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smmgarYot])ecision -:.~:, -... , .... 

commission approva"l ofaspecial' 's'a:l'es contract: between -. 

Pacifie Gas 'and Electric Company' (PG&E) and. NorcalFrozen' FOCd:s,,:,'.',' 

Incorporated. '(Norcal) is denied., beeause ratepayerbenef'it's'are- , 
inadequate to offset direct ratepayer' costs and. the general harm: of , -, 

preferential rate treatment for Norcal. 

General Backg:round. 
J:n April 1985 the PLMPower Company signed, a'n:Interi:n" 

Standard Offer No.4' Power Purchase Agreement (PPA)' with: PG&E:. The 

PPA specified firm capacity payments for 20.2 megawatts "(MW):'of a 
27.8 MW cogeneration project. Remaining p'ower would, be::' solclto : .• , 
PG&E on an as-delivered basis. The project was ultimat"e1y a'ssigned. 
to Watsonville ,cogeneration Partnership' (WCP)'in Novem.ber' li988. '';-
WCP was later purchased. by Bonneville Pacific corporation 

• (Bonneville), which owns and operates many' cogeneration" faci~l'ities: 

• 

throughout the United States. 
In October 1989 the PPA was amended to increase the 'firm 

capacity by 0.7 MW, from 20.2MW'to·20.~ MW, and to ·.i:ncrease the 
nameplate capacity to 28.5 MW. Other tenns were also revised/ 
inelud.ing increased curtailment options for PGScE. The:amendJnen'tiS: 
not contingent' on Commission approval o,fthe' Conservat'ion ,6!fer 
Agreement (Aqreexnent) that is the subject o'f this applicat'ion~~·'· 

Norcal is a large,ind.ependent; frozen food processor:· 
located in Watsonville. Norcal's p'eak electric demandi's 3:'.975 MW f 
now served by PG&E uncler both firm and nonfirm' (interrupt'.il:lle)--rate 
schedules at seconclary vol'tage level. Relative tOo-' 'NorcaI"·,', ~WCP is':a 
third party 'eoqenerator. " WCP's . cogenerat ion, p-lant'is loc'ated, on' ':." 
Norcal' s property. Construction of tlle facilities' ,a1'orig ,with, 
interconnection facilities'to PG&E,is now complete.;'" The p"lant is" 
in operation and 'has ample' capacity to· provide firm powe'r ·to:~PG&E 
und.er the PPA and to serve Norca1' s loads. 
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• In accordance with a. contract ~etween Norcal and wCP' 
,_ ....... , ,.j. • 

executed in January 1989, WC]? provides process steam to Norcal. 
The contract originally called for WCP to provide tirm electr,ic 

I " ' 

service to Norc:a.l:at d.iscounted rates, ~ut deliveries .of,. ,,,:. ,.' "," 
, ,~ , ~ " .' ,. , .. - ..' "'~" , ,-..~". , 

electricity. have. not been made.· . ,In october. 19.89,~e_,co~t:r:a~t wa~ 
~ended to remove the obligation of WCPtoserve electrical power 

• . - ! •• ' , 

to Norcal. The obligation to,provide.l='rocess steam.re~ai~s i1'1 
place. 

, t, .. ' 

under which Norcal would receive nonfirm service from .l?G&E~, 'for'five 
In January 1990 PG&E and Norcal signed the Ag.reeme~t, 

. - " 

years. Serv'ice would ~e at ~rimary voltage levels and. at tarif.f ' .. . . .... ,. ., - , , ' . .' . 
rates. The transtor.mer and othertacilities. neces~a,ry for pri:maty 
service would ~e given to· Norcal :by PG&E. Norcal would.,al~o::: " 
receive from PG&E a $180,59& payment for conserva:tion proj ects ~y 
Norcal.. PG&E believes. the Aqreement is .necessary to .l'reven,t.,~~rc:~l . 
from aqain pursui."1g service from wep' andbypass .. inq ~e PG~~,.~ystem~,"" 
If the Aqreement; is approved" WCP would deliver., ,its, exc.~ss ,pC)we,r .. to, • 
PG&:E under the PPA. " ..... 
P;:.ocec\ural Background 

•• ' ',.. _,.; ;': w 

. On Marc.b. 1, 1990, PG&·E.f·iled the present applic~ti~~ under 
the Commission's Expedited Application Docket (EAD)" seeking 
accelerated.· approval of the Agreexnent. . .'. ,~ . 

On March 21, 1990·tb.e. Division of, RatepayerAc!,v:o~'7-tes, 
(ORA) protested the application,listing' eleven issues to:be . 
discussed. at the workshop· ,required :by EAD procedures. 

A workshop. was held before assigned Administrative. Law. ~" 

Juclge '(AIJ) J:ames Weil on April l2 ,l99 0 . During th~ .~orksh.op .. man~f> ;:' . 
of ORA's concerns were ~esolvedf but ORAremaineduneonvinced that 
the Agreement would .result in,.a. positive contribution. to.,marg.in .... 

. " ,'., ... - ~.. , 

(CTM), which ORA :believes .is the appropriate measure of ,ne:t .. 
ratepayer benefits. flowing from the Agreement. C'I'M, iSba~ically:. 

the net utility revenues from. the Agreement" in excess ~f :~'t:~lity:,~ 
incremental costs to proviae the electric service required.. A:t-. the 
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conclusl.on of'the workshop' the~AL"1 'ordered ::turtb.er, analysis::of·,,:, ,,_. ::. 
Agreement revenues. PG&E' provided the -:.necessary. :a.nalysis, "followed 0:::: .• ;;' 
by revisions:after review by"DRA~ " . " :,".-:'~; :;\ ,'>~:' ," 

. On'May 22, 1990 ORA;wrote·the·AL!to, state that' itrwas:., ",' 
unable to withdraw its protest, and requested·the· matter , be::set: tor", .::: 
evidentiarY hearings. By ruling dated June !8:,.l99:0 :the:-:.ALJ .:~,"" 

removed the application trom· the EA.O and:'ordered hearings:.. .', ";:'. ,',:.~ 
. A preh.earing conterence, was· held on J1J.ly-:3'r19:9'0 .:.,~,~ 

Prepared testimony was served byPG&E and ORArand three days of 
h.earin<]s were h.eld o.uring October 1990: ,. PG&E and, ORA filed opening 
briefs on November 30, 1990. 
December, 14, 1990, on receipt 
parties. 
Ie:r;ms of service to Norcal 

. The proceeding' was. sUl:lmitted on '-','. 
of reply briefs from the :same to ..... o ' 

I "'" :' 

~,,' r A', ,£' 
••• f 

. Noreal now receives both-firm:' and· nonfirm'·service'_from 

• 
PG&E at ~e, secondary' vQ-:tage level~ 'sec~~~~,ry:,le~el ~~t~~::·~re. ':' .. ,,:. ,_. 
generally- h.l.gher than pr.l.mary level rates. - '" .... ' ... ,. ..'.... .. 

