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Pac;f;c Gas and EIectr;c Company (PG&E) seeks authorxty
to increase xts gas rates. by. $5 235,0oouannually startlng in 1991,
and by an additional $2,019,000 annually’ startmng in 1992 to
support an expanded natural gas: veh;cle (NGV) program.v The
Division of Ratcpayer Advocatos (DRA) and Toward Ut;lzty Rate
Normalization . (TURN) oppose. the- expanded program.k Publlc ‘hearings
were held and the matter submitted. ' . = . . Lo

Growxng concerns over air. quallty problems andienergy
imports are focusing public attention on. vehiclef capable of
operating on fuels that have- low—emzsszon character;stzcs and can
be produced from: domest;c resources.f One such attract;ve and
feasible alternative to gasol;ne-powered vehiclessis an’ NGV. NGVs
are expected to be cleaner than vehlcles powered by. gasol;ne or
diesel, or by methanol, -ethanol- or propane (the leadlng alternative
fuel options). Moreover, NGVs can be fueled by a vast domestlc
encrgy resource pase. The Leglflature has. directed the: ‘Commission,
in Section 740.2 of the Publlc Utllxtles (PU) cOde, to..encourage
activities to achieve ”substantxal-market penetrat;on INE electr;c
and compressed natural gas fueled vehlcles,? and PG&E has
responded. ~ o O I

To fully understand the Lssues 1nvolved in th;s
application. one must have a.firm grasp of the- federal and state
statutes which aztect low-em;ss;on veh;cles (LEVs).Q The most
important are“ S V”NTL P Vg bl

PU Code §_ S , e \,ﬂfJ.

#740.2. (a) The commxssxon shall encourage
gas and electric¢ corporations to pursue: ..
rescarch, devclopment, and:demonstration
actxvxtzes in furtherance of the: leglslatlve
goal of achieving substantial market: T -
penetration of electric and compressed natural
gas fueled vehicles. ' For the .purposes of .this"
division, ‘electric vehicle’ means a vehicle.:. .
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powered solely by batteries and a vehicle which
has an onboard means of generating electricity.

#(b) This section shall remain in effect only
until January.l, 1997,. and as of that date is. -
‘repealed, unless a later enacted statute, ‘which
.is enacted before January.l,.1997, deletes or:
_extends that date. , eyl
#740.3.- (a) The commission, in cooperation -
with the State Energy Conservation and . -
Development Commission, the State Air Resources‘
Board, air quality management . districts and air -
pollution control districts, regulated -
electrical and gas corporations, and the motor
vehicle industry, shall -evaluate and ‘implement
policies to promote the development of .
equipment and infrastructure needed to
facilitate the use of electric power and
natural gas to fuel low-omission vehicles. | -
Policies to be considered shall include both of

the following: S ST
#(1) The sale-for-resale and ‘the rate-bafxng o

0% low-cmission vehicles and: supporting: . v
equipment such as batteries for electric.

vehicles and compressor stations for natural e
gas fueled vehicles. . . e

#(2) The devclopmcnt of statewide standards
for -electric vehicle charger connections and -
compressed natural gas vehicle fuellng .
connections, anludxng installation procedures
and technical assistance to installers.

#(b) The commission shall hold publlc hearzngs‘
as. part of its effort to evaluate and implement::: .
_the new policies considered in subdivision, . .
(a), and shall provide a progress report to the -
Legislature by January 30, 1993, and every two
years thereafter, concerning pollcmes on rates,. .
equipment, and infrastructure implemented by  *
the commission and other state agencles,vt S
federal and local governmental agencies, and
private industry to facilitate the use of: :
electric power and. natural ‘gas. to !uel low-‘fsﬁw
em;ssmon vehxcles. _ :

'(c) The comm;sszon’s polxcles authoriz;ng
utilities to develop equipment or . -
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infrastructure needed for electric-powered and~-
natural gas fueled low-emission vehicles shall
ensure that the costs and expenses of those" - -
programs arc not passcd through to clectric:or:
gas ratepayers unless the commission finds. and
determines that those programs-are in the ° v
ratepayers’ interest. - The commissien’s .- "~ ..o -
policies shall also ensure that utilities do
not unfairly compete thh nonut;l;ty ‘ o
enterprises. ‘ o

PU Code § 745:
”(b) The commission may establish a spec1al c
. incentive tariff for gas utilities which-
applies to gas sold by the utility for |
refueling of compreseed natural gas fueled
vehicles, as defined in Section:.740.2.  The:-
tariff shall be designed to recover the cost¢
and minimize adverxse: effccts on other - '
ratepayers. N Do

#(¢) The commission shall-révieW“any'such“
tariffs annually to ensure:that-the tariffs-do
not result in any direct or indirect subsidy ,
from residential gas or-electri¢ customers to '
persons using gas,or electricity to:refuel.
vehlcles. .

”(d) This sectlon shall remain in etfect only
until January 1, 1997, and as of that date is B
repealed, unlecs a later enacted statute; which

is enacted before January 1, 1997, deletes.or == .-
,extends that date._ _ -

The:  Federal Clean Air Act (S 1630) ;ncludes -a Calmﬂornxa
pllot test progran-which requires,- among: other:-things, the:building-
and sale of -at least 150,000 clean fuel vehicles per year in. 1994:—g
1996 and the building -and sale of .300,000,vehicles: per year: -
thereafter. Natural gas is an eligible fuel. , S

- California Revenue and Tax Code .§ 17052.11 provxdes tax
credits for converting to low-emission motor vehicles: up.to .

$750,000 per year statewide. .
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PG&E's wntnesseu testlfxed that PG&E's objectzves for
promoting the NGV'are to’ max;mmze bro;ectedmenvironmehtal and
ratepayer benef;ts by" provzdlng early, cost—effectlve asszstance.
PG&E proposes to: (1) serve as A catalyst to develop and shape the
clean air vehicle fuels market; (2) gather improved:technical and
operational information on clean air vehicle fuel alternatives; and
(3) substantially reduce.vehicle. emissions in-California.

The thnesses saxd that there-are elght mlll;on vehicles
in PG4E’S service terrxtory, not all of wh;ch can. economlcally or
practically use natural gas as-a’ fuel at the present -time. Teday,
the major determinants are access to refuel;ng 1ocatxons and
sufficient fucl) consumption so that fuel cost savings will offset
the added cost of converting vehicles to run on compressed natural
gas (CNG) . Fer ‘these xeasons, CNG~1s ‘best. suited at present for
fleets of vang, “buses, and.trucks wh;ch return to. the;r baue
location each evening for refueling and:which tend to-consume a
high amount of fuel. PG&E’s program is targeted to this épeciric
500,000 vehicle market. ~Although there are- approxmmately 800,000
government and, przvate £lcct trucks vans, ‘and buses in. PG&E’
service terrxtory, some of these are not presently suztable for CNG
use because they do not operate from a home base, are too ‘o1d for
satisfactory conversion, roside. in fleets that are so 'small (five
vehicles or-less) that installation:of a compressor is-mot- . *7 ‘<. .
presently justified, or "have owners who do-not have the mechanical-
expertise 'to maintain their vehicles- after conversion.™ = R

PGLE expects that initially the market will grow slowly
as the refueling infrastructure develops and-fleet operators
experiment with natural gas as a vehicle fuel and find it to be a
positive alternmative. During this phase, expanding publicraccess" '~
to refueling facilities, including natural gas dispensers at
selected gasoline stations, selected fleet sites, and PG&E
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.

facilities, . and offering. incentives: to promote'the conversion’of-"
existing vehicles are believed to be essential to developﬂthe—w B
market for CNG vehicles. e T T
PG&E contends that incentives will help fleet 'owners

overcome the initial high cost of converting until manufacturexrs -
built NGVs at much lower cost. Through the use of incentives; -
fleet owners will be able to become comfortable with theiuse-of CNG-
as a vehicle fuel and its economic and operational ‘benefits. -At:
the same time, strong efforts to encourage the development of - -
dedicated CNG vehicles will be accomplished through PG&LE’s
purchases of dedicated CNG vehicles build by automobile
manufacturers and through joint utility/auto manufacturers’
marketing efforts. As fleet owner interest increases: and vehicle -
manufacturers perceive a market for CNG vehicles, -the supply of -
dedicated CNG vehicles should increase; with full market entxy by -
1993. At that point, the availability“offvehicles~certified“by”the*
California Air Resources Board (CARB) and warranted by the -
manufacturers should accelerate NGV-market growth. - - =7

© PG&E believes that its NGV program will haveimany““”
penefits for all its customers.: It claims that an independently
conducted survey indicates. that concern: for the environment is a
widespread and high priority for PG&E’S customers. ' ‘A ‘significant
number of customers view air quality as the single most important -- -
environment issue. PG&E’s customers feel strongly that more needs
to be done in this area and that businesses such as PG&E can assist
in solving environmental problems. - The use of natupgylgas‘as a
transportation fuel can improve air cquality by significantly
reducing emissions of ozone precursors and: carbon monoxide.
Furthermore, the wldespread development, promot;on, and use of CNG
in the transportation’ sector ‘can have 1mportant'nat;onal security
benefits by eliminating dependence on’ forexgn oxl ‘and will assist
in improved utilization of natural:-.gas: facilities.- Although the
NGV program is an environmental initiative, PG&E forecasts economic
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benefits to.ratepayers. . With successful:NGV:-market:development, ..
PG&E projects that this program will contribute to a-net: reduction::
in natural gas rates beginning in 1997. LRl TN ey e
. PG&E. notes that there . are potential obstacles to
successful market development, - including:: (1) unfavorable:
legislative -or regulatory treatment of natural .gas as-a.vehicle . ..:
fuel, (2). lack-of customer acceptance, - (3) lack of partmexpet;on by
autonmobile manufacturers, - (4) changing fuel economics, :and: -
(5) safety pexception. PG&E believes 'that these obstacles should.
be manageable and should not prevent successful development of this:
environmentally beneficial fuel. - . 7o s Lan o oo
-PG&E’s-witnesses pointed ‘out that. equlpment exists to.
convert gaseline engines to run well -on netural.qas,:butnmarketuﬁMuw
barriers exist to developing natural gas as a vehicle-fuel, .such as”
(1) a lack of. conveniently located refueling facilities: . (2). a Yack:
of. manufacturer supplied vehicles; (3) higher investment . costs o
associated with acquiring CNG vehicles or. converting existing-:.:
vehicles to use CNG; (4):. a lack of a clear. understanding among .
fleet owners of the economic and environmental benefits .of CNG; and
(5) a.lackﬂof,fleet»owner expertise with CNG fuel systems. B ... . :
Under  its proposed NGV-fleet market dovelopment: program,. : :
PG&E expects to play-a major role~in-ovezcomingﬂthose*barrierS‘and
will serve as .a catalyst to introduce the use of: natural:gas -as a
vehicle fuel in California. . . o s e 0o T S S SRV F o
PG&E.proposes COL . L e

- Increase access to CNG. refueling.. stat;ons
: ..bY' e e e

PR

- pxnstalllng 19 refuelmng stat;ons to
serve PG&E and cuvtomer vehzcles, and

b. Enterlng 1nto -an agreement with one oxr:
more oil companles to install CNG
dispensers at six’ selected gasolzne S
sexrvice stations. .. . . oo ieo
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Pursue joint-efforts with.one.oxr more: ..
automobile manufacturersutoointroducenCNG
vehicles into the northern .and.central-
California market. -This:joint: effort to
bc completed by mxd-1991, could* Sy

P [N

a. .Prov;de after-sale converszon servxce,

b. Coordinate orderlng of ded;cated CNG
vehicles for PG&E and other fleet
ownor,, and N T

c. Develop a cooperat;ve marketlng
venture. _

orfer cus tomlzed CNG vehlcle lncentlves up
to $1,250 per vehicle (to a maximum of 50%
of the conversion cost) .to.fleet vehicle
owners to convert their existing. vehicles

- to use CNG. - Incentives will be d;reoted
toward customers:in geographic. areas
supportod by exis tlng ‘customer or PG&E
refueling statzon

Begin a market;ng program to communzcate

and demonstrate the economical and
environmental benefits of CNG vehicles to.. .o
targeted flect owners.

