the
Commission to grant approval.

: !n! 'J.! : !! :E . m !

"PG&E argues that Norcal’s bypass alternative,,tdnpursue_mrw'
electric service from WCP, is viable and imminent. . At the.time .the..
Agreement was executed that was certainly true.. The,tarm@;of.the;mﬂl
January 1989 contract between Norcal -and WCP clearly indida:e,the,ivﬂ

intentions of those two parties, and the present. -operation .of the.
cogeneration plant shows the necessary mechanical capability.
However, the contract has been amended to . relieve WCP of

its obligation te provide electric service to Norcal. DRA points

out this weakening of the bypass threat, recommending that the
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-

Commission should reject any argument Zor approval “simply because
Norcal may have lost its opportunlty to bypass with WCP, and thus
will have no rate dlscount avallable ;f the Agreement is not
approved.” T '

Although WCP’s binding obliqqtion-to serve Noxcal has
been removed by the amendment te the WCP-Nercal contract, we are
nonetheless convinced the bypass threat is credible. - Norcal’s
intentions to bypass are clear, and WCP shows a wxllznqnes. to
cooperate w;th Norcal if the Agreement: ls not approved It seenms

unlikely wep would now vigorously oppose bypass, given its ori Lginal
contracst with Norcal the c¢entinuing prov1,10n of steam service
under the contract, and the location of WCP’s cogenerat;on plant on
Norcal’s property - The wzll;ngness of WCP to abandon-electric
service to Nercal ;nsertu the poss;b;lxty that WCP weuld
financially benefit by approval of. the Agreement, but that
possibility is not encugh to remove the bypass threat.

In accordance with the standard of review for this
application, we will next looxk ferfnetrsocietal benefits from the
Agreement, then consider the balance erfbene:its and ‘costs to
ratepayars. For present purposes we assume scciety“is represented
by the union of three parties: «Nercer,“WCP, and rapepayers. We
realize there are members of society who are not PG&ﬁ ratepayers,
but the impacts of the Agreement do not seem to extend beyond
PG&E’s service territory, and virtually all citizens within that
area are consumers of electric service, Teither directly or
indirectly. o
our analys;s of the Agreement 4s summarized on Table 1
below. The table entries are benefits and costs relative to the
bypass scenario under which Nercal weﬁld take service from WCP, not
relative to present circumstances. . S F
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"Norcal states that it is .economically :indifferent.-to.. ...
receiving service from PG&E or WCP.. "Although Norcal would reduce ..
its costs relative to present rates, Table. 'l shows no reduced costs..
relative to the bypass scenario. Nexrcal’s benefits from the -
Agreement are the conservation payment .and the transferred primary
facilities. If we assume Norcal implements the intended .. - -.- . -
conservation projects, then Norcal’s benefit of the consexvagion. ...
payment is replaced by conservation benefits, presumably. lLower
energy bills. Norcal also perceives that PG&E sexvice is more
reliable than service from WCPF, but we do not list this as a
penefit. Norcal would: receive standby service from PG&E, with-all
the reliability associated with the utility system.. . .

‘The conservation benefits claimed by PG&E are uncertain.-
The energy and capacity benefits cited attach to only one of the
six “example” conservation‘projects:shéwn in PG&E’s application,. a
project costing more than the $180,596 payment.: Norcal. is mot
required to implement any conservation measures, in which case-the
payment amounts revert to PG&E. . :

Norcal’s disbenefits (costs) .are reduction of: servmce
level from firm to nonfirm service, and the guarantee of:continued -
PG&E service for five vears, during which time it could neot accept
other bypass opportunities. It is unlikely that Norcal perceives -
the reduction of sexvice level to be a major risk,: because by-the.
terms of the special contract guidelines. the”Agreement does not . -
extend into periods when PG&E will be short of capacity. -

We note that some of the costs.and benefits. shown in
Table 1 have “zerc sum” character, meaning. that benefits to:-one .
party must be offset by costs to another. Other benefits or costs.
are actually created by the Agreement, not offset by other-parties.-
Norcal’s conservation benefits are offset in: part by the - . - .- .
conserxvation payment made by ratepayers, but the-values of . the-
benefits and the payment are different.  Norcal’s primary -
facilities benefit is matched by a ratepayer c¢ost. - The nenfirm
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sexrvice cost to Norcal, although small, is approximated .by nonfirm

deliveries paid for by ratepayers, shown as a ¢ost reduction, = ... .
benefit for ratepayers. The five-year: Agreement duration. Ls.also 2

ratepayer benefit, as protection against bypass. e
WCP benefits from the Agreement by noT need;ng to bu;ld
interconnection and metering facilities and by foregene billing

costs. We assume the administrative costs of dealing with PG&E for.

sale of the power in question are small, because WCP already

administers its PPA with PG&E for both firm and as-delivered power-.