• 

If Norcal bypasses the PG&E'system and takes 'service;' 
under tens similar to those in its original contract~· wi th WCP,. it 
would re.ceive firm service, ~ut at ra.tes 'discounted 20,% ~elow. ' 
Norcal's existing PG&E tariffs. Physically, power'would be:.,', 
delivered from WCP' s cogeneration plant on Norcal ':s property. When 
the cogeneration plant is out of serv'ice, ,wCP'wouldbe obliged to 
continue service- to Norcal ~y purch.as.ing stan~y power >from:·,PG&E.·~' 
It is uncertain who would be the sta.n~y. customer of ·record with .. 
PG&E. Under this bypass scenario·, WCP would continue.to sell firm,·· 
pewer to PG&E under its PPA, but WCP',would. reduce its:' sales: of,. " ,,' 
as:-deliveree power to-' PG&E in· 'order to, ,serve Norcal..: -PG&E claims· " 
bypass would resul tin 1J.llderutilization of certain: distribution .' .. -, 
facilities dedicated' to:servinq Norcal.··· ... ' 

If Norcal declines service from wCP- in favorof.th.e 
Agreement, NorCal would receive primary level, nonfirm·serv-ice": from ;.;, 
PG&E at taritf rates. Norcal's executive vice president Ray Walker 

- 4 -" 
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,1 • " , •• I[" •• t'. 

testifiedt.h.at- Norc:al is':' eeonomically:,~' indifferent, to serviee ", from, "'" " _ 
• .' " " 0"·' • .. "~.. .J. .' '., 

WCp,'or 'PG&E,but' it would prefer .service\·from PG&E .... Norcal_ '" ',"_', 
• • ~ ,.J " ,,," _ ,~. .., • d ,_ • 

perceives better reliaJjility from PG&EI',',even considering th~:;:.c::h~nqe '" 
to nonfim·serviee •. Norcal"s energy· cost ,savings w~ul~,be,.~out 
$300; 000 al'Ulually -in either, circumstance" ,relative to secondary . . ... -.... ,. ' .. 

voltage service at present rates. The" $180, 59 6 conservatio~ , 
pay.ment was designed by PGScE:to, match Norcal's cost o~ r~ciuee9 
service quality from firm ,to nonfirm. :, The Agreement also:~rtaquires 
transfer of primar,{ facilities from PG&E to,Norcal .. ,Tho~e 
facilities comprise about $6·0,000 of existing equipment (oXle., 
transformer and various poles andhardware).and an estimated 
$40,000 in new facilities. 
EQsitions of the Parties 

'PG&E' 'asserts it" negotiated ,:the Agreement,. in order'l to 
'" '_ .... , I 

• 

retain Noreal- as a, customer.:'" Completion o,fthe ... co, qeneration .. ,: pl,a,. nt, " , 
and the contract between Norcal· ancl WCP demonstrate that.N?rcal's ....• " • 
bypass threat is viaJjle and imminent.PG&E ,argues that.:the: bypass 
alternative is uneconomic because' Norcalls bypass:'rateQP:~iorJ. (the 
neqotiated charges for service from WCP) is higher thanPG&E's 
marginal cost to. serve. :,' . . ,. 

PG&E claims approval of the:-Aqreement.will.-r,es,ul-:t: i;n.; , 
$855,641 in net present value benefits. to~ all ratepaYe.rs.o:ver.:the 
term of the Agreement6 This' amount is 15-20%,o'fthe,:' to':tal:: 
diseounted revenues Norcal would pay PG&E if it stayed on tariff " 
service 6 The $855,64l net benefit is, calculatedassuminqthat,., 
transmission costs are included; in PG&E' s marqinalcosts.,· .,?G&E, 
argues that customer-speeifiemarqinal eosts·should be,~sed,in_ 
calculating C'I'M. PG&E witness Wayne- Reehn~ tz· testified that .. ' .. ' 
marginal trans:mission and distri):)ution (TSc.o:) costs: in ,Norcal's " 
specific situation are zero, because no facilities would·l:le"built 

'" .,,'" 

in order to serve Norcal. Nevertheless, ,PG&E includ.ed :transmission 
, " ~, 
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cos.ts in its' calculations. to: show·th.at. net ~enetits e~:i:st'even':' ;" .,'.:'., 
under that assumption. .' -':. " c',,, 

The' two most iluportant· transactions', in:::deter.mininq CTM 
are direct cTM from the Agreement' and:: c:rn· lost to' WeI" under:'the:' , 
PPA. PG&E's calculation of net benefits:uses ~: "ratemakinqH:, ;', ', ... 
assumpti~n tor values -of Energy Reliab'ility' Index (~I) .. The· ERI··~ -;'. 
is a measure of the utility's need: for additional: capacity,·:'w'ith:"a" -
value of zero indicatinq no such need. and 'a- value- o'f': one" inClicatinq 
an il'nmediate need. In the Wratemakinq"·'scenario,,r-the ERI used· in: 
calculation of CTM from the Agreement i's taken from I'G&E' s' 1990, , 
general rate case:, but theElU used in'calculation -of PPA'· pa.yments 
to WCP is taken from PG&E's Energy Cost Adjustment Claus'e;' (ECAC) 

proceedinq. PG&E claims that use of 'different ERI values is 
consistent with the commission's adopted. assumptions' in tho:se 

. . 
separate proceedinqs. It only general rate case: assumptions-were 
used, the net ~enefit would be reduced from $855, 641~ t'o '$-657~;'SSS- • 

If only ECAC values of ERI were used, the net' benefit would be':-
$762,137. -. ' .. -. ; -'-

In its opening Brief, PG&E claims the $lSO~586'" 
conservation payment in the Agreement will allow Noreal~ to:~install-;· 
energy efficieney projects which save 2." million kilowatt-hours 
(kWh) of energy annually and reduce peak demand by: :5,60" kilowatts 
(kW). The conservation paymentwould'~e made- only\rPOl'l' .. · .. ,­
ilnplementation of conservation proJ ects', ~ut the Aqreement~ does not 
require Noreal to take any specific conserVation actions." 