Reduce emissions from PG&E’s own fleet,” :
increase CNG vehicle VlSlblllty, and reduce
fleet fuel costs by converting or upgradlng
replacement vehicles with original :

cquipnment manufacturexr (OEM). CNG options.

Develop an after-sale support capability
for converted vehicles in those PG&E .
divisions which sexve CNG vehicle fleets.
PG&E will work with private service:-
organizations and suppliers to develop
these services through public outlets. In
the interim, PG&E’s division personnel
would provide diagnostic, troubleshooting,
and other technical support to ensure a
positive experience for the customer.

t
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Support legislative,: ‘xegulatoryy ‘and::
customer:information. needs by expand;ng
emissions, testing,:collecting operational
-data-on PG&E and ¢ustomer CNG vehicles,
monitoring administrative-developments, “and
expandlng research and development programs

. to identify, develop, or ‘assess technical
options for natural gas.

Enhance data collect;on necessary to
evaluate program effectiveness and -
potential by tracking compressor statxon
installation. and. operation costs and expand
market research to refine fleet vehicle
estimates and 1dcnt1£y avazlablc support
servmces. .

Pursue addxtxonal actlvxtles 1nclud;ng
monitoring. of :conversion-outlets . for -
qualmty, assistance . in the’ certlflcatlon of
conversion kits, and response to publlc
information requests.--‘

PG&E’s witnesses descrlbed the 1ncent1ve program in
detail. The mcent.we program will have: a veh:Lcle component and a .

compressox station component. Critoria\:o: customer participation
are: O oo LAl L
1. Vehlcles-v

-_o.‘The cus tomor must opcrato'a rloet of 20
vehicles (vans and ‘trucks) sited:at the
- same location in PG&E’s territory. .

Converted vehicles must have fuel-v'u
lnjected gasol;ne englnes. o

Converted veh;cles must have less than
20,000 initial mmles at the tlme of
convers;on-,

The vehlcle must be avamlable'tor
periodic emissions testing and other
data gathering by PG&E..

Cuspomers must have their own mechgnics
tra;ned to convert and service their
vehicles.




+

A.90=07-067 ALJ/RAB/pcC

~Vehicles must be:located so.as to:use
existing or planned refueling stations.

“Vehicles must be- located 1n alr quallty
‘nonattainment areas.’ :

Custonmer Compressoxr Stations .

'~ Once the customer has tested the CNG

-~ technology and is ready:to.convert:on. a:
larger scale, PG&E will encourage the . | .
customer tO Own 1ts own compressor statmon. :
Due to cconomies of scale, . .compresso e
station installations become attractive.
with conversions of 20 vehicles or more.
Subject to the availability of funds, e
customer-owned compressor stations would be.
eligible for 1ncent1ve payments under the -
following conditions _

‘o 20 or moxe vanS,‘lightior'medium-duty B
trucks c¢onverted or: purchased to-operaterfﬁ
on CNG are located at.the. refueling
site. =

‘Stataons must meet all applzcable
federal, state, ‘and” local codes, and
conform with PGSE’s CNG .compressor -
statzon gu;dellnes. . R

‘Stations will be limited to PGLE gas
service territory and the following S
divisions thxrough 1991: Bay, Central, -~
Diablo, Fresno, Kern, Mission, Noxth R
Bay, Sacramento, San Francisco, San

Jose, Skyline, and Vaca-Valloy.

© 'Statlons must have ‘their own mechanlcs
wno are tra;ned ln NGV’technology. ’

, ! The wztnesses explalned that PG&E's program and ats
associated rcvcnuo roquzromont relate to the critical devolopmontal
period over the next two years. . For_long-term Pr°39¢t1°35¢;39&3v
has made the following assumptzons._o“\ o S

© Requlatory and. leg;slatlve air. qualzty
mandates become both more numerous and
- demanding, .o . e
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Gasoline .and alternatlve caean-fuel prlces
rise significantly, and. "~ ‘.

© 'Costs associated with the:conversion to; or

production of, NGVs decrease modestly.

Those assumptions in PG&E’s . opinion, should result in the
market becoming self-support;ng after. 1995. Should. this occur, the
utilities and governmental. agencles w111 not. have to ‘provide
capital or subs;dlc* to mazntamn alcﬂ and momentum.: .After 1995,
PG&E expects no customer 1ncent1ves wxll be~ requ;red and that
installation of addzt;onal PG&E-owned and operated refueling
stations would ceace. . PG&E‘would continue to" operate: installed
stations to support committed sales. volumc ane‘to,reoover amounts
funded by ratepayers to support thls program. - PG&E admitted that
revenue under its proposed CNG rate schedule is_expected to be
minimal over the 1991 = 1992 perlod covered by thla application.

By the year 2000, NGVs are expected to compr;se 18% of
new fleet purchases of l;ght medlum, and heavy-duty veh;cles.
Total penctration by that year is es tzmated to be 13% of operating
vehicles. Gas sales associated with this leveL of .penetration are
approximately 300 million therms, or four percent of PG&E natural
gas throughput. Revenues from natural gas sales for vehicle fuel
use after 1996 are expected to more than cover program costs.

PGLE could not estzmate the: 1mpact of .potential passenger
NGV use. While passenger NGV economa.ce do not appear promising,
the passenger vehicle market ls 50 1mmense that even small
‘percentage penetrat;ons could result ;n s;gnz!xcant natural gas
sales impacts. If oxgnzflcant events occur, such as a doublxng of
gasollne prlces or stricter emlss;ons regulations be;ng 1mposed on
passenger car , the impact of pasfenger vehicles will be R
reevaluated. - But at present PGSE" projects no impact, its total -
effort is dlrected to fleet operatmons. - SRR

expected to be substantzal and s;gn;fzcant. The w;tnesses said
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that in addition to tailpipe emission. reductions, naturali-gas: used '

SR Vo I

as a vehicle: fuel has other important benefits:' o "o T TMISL

Lo "0£ all the' fossil- fuels,” natural gas " -
. results in the lowest, total, greenhouse= . ...
gas emxss;ons. ‘

Evaporatlve em;s 1ons from.fuel tanks are;,f
totally ellmlnated. '

Dellvery of natural gas through pmpel;nes,ul\p
reduces emissions associated with fuel ,
processing and transportatlon.'l" S

As natural gag rcplaces 1mported 0il, theqﬁ
"likelihood of spills associated with fuel ™
shipped by tanker will be reduced: and. .

North America produces natural gas-which:
provides the greatest security against
"M;ddle Eastern fuel supply 1nterrupt1on

_ , DRA’e w;tnccses testlfled that the chm1¢510n ahould not ;
provmde ratepayer rundlng for an NGV program such as. thatnproposedxi

by PG&E. They stated that the program lacks adequate, timely ... ..
safeguards te control expenditures of. ratepeyer,£und5wyand,la¢ks§,5
1ncent1ves to PG&E to m;nxm;ze costs. Ratepayer funds should not .
be v;ewed by the utility as a piggy bank to underwrite entxry .into.
areas where the‘:znunCLul ;1sk is substantially greater than that .
posed by traditional utility operations, regardless of how worthy.- -
the project may be. Not only are the ratepayers.asked to:absorb
the costs of the NGV program, they are also asked to. provide the -
utility with a rate of return. PG&E.has an unregulated subsidiary..
which could. undertake such a program, prov;ded that by-doing so- it ...
would not become . a regulated entmty. (This is paxt.of. the»sale—‘ﬂ3¢
for-resale issue: whether selllng CNG. at a gas station makes the .
seller a public utlllty Yoo e e T e

-t

.- They.. sazd that PG&E will. have 14 CNG refuel;ng statzons g,
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These stations are already~goingfintowrateb&se;‘irrespective'oE-HJﬂf

whatever action the Commission takes with regard to this:.ciinv
application. PG&E projects that it will have-a total: of 116 NGVs
in its corporate fleet by the end of’ 1990 most’ of whmoh will be
dual=fuel vehicles. There are less than a dozen customers
currently taking service under the G-NGV-z (CNG) rate schedule.
The total monthly throughput tor eaoh ot these 16 utatlonu is.
extremely low. A L

Instead of embark;ng on an amb;t;ous program to build 25
additional CNG statlon,, 13 of whlch would be dedmcated to a
specific customer and. lack. publlc access, DRAJaS°erts that PG&E
could use its own existing stations to allow fleet customers to
refuel small numbers.of their vehicles on an-experimental“basis and
thus gain experlcnce w1th NGVs whlle dec;dlng it they wish to move
on to large-scale convers;ons and constructlon of their own
dedicated refueling statlons. In DRA’s opinion, 1t is poor

planning’ to spend over $7 million xn the next two' years ‘in stat;on

construction costs alone to create a refuellng‘inrragtructure el
before customers determine if CNG is the best optlon ror thelr o

