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Additional AppcataDCc 

,Robert ~agen,Attorney at Law',,, ,for the 
, Oivision of Ratepayel:: Advocates. 

1. ~!""MXY of Decision 
The Commission ooncludes '~hat"~,iith ~me~ exceptiori:f~ ~p'ae'ific': 

Gas and Electric C~Inpany's: ,(PG&E) special elect';ic contracts 'were ' 
roa:l:on",bl" d.uring- tho 1989 rce~rd poriocf::' In' th~ c~'se' 'o:f a'PG&E' ' '" 

contract with Arco, a disallo~a~~e of $17'-l61 is ordered because 
the contraoi did not yield' apositi"';e oontribution to ma:rgiriiri'" 
connectio~ with se~ic~ to ~c6"s North' coi~s fa~il:i:ty~' :;Ac~nt:ract 

, c.. ",' " ",' , , " . " '"' "" ) '" , " , •. , ,.,"., ,'; :' t,>' " ,. ~ ""' , 

with TeXaco is reviewed tor the 'first 'time and. :found' to"be" " 

reasona:ble. 
The Commission also reviews a contract ~;ith 'Chevron' ,', 

U.S.A., Inc.' (Chevron)' ~hic~'~ecame 'eftectivQ d.~ri~g the' 1988 
record period.' The floOr 'pric~ co'vers :the 'm~:r:ginal oo~t that'PG&E'\ l 

• I' ,: I .• • ," " '. " ,; '. " '. ) " . ,". :' .• , ", '".~ , ;" -, ' 'I, • "\.,; (r :~: "',, " ', .... _.':: . 

l.ncurs ~n prov~dl.nq electrl.o servl.ce to Chevron at l.ts ~l.chmond 
refinery, and. is' ther~:fore reasonab:le ~ ',-:-; '; ,,,,', \,"::' '. 
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2. a.ae~~ 
2.i'" :spe£i~il' :&lecitnc' COntX'llCe:t3,' '?'" ," , .. "" ", :':':": ::~;.,,:~ ,{:,~" .:.:, 

.;. r; Si'l?-c.~91S.~}-::.,P,G&E hAS entered:into·::a,gx:eem,~nts, '~ith.,jl.,~ge "'<'ii, • ~ 'j '" . t J I It. ~l I • , 

electr:tCc' ;~us:tomer:s;'I~ oftferinq them electr'ic',"ratG'!I"below;,'tl1~:,::ta:riff,:,,:;: 

rates ~~~';~!~oJi-~;~~h~~ise apply i~e~~~rig~ 'f6£.:~' p,~~mise. :;by', th~~~,~'~' 
either to£crg'c or to d.efer sel£-generation~ "PG&E ha:s' offered . 

". ..., ' ,-"" \, ,. ",' > ~ ". \ ", <., "'I'" '. ..'.' ~, ' 

these special contracts to- customers,: that it determiriedwere,": " 
particularly likely to begin sel f-generatinq in the: near'i:future~, I'" 

. In negotiating these contracts, PG&E considers the' ~'~~tomer;'s 
competitive alternatives and attempts to set the rate at the level 
at which the customer is indifferent'to' whether it"obtains' 
electricity by means of PG&E service or the alternative of self-

. - '\ ,'. • , .• , ',<', • < , ..... , •• 

generation. ' '" ":,' .', ,,' ", ",. ' 

The Commission has adopted policie3 and proced~res for 
, • t " , , , • '~- •. \ •. , , ,,' 

special electric contracts' in' a series "0£' actions that began in 
1987. In Decision (0.) 87-0'5-071, we':'dis<:UsaeQ:. the:,appropriateness 
of allowing the limited use of su~h.~C;~t~act.·3 fo'r customers of 
PG&E, Southern California Edis,on CompAny". and Sa~. Diego Gas & 

,I ' ", '."" ,'J. l.: ' ',; 
Electric Company. We found that while these contracts pre~ent 
several problems, such as the potential for unreasonable 

• f ... , t' ~ .,." " •• , ~' ... ' "\, '~" ' 

discrimination, under the right conditions they can be usefu'l' 'in' 
, ' ,'" '.', ,., ,.. "r' 

retaining potential bypassers on the, 'system and can provide an 
overall benefit to ratepayers. By o~a8,:"03-0'Oa, ';e iS5ue:d,' ,,:',. . 
guidelines for expedited prior app~o';'-Ai,' of special ~ie~t.ri~ , :, " 
contracts. In 0.89-05-067, we evalu~t~d. the' role ;fsp~~ia'l:: ,', 

f 1'" .-, J 

electric contrActs under changing market conditions, 'and ordered 
that the reaso'nablene5s of 3pecial el~~tric' cont~dets b~'re-':':'i~~ed. 
in the reasonableness phase of each ;ele6tr'ih utility',s 'an~u'oi' .', 
Ener9Y Cost, Adj ustment Clause (ECAC),. proceeding. 

r .j. '. r [ 

On December 27, 1990, we issued O'.90-12~128' in 
Application (A.) 89-04-001, an earlier'ECACpro~~~dinq.-i~:that 
d.ecision we considered. the reason~len~ss ~f PG&E's 'specl~,("" 