.DM 
DRA's fundamental, arqu:ment aqainst tlle~ ',Agreement·; 'is that 

, . ..... ' I 

ratepayers would ~e worse off~ . ORA had PG&E:· rertin··l'ts. calculation 
of CTM using ORA's input -assumptions> . Based on the:: recalculation 
using ORA's preferred ECAC assUlUption.s regarding 'ERI' va'iue:~, ORA 
~elievesth.e Agreement would yield a net' loss to ratepayei·s of 
$404,419 •. Use of general rate case or ·If':-atemakinq"·· values 'ofERI 
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would change: net losses.,to ratepayers, . to $5l0,690, or $~lOJ925 
c, •• ' ~ ," .... ,..... • .' "'.' ... 

respectively. 
.. ..... "", '." r. 

'The_. most important .. faetor." affecting the. dispute ,o:Ver CTM 
. -" ~~ , ,~ , '. \. "' , . 

is the inclusion of marginal T&D costs a,. ORA. arques,..that ... these 
costs should' be included ~ecau~e they are specified." in the': '. 

Commission's special contract quidelin~s and have been ·in~l~Uded,:;'n . 
consideration of other. special contracts ~y the COmlnissio':'l:," ORA' . 
notes, :that even PG&E included th.o~e costs in its. applicatio·~, and 
:,emoved them'only·when recalculation of benefits showed a foss to 
ratepayers. The impact of mar9'inal T&O costs is. a~out$.lmifiion 
over the term of the Aqreement,".over "and .. ~ove the transmiss.ion 
impacts', assumed by PG&E. . . _ 

ORA. is also concerned a.bout the "murky" status of 
'.. " .. , " . ","', ., 

Noreal's bypass threat. Befol:'e Octo~e:t:: 1989 the co?t~a~t" between 
Noreal and. WeI> was in full effect.. Since then ~e,.c~nt:t:a,e~ . ' 
amendment has removed WCP's obliqationtoprovide elec:crie service 
to Noreal. If the Commission. does, not approve the' Agreement~ ~it is 
not clear whether Norcal will still be able to bypass the'PG&E . 
system and take service from wep.· .wep's intentions are not clear 

, . 
except- that it, suPpor:ts approval of the Agreement .and .would .. b~n,efit . 
from n~t· having to serve Norcal., ORA is disturbed tha:t PG'Sc'E'iailed 
to seek approval of the Agreement while the ~ypass threat was . 

... , .. . . ., 

clearly viable, and that .PG&E does .notadmit d.irectly.that 
. . -'" , . " . "" ' 

viability cf .the ~ypass. threat is now in question. . , 
ORA .wi tness Byron. Shovlain: raised the issue of 

preferential treatment inherent in special contracts: 
"Special contracts by definition discriminate 
against other customers ana in favor of the 
chosen customer.' This is:inequita.ble and only, 
truly great benefits for other ratepayers c~ 
justify it." (Exb.i~it 13, page 8.) 

ORA arques that even if the Commission.ad.opts PG&E;sanalytical 
• '" ,I ' 

assumptions r the Agreement should be ,denied because risks to 
ratepayers are too qreat. 
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'A .' ' 

~ c c 

0RA:,~~esthat PG&E'_s ~,calc~;at,~o~, cOf;_:~~~:fa}~-':?;~~~fit~' 
contains a $~OS~ 0,00 error that was }ldmi'tted., in testimony, :byPG&-E' .. '". "" '" :" ~., ~ .. ~ "".' , ". 

witnessSh~ly,Mal~kos. 
I', : 

Qther Parties 
wc:?, favors co~ission "approval' o,f 'the- Ag.r~~m~nt'.··· "c 'WCp' carl" eCce 

still sell its exce~s p~wer 'to PG&E~n ~ as-deli;~r~a' ~a:~:is',' arid:':':" 
wCP would :be relieved of the 'obligation 't~, c~nstrU~t' -" 
interconnection facilities ~etween it~cogeneration' pi~nt"'a'nd-;-"' 
Norcal'sloads. WCP :billing costs would also ~e reduced. 
Bonneville Treasurer Todd S,tevens t-e~tif'i'ed that WCP is"~~gotiating 
a second amendment to itsPPA with PG&E "in order to s~~e'Norcal 

. ' ... ,' "", ','''' 

in the unlikely event that the CPOC does not approve '(tile 

Agreement]." 
,california Large 

if the commission approves 
not constitute endorsement 

Energy Consumer Association stated tna't ' 
the Agreement, then' s';ch'dpp"r6:V-al, should 
ofPG&E; s s~pporting 6alculat1:orih

l

', c " ' 

especially assumptions concerning numbers Of.custom~J;.interruptIQns 
and curtailments. 
standard 0: Review 

Both PG&E and DRA have analyzed. the Agreement first" ~y 
looking at the Commission's guidelines fot:approval -'o,{sp-~~ial-.,', ,,, 

sales contracts, then ~y calculating net C'I'Mfrom the Agreement. 
special contract guidelines were ordered in Decision 

(D.) 88-03-0081 . The guidelines require a minimum customer 
demand of 1 MW, a maximum contract term of five yea"r~, .no~-_-- , .. , 
extending into an~r. period when. the util i ty' needs to: ,add capacity r 

and tilne-of~useterllls"in ,the pricinqprovisions~' . '1'h-e~ guide~,ines. " 
also require a floor price with.: (l) aminim~ 'e~er9Y::pii.c~::.o£"th~-':· 
utility"s Sta.nda~dOfferNo.- lC,ener9'Y ~price,. (2) a;' minimum: 1'&0-", 
component takenfroxn marqinal-1'&Dcosts in :the utiiity~s.- -~dS:t .,' .... 