The record evidence does not show clearly that WCP benefits
financially from the Agreement.  WCP’s willingness to support . the .
Agreement hints at financial gain, which is shown as “Possible

revenue for as-delivered power”:on Table 1. If WCP would actually

lose money by the Agreement, then possible losses are shown.as
#Possible CIM” on Table 1. Both of these possibilities -arise frcm

the difference in cash flows between selling the same pqwe:,tquG&E}
or Norcal, but we apply different names to show possible impacts on.

ratepayers. v \ R
Because Norcal is economically indifferent to the
Agreement, the zero sum impacts of WCP’s . gains or losses must

accrue to ratepayers. If WCP accepts a loss, then ratepayers gain, -

and that gain is exactly the CIM that PG&E believes exists. .

However, WCP’s acceptance of the Agreement leads us to believe. thatm
if there is a positive CTM for ratepayers, its value must be small,
not exceeding WCFP’s reduced costs for interconnection facilities ..

and billing. Bonmneville witness Stevens testified that the capital
cost of the intercomnection facilities would be $250,000,. but

Exhibit 16, upon which he relied, contains a calculational -error...

Correction of the error and confirmation elsewhere: in Exhibit 16

indicate that the intercomnnection facilities would cost:$150,000.- -
Billing expenses for five. years would likely be a lesser amount. ---
Ratepayers also benefit from Nercal’s -conservation . -, ...

projects, but comparison with the conservation payment. is
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uncertain. Ratepayers make the entire ‘payment’ but recezve*only
seme of the bemefits. The direct benefits of incremental -’
conservation spend ng accrue to Norcal, ‘but ratepayers -receive’
general social benefits such as mmproved air ‘quality and -reduced .
need for new generating plants. At the same time, PG&E/s rates are
now higher than utility marginal costs, and there are (at least -
theoretically) disbenefits to ratepayers if PGLE declines to -
produce power inexpensively in order to sell it at rates higher”
than marginal costs. We do not encourage this scenaric, but we
mention it to show that ¢osts and benefits of the conservation'
element of the Agreement'are'complicated We are convinced that,
as a general proposxt;on, net socletal benefits accrue from cost
effective conservation programs. This is the basis for our-
continuing policy to encourage conservation. The immediate-issue,
which we have addressed in cther’pfoceed;ngs} is one of ‘fairmess.
How much should ratepayers pay for conservatlon beneflts that flow
to lndlv;dual customers? - " ' : CER

Again inspecting Table 1, ratepayers receive-as benefits
the items which offset Norcal’s costs of nonfirm service and the ' ..
five-year duration of the Agreement. Ratépayer costs are the
conservation payment the transfer of primary facilities, and

reduced rate fairmess due to preferential treatment of Norcal.

Ratepayer bener;ts or costs related to WCP’s cash flows are
uncertain. ' ' T =

Other'ratepayer'risks mayfalso'be'ineurred;“but7we¢-uv Lo
exclude them from Table 1 because they are speculative. -First,
ratepayers might be harmed by the Agreément if PGEE does need - -
additional capacity within five years. Second, if the Agreement is
not approved, PGSE might pursue additional incentive conservation -
projects with Norcal. The present iﬁcentive“pregramvcan“generate“‘
ratepayer payments %o PGSE shareholders, heretofore: excluded fram
Table 1. - ST ST
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Returning to our standard of review, Tabse 2 shows »
societal net benefits and costs as the sum of. the benef;ts and 3
costs for Norcal, WCP, and ratepayers. After tne zero sum ltems
are eliminated, we see that socxety as a whole.; (l) recexves
conservation bene!lts in exchange for the conservatzon payment
(2) is relieved of the need for lnterconnectzon faczl;t;es and
billing expense, and (3) incurs the unfa;rness therent 1n<f, o
preferential treatment of individual customers. Although we cannotlf
quantify all these benefits and costs, we are convinced that | -
conserxvation benefits would generally exceed conservatlon co ts. )
The interconnection and billing savings amount to sllgntly uore ;
than $150,000. The general cost of reduced rate fa;rness cannct be”
quantified, but it should be considered in relatmon to the net -
benefits to Norcal. , ”“;'\

 .We find the Agreement taken as. a whole would yzeld net "

societal benefits, although their magn;tude Ls not lmpress;ve ln N
relation to the revenue reduction conceded to Norcal. )