• ..... L "'.' •• R T.- • ~ 

electric contracts for the first time'. As it WAS the first' such' 
, ' " . , ...... ' " , •• j, 
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A.90-04-003 ALJ/MSW/tcg 

review, we, est.ablished general, criteria ,for. reasonableness ~re:v:-iews. 
, . \ ' , ' .. "'~ " , 

One such criterion is that the contracts s.hould.. inclu¢,e·a·,floor." 
price designed to allow the utility to ,recover the; marginal cOSt of 
servinq the customer, with componentsreflectinq.energy,co3'ts, 

, .., 

g~n~ration capacity coztz, tr.:1n3mi:seiono.nd., d.i~,tr1but1on\''r&o-): 
capacity costs, and customer costs. ". " ." ,',,;:~ 

In D.90-12-1~8, we determineei.that a'contract<is 
unreasonaole if i.t does not inelud.e ad~quate f,loor price 
prov'isions and provide for a contribution. ,to margin.' (,the amount by 
which the revenues received, from a customer exceed~ the marginal· 
cost of service). For each ,ree~rd period.during"which, sueh';a ~: 

eontraet yields a negative contribution. to marqin,the Commi:s.:s.ion·. 
will ord.er a disallowance in that amount. The. d.isallowance ··is 
sub't.rac't.ed from the allowable recovery in the Electric ,.Revenue 
Adjustment M0chanism (ERAM) balaneing account' for special.,.,:: 
contracts. 
,2.2 Proceclurll1 DistoD' '-. ".,'. ", \. 

BecaU8e a decision on PG&E ~s, .pre-l9S.9. special. electric " 
contracts had not be,en issued whe~ re~sona.bleness phuzehearingz. ,. 
were SCheduled in this docket, the Divis,ion of.Ratepayer:,Advoeates 
(ORA) requested that the review. of PG&E's .. special electr:ic 

. . .' . 
contracts for the 1989 recorcl..periodbe de,ferre,d, 'pend.ing. a deCision 
in the earlier proceeding_ PG&E concurred with the-. request,. which 
was granted. by the administrative l4wjudge (ALJ') with the 
est~blishment of a separate pro~edural phase. 

0.90-12-128 concluded the Commission' sreview 0.£ PG&E'S 
special electric. contracts for .1988, and eal:lier record.:, periOd.s ,', . 
wi th the exception' of a contract, ,wi th Chevron _ '. Review. of the, .":. \. 
Chevron contract for 1988 was d.eferr~d in part ,to,'this"proceed..ing~ 
FollOwing' issuance of. 0.90-l2-128, the ALJ assigned.to this 
proceeding established a schedule. for. hearings on special electric . . , . ,. 

eontract administration and ex~pution in, 1989":, .An ... evidentiary·, 

I"j' 
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A.90-04-003 ALJ/MSW/tcg 'II 
; (,. , i) '. •• _ f. 

hearing WaS' h~ld' on May '20, '199t,. and 'the matter 'w;"~{ sub~it't~d \~i:th 
the filing of reply briefs on June 18"/ 1991. '. ". ,'~: :: .... ;;. 

The proposed deeis1on:·ofthe ALJ 'was' filed ori6ci~b~r' ~'7', 
1991. Nc>commentshave- been received~:' 'The" findings,' op'ihi~h/·hnd. 
order made in the' proposed 'decision~are confirmed-.· '. , ': ' .. ' ...... . 
2.3 Status of A.9Q-Q4-Q2~ " .", 

By 0'.91-07-009 dated' July '2, "1991;' 'the~ Commission 
concluded its reasonableness' review 'for PG&E ,'5' 1989 oper~,~.~6ns:~ , 
with the exception of certain deferred' matters. "In addit.ion to' 
special electric contracts, theseinelud.ed. 9'o.s~relat~d··~o8~~ and. . 
operations atPG&E'g Geysers:' Unit '15' which will be' con~'.id~red i~ 
conjunction with Investigation: '(I~) 90-02:":043. .~ (D. 91~07::009'~" . 
Ordering' Paragraph 3.) " .' . :' I. • .'" ).'::~~"'" .. , ,: 

e·· 

On July 2S, 1991, by' a joint: rul'ing, th~ AiJ~ ~~'s.i:qried to 
this application and PG&E' 5" 1991ECAC application' (A::·91-0·4~~003')". :'::. 
ordered that "(eJxcept for special electric contracts issu:es~ 
currently under Commission consideration inA.'96-0'4'':'o63:~·~~d' • 
Geysers l5 issues conso'!idateCl"with I.9"O-02-04·3; al(;~~aining 

'. : . . ,' .. :, (' ,0:' .. :.. reasonableness issues pending in A"9·0~04''':'003 are hereby removed and 
trans·ferred· to A. 91-04-003. ";' .' " . , :. " .'. :'" ,,',. . ", 

T<Xlay's decision completes the' specialele~t~i~:'6~ht'racts . 
phase of A.90-04-003.Sinceother reasonableness iS3~e~: ha~e been 

, ,'", ' ,"( ," ". \ • " " ,I' L ,. '" I .• ' I .\ I ( '\ " 

transferred· to A~91 .. 04-003, A.90'';'04;';00·3 will"remain' open only for 
consideration of GeysersUnitlS issues' which 'have"been ,.,' '~'., .,'" 

consolidated with I.90-02-043 .. Ordering Paragraph 3 of ,0.91-07-009 
will· be superseded. by this' order to 'the': ~xte:nt :th·o.t"t·he· 'former .. 