,", :'. , "",":"'::,.J'" ...... ", 
. ',' ~,~, ' , 

1 27 CPOC 2d 464, 483 (l988). 
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recent general rate case,.. and (:3) a minimum generation component of 
the utility~s Stand~rd oft~rq NO.:' l.\~ap~:city :pri'ce,"lncludlllg the 
most recent' ERr adjustment.-In: the' priCing. o-fpower: purChased' ~y.,H;;':: 
PG&E from qualifying facilities, capacity prices -are:seteq\ial::to-:::' 
theutility'-s marginal cost of capacity times theERi:7' ':Por: 'pricing 
purposes, the ERI has a lower limit of 0 .4, ~ec"ause"even::i'f the 
utili ty needs no added capacity the delivered: capacity does-- -have 

- -

value. PG&E and ORA do not ,dispute that the Agreement meets "ehe' 
guidelines. 

PG&E ~rid ORA believe the Agreement should be approved 
only if ratepayers will :oene,fft-: -The t'e_stimony of . the parties 
addressed calculation of C'I'M. PGScE' believes the Agreement--wilf 
produce a positive CTM. ORA disagrees, claiming that PG&E's' 
assumptions regarding the ElU and marginal T&O costs areinco:-rect. 

Unfortunately, in their analyses of' C'I'M ~othparties have 
lost Sight of the ~asic principles behind the specia-l contrac-: 

, ..' , 

• 

guidelines. Special sales contracts should be approved only 'i'f - • 
they are necessary to prevent une'conomic bypass 2' by a" customer; -
or if s'@stantial ratepayer ~enefits will result. The notion that 
uneconomic bypass should be avoided depends on deferraJ.:>or''-

. . . " 

displacement of construction of customer facilities thatcoul~ be 
~uilt less expensively by the utility.! 

'. '~, 

2 Characterization of bypass aseco~~~ic or'uneconomic :depends ,i:'~ , 

on the -relationship- aJ1lonq' three:variableS::'utility"inc:remental:",,::: ;, ' 
cost,. customer incremental cost, ,and. tariff rates" ".The incentive , 
to ~ypass at all arises when tariff rates -are higher than'cus-:omer:­
incremental cost (i.e. utility service -~is more e~ensive than·,":, , 
o~taining service by self generation or from Qthers). That bypass , 
is uneconomic if util i ty incremental cost is less than' customer ' 
incremental cost; the customer should-not be encouraged to, build or 
cause to be built add.itional generating capacity if the utili~y 
could do so at a lower cost. Bypass is economic if utility 
incremental cost is higher than customer incremental cost: society 
is best served by allQwing the customer to leave the utility ;:;ystem 
to generate less expensive power. 

- 9 - • 
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In the present circumstance$' ·there is no· .aeferral·:::o.f.,~ 
construction. The cogeneration plant has already been built; long,."". 
run utility generation costs to. serve',' Norcal are matched' ~Y' reduced 
generation costs for the transaction· with WCP~PG&E..:testified .. that ". 
its short run T&O' costs wou.ld not,ch.anc;e, but 1"&0: costs':should.· .' 
eventually be reduced d.ue to construct'ion o·f the cogeneration 
plant. Today's 1'&0 system may be overbuilt,. in order to· serve 
Norcal and accept deliveries from WCP r but in the :lonc;"runl" 
facilities for one or the other of those: transactions wi'l.l b~ 
red.uced in size. There is no-evidence that long run incremental 
1'&0 costs for Norcall"s loads will differ from. the costs· for:.tb;e"WCP 
plant, which is on the same site. 

Characterization 0 f Norcal "s· bypass as economic, or .. : 
uneconomic has 'no meaning when there are no,: long run incremental 
costs. Bypass by Norcal would ~e neither economic nor uneconomic .•. ,:, 

':rhe requirement that the Aqreement sh.OW' a positive:"CTM is .. ', -
still reasonal=le, -because CTM is a measure of ratepayer benefits. 
In conventional bypass circumstances the calculations of C'I'M should.:, 
include long run incremental costs because bypass,. even by .a' s,inqle 
customer, can (and should) affect long 'run system planning.,'" 
However, in Norcal's ease there will :be no"long run impacts on 
planning. . _. 

The correct calculation of CTM should. compare revenues ' , 
uncler the bypass and no-bypass scenarios:, without considerati'on of 
utility costs. If Norcal does bypass-,PG&EwiJ:l receive·revenues 
from standby service when the cogeneration plantis..·not .... ope·ratinq .. 
Under the Agreement, PG&E will reeei ve revenues·, trom- Noreal and·: .' 
incur incremental PPA costs to· WC:?· The" only possible 'adj:ustments . 
to this comparison are: (1) the cost of anyad.dedreliability .... that· 
Norcal would receive as PG&E buys We? power ·atone level of, .. quality. 
and. delivers it to Norcal at a different level, aJ?d (2)· co·sts 
associated with serving primary' level' power to·. Norcal.rath.er -than 
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standby power'to WCP.'rhese· added.'Costs.·are likely .to,,~e .~ite 
small·.; 

During hearings .both PG&E and· . ORA vigot:ously"liti,q~t.~d ',. 
the issue of 'inclusion of marqinal'T&.o ,costs, while.~~ver~9.0kil.?:~ the .. " 
fact that costs and benefits need consider onlyrevenues.,.,The., 

, '. '"' -'" " .. ' 

appropriate calculations are not: ',in· . evidence": 
, We emphatically do not conclud~ that,long'run .increme~t.al 

costs are irrelevant to bypass in general or that custom~r.- ;<' 

specific/, short run, incremental costs are the appropriate. staI?-dard, 
for any bypass situation. However, in Norcal/s situation,. where .. 
long run utility costs for the PG&E-Norcal transaction areoffse~ 
by long run utility savings from the PG&E-WCl? transacti.on,.-ehe 
caleulation ot long run incremental costs is irrelevant. 