operation. ‘DRA recommends, rather than PG&E’S expens;ve program, “f

that the Commission authorize a ratepayer-runded program of’ $2°
million where PG&E can build six additional CNG refuel;ng stations,
convert PG&E fleet venzcles to run on CNG, and allow NGV xleet SR
access to the stations. = SR o S ’
DRA, although completely opposed to putting any
facilities associated with an NGV program into’ ratebase,
acknowledges that costs assoc;ated with PG&E’s own fleet are =
normally incorporated into ratebase. If no ratepayer—tunded‘NGV
program:is approved, DRA would not oppose ratebase treatment ror
the cost of converting additional vehicles in the PGSE’ ‘gleet” to -
operate on CNG or the incremental cost of purcha51ng OEM‘NGVs. “DRA"
also would not oppose ratebaszng the cost of constructlng CNG
refueling stations for the PG&E fleet. If the Commission’’ ;
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authorizes: some form of ratepayer-funded NGV:program, .DRA & o I .17
recommends:that,all,noanG&Bwtleet.NGV-reiated.costsnbecexpensed;w"?
Should the Commission decide that an NGV programimore: . '
extensive than DRA’s program is needed: to reach PGLE customers, DRA
proposes- two. alternative methods of. funding:the program.:.Its. first-
proposal- provides for partial-ratepayer funding:of an NGV program.: !
Ratepayers would be responsible for:-100% of the PG&E.fleet . costs, .=
but all additional costs would be shared 50/50 between the .= .
ratepayers and shareholders. In this way: shareholders would not -~
only participate in a program: that'is beneficial but also.would..
have an incentive to provide.efficient management of theprogram..
All program costs would be expensed except for the PG&E: flzet . .
stations, which are ratebased. A tracking account would:-be-created -
to track program-expenses and. revenues, and to .allocate.the net
over or.undercollection between ratepayers and shareholders:. This -
program would .be authorized for two years.. If PG&E wishes to . ..~
continue .a ratepayer-funded NGV -program, it should file for an -
extension of the program and include a report which describes in
detail the program ¢oOsts, revenues, sales, infrastructure, etc.
During -the current program PG&E should file brief: progress reports .
on a quarterly basis. - . v DLW e e
The witnesses expla;ned their proposal in great detail -
and said that its principal feature (other than,the.Sozsoﬂsharlng)uu
is to establish a natural gas vehicle-tracking account (NGVIA).
The NGVTA will contain two subaccounts:to.allocate over.or.:'
underxcollections to the ratepayers:and shareholders. The.ending
balance in the NGVIA each month:will be booked: 50% to the:ratepayex:
subaccount and-50% to the shareholder: subaccount.except ifor PG&E. .7
fleet costs, which will be booked-entirely-to. the ratepayer . . = "
subaccount. The-ratepayers normally absorb the capital-and .. .. .’
operational costs of PGLE’s own fleet, so it is appropriate:.for the"
ratepayer -subaccount to absorb all . of the incremental costs:for. :
PG&E fleet NGVs. - Undexr this plan DRA estimates that'the~maximum . -
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cost to be recovered'from:ratepayers*overTthe“twohyear“lifeﬂOf“theﬂw

programn-is.$9,439, ooo, or an’-annual-revenue- requ;rement of EaEeIR
$4,715,000a: " T e s e Lomnn o Tl

"As an alternative, should:the Commission’fail to adept-- -
the 50/50 proposal, DRA recommends: a:xatepayer subsidy option: which:
follows a more traditional ratemaking:treatment in which almest all”
of the financial burden falls upon the ratepayersand all program’ -
costs are recovered through rates. -This program would scale back -
PG&E’s proposal significantly. It would. provide only $6 million in”
total for a-two-yecar period-and it would allocate 10% of the:$6 | < =

million to PG&E to compensate the. ratepayerﬂ“for'the”beneficial
public relations PG&E will receive through a ratepayer—tunded
environmental image.enhancement. = . . oL U IOy 0D

This program would end:on December 31, 1992. :'Bacause”
this program:lacks the incentives. contained: in:the 50/50 xisk=~" ~ "=

sharing incentive proposal, DRA believes that open-ended. -7

authorization of this program would not sond the:proper signal teo
PG&E, and would actually create a disincentive forithe utility to

exit from the NGV -market. Since PG&E has only minimum. financial

interest in the program under this scenario, DRA believes that-a -

short-term program with a fixed termination date will reduce the

likelihood that another entrenched self-perpetuatzng layer of

utility employees will be created.. : o S SR
‘Undex. this ratepayer-funded program DRA has provided

funding for. all of the requested PG&E: fleet refueling stations; but'
has reduced oil company stations from six to three, and. eliminated
funds for customer fleet-dedicated:.stations.  As in"DRA‘S primary.
proposal, DRA believes that ratepayer money should not.be used to i
subsidize private entities. ' Funding has been provided to increase

the total number of PG&E and oil company stations from 14 -to 23.

Fleet customers should utilize these stations to experiment with
the use of*NGVs.  Funding:for conversion:subsidies has.been.: . -~ .
eliminated by DRA on the  ground that with the.passage of Senate .. .7
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Bill (SB) ‘2600, tax credits . for conversion to CNGare- available to
fleet operators, and an additional-subsidy is unnecessary. S
Subsidizing construction of customer-owncd refueling .tationalxs%nO“
different than constructing a PG&E-owned station on customexr:
facilities:  both involve using: the ratepayers’ money to assmst..a
private entities and both have been eliminated. = = L Dl
Research, -development, and demonstration (RD&D) costs '
have been reduced by eliminating funding for a proposed .technology -
center and for an emissions benefits study. Both.of these . . @ ..
activities are more appropriately funded by CARB, tho Environmental
Protection Agency, or other govermment agencies. ‘DRA has. retained .
funding for a fuel consistency study, which . will sample PG&E’s gas
at various points within its system and use the samples to: ‘fuel
. test vehicles, and then analyze their performance and ‘emissions. .
DRA has also retained funding for PG&E‘’s contribution to the
dedicated CNG systems test project, which is-a joint effort between. '
auto manufacturoexs, the Gas Research Institute, and various . Coro
utilities. , T g Sl S R B AL S
Market researchp‘joint:projects with industry groups,
literature, displays, and miscellaneous .categories have all:been . =
reduced to. 25% of the requested amount by DRA. - This "ig primarily-
due to elimination of the conversion subsidies, but DRA also. - v ..
believes that the requested amounts are too high. ' Because the PGLE -
figures were estimated on a best guess basis, DRA has not been:
provided with any calculations upon which teo base its specific
reductions. In this situation, DRA’s best gquess is. lower ‘than the ™
utility’s. . Labor has been reduced from 31 full-time equivalent
positions (FTEs) to 13. Some of PG&E’s labor estimates were also
based on a best guess by various managers. . DRA has studied the -
responses to various data requests.and believes that 13- FIEs are .
more than adequate to operate the scaled-down program itais s

propos;ng- o
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In regard to rate design, . DRA proposes that .if-the '
Commission adopts DRA’S primary proposal .(no ratepayer—funded
progran) , :DRA recommends mno- change ‘at.this time to/ PGLE”s '‘existing  :
experimental tariffs. - DRA also.does not oppose ratebasing costs . =~
associated with the use of NGVs by PG&E’s.own fleet. . However, if =
the Commission adopts a ratepayer-funded program, then DRA -
recommends that a new rate schedule GNGV-f, which .features a single
volumetric rate based on the wholesale gasoline price, be adopted :
to be competitive with the current price of a customer’s : s
alternative fuel. DRA made neo revenue calculation for the sale of . .
CNG undex any of the scenarios it discussed. "= v v UL ae

In regard to cost allocation, DRA’s witnesses testified
that PG&E's\proposed-revenuerallocatzon,method-would.reoultumnncore_»
customers being allocated a far larger - share of program costs. than
noncore customers. DRA recommends that ratepayer-funded NGV -
program costs be recovered from all customers on an equal cents per .
therm basis. . Under PG&E’S proposal, core customers: would be .
allocated $4.3 million, while noncore customers would be allocated
only $.9 million, a ratio of more than 4:l. Adjusted core' and
noncore  deliveries differ only slightly:. (3,012,234 MIH for core : .
versus 2,915,352 MIH for noncore).. . Residential customers: alone:are
allocated. $3.1 million under PG&E’s proposal, which is over. three .
times as much as the costsrallocated .to.noncore customers.:”In ..
addition to equity issues, DRA. alleges~that\suchran”allocation'
would be a -violation of PU Code .§ 745, which prohibits. usmng
residential -customers to subsidize ‘NGV .prograns. ‘

~ . Finally, DRA maintains that:at this.time there is no:=. =
guarantee that CNG will be the alternative fuel that prevails-in .-
the marketplace. To date, alcohol. fuels like methanol‘:and ethanol:.:
have enjoyed greater attention and funding=-both foxr RD&D:and. ...
demonstration projects--than CNG.: DRA believes that the view that c-
the gaseous, rather than liquid, composition of CNG makes it:less -
desirable to consumers and poses barriers to market acceptance.
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cOnsumer;acceptancemproblems;maywbeﬁfurther;exaggeratedﬂpy'oilbﬁfu-f
company efforts to produce reformulated:gasolines:that will’ meet: ' =
recently mandated CARB regulations. Auto manufactures’‘have been
reluctant to mass produce. alternative: fuel: vehicles.  When.they ' . :
have produced them, it-has been-on a:rlimited run basis, and with ."J
guaranteed. purchase. - These purchase. agreementSwhaverbeenfmadetwithJ
fleet operators and government entities: sponsoring:direct:subsidy
programs. ... . . B D P SN LSO S U NN G N k&

- A witness for TURN testified that:TURN, whileaovstrong: -~
supporter of CNG as an alternative transportation fuel,. believes. "
that ratepayer funding of an NGV marketing:.and infrastructure
development program is completely.inappropriate and perhaps: - -~
illegal.. Any. ratepayer funding should.be . limited to that -required :
to convert and refuel PG&E’s own vehicle fleet.: ‘In no event. should-
residential gas and electric (UEG) ratepayers, who will.at-best .~
receive -incidental benefits and more likely suffer:increased costs;‘
pay any portion of the revenue requxrement for any NGV promotxonal
program that this Commission may approve. R

He said that natural . gas '‘consumers, as such, do.-not
create the air peollution problems that.LEVs: are designed to. &
alleviate. While obviously some-gas ratepayers alse drive cars,
there are gas consumers who do.not own'.cars and.drivers who' do-not: "
purchase natural gas from PG&E. There is no reason why users of a -
clean fuel .(natural gas). should be forced to subsidize the‘cleanup- -
of pollution created by those who utilize gasoline 'and diesel fuel. -
Like many other socially beneficial projects, NGV commercialization™
deserves the financial support of publi¢ agencies- and private. .. o5
businesses. - Requlated monopoly utilities ‘are neither governmental '~
nor entrxepreneurial institutions, however. Ratepayers should not:
be taxed through their utility bills in order to'stimulate the
market -for a- new«product ‘even if it happens to be a:socially

by iy TN ] ’ e " o

BT

L oma NV e -
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desirxable one. _Nor should they bacome:involuntary investors in‘a-

potentially: risky-new enterprise. . -uo. i oo Sl S HMOLIN VALTEDT

TURN contends that the retail sale of CNG -as' a wehicle v

fuel should . be a competitive market function, with PG&E providing .~

only transportation of the gas to the refueling stations..‘Gas:

-

utilities have no special expertise in:service station operation, -
nor is that: activity a natural monopoly. - What is needed to foster

a competitive market in CNG retailing is not ratepayer subsidies, "

but resolution of the “sale for resale” issue, so that oill”

companies can sell CNG to their customers without the ‘threat of

CPUC regulation.: S : T
In terms of oconomic bcnetxts, ‘TURN is very skeptical

that there will -ever be any -at-all.. While:'CNG sales may contribute
something above the incremental cost of providing the' serxrvice, this.
is not -at all guaranteed. .TURN notes-that. CNG service -would have a’

high P=1 priority of sorvice-==-these axe not noncore intexrruptable

loads. If incremental facility costs axe*properly‘incorporated':W““

inte the analysis, PG&E’sS program is unlikely to show. any
meaningful economic benefits for ratepayers.: P
TURN believes that, most importantly from:a ratepaycr

perspective, the development of an end.use market for natural gas ™
will only serve to increase the overall market price of the gas ' -

commodity itself. This is obviously why the producing sector of -

the industry is so excited about the prospects for NGVs. . Pipelines"

also stand to profit from increased demand for gas transportation,:

and perhaps the local distribution companies as well. :Indeed, the -

only current industry participants who 'stand to lose from-the: .
development of a new natural gas market are the consumers. *w Why " -

then, questions TURN, should consumers .fund the development of such &
a market when it is the producers and. transporters who will: reap s