Turning to the balance of ratepayer benefits and costs,
conservation benefits are less than the full conservatlon payment
because most of the incremental benefits. accrue to Ncrcal rathex
than to ratepayers. The question of whether CIM b@neflts or As-
delivered revenue losses will actually occur is dlfflcult to
answer, as discussed frem WCP’s perspective. above. Tne Agreement_‘
will have no impact on PG&E’s actual costs for generat;on,
transmission, and distribution.  This leads us to the WCP.
transaction in search.of CIM which might. benef;t ratepayers._ WCP’ N
actions suggest that if there. were a net CTM, as PG&E. clalms: its JHW
value would not be substantially more than WCP’s fcregone ccsts of |
slightly more than $150,000. A ratepayer loss of revenues due to
increased as—delivered payments o WCP, as DRA clalms, is . - .
consistent with WCP’s encouragement of the Agreement. . Based on the
evidentiary record, we can find only that CTM benef;ts to
ratepayers are unproven.
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TR

The value to ratepayers o: PG&E maklng nonflrn lnstead of
£irm deliveries te Nercal is small, in the ‘same way that the'"“’ e
reduced benef;t of nenfirm serv;ce to Norcal is small.
Curtailments durlng the term of tbe Agreement are unllkely. Iz
Norcal’s value of service approxlmates PG&E’s costs, then the :
ratepayer value is $180,596, the amount of the conservatlon
payment. However, Noxcal’s value of serv1ce could exceed PG&E s
incremental cost. The value of the fxve-year Agreement duratlon
and the cost of rate unfairness cannct be quantlfzed The cost of
the primary facilities is $100, ,000.

We find the Agreement taken as a whole would not prov;de
enough ratepayer benefits to overcome direct Costs To ratepayers
and the general costs of preferential treatment for Norcal. We'
will deny approval of the Agreement. -

Hav;ng decided to deny approval, we need not resolve the
several technical issues brought forward by PG&E and DRA. '
Argquments over inclusion of marglnal transmission and dlstrlbutlon'"
costs are irrelevant because Norcal’s bypass would be nelther
econemic nor uneconoemic. The lesser lssues of cholce of ERI the
$108,000 error alleged in PG&E’s testimony, lncremental o
conservation benefits induced by the conservatlon payment and
assumptions about customer lnterruptlono and curtallments are moot.

: _ ! .

on, February 28, 1991, the ALJ’s proposed deczsmon in thls

matter was filed with the Docket Of:lce and mailed to all partles
in accordance with Rule 77 of the Commission’s Rules of PraCtlce

and Procedure. Timely comments were f;led by PG&E and DRA.” Only
DRA filed reply comments. o

Hav1ng reviewed the comments of the partles, we conclude R

that the ALJ’s proposed decision requires no sustantlal revzsron.
Approval of the Agreement should ke denied. Minor clarlflcatlons
and revisions to the text of the dec;smon have been made as‘

appropriate. .
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ipdi r F
1. On March 1, 1990 PG&E. filed thrs appl;catlon rn the EAD,
requestrng accelerated approval of the Agreement. o ‘
2. The requ;red EAD workshop was held on Aprzl 12, 1990.“

3. By ALT Rulxng the applicaticn was removed from the EAb, ‘*“1

and three days of evidentiary nearlngs were held.

4. The proceedang was subm;tted on recerpt of reply brlefg e

on December 14, 1990. ‘

5. Under the texms of the Agreement PG&B would prov;de
nonfirm,. prrmary level service to Norcal for five years. PG&E
would also transfer primary voltage facilities to Norcal and
provide Norcal with a $180,596 payment for conservat;on project

6. PG&E believes the Agreement Ls necessary to retarn Norcal

as a customer.

7. PG&E argues the Agreement should be approved because.h
(1) Noxrcal’s bypass threat is viable and imminent, (2) the"‘ '
Agreement would result in $855, 641 in net present value beneflts to
ratepayers, and (3) the Agreement would result in energy
conservation benefits.

(1) the bypass threat is ques tlonable, (2) the Agreement would
cause $404,419 in ratepayer losses, and (3) the Agreement would
cause unfair preferential rate treatment “or Norcal '

9. WCP favors Commission approval of the Agreement.

0. Speclar sales centracts should be approved only 1: tney
are necessary <o prevent uneconomlc bypass by a customer, or lf
substantial net ratepayer benefits will result. :

1l. The approprzate standard of rev;ew in th;s unlque
application is first to verify the credabrlrty or the bypass“'ﬁ“'

threat, next to assess whether society in general wrll beneflt from”“‘

the Agreement, and then to determzne wnether ratepayers wall
benefit from the Agreement.

12. There is no evxdence in thas record that the Agreement o
will have an impact on PG&E’S long run cdsts for generatlon,_ . o

transmission, and distribution.