• 

Due to the unique facts in this proceecling ,the correc.t.. 
standard ot review is ,first to, verify thecrediboility,of t.b.e~byp'ass 
threat, then to assess whether society in generalwill.benefit from • 
the Aqreement,and finally to determine whether there, are' ..... ,' 
su.Qstantial net ratepayer benefits from the ·Agreement. 'rhat ," 
determination should include consideration o,fcash . flows. to the 
utility and the costs of preferential rate treatment tor ,illciivid.1.:.al 
customers. 'rhe Agreement must meet all these criteria. fo,r ~the 
Commission to grant approval. 
Discussion 

cre,gibility of the Bypass Threat 

. PG&.E argues that Norcal's~ypass alternative,. ,to, pursue .'. '. 
electric service from we:!?, is V'ial::lle and imminent.· At the. time· the .,' 

. ,. ,,",-> • ,-, .. 

Agreement was-executed. that, was certainly true .• '· 'rhe,t~rms,:of the '::: 
January l:98'9 contract between Norcal:and WC? clearly indicate the .. 
intentions of those two· parties, and the' present,:operation.of the.: , .. 
cogeneration plant shows the necessary mechanical.capability-:, 

However, the contract: has ~een amended torelieveWCl? .of .. , .. ., ., 

its obligation·to provide electric service to, Norcal.:DRA.. points 
out this weakening of the ~ypass threat, recommencling that the 
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Commission should reject any arg'\lltlent .tor approval "simply }jecause 
~orcal :nay have lost its opportunity "t? ,bypass with. we:?, and thus 
will have no rate discount available i~,the Agreement is not 

approved." 
Although. WCP's binding obliqationto serve Norcal has 

been removed by the amendment to the wCP;"'Norcal contract, we are 
nonetheless, convinced the bypass threat. is credible~: .• ' Norcal' S 

intentions to bypass are clear, and WCPshows a willingness to 
coopera':e with Norcal if the Agreement:~s not approved. It seems 
unlikely WCP would now vigorously oppose, bypass, given its original 
contrac': with Norcal, the continuing·.~.~ovision of steam service 
under be contract, and the location o-f .. WCP's cogeneration plant on 
Norcal '$ propertY.. . The willingnes~ of WC:? to' aband?n":' electric 
service to Nor"cal . .'inserts the possib'ifity that WC:? would 
financially benefit by approval of"t.."le Agreement, }j~t .. that 
possi:bility is not enough to remove the }jypass threat:~ ~, '. 

Costs and Benetit~ 
In accordance with the standard of review" for this 

application, we will next look for. net societal ben~f'.i ts from the 
Agreement, then consider the balance of" benefits and.<:osts to 
ratepayers. For present pur.P0ses we assume society' is represented 
}jy the union of three parties: NorcaI,WCl?', and ra~e"payers. We 
realize there are me~ers"ot society who are not PG&E:. ratepayers, 
but the impacts of the Agreemen~ do not'seem to extend beyond 
PG&E's service territory, and virtually all citizens within that 
area ar~ consumers of electric ser-.rice, '~ei ther c:lirectly or 
indirectly. 

Our analysis of the Agreement is summarized on Table 1 
}jelow. The taOle entries are benefits and costs relative to· the 
byp~ss scenario under which Norcal would take service from WCP r not 
relative to present circumstances . 

- 12 -
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. Norcal states' that it is' ,economically:inc:l-iff:erent.::::to'. .:. ,_ 
recei vinq service from PG&E or· WCP.. 'Although Norca-l w:o:uld ,:r.educe, ... ;.: 
its costs relative to- present' rates',.' 'r~le:~ shows' ino- :reduc,ed ,:costs-:. 
relative to the bypass scenario.. 'Norc:a~"s .benefits : from·· the·,' 
Agreement are the conservation paYlllent ,ancith.etransferreci' primary 
facilities. If we aSS\Jlne Norc:al implements .the ,intended .~ . 
conservation projects, then Norcal's;. benefit of the conserva~io.n,:· _,:::: 
payment is replaced by conservation benefits, -.presumably.; lower 
energy bills. N'orcal also perceives. that'-PG&E' 'service is .more 
reliable than service from WCl?",~utwe do not list this ,as a: .. , 
benefit. Norcal would-; receive stan~y service from: PG&E, with, all; 
the reliaDilJ:ty associated with the ·utilitysystemOo· 

, The conservation benefits clailued' by PG&E" are· uncertain., 
The energy anci capacity l::>enetits.citeciattach to' only one .. 0:£ ,.the 
six "example" conservation' projects. shown in PG&E'S application, a 
proj ect costing more than the. $-l8"O, 5-96 payment. Norcal, '.·is~not ... 
required t~ implement any conservation measures, in whi~n case-the 
payment amounts revert to PG&E. 

Noreal's dis:benefits (costs), are reduction of . service 
level from firm to nontirm service,. and the' guarantee of·,.::continued· 
PG&E service . for five years, durinq which . time it· could ,not . accept .. 
other bypass' opPQrtunities. It isunJ:ikely that Norealperceives 
the reduction of service level to be a :-maj.o,r· risk, : ~eeause·(.oy .. :the. 
terms of the special contract guidelines. the: ACJ;r'eelnent does not. 
extend into- periods when PG&E will l:le short o·f capacity ~ . e 

We note that some of the costs.:and l:lenefits·;.shown in 
Table 1 have Hzero. sumH character,. meaning. that·.::benefits to,:one 
party must be o-!tsetby costs to· another. Other .bene·fits ,or costs.;. 
are actually created by the Aqreemen1:,:not offset by ,other--parties. ' .. 
Norc:al/s conservation ·:benefits are offset: in'. part. by the ,~.:~ ._ .j. 

conservation 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 cost •. -The .. 'nonfirm 
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',' 

se:r'V'ice '-costto-Noreal, ,althoug-h,small', is appt:oximated.by- nonfirxn 
deliveries paid tor by ratepayers" shown- as 'a. co,st: re,due:tion~":,,, ':-," 
benefit tor· ratepayers. The 'five-year"' Aqreement· <lurationis,.aJ.so -~, '_ 
ratepayer )jenefit,as proteetion'aqainst byp,ass,.'" . , .. 