(PR e

the long-term gains? o S s S R A
- TURN. is of the.opinion that ratepayers should' not ‘beax -
any of the costs of either PG&E’s program or DRA’s alternates,
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other than the. cost of: converting: and refueling PG&E’s.own vehicle
fleet with CNG.. But if some: ratepayer funding is-authorized, TURN .
states. that.since the‘NéV;program-is geared. toward. fleet operators,
not individual customers, the costs should be .allocated entirely to-
the large commercial-and industrial classes.. . UEG ratepayers: (UEG .~
gas use) derive no direct benefits from the program, noxr:.Go they
cause these costs to be incurred.: Therefore, under.this -
Commission’s policy of cost~based rates, all- NGV promotional costs -
should be allecated to the large commercial and industrial classes.:
Otherwise residential customers will be subsidizing: the owners of -
large vehicle fleets. . X Lo SR A S O T
~ PG&E proposes - -to-. allocate-NGV program costs: in/the same-

nmannex as attrition increases, thereby placing 80%~o£,the\burden_ona
core customers and at least 57% on the rasidential class alone.
DRA propoées;anqequal cents per therm allocation of program: costs' -~
to all customers classes, including residential- and  UEG. TURN
strongly objects to both of these allocations, because. they:fail te”
link rate recovery to either cost causation or customer:benefit..
Moreover, TURN argues, such an allocation  would appear:to violate ' -
Section 745(¢c) of the PU Code, which requires that the Commission -
review NGV tariffs annually “to ensure that the tariffs .do-not’ "
result in any direct or indirect subsidy from residential gas: or
electric customers to persons using gas or electricity torrefuel: -
vehicles.” TURN contends that since UEG. customers-would*beﬂbearingf
costs for this program without receiving commensurate bonerits, dt
seems clear. that an illegal subsidy:exists.: . . . guliw wn

. Regarding the design of the NGV rate.schedules, TURN '
proposes that NGV rates should be. indexed based-on a discountrbelow:
the price of alternative .vehicle. fuels, subject. . to a floor price of.
five cents per therm above the incremental cost.of providingithe .
service. At the minimum-the rates-should be. 68.793.cents per. therm:
for compressed gas and 57.172 cents per therm for: uncompressed gas.v

I Pt

o
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Finally, he declared -that if ‘any ratepayer’ fandlng of’ NGv
infrastructure costs is approved, this Commzss;on—must’adopt a
condition to protect ratepayors in the ovent' that’ PGLE attempts’ to'"
sell or spin off any NGV-related assets to an unregulated” ' - ‘-
subsidiary oxr affiliate. Specifically, -any program authorization "~
must be conditioned such that ratepayers will receive compensation
equal to the greater 'of market or book value in the event of a
subsequent sale or spin-off to an unregulated affiliate.  Absent ’
such a restriction, PG&E could transfer potentially valuable assets’
to an affiliate at less than market value, or dump  off unsuccessful"
investments and collect the losses from its customers. In'either
case ratepayers must be protected from the evils of self-dealing.

- 4 .S.A. Lo ition. . A SO e
. Chevron U.S.A. Inc. (Chevron) did not present any '
witnesses, but filed briefs. In general Chevron supports PG&E’s
NGV program but points out some: pitfalls and requests that any
Commission approval be conditioned so as to encourage competition.
Chevron asserts that the retail sale of CNG for NGV purposes should:
neither be conducted by regulated public utilities nor’'be subject’
to Commission jurisdiction. ' Governmental: involvement in the safety"
of CNG transactions neither requires nor warrants retention of any
jurisdiction by the Commission. - Because presently, in Chevron’s-
opinion, an-entity cannot sell CNG without exposing itself to-: "'
Commission regulation. (i.e., the sale for resale issue),

et

development of the NGV industry requires-an interim bridging-' -+~
strategy which includes some circumseribed utility participation in®
the CNG retail market. The Commission should seek to ‘assure that
this bridging.strategy not evolve.into- a permanent utility-based -
framework for the CNG retail market.  Chevron-recommends-that we '~
order. PG&E. to.witbdraw from the CNG retail sale market as soon“as - -.
practicable after resolution of the sale for resale issue.. The: "™
Commission should also structure the bridging strategy to best: ™~ =
assure that this interim program not leave any anticompetitive
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vestiges -in -the competitive CNG market which will -develop. »Inv:
particular,. Chevron argues, the:Commission (1) should: not allow -
PG&E to place the costs of refueling.stations at third party - -
locations into ratebase for an extended peried: (2): should
presently orxder that upon resolution of the .sale for resale issue,
PG&E ccase entering new sexvice agreements for the retail. sale of
CNG: and (3) should reject DRA’s suggestion for a permanent NGV
tariff rate whose price would be set . at a rate competitive' with the
unregqulated CNG market place. LT SRR Ys S I SRS

. In Chevron’s opinion, during the. brmdg;ng peraod and -
continuing after resolution of the sale for resale issue, :the
Commission should enable the CNG consumer to choose among the . .. =
maximum number of unbundled (e.g. transportation, storage). services.’
as feasible. Accordingly, the Commission should immediately allow
otherwise eligible CNG end users to utilize the fullest:range' .of :
unbundled gas services that are available to industrial gas '@ = -
consunmers. . Additionally, the Commission should provide that wupon:-
the resolution of the sale for resale issue, the entities . =
performing the CNG retail sale. and'compressor-related“ServiceS”may"
themselves utilize, and also offer, the broadest panoply ol
unbundled services. - R S T s

Finally, cnevron-belleveS‘mt is. incumbent that.the-:
Legislature pass. legislation to provide the requisite assurance:
that the retail 'sale of CNG :is not and: will not be subject to =~ .
public utility. jurisdiction. - The Commissionfshould‘acknowledge“theT
need for such legzslatlon and urge: the,Leglslature to~enact-the
appropriate statutes. ' SO

.. Adr pollution is .a serious problem.: There are ‘many who

say it is the most serious environmental problem irn Californmia. » ..o
The Legislature, in response, has created boards. and: agencies to ..
deal directly with various aspects of'the process to alleviate air -
pollution, e.g., the State Air Resources Board; and ‘to.assure that
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all avenues of approaches are considered, 'has mandated agencies = v
such as this Commission to.evaluateZand "implement ‘specific o .. .77
programs. . -One such program -is to promote the developmentiof - ~
equipment and infrastructure needed to facilitate the usei.ofii’ . .l
natural. gas to-fuel LEVs. :As part .of .that mandate the Legislature =
has authorized charging.the costs of the- programq under’: certa;n~k9"*
conditions, to the ratepayers. - E A A R P

The -evidence in this case clearly shows that because of.-
consumer indifference, the low cost of gasoline, 'the lack'of oil
company participation, and the lack of financial ‘incentives, the
chance of -a natural gas fueled vehicle .industry :surviving and .
growing without some form of -initial ‘public assistanceds: ¢ :...%
practically nil. .. | - B R LT T M

Recognizing the need for alternate fueledrvehicles the'
Legislature declared that ”It is in the. interest of the: State of " 7>
California to provide incentives for. the: development: and:market . =
penetration of clean fuel vehicles, including...compressed natural
gas vehicles....” . (SB.No.. 2103, Stats. 1990, Chaptex 791, .. :»u 2 .
Section 1(e)s PU Code §& 740.3.) - The Legislature directed the "
Commission to insure that the cost of these programs: is not passed:
through to the ratepayers “unless the commission finds and:
determines that those programs are in the' ratepayers’. interest.”
(PU Code § 740.3(¢).)  So, while we must provide incentives to..
promote CNG vehicles, we must make sure  that the programs created .
to. provide those incentives are in the public interest... In. this. . =. =
application. public policy is.not the-issue; that has: been.::
determined by the legislature. The issues in this application: are -
the scope of PG&E’s program and the allocation of costs.: . w7 ’

-+ In a broadexr context, we-have issued D.90=09-045 in

Rulemaking- 87-10-013, in which we are reviewing: the gas and .
electric utilities’. RD&D programs over a wider spectrum... This
application by PG&E regarding NGVs is.-a . responso to .a specitic.:
legislative policy -in the RD&D. field-.and .it is not:.to. be. considered::

o
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a substitute. for: the utility’s more. extensive RD&D-programs nor for

funding of the more extensivo programs..’ While some overlap-between ™

this specific NGV programfand"other'RD&DTprograms~£SWinevitable;'we:

intend that the NGV program- should be distinct. from othex RD&D . .7

programs with its' funding separate. s S R L LA T S N L
'PG&E has proposed a’ two-year. program to cost-

approxlmately $12.5 million which will provide: -

- Installation of .19 additional CNG refuelxng :
stations to sexrvice PG&E .and customer NGVs.
in 1991 and 1992 (in addition to the 14 -
stations which will be operational by the .o

- time this decision is xendered):

Provision of incentives up to $1,250 per
vehicle to defray up to 50% of the cost of .
converting existing nonutility vehicles to
use CNG or the incremental costs of natural
gas options on new vehicles; :

Installation of CNG dispensers at smx‘oml
company service stations;.

Provision of incentives for construction: of?&f-
a customex=-owned and operated compressoxr .
station on customcr s property. )

) Encouragement of. OEMs to delxver
‘ productxon—l;ne NGVs, '

Stxmu ation or pr;vatewsector 1nvolvoment
in the productlon, serv;c;ng, and support
of NGVs: - , L

‘Conversion of over 500 addltlonal PG&E oo
- vehicles to use CNG: "0 e e

* collection of emissions data rrom‘a“brodd“”“”‘“"‘"““
‘cross-section of vehicle 'and engine types . u

including production-line vehicles when .

they become avazlable, and .