8. DRA argues the Agreement should not be approved because-" -
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13. WCP's coqeneratlon plant is complete and capablevof
serving up to 7.6 MW of electric service to’ Nercali & wi--&

14. Bypass of the PG&E system by Norcal, in favor of ‘service
grom WCP, would be neather economac nor- uneconomac as defaned

B
1 .

herein.
15. Althougn WCP’s obl;gataon to serve Norcal has been’

removed by the amendment to its contract wath Vorcal, WCP ‘has -
demonstrated wall;ngness to serve Norcal. ST

16. Norcal’s threat of pypass is credlble.‘“*”

17. The benefits and costs of the Agreement relatlve to the
bypass scenario are shown on Table 1 herein. - -

18. The darect benefats of the conservation. payment To
Norcal, if the conservation actions are 1mplemented w:ll llkely
exceed the 5180 596 payment. REEEEAE -

19. Incremental conservation spending of $180,596 would not .
produce PG&E's clalmed ‘conservatien benefats of 2.7 million XWh -of
energy and 560 kW' ‘of capaczty. C Crw DL TR

20. The Agreexent does not requare Norcal to’ zmplement any
censervation measures. - e s T

2l. The value of the transferred pramary fac;lztles would be”
about $100, ooo. o * v

52. PGSE calculates the $180,596 conservation payment to be
equal to the cost to Norcal of reduced quallty of servxce, £rom -
firm to nonfirm service. - : | R ‘

23. Curtaalments to Norcal durlng the term of the Agreement
are unlakely. o S

24. The cost o Norcal of the ‘lve-year “term of “the " -
Agreement, as well as “its value to ratepayers, cannot be quant;f;edv
from the record evidence. ' TS e e

25. Norcal is economically indifferent to service from -‘WCP-oxr ™
PGSE. e R TR

26. Norcal prefers service from PGSE becausé Noreal perceives .
greater reliability of service from -PG&E relative to service from T
WCP.
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27. WCP’s costs for ;nterconnectlon fac;l;tres with Norcal
and added billing expense.over the term of the Agreement wculd be )
slightly more than $150,000. . ) o

28. apart from reduced lnterccnnectxon costs and blllzng

expenses, the zero sum meacts of WCP’s gains or losses must accrueff

to ratepayers. . e .
29. WCP’s gains or losseg due to servzng Norcal rather than ‘

delivering power to PG&E under its PPA are uncertaln. . .

30. If the Agreement were ToO generate any pos;t;ve CTM, Lts'
value would be small, likely less than WCP’s ccsts for
interconnection facilities and bllllng expenses. o

31. Neither PG&E nor DRA has correctly calculated CTM.

32. The issue of inclusion of marglnal T&D costs in
calculation of CTM is irrelevant in the unlque c;rcumstances of

this application. )
33.. If conservat;on actions are rmplemented, ratepayers weuld

receive general social benefits such as lmprcved alr quallty and
reduced need for new generating plants. , o

34. The value to ratepayers of reduced qualzty of servmce to
Norcal would approxlmate its cost to Norcal."_, , o

35. The Agreement would reduce rate fairness for ratepayers
due to preferential treatment of Norcal. Its cost cannot be
quantified. . S : L ..

36. If the Agreement is approved ratepayers cculd be narmed

if PG&E needs additional capac;ty wzthrn f;ve years., -

37. If the Agreement is not approved, ratepayers could be
harmed if PG&E -chooses to pursue conservatlcn zncentzves Wlth
Norcal which were not contemplated under the Agreement.

38. The Agreement taken as a whole would. yzeld net scc;etal i“:

benefits. T : T .
39. The Agreement taken as a whole would nct'proyide encngh
ratepayer benefits to overcome direct costs to ratepayers and tne
general harm. of preferential treatnment :cr.NQrcai.,, | :Ji;_v"'
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40. Approval of the Agreement would be averse to the best

interests of ratepayers. .
41. It is not necessary to resolve other technical issues

brought forward by PG&E and DRA.
conclusion of Law |
The Agreement should not be approved.

QRDER

IT IS ORDERED that:

1. Approval of the Conservation Qffer Agreement between
Pacific Gas and Electric Company and Norcal Frozen Foods,
Incorporated is denied.

2. This proceeding is closed.

This order is effective 30 days from today.
Dated April 24, 1991, at San Francisce, California.

PATRICIA M. ECKERT
President
G. MITCHELL WILK
JOHN B. QHANIAN
DANIZEL Wm. FESSLER
NORMAN D. SHUMWAY
commissioners

| CERTIFY THAT THIS DECISION
WAS AFPROVED BY. THE ABOVE
CONMISSIONERS TODAY .,
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