WCPbenefi ts from the Ag-reementby no'I'·neeciing,.tobuild.. . ' 
interconnection 'and meterinq facilities and by foreqone billing 
costs. We asswne the administrative costs of~ dealinqwith, PG&E.for 
sale of the power in question are small,:. because. WCP alre.ady 
administers its PFA with PG&E for ,both fir:::n and as-delivered power. 
The record evidence does not show clearly that wep eenefit~ 
financially from the Aqreement." WC?' s willinqness to' sup:port .. : 't".h,e 
Agreement hints at financial qain, which is shown as ".Possi:ble 
revenue fer as-delivered power'':'on Ta:ble' 1. If WCP would':actually 
lose money :by the Aqreement, then possib'le' losses ar,e shown ,as,. ' .,' 
Irpessible CT.M1r on 'I'a:ble l. seth.. of these possibilities 'ar:ise .. from. . 
the difference in cash. flows· between 'selling- the same p<lwer.to~::PG&E· 
or N'orcal, :but we apply different names to- showpossi:b,le. impacts. on. 
ratepayers. 

Because Norcal is economically indifferent to: :the 
Agreement, the zero S\UIl impacts of WCP"s gains o'r lo.sses:.mus,t 
accrue to ratepayers.. If WC? accepts a loss, then ratepayers gain, . 
and that qain is e~ctly the C'I'M that 'PG&E ,believesexists;_ 
However, wCP'sacceptance of the Agreement leads:us to- believe·that 
if there is a positive C'rM for ratepay~rs" its . value must be ,small, 
not exceed.inq WCP"s reduced costs !'or interconnection .facil·i ties .. '" 
and billinq. Bonneville witness Stevens testified that the capital 
cost of the interconnection facilities would be· .. $2 SO, ,.0.0'0 I ",:but 
Exhibit 16, upon which he relied,. contains a calculationa.l ::e~ro~.,: .:: 
correction of' the error and' confirmation elsewhere .• in, . Exhi:b.itr ',1.6 
inc:iicate that the interconnection facilities would .. eost,;.$lS0, OO.O."J,: 
Billinq expenses for five. years would likely be a lesser ,amount. :":;:: 

Ratepayers also" benefit, from' Norcal' s.conservation ; 
proj ects, but comparison "ili tb. the conservation payment,is 
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uncert~in. Ratepayers make the entire' :payment' bu'trece::i:ve;';only 
some of the benetits. The d:ireot"~enetitsof' incremental,"." 
conservationspendinq accrue to Noreal, 'but ratepayers 'rece'i ve ' 
general social benefits' suCh as improved" a±rqualitY"and' ,reduced, 
need for new generating plants:~ At the' s'axne time,: PG&E's ;'rates"'are ' 
now higher than utility margina:t costs1 'and there are: (at' least 
theoretically) dis)jenetits to r~tepayers if PG&E declines't'<> ' 
produce power inexpensively i'n order to sell it at'rates' h'.:i:qner' 
than marginal costs. We do not encourage this scenario,; but we 
mention it to show that costs andbenet'its of the conservation' 
element of the Agreement are' complicated. We' are convinced'that, 
as a general proposition, net societal' 'benetits accrue from cost' 
effective conservation programs.' This' is the basis for our ' ' 
continuing policy to encourage conservation. The iltll'l\ed'.fate':issue, 
which we have add.ressed in other proceedings, is one' o,f,'fairness • 
How much should ratepayers payfor'c6nservation 'benefits that,!l"ow" 
to indai vidual C\lstomers? "," n~' 

Again inspecting T~lel, ratepayers receive"'a's'16enefits 
the items which offset Norcal' s costs,'of nonfirm service and :'the '" 
five-year duration of the'Agreement. Ratepayer'costs are'the 
conservation payment, the transterof pri:rnary facilities;' and 
reduced rate tairness due to 'preferential treatlnent of NorcaL " 
Ratepayer benefits or costs related to 'wCP'seash,tlows'are 
uncertain. 

Other' ratepayer risks may also be 'inCurred,. but we: 
exclude them from 'table l because' they'" are speculative'. ' ,First, 
ratepayers might )je harmed. ~y "the' Agreement' it PG&E;"'does: need: ' " 
addi'tional capacity within tive years. Second,"if the Aqreement is 
not approved:, PG&E might pursue additional incentive:,conservation 
proj eets with Noreal. The present' ±ncenti ve' , p'roqrani" can "genera te ", 
ratepayer payments to PG&'E shareholders, neretofore,:'exc-lud'ed,'"from'" 
Tal:lle 1 • . ~ .. :. - '. 

"' 
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eReturning to our,stand.ard of review, Table _1 ,.shows 
societal net benefi t.s. .~d co~ts ~ the s~ of cth~- b~eiits anci 

" ' .' P,' ',' 

After the zero sum items 
,. • "","{' I' 

. . '," . , •. • h/ w.· 
costs for Norcal, WCP., and ratepa~ers. 
are eliminated, ,we see that,soeietyc ~s a whole:,c' (1) .. ~eceiyes 
conservation benefits in exchange for theconse:r:v'ation payment,. . '- ," . ~ , . . 
(2) is relieved of the need. for interconnection, fae~li~~es and. 

• c. 

billing expense, and (3) incurs the unf,airness inherent in, , 
Al though we "cannot 

, . ,. . ''( . ,,' ~ 

preferential treatlnent of individ.ual customers. 
quantify all these benefits and costs, we are convinced that 
conservation .benefi ts wou~d generally exceed conservation .cos:cs.,. 

. . . . 
The interconnection and billing savings amount.to slightly. more. 
than $-15-0,000·. The general eos~ of red.uced. rate fairness cannot be 
quantified., but it should be considered. in relation 'to the ,net, ' . ., " ". 

benefits· to Noreal. 

'. -, 

. . ~ -, . -,' " 

We find the Agreement, taken . as, a whole, .wouldyield, net . 
. , ' , . \. ~ .. ' . .,' " ~ 

societal benefits, although ,their magnitude is not impressiye in 
relation to the revenue reduction conceded to Norcal. 

. ""',. . 