Expans;on oz research.and development ,

activities to establish improved testing
<. capabilities, evaluate ‘emission impacts,
~and reduce ongoing testing costs to PGE-
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-~ DRA: recommends that PG&E -should:rbe. authorized: a -, .y @ ¢
ratepayer-funded program of- $2. million whereby: PG&E- canubu;ldzszx~m;
additional CNG refueling stations,  convert PGLE fleet vehicles to.. .+
run on a CNG, and allow non-PG&E fleet users access to.these CNG: . -:
facilities for testing purposes. DRA’s position can be summarized -
as follows: PG&E’s existing: NGV infrastructure: is currently
underutilized, and PG&E’s ratepayers -should not have: to provide -
economic subsidies to persons who use' CNG to refuel their vehicles,
even though oonceptuallyj'many‘ratepAYerS'may'derivefthe societal
benefit of cleaner air. TURN. supports DRA. ' o

For the reasons set forth bélow we' reject DRA’s proposal
and will adopt PG&E’s program- w;th some-slmght modlflcatlons.
Mmmxﬂm ' :

DRA -asserts that by the end of January 1991 PG&E will
have a total of 14 CNG refuellng stations located at various PG&E
sites throughout the Bay Area. :Seven of these 14 stations will
permit full public access. Five of these 14 stations will only
permit PG&E vehicles to be'refueled there. . Two- of -the: 14 stations
will allow limited customer access,‘meanmng the customer s vehicle
enters PG&E’s service yard to be refueled by a PG&E employee.
Currently, there are only two customers on PGLE’s NGV-l tariff, and
approximately 18 to 23 customer vehxcles are on the NGV~2 tar;ff.
PG&E currently has 125 to 140 NGVs in its rleet.'@j°"

Each PG&E CNG reruolxng racxllty can serve 10 to 50
vekicles pex day. .PGL&E is st;ll trymng to fully utilize Lts
refueling facilities. When PGSE built these-retuelmng fac;lltles,
PG&E intended to make CNG avallable to PGSE customers .at these
sites and, conszderlng the current number of NGV customers and the
number of CNG refueling stations that ‘are xn operatlon, it is
apparent that the current PG&E infrastructure is underutilized.
Undexr DRA’s prlmary proposal in addition to the 14 existxng CNG
stations, DRA proposes that 6 -additional CNG‘racilzties be built on
PG&E sites. Given the current and anticipated refueling
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facilities,; and: the. number:of NGVs.-in.the future, DRA:. believes that:
these stations. can meet- the: need. of the NGV market. ioz 7 Lo.ooon

o PG&E;responds_thatwlts_programnlsfthe.m;nxmumhnecessa:ypr
to- attempt to develop a new market.. .It says that recognized: B & - 7.
barriers- to the: successful development of NGVS‘include~--(1) a lack
of conveniently located refueling facilities: (2) a .lack of
manufacturer designed and supplxed.vehlclesh.(3).h1gher,1nwe,:mentf
costs associated with acquiring NGVs or converting existing
vehicles: (4) a- lack of a clear understanding among fleet owners of’
the economic, environmental, and safety benefitSvof“NGVsrtandw(S) a
lack of fleet owner expertise with CNG fuel systems... . ..

PG&E argues that DRA’s. primary proposal to limit PG&E’sS
NGV program to conversion of PG&E vehicles and. the construction of -
six additional refueling stations on PG&E property is based -on-a  ..:
number of arbitrary and questionable assumptions. ' DRA'.assumes that
the funding of six additional refueling stations in addition to- the"
stations already in use will provide an. adequate infrastructure to =
foster the development and growth of the NGV market in northern ..
California.  DRA also assumes that these 14 PGLE refueling stations
are so situated as to afford ample opportunity for. a-significant . ..
number of fleet owners to test NGVs. . These critical assumptions, - -
in PG&E’s opinion, are nothing more than.uninformed:speculation.: -
DRA conducted no market rescarch to determine how far potential NGV
fleet operators would be willing to drive to. use a'PG&E' NGV - '
refueling station. .In fact, DRA never discussed the validity. of
its assumptions or its proposal in general with any of.the:fleet .o
owners, automobile manutacturers, or.oil compan;es who make up the
potential NGV market. - - - . L S T TR B R SRt
In-our:opinion, to adopt DRA’s. program would be*to reject:

the legislative objective ”to promote: the development:.of equipment
and infrastructuxe” to facilitate CNG vehicles  (PU.Code:§ 740.3). ...
and to “encourage...the legislative goal of .achieving gubstantial.
market penetration....” (PU Code-§ 740.2, ‘emphasis addedu). . Tor .o
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promote substantial market penetration,  an: outreach’ program:is -
needed. The public.must have-:access to: CNG stations: and) te "
patronize the:stations, must have vehicles which'use  CNG.' Merely
converting its own vehicles and building ‘a‘ few more CNG stations' on”
its own property for dual use is nothing more than preaching to the-
faithful.  No infrastructure at all will result.  An infrastructure-
that has value, that will show Californians the merits: of NGVs, ‘dis
one that provides refueling stations throughout the territory where:
NGVs are most likely to operate; that provides conversion stations
in areas where conversions are most likely; that provides training :
for those who would operate conversion stations and CNG stations:-
and,' most importantly,: provides: incentives for PG&E’S customers to
get involved in the NGV-business,‘ PG&E's-program provides this
structure, DRA’s does not. .. : .
. DRA’s alternative: proposal to scale back the PGSE program’
to $6 million suffers from the same infirmaties as its original:
proposal.  Although $6 million obviously provides:a broader scope
than DRA’s $2 million, we are not persuaded that DRA’S scaled down- -

model will be adequate. DRA presented no: market data to show'that -

its proposal would stimulate NGV market growth. PG&E, having =
grappled with the problem for a number of years, has a-better grasp'
of what is needed. (Re Rulemaking. for Research. etc.: Deczslon
(D.) 90-09-045 in R.87-10-013, at .p. 2.) As we said in.’ ST
D.90-09-045 ”Fixst, we are propogxng,that;the‘utmlxtles'befngen‘
greater requlatory freedom in terms .of both individual program-
components, as well as overall budget discretion.” | (At p. 2.) "
"DRA argues that because: auto manufacturers are: now . .o
spending large sums on alternate fuel vehicles and: federal law’ "
requires at least one million LEVs by 2001, and” if natural gas is

truly the: cleanest of the alternate fuels, there is noneed .for a "=

subsidized ratepayer program. On” the contrary,” because:these" .
vehicles are coming (and they will-not all be:NGVs) ani.oo:*

infrastructure such as PG&E. proposes.: is needed. to- prepare: the way:
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We: are aware of the .competition among:alternate:fuel'vehicles.
Natural.gas. is not the . only fuel.in these experimental: programs and
might not.be ultimately: the . fuel. of: cho;ce.;u But to- test it~
adequately. a. program such as: PGLE proposes is the minimum needed-to
catch the attention of fleet owners. o S A
Our decision to adopt PGEE‘s program is made with i full -~
awareness  of PG&E’s current RD&D program-.of some '$50'million™/ - .
annually which includes money for research and development  of NGVs.:
The funds authorized by this decision are to supplement -funding in-
place so that: the NGV program many expand. . In our:next review of
PGLE’s general RD&D budget we will.consider whether the NGV‘program
shall have two. sources,or funds. - T T n s e
. PG&E proposes to-allocate the costs associated withits'
NGV program to-all gas customer classes-in-proportionwtOwthevgaswkr-
base revenue: allocated to:each class in PG&E’s latest annualcost
allocation proceeding. (ACAP). This allocation 'method was adopted:
in D.89-09~094 for all general rate case.and attrition year“revenue:
changes. PG&E proposes no new:rate schedules in connection with i
this program. It proposes to retain the two experimental NGV .« i
rates, Schedules G=NGV1 and G-NGV2, established in PG&E‘’sS last ACAP’
(D.90-04=021), for the sale. of natural gas as’'a motor vehicle fuel.
As approved in D.90-04-021, revenue ¢ollected under these. e
experimental rates is being accumulated in a memorandum account and
will be. credmted to customers-mn PG&E’s next. ACAP-fillng.- ;

'l Electric cars are considered: by some to- be’alternatefuel:
vehicles. . They certainly are LEVs.,, Automobile. manufacturers.are
expected to have electric cars in production for sale to the
general public by 1993. In California electric car batteries will-
be charged with electricity generated in large part by natural gas.
Whether NGVs can survive in this competitive market is, of course,
the essential question which fuels this proceeding.
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. 'PG&E -agrees, :in principle, with'the:DRA recommendation. tow
establish an-NGV market: rate-indexed to the wholesale price:of ...
alternative fuels, but it believes:that: all:concerned parties: - n.«
should be given ample opportunity to. comment and-be-involved-in.the:
development of this policy. As the original. PG&E-filing did- not::.. ..
address this issue and all interested parties may not:be. .
represented, PG&E believes NGV rate design should be deferred to-.
the next allocation proceeding and rates.in effect should be used-:
in-the interim. - S ; SRR RERUEI T L

DRA- proposes that should the Commission approve PG&E’S
chzprogram, costs and benefits.should be allocated 50% . tor:~ . ‘.0
ratepayers and 50% to shareholders. . PG&E.maintains:that:DRA‘sS
proposal is misleading and unfaix. Although we would-not-agree
with PG&E’s characterization of DRA’s:proposal .we-do-agree that it
should not_ be implemented. The PG&E program . is a two-year. program;.-
net revenue benefits are not possible duvring: this period.. DRA’s:>
proposal amounts to nothing more than an/imposition of 50%-of: the .
program costs on PG&E’s shareholders. . In that circumstance; PG&E.
declares it would not institute the program. We believe PG&E’s : -
program fulfills the legislative intent and that the:lion’s:share. -
of its costs:are recovered through-a subsidy. It would be-.: :
inequitable-to inpose 50% of-the-costs: of a program. instituted-for.
the general welfare on the shareholders. of one.company.. ... .7 .

- DRA contends that because funding for the NGV program.is:
being decided now, the issue of cost-allocation should:be.decided’
now. We agree. DRA points out that under PG&E‘’s proposal to
allocate costs in the same manner as attrition increases, core
ratepayers during the first year of the program would be allocated
$4.3 million of the program costs, while noncore customers would be
allocated only-$900,000. Resxdentlal-core customers,,whzch make up
a majoruty ‘of~the ‘eore, would pay $3 %! mlllmon of the $4 3 mllllon
under PG&E's proposal. In other words, 80% or the burdenxor the

by
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NGV program costs: will be on-core customers, 'and at ‘least 57% of
the costs will be borne by the residential class. . oo (L0700 Ll
‘DRA: states that the proposed allocation method of PG&E is
not only inequitable, it is also in violation of subdivision . (c) oL
PU Code ‘§ 745c . _ N e i e

. “The commission shall review .any.such tariffs’
annually to ensuxe that the tariffs do not -
result in any direct or indirect subsidy rrom
residential gas or-electric customers to:

. persons using gas or electricity to refuel
‘vehlcles ”

o Under PG&E's proposed co st allocatlonﬁ reu;dent;al ga* o
customers will be directly subsidizing c¢commercial and industrial . .
fleet customers who use natural gas to refuel their.vehicles.. . .
Subdivision (c) of PU Code § 745 prohlblts that type. of subs;dy._.
DRA recommends that if the Commission adepts a full ratepayer-
subsmdlzed NGV program, all costs be allocated to all customer .
classes on an equal cents per therm basls. , e e