Turning to the balance of ratepayer benefits and. costs, 
conservation benefits are less than the!ull. conservation ,payment 

" .~ . , .', ' 

because most of the incremental cenefitsaccrue to Norcal rather 
- ~'-' 

than to ratepayers. The questionot whether CTM cenefits .or .. as-
delivered revenue losses will actually occur is ciifficult to., 

• • • I • 

answer, as discussed from WCP's perspective.above. The Agreement 
will have no impact on PG&E's actual costs for generation, 
transmission, and distril:lution... This l~ads us to the WCP 
:cransaction insearch.ot C'rM whi~might l:lenetit ratepayers. wep's 

..... ,., ... , .,' 

actions suggest that if there. were,a ne.t.~, as PG&E .. claims, its 
• < • ",.. ". I, '". • \ 

value would not ~ substantially more than WCP.'.S foregone ".costsof . '.' 
slightly more·.than $150,000. A r~tepayerl~ss of .r~venue~: due "to' 
increased as-d.elivereci payments to WCP,. as DRA. claim.:s ,. is" 
consistent with. WCP's encouragement of .,.the Agreement., Base~,.on the 

j ",' • , ,''-,. 

evicientiary record, we can find only that CTM benefi~s to 
ratepayers are unproven. 
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The value to ratepayers otPG&Emak;ric; nonf'frm"'instead of 
fir.n deliveries to Norcal is small f i~ the same way that tlie.>::····, 
reduced benefi tot nontir.m service to Norcal is small:'" 
curtail~ents d.urine; the term of the Aqreement"a~~'unlikeiy~> If 
Norcal's value of service approximates PG&E's costs, th~en'the' 
ratepayer value is $180,596, the amount of the conse~ation'~' 
payment. However, Norcal's value of service could. exceed' PG&E'S" 
incremental cost. The value of the fJ.v:~,,:,yea~ Ac;r~~merit dur~t:io~ 
and the cost of rate unfairness ,cannot be quant'ified. The'cost of 
the primary facilities is $100,000. 

,'I. __ 

We find the AC;reement taken as a whole °.vouldnotprovide 
enouc;h ratepayer benefits to overcome d.irect costs to ratep'ayers . , ... 
and the general costs of preterential treatl'nent for Norcal.'· 'We' 
will deny approval of the Ac;reement. 

Havinq decided to deny approval, we need.notresolvethe 

• 
several technical issues brouqht forWard by. PGScE ~'nd, DRA~' " 
Argwnents over inclusion of marqinal transmission and di'strib~tion 
costs are irrelevant because Norcal's bypass would Qe~neit;h~,r:" 

• 

economic nor uneconomic. The lesser issues of choice o~f ERI', the 
$108,000 error alleqed in PG&E' s testimony,' incremental 
conservation benefits induced by the conservation payment, an'd 
assumptions about customer interruptio'ns and curtailment:.:; dre m·~ot. 
COmments'on Proposed Decision 

on.F~ruary 28,1991, the A'!.J's proposed o.ecision·in'this 
matter was filed. with the Docket Office and mailed' t~ ~llparties 
in accordance with Rule . 77 of' the Conutission' s Rules' ~'f :'~ac.eice 
and Procedure. Timely comments were "tilea by PGScE and 'ORA. Only 
ORA filed reply comments. 

Havinc; re~ie:W'ed. the comments' of the parties'; w~ d~~clude' ' 
that the AJ.,;J's proposed. decision requires no sustant:L'al r~vision.' 
Approval of the Ac;reement should. be denied.. Minor c::larific'ations 
and revisions to the text of the decision' have bee,n mad~' as 
appropriate . 
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Findings of fact 

...... 1· '. '. ... ., " . 
, ,­

oJ>. • 

1. On March 1, 1990 PG&E,filed t,his a~p;ication in the EAD, 
requestinq aC,celerated appreval of the 'Agreement;- ,. ',', 

2 • The reqlJoired tAO worksh'6p 'was held on' ~AP~ii"12, .. ' I9'9'0 • 

3. By AJ.J Ruling the applicati6ri "~as ~~mov~d from 'the ~'EAD'r 
and. three days of evidenti~ry hearing; w~re'h~ld~" '" .; '.: ~ . 

4. The proceedinq was s~mi tted 'on recei~t'-"Of reply-~riefS 
on December l4, 1990. 

5. Under the terms of the Agreement PG&E~~Uld'provi'~e 
non!irm,. prilna%'Y level service to Norcal for t'ive'years." PG&E 
·.vould also transfer primary voltage facilities to Norcal and 

,p -I '" 

provide Norcal with. a $l80,596 payment for eonservation'projects. 
. , . ~ '" . 

6. PG&E believes th.e Agreement is necessary .toretai'n Noreal 
. m, \'" ' ... I 

as a customer. 
7. PG&E argues the Agreem~nt 'should. be approved be'caus'e: 

(1) Noreal'sbypass threat is via.ol~~d imminent; (2) the :: ': 
Aqreement would result in $855,641 in n~t prese~t ~aiue:o~riefits to 
ratepayers, and (3) the Aqreeme~t ~ould r~'s~lt in energ.y' .•. 

. ... " 

conservation ~enefits. 
. ."~ ." 

, ... -, 
8. DRA argues the Agreement should not be' app'roved "because: 

(1) the bypass threat is questionable I' (2) the Agre~men~ ~ W:~~ld" , 

cause $404,4l9 in ratepayer losses, and (:3) the Agreement 'would, 
cause u.'"lfair preferential rate treatment for Norcal. ' 

9. WCP favors COIDlnissionapprov~l ~'f the' igreement. 
10. Special sales contracts .should. ~e approv,~do~i'Y"i!'~'t.hey , 

are' necessary to prevent uneconomic bypass bya ·customer,. or if 
substantial net ratepayer benefits'will result. 

ll. The appropriate standard of review in this:tiniqUe 
application 'is first to verify the ~red.ibility of. the '~ypass'" 
threat, next to assess whether society in general will benefit from" 
the Aqreement, and' then to de~ermine whether ratepiy~rs':wii'i 

• C<"" '... '\ 

benefi t from the Agreement. .. , .. , '. " 

12. 'rhere,isno evidence in this'record th~t 'th.e A,gr'7ement 
will b.ave an impact on PG&E's long run costs for'generation; 
transmission, and distribution. 
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l3. 'WCP'-S c~gene'ration'plant'is complete' and:' eapa~'l~16f "­
ser.rinc;up 'to 7 . 6MW of el:eetric serV'i'ce~'t6'-' Norcal'~ " .. , ,. ,:'.)", 

l4. Bypass of the PG&E system by Norcal,' in 'favor' o:!: ':ser.rice 
from wep, would ~e neither economic nor-uneconomic as d-e~f-ined 

,-herein. ' ..... - -.. ' i 
...... 

l5 • Although WCP's obligation to ser.re Norcal has been.' .' -­
removed by -the ameridmentto its contract With 'Norc'al; wep: 'has· 

demonstrated willingness to ser.re Norcaf ... " 
l6 _ Norcal' s threat of bypass is credible.' 
l7. The benefits and costs of the' 1o.c;ree,:ment 're'ta'tive to' the 

bypass scenario are shown on Table l' hereln. 
13. The direct benefit's of the conserVation, payment to 

Norcal, if the conservation actions are implemented,--willlikely 
" ' 

exceed the $180 f 596 payment.' - ,-
19. Incremental conser.ration spendinc; of $180, 59'6'would, 'not 

produce PG&E's claimed: conserVation benefits :of :2."7: Iri:ilJ.;:iorl- kWh.' -of 
- .... '" 

energy and 560 kW -of capacity. ' -,' ':-' ! :':l' 

," .. 

," 

20. The Agreement does not require Norcalto i'mp1ement"any" -."'-

conservation measures. 
21. The value of the transferred primary 'faeiJ:itIe's :woul'd . be:': 

about $100 ,,000. ' 
22. PG&E' calculates the $l30, 596 conservation payment' t'o; b'e 

equal to _the cost to Norcal of reduced quality of service, 'from,,' 

firm. tononfir.m service. 
23. curtailments to Norcal: during :the': term :of':'tlle- Agreement':' 

.• "< i"'" , 

are unlikely.' , '''' 
24. The cost to Norcal of the five-year ·'term 'of':the:::':: ,~, 

Agreement, as well as ~:its value tOo ratepayers;":canIlot:be qUa·n"tified Co
:' 

._, .' '" ,.':' " .. i. 
from the record evidence.-'-'. 

25. .Norcal is economically indifferent to service from ,wcP::or.'·:::' 
PG&E. ,.,<W -:, I .. ',;;":' 

26. ' Noreal prefers" service 'trom PG&E '~ecaus'e' Norc:il'perceives-; . 
greater reliability ofser.rice from '-'PG&E relative't6'~'servfce:':from"'­
wep. 
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27. WC~~ costs for interconnection facilities with Norcal 
and added billing expense. o'verthe.termof the Aqre~~ent w"ould16'e 
slightly more th.a.n $l50, 0'00:....·· '" """. '-'" ";",, 

28. Apart from, reduced inte~connection costs and b11'linq: ' 
. . " ~.. -', ".. , .', ,. . . ' , , ~,",. ,'.:',.,' .": . 

expenses, the zero SUlIl ilnpaets of WCP's gains or losses must acc~~, '" 

to ratepayer~. 
29. WCP's gains or losses due to sel:"'l/ingNorc,ai ,rat.h.,er than 

• ... _, .,.., ,I 

delivering power to PG&E under its PPA are:uncert:-ai~.: '. ' 
~O. If the Agreement were to ,generate any.p,ositive, C'I'M,its 

, , 

value would be, small , likely less than WCP' s, costs fO,r, 
i~terconnection facilities and billing expenses. 

" .'" . , 

3l. Neither PG&E nor DRA. has correctly calculated CTM,. 
" ,,' • ,!L •• '~ 

32'. The issue of inclus·ion of, marginal T,&O, ,costs in , ' 

calculation of CTM is irrelevant in the unique cfrcunlstance~ of 
this application. 

33.,. If con~rvation actions are implemented, ratep'ayers 'WOUld 
• • jo., l I .... " I,' ',: • " 

receive general social benefits such as improved air,quality.and 
r \ .• ,. 

reduced need,for new ,generating. plants. " ",' . -,' 'I ':', 

34. The value to ratepayers of reduced'quality of' servieeto ' 
Norcal would approximate its ,cost to Norca,l. ",' "'::;":' .~~",,:, 

35. The Agreement would reduce rate fairness for ratepayers 
due to- preferential treat:nent of Noreal. l,ts eost can~ot'be 
quantified. 

• ,.,", '.' J.\ 

36. If the Agreement is approved, ratepayers could be harmed, 
t"" ,', '" •.. 

if PG&E needs additional capacity within,fiveyear:s .. 
. ,"" '" .,' '" . 

3 7 • I f the Agreement is not approved, ratepayers could )~e 
harmed if PG&E-chooses to pursueconservation.incentives with 

< •• \. 1 • ~. , .' 

Norcal ,whieh. were not ,contemplated. under the Ag'reement., 
, -.. ' , "" ,,_ .1,' "',"." , 

32. The Agreement taken as a whole would yield net societal 
•. ' • "' ,_.. ," i, ':" •• 1 ',: '" '! ~ 1"; '.~' ~" ~~ 

benefits,. 
.,' , 

39. The Agreement taken as a whole would not provide enough 
ratepayer :benefits to. oyercome direct c~sts to", ratepayers. and the 

,- . " '?' ,< < ... ',". , ',' 

general harm, of preferential trea.tm~nt for, Norcal. _ , ._ 
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40. Approval of ~~e 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. ORA. 

CODClusion 0: Law 
The Agreement should. not be approved. 

ORDER 

IT IS ORDERED that: 
l. Approval of the Conservation Offer Agreement between 

Paeific Gas and Eleetric company and. N'orcal Frozen Food.s, 
Incorporated is denied. 

2. This proceeding is closed. 
This order is effective 30 days from today. 
Dated April 24, 1991, at San Francisco, California • 
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PATRICIA M. ECKERT 
President 

G. ~ITCHELL WILK 
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