' 'J.'URN;..upporte DRA‘’s position in part and argues that lt C
is indisputable that PG&E’s program is aimed exclusively at.
commercial/industrial customers. FPGSE admitted that the. economlcs-;
of NGV-fpeledvpas;enger vehicles do not appear promising. K Through, .
1995, when PG&E plans to end conversion incentives, only commercial .
customers, particularly large commercial customers, are targeted .
for conversion incentives. . In addition to direct. conversion I_
payments, commercial and indus trlal customer who use NGVs will.
also receive techn;cal assistance, access to PG&E rezuellng e
stations, and assistance in constructing and malntalnlng xefuel;ng
stations on their own property. . PrOVldlng those benefits only to.
commexrcial customers further evidences the. lnterclass .subsidy. .
inherent in PG&E’s proposal .to allocate the costs ot this progxam
on an equal percentage of fixed costs. basms.‘ TURN .submits. that
DRA’s equal cents per therm approach suffers from the. same,,wﬂ
1nf1rm1ty--1t assesses costs to UEG use customers even. though they
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receive no direct benefits from the -program..’ Nothing in. PU-
Code § 745(¢) authorizes such.cross-subsidies. ... oo 7w Loner
Finally, TURN argues, in.addition to wviolating:'PU Code
§ 745(¢c), PG&E’s proposal violates long~standing Commission .
precedent that each customer class should be charged its true cost’
of service. For example, in D.89=12-057 the Commission stated:
#In recent years we have pursued a goal of dcveloplng cost based
rates. When rates are fully based on costs, customers: pay-rates
that are proportionate to the costs the utility anurs 1n ‘serving
them. ¥ (Ig at 220.) Provmd;ng subsidies to convert commerc;al
vehicles to CNG and constructlng and operatlng retuellng statlons
for commercial customers’ NGVs are simply not costs of serv;ng the
residential class. Therefore, UEG rates should not be increased to
recover the costs of these activities. L
PGSE clains that Section 745(c) does not apply to th;s e
proceeding. It argues that ‘PG&E is not’propoSLng any specmal
incentive tariffs for the sale of gas to be used as’ fuel tor
vehicles, within the- mean;ng of Section 745(b). ‘To the" contrary,
PG&E is proposing no new tarmffs in this proceed;ng and no change
to its existing NGV tariffs, GNGV-1 and GNGV-2, which, 'in any = C
event, are not special incentive tariffs. It is true, PGEE' admxts,
that incentives, unrelated to the ‘price of gas used for vehicle ' -
fuel, play a part in PG&E’s proposed NGV‘program. However, PG&EJ‘“*
says that one would have to-do serious violence to the ‘plain'™
meanzng of Section 745 or ignore its actual 1anguage entzrely'to
f;nd this section appos;te to~PG&E’s NGV program.’ - B
“But, even if Section 745(c) ‘does apply, PGS&E believes'-
that all ratepayers should -share in the ‘Costs of ‘the NGV program -
becausewall“ratepayers“will'énjoy“the”énvironméntél'Béhetité“ﬁﬁicﬂwz
will accrue as the result of increased NGV use. The nonexclusivity -
of raﬁepdyer'environmental‘benefits?in'no way diminishes the fact -°
that environmental benefits accrue directly to all- ratepayers. ﬁd'f
PGSE’S service area there is a ' virtual- identity of’ ratepayers ‘and -

vy
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general service area population. Therefore, there.is.no.
significant mlsmatch between the populatlon whzch both bears
partial respons;blllty ror exlsting pollution problcms and which
will enjoy the environmental beneflts ©0f.'PG&E’S NGV" program and the
population of ratepayers who wmll be asked to fund the program.

PG&E contends that its proposed NGV program ‘is -
analytically no different from the myriad of other programs which . ..
have been funded by all classes of ratepayexrs while offering
general societal benefits. The Zero Interest, Direct. . = ..
Weatherlzatlon, and Low=-income Ratepayer Assistance programs are .
but a few examples of comparable programs. Stimulation of NGV use
is just as legltlmately a utility. functlon as are the, other
sexrvices offered . by PG&E. T ol S e

' Having conszdered“the'rivalpinterpretatfoﬁé“of 5”745(c);
we adopt DRA’s equal cents-per-therm-basis for allocating - costs.
Contrary to the suggestion by DRA'andthe insistence of TURN-we do "
not find § 745(c) a barrier to such a sensible result. 'In our '
opinion PUC Code § 745(¢) has been fundamentally misconstrued by
DRA and by TURN.. In essence that reading would attribute to the’
Legislature a positive command that this Commission ‘discriminate -
against all ratepayers other than residential customers in“funding:-*
a program vital to improving the quality of the air for all @ -
Californians. ' In contrast to the fate of all other classes of -
ratepayers, this reading would mandate that the residential -
customers gain the undoubted benefits while being totally spared
any participation in the consequent costs. . Absent a command stated
in the most explicit of terms, we decline to attribute sucha
discriminatory purpose. Such an interpretation also ignores the' '~
language of PUC Code § 740.3(c), a provision enacted one! year after -
the legislation now codified as §§ 740.2 and 745.. In revisiting -
the topic of funding the electric power and natural gas low-
emission vehicle program the Legislature declared:
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#The commission’s pol;c;es authorlzlng utllltles"
to develop equipment or:infrastructure neceded - -
tor electric-powered and natural gas-fueled low.. .
emission vchicles shall ensure that the costf““
and expenses of those programs are not passed.
through to electric and gas ratepayers unless

the commission finds and determines that those
programs- are in the ratepayers’ interest....”

When this language is read in conjunctlon with the prohb;tions on
tariffs which result in any “direct or 1nd1rect subs;dy from
residential gas or electric cus tomer to persons uszng gas or
electricity to rcfucl vehicles”, a scnsible vxuion or the o

legislative scheme becomes clear.

2.2.1 The xole of § 740.3(c) is to govern théfPASS-thfough'
of equ;pmcnt and 1n£rastructure costs associated with
w— 4‘ v ald

,We-interpret § 740.3(c) tOcdeal with«fixed-infrastructure
costs associated with the Natural -Gas Vehicle program.. ..These are - - .
the costs incurred in constructing compressor facilities, S
converting vehicles, and promoting the acquisition and deployment: = .

of NGVs. - Such costs do not cover-either the acquisition of the .
natural gas nor the cost of its transportation to the pointiof.’
compression. With respect to these fixed costs our statutory . '@ "
obligation is akin to the task pexrformed by this Commission -and:its -
predecessor for more than a century. . They are not: to be passed .
through to ratepayers absent a finding on our part- that the program -
has operated prudently and in the ratepayer interest. - - v .oilinnT

- In the most general of terms, this determination has been.
foreshadowed. The Legislature has: declared that the pursuit.of - -
cleaner air and relief from global  warming:is inthe public = = iuuolv
interest. There is nothing in the hearing record which suggests <~
that these benefits, as well as the strategic.advantage:of. '

e
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lowering.-our dependence. upon-foreign oil, will .not berrealized :by:~-
the successful implementation of this program.- To the-extent: that: '
they are, they will be enjoyed by all Californians in their.:
capacity. as xatepayers. . . .. ¢ ool 0T ot N AT
ol ' > - 45 , e DAL L T e s
. While §..740.3(c) sets. the standard: for, K reviewing‘the: ... 3
pass—through of fixed costs, § 745 .governs the allocation of : . .o
variable costs of the NGV program. :They include the- commodity: cost:
of the gas,.the transportation of that gas to the customer’s:.
facility and any variable compression. costs. . PG&E has two existing:
natural gas vehicle tariffs, one-for-compressed natural gas:.and the:
other for uncompressed gas.. Section-745(c) imposes-upon the- ...
Commission an obligation to review these and any successor tariffs:-
annually to ensurec that they do not result in any: *direct or . .
indirect subsidy” from residential gas or electric.customers to -
persons using -gas or electricity to refuel vehicles. ' In one.year’s.
time we will conduct an initial review of the .applicable tariffs to.
ensure that they have fully recovered the variable: costsrassociated:
with the commodity, its transportation and compression.. AR
. On: anothexr point, we agree with TURN.that ratepayers-:
should be protected in the event that PG&E attempts to sell ox spin
off any NGV-related assets to an unregulated subsidiary oxr e
affiliate. We would add=--to any. person -oxr.company.. Although PGLE.
will capitalize and ratcbase certain facilities, especially.
customer c¢ompression stations, thereby investing. its.own funds, - =7
that investment is an integral part of a subsidized program funded
in large part by ratepayers. - Under the.circumstances it is o
equitable that any funds derived from the sale or-.transfer of
assets devoted to this NGV program be: accounted for to.offset
losses from the program. - - =, .01 CLL S Ll e .
, Because of the view we take, we cannot. approve any .of ‘the
cost allocation proposals before us. We-expect: PGLE-.to submit.a
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proposal in. compliance with. thls.declslon&when»lt seeks to-recover

a, . PN ,.u—-.-r\—‘\

its. program costs in rates. T 0L 0D DT e oL 0An
MM o o B P T S R ’:"1‘.’“..5' M N e
PGLE’s proposal calls for ratebasing itaown’ refuclmg
stations, the six refueling stations that are sitedon ‘the oil .
companies’ property, -and the three to five ‘refueling stations
located at customer: fleet locations. PG&E also proposes:xratebasing
the- conversion costs of new utility vehicles. DRA believes that:
ratebase treatment is appropriate.for PG&E’s own CNG refueling
facilities, but is totally inappropriate-for the CNG facilities
that will be sited on the property of oil companiesiand‘fleet
customers.. The CNG refueling stations that are sited'on oil' -
conpany and.customer fleet locations will not be used to refuel
PG&E fleet vehicles. 'Instead, it-is contemplated that the oil -
company stations will be open to the public, while the customex
fleet locations will serve the needs'of that particular fleet
customer. . The only benefit that PG&E’S gas operations receive from- .
the oil company and customer fleet stations is that the -stations -
promete the use of natural gas as a vehicle fuel. - For -those
reasons, DRA says it is inequitable 'and unfair for PG&E teo' include
in ratebase.facilities which do not directly affect the'gas'
operations of PG&E, and at most confer a societal benefit of better
air. quality on PG&E ratepayers. DRA-claimsthat if PG&E is: o
permitted to ratebase facilities on customer and oil company
property, . PG&E -would have an .incentive to continue the 'program .=
until the facilities are fully ‘depreciated, about ten years:‘”DRA“"‘
states that ratepayers should not’ have toApay a‘rate of returnon a-
potentially risky venture. oL LRt SR
PG&E responds that DRA’s position betrays ‘a” lack of
understanding of accounting and ratomaking principles. '"PG&E ' -
capitalizes compressor stations and conversion kits for new
vehicles because this equipment is:a durable asset with'-a" Iong. -
life. And under normal accounting and ratemaking principles, the
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cost of the asset should be recovered over the useful life ofthe
asset. Capitalizing such equipment is alsec:-in~ conformance with- o
Federal Energy Regulatory Commission accounting standards-and is-
required by the ‘Internal Revenue Sexvice (IRS). In“expensing this
capital ecuipment, DRA ignores the fact that the!IRS requires that '~
it be capitalized for tax purposes.  PG&E-says that ignoring the' -
additional cost associated with ‘this tax-timing difference unfairly
increases the shareholder’s cost burden. In regard to the -ten-year- -
depreciation, PG&E has offered:to depreciate the - equipment over a
two .or three~year life, provided that the additional cost’ resultlng*
from tax-timing differences is recovered: by the company. " - :

" We adopt PG&E’s position. In“addition to the reasons
PG&E puts forth, by capitalizing the costs of facilities PG&E will -
be investing about $7 million over a two~-year period. Admittedly, "
the ratepayers will have to pay a return on this -investment, but "'
they will  benefit by not having to pay-this $7 million ‘in rates”
over two years with little or no hope:ofgenerating-offsetting
revenues in the period. They will repay the $7 million'iin rates
(plus return) over the life of the facilities, with'a better chance
of revenue recoupment. - To'state it more s;mply--zf ratebase
treatment is. not permxtted durlng the next two years ratepayerc
would have to fund about $18.8 million rather thanm the $12.5
million under PG&E’s proposal. .. - . .. .y e -

PG&E presented evidence, that .oil. companies and gas
station operators are hesitant to invest in CNG- statlons because
they are fearful of being embraced by the regulators. The
assumption being that th;s embrace would be-detr1mental to their
economic health. No representatave of prxvate 1ndustry so
test;f;ed but Chevron made the polnt strongly 1n its brzef.
Chevron belzeves that a statement by the chm1551on that a sale for”
resale of CNG is not subject to PUC regulatxon will not gmve '  w -
sufficient comfort to entrepreneurs and that leg;slatmon s T
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required. DRA, supported by.TURN, does-not object to.the ..i: o . "
Commission’s -resolving this -issue -in-this proceeding, and. resolvxng
it in favor of nonregulation.- . -~ - cool vwosa oo mwand Uann o

. DRA proposes that the Commission houlduadOpthu&eSNandeﬁ
tarifst prov;sxons;whlch would :allow private entities to.eithexr ...~ .
transport or -purchase natural gas from. PG&E_for resale at. a-service .
station -for NGVs. - This would serve -to-foster a-competitive market: ..
for the sale of CNG. If CNG is a viable alternate fuel, then:third
parties other than utilities will be willing to invest in-NGV... .. -
service stations and accept the market risks associated -with such ..~
an investment. Moreover, regulations in California mandate that - --:
the gasoline industry must provide for the dispensing of alternate
fuels such as CNG. These vendors should be provided the . o
opportunity to sell gas to this potentlal.newhmarket;asvanm;xu;vu iz
unregulated service. The transmission and distribution: ofr.gas to:
the NGV refueling station would continue to be-regulated»underma~p L
tariff, but resale of the commedity would not -require any--
regqulation by.the CPUC. . - . - - e IR

. DRA recommends that the Commmssion should.‘

1. Allow for the sale or transportation of -
uncompressed natural gas by PGEE to thlrd
- parties for purposes of resale or fleet use
- as CNG for use-in NGVs; = = - .t oA

Not regulate the sale of CNG by‘nonutlllty
entities for use in NGV, o e

"Allow third parties ’selling CNG to charge
..an unregulated market rate. for their
‘,product. .

pew oyt

)

When requlred address any. sarety standards
regarding CNG sexvice stations, for
example, vehlcle fuel;ng ccnnectlons.

2

' Thesc actlons, DRA belmevea,‘wxll help othcr partxes move
toward makzng the market-based dec1sxons 1nvolved 1n utml;z;ng ‘
alternate tuels such as CNG.‘ e -

P e A T W S DA oA ST DR S I
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--The-statutes that some-parties fear will ensnarer them REE
into the regula'cory process are simply worded.' .o oiii. el il
PU Code §: Lpe e e .

. 7"22).  -‘Gas plant’/ includes all real estate,fm.
flxturcs, and pcrsonal property, owned, .
controlled; operated, or managed in connection
with or to facilitate the production, . .-
_generatlon,‘transmx551on, dellvery, underground
storage, -or furnishing of'gas, natural or
manufactured, except propane, "for light, heat, -
ox power. _ o o

”222 . ’Gas corporatlon' 1ncludes every

corporat;on or person owning, controlling,

operating, or managing any gas plant for

‘compensatxon within this State, except where'

gas is made or produced on and distributed by

the maker or producer through private property

. alone solely for his own use or the use of his:

tenants and not for sale to others. L 7 ‘

Under these statutes a fleet operator owning: a CNG pump: .
for its own fleet clearly does not fall within the statute. ‘And we .
believe it is expanding the meaning of words to an’'unnecessary
degree to equate the word “power”.in:-Section 221 to .include CNG. -
which is sold in a manner similar to 'the:retail sale oflgasoline '
for vehicles. After all, we do not:.believe . anyone would seriously:
contend that a gas station operator 'is a-“pipeline corporation” . . .
subject to our jurisdiction merely because he has pipes-in-his
station which deliver 7f£fluid.substances except water : through.pmpe
lines.” - (PU Code §§ 227 and.228:;:cf. Ri 14 < : S

85 8 . We have.expressed our .=

support for S.B. 547 which specmflcally exempts retail sales of CNG.
for use as a-motor.vehicle fuel.o: . - | oo Lo Wl SRt

We agree with DRA on.all points’ except Lor -xeserving -to
ourselves some. safety Jjurisdiction.at:service stations.  .If DRA’s
concern is limited to the PGLE’s side-of the metexr and-the ' .07 oy
connection -to the service stations’s:side of .the-meter, we: agree . '’
that we-should -retain safety jurisdiction. But: the: service station:
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side of-the-meter should be the’ responsxb;llty of- others;, " just as

gasoline pump safety is. . Toa LI 5 N anonl S Larr i nrey
2.5 Anticoppetitive Effects R I RS

The Legislature has declared that State pollcmes which
encourage gas. utllltles to enter lnto ventures wh;ch promote CNG
vehicles should ensure that the ut;lltles do‘not: unfazrly compete
with nonutility enteorprises. "DRA’ bellevec ‘that 1! PG&E's NGV :
proposal is adopted by the: CQmm1551on, it will have an’
anticompetitive effect on oil companies as well as on other clean
fuel markets. DRA observes that a’ 1arge~part of. PG&E’s program
calls for customer incentives to convert rlect vehlclc S incentives
to purchase OEM CNG vehlcles, and 1ncent1ves to subs;dlzelzn whole
or in part the building of’ refuellng stat;ons. DRA argues that
these incentives would g;vc CNG. a competitive advantage'over other
clean air fuels. There are no other existing programs where cash
incentives are given to.a customer to encourage them to-convert to
a specified clean air fuel.  Giving customers cash for converting
their vehicle to CNG skews the economic decision-that a‘customer
would normally make when deciding which fuel is the best’ value for -
the money. -In addition, with:/the tax credits available-for low=: '«
emission vehicles, additional incentives are no longer necessary.
DRA asserts that the proposed ratebasing of refueling stations.
sited on serxrvice stations and customer locations harms~oil -~ -
companies who plan to compete in the sale of CNG. If : these PGLE-
owned sites -are ratebased, the company will earn a rate of return:
on those stations. O0il companies, on the other ‘hand, 'do‘not enjoy
a risk free rate of return. . The price that oil companies must - .-
charge for CNG cannot compete, in DRA’s. opin;on, with the - .
subsidized return that PG&E will.-earn. iR R

Chevron, who is.a:potential competitor, does not believe -
that PG&E’s proposal is anticompetitive at this time, :but that "
PG&E’s proposal to conduct additional.CNG retail sale transactions
could be anticompetitive if and when a competitive .market for: the -
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retail sale:of CNG is able to develop: -Chevron is concerned -with
the ‘anticompetitive impacts ‘of the utility’s proposed extended™
ratebase period and of DRA’s: suggestzon that the Commlss;on retaln**
a competitive CNG retail sales tariff. R T
To encourage competition. Chevron~recommendsﬂthatithe~¥~-fﬁ
Commission should now order that as soon-as practicable: arter
resolution of the sale for resale issue PG&E -should: ' - -
1. Cease entering new-CNG ' retazl sale servuce'»?‘* -
agreements; ‘ o o

2. Construct no additional refuelzng stations
for retail sale purposes; . ‘ .

Be allowed to continue bundled retail™
tariff sales .only to certain CNG customers
that it is serving pursuant to existing :
sale service-agreements-and subject to TR
 eertain conditions: and : R

To the extent feasible and if not ' 2
detrimental to .an existing CNG customer, -
divest itself of the refueling statlons

used for public retail CNG 'sales. ' -

PG&E responds that to adopt Chevron s recommcndatzon o
would create a number of problems. Fxrst, it is bl;nd to-the most\
important consmderat;on in PGSE’s uxthdrawal rrom the refuel;ng o
markct: that is, whether convenient alternatmvc refueling opt;ons"f
are available to the NGV customer. Second 1t prematurely attempts”
to set the rules for PGSE’S wzthdrawal from the fleld before the
market has developed and wmthout the 1nput of any number of partzes'
who nght have an 1nterest in the terms of such a wlthdrawal._h'.h

Chevron’s third condzt;on'relates to the prov;smon of 'hf“
bundled tar;ff sales only to certaln current ‘eNG customers and ‘“'“_
subject to a number of addmtlonal condmtxons, such as the execut;on
by the customer of’ an annual certlflcate that 1t has no other ;” :
feas;ble refuellng alternatzves. PG&E clalms that thxs 1s onerous
and unreasonably 11m1t= the use of the publxc rerucllng stations to
customers who have sxgned up ‘for CNG servicé on or before the date h
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of resolution -of the sale for resale-issue, whether or not. at that -
date other viable refueling options-existed.. PGSE-.says that this .’

provision does not appear to be aimed at. promoting the-entry inte
the market of new NGV customers, but-rather at protecting the - .-
position-of nonutility entities. interested in the-refueling market,

whether oxr not they have actually acted to make .refueling stations.
available to the market.  PGLE does not believe its proposed six - - -

publi¢ refueling stations in its entire service-territory'can pose
a realistic competitive threat to any entity which is serlously
interested in committing itself to . the: market. g g

PG&E maintains that its NGV program is desmgned to foster
overall market development and. eventual competition. . Currently,
there is no NGV market to speak of. ch CNG vehlclos are being
manufactured or converted. -Few. publlcly avallable CNG refueling or
vehicle repair stations exist. In short,; there is Mo real NGV
market and, as a consequence, there are no- competltors. PG&E’Ss
program is intended to act ‘as a brldge bctween thc current
situation and a mature NGV market. The program is. deslgned to
support market development and the part;cxpatxon of prmvate
lnvestmcnt._ PG&E'e goal is not to be 1nvolved in constructlon of

NGV servmce statzons in the long term., Our goal is to achleve a. .

smooth transmtzon, as promptly as posslble, to an unregulated
competltlve CNG rcta;l market. C

o The record is clear, and we ﬁlnd that PG&E's NGV program
is not antlcompetltlve.' There are no competltors now, and e

,;.

potentlal competltors, if there are any, are waltlng for PG&E to g”:“
show them the way through the 1nvestment or PG&E' and ratepayers'
funds. As compet;t;on in the NGV market emerges and evolves, the L

Commasszon will be 1n a posxtzon to adjust the PG&E orogram, as
necessary, in response. PG&E wzll be subject to‘ongolng
reasonableness revzews._ In addltzon, PG&E's entlre NGV program

w1ll be subject to rev;ew should PG&E apply to contlnue the program'
beyond 1ts two-year term. PG&E has also agreed to submlt perlodxc >
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reports to the Commission. The Commission 'will:havelample™. i "l .- .
opportunity to:rreview the competitive situation: and make:mid-course
corrections as necessary. - ‘But, the.short answer to Chevron,-and o
others-who fear. competition from PG&E, is that there is’nor 7. in
competition. : PG&E' is in this market by default.  No one:wants to -
compete.. | o B . e S
. Chevreon’s position is. premature in that it seeks to’
inpose. conditions on PG&E. to- ensure that it leaves the market - -
before we know whether or not there is a market and the-extent of’
PG&E’s activities and investment. - 'Further Chevron, while anxious:
to see PG&E‘s quick exit, makes no.proposal of how PG&E and its @' :

"~

ratepayers will recover their:investment.  .Recoupment is an ©

RN

overrxdzng concexn of ours. ' . v osl ety
. Infunding the utility fora: two-year" perlod we' are
trying:to promote the development of the equipment and™ -« i il
infrastructure needed to facilitate the use of-natural-gasﬂasﬁaﬁi
vehicle fuel. Utilities play:a critical xole in the-developmentiof’

this. market: but the role, though-critical, should be temporary:
However, we are not prepared to set a timetable for the extrication:
of the utilities from the market because it is not clear how long
their presence will be needed to provide the" brldge £o & profltable
competitive market for retail CNG. . . Tt
“To further promote a retail alternate fuel market wc‘
expect to open-a comprehensive investigation of" the 'use’and-
promotion of -Iow-emission vehicle. 'As part of this investigation,'/ -
we will be soliciting proposals from the'utilities, the ‘industry;,"
and other interested parties. The investigation-.is expected-to- 7
include electric vehicles and cover a broader range of issues than
has been presented in this application. The experience of PG&E and
SDG&E with their NGV programs will provide us with the practical

information needed to reach a workable policy.
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2-6 _Timing: VOXY o .o vl end il st e
.. When. PG&E filed .its application;in-this’ proceedxng, 4 Lol
cxpected a-decision by.January 1, 1991.. However,~xtglsunow@fx:Jfav

i

Bt

apparent that a final decision will not be: rendered: until mid-%991.-
Consequently., PG&E has amended its .rate implementation requesto.«: .7
PG&E requests that gas base revenues be increased on an annualized—:

basis as soon after January 1,.1991-that a decision is rendered,

and that the 1991 gas rate change be:consolidated with the ACAP. ~

rate .change on April 1, 1991. -This proposal means that:.for-every . :

month that a decision is delayed past January 1, 1991, PG&E will be-

short by one-twelfth of $5.2.million. This is a shortfall.of .-

$433,000 per month, or $1.3 million. for three months, assuming-an: ..

April 1 decision, and a cellection in 1991-0f $3.9 million..m:Im- ..

light of-this fact, PG&E proposes. that: a.balancing account be

established starting at the decision-date to-allow PG&E. to recover -

up to $5.2 million for 1991. That is, if PG&E spends more-than the:

amount collected .in rates in 1991, -up to a-cap of :$5.2 nillion .in v
expenditures, the undercollection will.be recoverable .in:rates in:-.:

1992.

the full two-year period originally proposed.will have a:more

lasting impact:on the public¢..  We are concerned: that costs incurred-

by PG&E prior to the effective date of this decision not be::
recorded .in the balancing ac¢count, to. aveid- being construed as .
retroactive. ratemaking. .. - .. - ' . SRR Srig .

. Although PG&E’s request 1z reasonable, we prefer to begin-
the NGV program for a two-year period -on the date this decision- - -
becomes final. In our opinion, permitting the program to-consume: . ::
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This decision was issued as a Proposed. Decision and:-- " 7"
comments were received from:. the applicant, DRA,. TURN,: Southern
California Gas Company, the California: Gas Producers Association,
and Chevron. . We. have.considered the comments and/ £ind: that: most "o
merely reargue positions taken at the hearing to clarify the -~
decision. We have made some. minor changes and:have expanded--
portions of the: discussion section,’ especmally the section-on
anticompetitive effects : AR : A S

1. To.achieve substantial market penctration: for-the use of
CNG fuel vehicles a ratepayer-funded programfiS"requiredltchevelqpﬁ
the equipment and infrastructure needed to encourage the use  of
natural gas to fuel LEVs. ... ... v S R ‘

2. Inpedinments to the use of NGVs. includev- (m)ilack?o£“r~”'
customer acceptance, (2) lack of participation by automobile”
nmanufacturers, - (3) unfavorable fuel economics, (4) lack of
refueling stations, (5) lack of trainddvmechanics,»and:ceyﬂ§afetyﬂ*i
perceptions_that gas in its gaseous form: is less safe than gas' in
its liquid form. An NGV. industry requires. initial pub11c~
assistance to establish itself.: - ..oon S oL BT

3. . To provide an opportunity. for potential users.to become
knowledgeable about the benefits. of NGVs a program must bel "~ /7
established which does more than merely convert utility>facilities- -
and vehicles, but reaches out to the public in.a way thatimakes- 1t =
convenient and economical . for the public to participate.cv. 7 .70

4. PG&E’s progran. which will increase access to CNG
refueling stations by 25 stations: offer CNG vehicle .incentives up
t0-$1,250 per.vehicle to a:maximum of '50% of the conversion costs" '~
to fleet vehicle owners to convert their existing vehicles to use’ -
CNG; begin a marketing program to:communicate and demonstrate the . -
benefits of CNG: develop an after-sale support capability”for. -
converted vehicles; and provide. technical support of those ™

T}
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vehicles, is a reasonable effort to create a CNG xnzrastructure and-
st;mulate-the CNG /market. -~ . i o DIy

- DRA’s proposal to restrict PGLE’s program: to merely
adding six additional refueling :stations on PG&LE‘s: property and’’
converting PG&E’s vehicles is- ;nadequate to meet’ the- needs-of the

public. \ , A SRR ,
6. DRA’s proposal that ratepayers be responsible. for- 100% of-

PG4E’s flecet costs, but all additional. costs should be shared %0/50
between the ratepayers and the shareholders is not in- the publlc L
interest. e oo
. 7. DRA‘s proposal to provide only"$6~mi11ion4dollars to

support PG&E’s: program over the next. two years is. inadequatc and -
not in-the public interest.: e iy

8. The rates to be generated under the proposed tariffs of -
PG&E will be reviewed annually over the 1991 - 1992 period to-
ensure recovery of the variable cost. components ot~thewNGVﬂprogram£?

9. The costs to be incurred over. the two-year: perlod ot
PG&E’s NGV program are at: least $12.485 millien. R

10.  The- tariff rates. proposed by PGLE and DRA for: the sale - of<
CNG and natural gas for compression will: not raise sufficient =
revenue to cover the total costs of the: service.. > ol

1l. The cost allocation: proposed. by PG&E and DRA.-to - recover
the variable costs of the NGV program as. part of PG&E’s ‘NGV-tariffs:
will be reviewed annually to ensure that they do:not result/in any "
direct or indirect subsidy from residential ‘gas. or electric: .~
customers to, persons using - gas. or: electr;cmty'to~reruel vehxcles in~
vielation of-Public Utilities .Code: §-745(¢c).." el

.. 12. 'PG&E’s NGV program is: experimental and its: proposed

tariff rates are incentive rates:. .For.those.reasons, and-under . the’
circunstances, the tariff:.rates for.the.sale of CNG and -natural gas:
for compression proposed: by PG&E-are just and reasonable. & . -7 T

13.: The. fixed infrastructure-costs associated with the NGV .- .
program result-in air quality-benefits. enjoyed by:.all Californians.

R
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in their capacity as ratepayers and, as such, should'be recovered:
on-an”ecual’ cents-per-therm:basis over: alliveluimes’ sold by PG&E to
all customer classes consistent with- the 1ntent o£~Pub11c Utllltzes
Code §°740.3(¢)- A S T e B A

14. The evidence is insufficient to make a findlng when, 1:
evex, the NGV program will be profitable.” : : SR

-15." PG&E"should be allowed- to ratebase the” capital costs as -
sct rorth in- its proposal. | S

" The sale by PG&E of natural gas for’ resale to customers

using NGVs is in the public interest. - ' T e e

17. Any funds derived from the sale or tranSfer“o£5aSSetsfw“‘
devoted to PGEE’s NGV program shall ‘be- accountcd fox’ to ofrset
losses from'the program. - - 4 R L

18.. Persons operating service stations for the sale“of CNG,
other than those who are public utilities by reason: of operations’ -
other than operating a service station, are not subject ‘to '
regqulation by this Commission;fiThose personsfmay4SeII*CNG”at**”ﬁ
prices they deem appropriate.. - - ° 70T . 0 EVAn oo

19: Our: jurisdiction on CNG sales is limited to PG&E’s side -
of the metexr and the connectmon to the service stations’ side of
the meter. : R

20. PG&E’s program at this time has no anticompetitive
effects. Should the NGV market expand to a point whexre ~'-
nonrequlated entities are prepared to-enter the market without
subsidy we-should review PG&E’S continued presence in that maxket.
The conditions to PG&E’s’ entry and exzt from the- market proposed by
Chevron are: premature.: B : e AR

" 21.7 PG&E’s - program should-begin on the effective date of ‘this”
order and should terminate two years from that date-unless'modified’
by -further ordexr of the Commission. No additional fundlng w111 be
granted until the completion of the two-year program. A 8

22. TURN is found eligible for compensation in this % =77’
proceeding.
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Conclnsions_of Xaw . - B R V] O TR R R T L R TR SO Y TR S VR o

. Lo The PGE&E NGV program-as: set: zorth in- th;s appllcatzcn:and-
modified -by this decision should be.adopted. . ... .~ . .. = - mes: o o

2. The PG&E program for recovering variable costs: 1nc1uded
as part of its tariffs will-be reviewed annually to ensure they do
not result in any direct or indirect.subsidy from-residential gas- -
or electric customers to persons using. gas or electricity. to.refuel
vehicles in vieclation of Public Utilities Code § 745(¢).. -

. 3. PG&E’s NGV program should:be permitted to be in-effect
for two years from the effective date of this decision unless.:
further modified by the Commission. .- . . .. . . o e L

4. Persons and corporations operating sexvice stations. tor
the sale of CNG, other than these who are public utilities by ..
reason: of operations other than operating a service station, are
not subject to regulation by this Commission. . - ..o oalis -

5. The allocation of fixed infrastructure costs.over.all-
customer classes is . consistent with the intent of PubllCaUtllltleS‘
Code § 740.3(¢) given the finding of air quality -benefits . that will:
be enjoyed by all Californians in-their capacity as-ratepayers.

P

QRDER

IT IS ORDERED that. TR IO A O S S T o A
l... Pacific Gas and-Electric .Company (PG&E). is: authorlzed 0
implement its-natural gas-vehicle (NGV) -program as set-forth in:its:
appllcatzon -and- as-modified by this-decision.: .. = smeivivoss e
L 2. PGSE shall establish an NGV balancing account Lo record .
the, revenue. and. expenses related to-the NGV program.pxrhegbalanc1ng
account shall accrue interest at the 3-month commercial paper rate.o
- 3., PG&E . is authorized to spend.no-more than. $12ﬂ4859000~p1us-
interest in the Jdnitial two years. of its.program as costs:to be:
charged to the ratepayers-,« L AT Al e :
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4. PG&E’s NGV program shall terminate two years from the
effective date of this decision unless further modified by the
Commission. No additional funding will be granted until the
completion of the two-year program.

5. PG&E may seek recovery of the balance in its balancing
account during its next cost allocation proceeding.

6. The costs of the NGV program shall be allocated over all
customer classes. These c¢osts shall be recovered on an equal
cents-per-thexm basis over all volumes sold by PG&E to all customer
classes.

This order becomes effective 5 days from today.
Dated July 2, 1991, at San Francisco, California.

PATRICIA M. ECKERT
President
G. MITCHELL WILK
JOHN B. OHANIAN
DANIEL Wm. FESSLER
NORMAN D. SHUMWAY
Commissioners

| CERTIFY THAT.THIS DECISION"
WAS APPROVED, RY.-THZ-ABOVE
COMMISSIONIRS ITTAY., -

o

LMAN{ Executive Director
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