• '. .... j • c ,. -'i .. \ ' ',' • • -, ~,' ',:' " - , ','_' • c '"" \ j , " 

provided that A.90-04-003 remains open for consid.eration of gas .• '. 
" " " 

system issues and gas-related electric system issues,"·. .>:: .. :~ .• /. <..I 
.3. . Uncon:tes:ted rs;ra~ ',' . ',' ',', "., 

PG&E and ORA were the only: parties to 'S~b~it tes~im~ny~ ,,,,,' 
- " ,...~, , • I ,.,' 

and briefs· on special electric' contract: issues. ' With' the adop:tion:: 
, • "" '"I ,';,': ." ,") .. ,<,.", ... ,. ' '\,,' " of criteria for reasonableness' reviews in 0.90":'12';'128,. there were 

few contested issues in this case. During the proceeding, PG&E and 
ORA resolved all issues except those related to the Chevron 
contract. 
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A.90-04-003 ALJ/MSW/tcg 

~y, • 

,~. , .', 

~~ .1~"./'I .• 11~1.(,,~'~I.I .. ",r 

1 The testimony in this proeeedingcontains conflicting 
references·to.the' number of special"electric contracts' in effect. 
For example, Exhibit .. 55 contains :.references(.to.:,t. ,.' .. ..:the·.'ten·o;.; ...•.• :.:~~~ 
contracts·thatwere reviewed in the 1989 Reasonableness., '._ . '. '" 
proceeding;. w .. and. .. ·to, ,aneleventh i 'contract" that "bec'arne' eiffec'tive' '.' 
during 1989 (the. ~exaco contract) .. ·.Exh.ibit· .. ·62 .'ind·icates;:,t'here~~are 
just ten' contracts. ". ." . ". 

The record shows 'that as' of year-end 19'8'9, PG&E had entered. . 
into ten special electric co ntrac.ts., wi.th· thefollowing:.cu~omers.:.: 
Mills Hospital, Peninsula Hospital, Sequoia Hospital, Louisiana 
Pacific ,AXCO', Unocal ~Shell,:USS' Posco Industri;es'~ 'Chevron; and 
Texaco. The confusion app4rentlyarises from.,the·,'£act,that ~he" 
Arco contract involves two separate facilities which are evaluated 
independently in accordance with 0.90-12-128. 
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A.90-04-003 ALJ/MSW/tCg 

" ','" .... , - ,) I': .. "., 

" 
\ ..... : ~ .. I .. I' ( } '. • 

t·· .. , 
i ,J i \~,,: 

... InD. 9 O-12-~28, we .. ~oncluded t~at. ~G&E'::should, not:~be~~< .. 
allowed. recovery of revenue, short.f;al1s: in • the :,Arco contract' which 

, ,., . . . 

result from inadequate floor provisions... (Conclusion .. of·:I.aw 11. ): 
. . (, ," j,' '. 

According,ly, we now conclude -that a ,disallowance of .$l7 ,·1:6.l 'should 
oe ordered due to failure,. of ,the North,Coles ,portionof·the,Arco· . '_. , , " ,~ 

contract, to, yield a positive contribution to ,margin during: 1989." 
With that exception, PG&E~s, special.electric; contractswith'.Mi-ll,s 

• '. I 

Hospital, Peninsula Hospital, Sequoia Hospital r Louisiana Pacific, 
Arco, .Unocal, Shell, OSS Posco Industries, and Texaco 'were 
reasonable and no disallowance- shouldbeordered. .. for, 19.'89. A 
detailed discussion of each contract, is, not necessary;.·. 

The remaining issues to.be, resolved are' whether·,thefloor 
" ' , • L. .". • • \ • 

price of t~e CheVl:on ~ont~ac:t. is:-:t:easonable,, ,and·,if~ <not, ',whether': 
there should be a disallowance for a .negative .contribution.. to" . - . - " . '" .. 
margin during 19 as. There is no dispute that' ;the" ,Chevron"; contract 
yielded. a positive cont.ribution ,to ,In4rgin during,1989:.,.'.·' 
4. The Chgvxon COntract . . . "" : ", .. ' .,i 

4 .J, 13ackground and. History of the Contm£t, . , • 

.. , CheV?='on is, PG&E.; $."l.argest: electric,· customer.> ,Whi:le'~ s.ome 
of PG&E's large customers own their, ,own.,transforma,tion fac·ilities. 
and receive electric service under transmission voltage rate 
SChedules, PG&E owns 'the su.bstation f4cilities at the Richmond 
refinery. Chevron receives electric service at higher-cost primary 

voltage levels. ~ . '. ..... .'r",'" .• , _ , " 
• -, '... • r • .-! ~ , ... , ...... I' ! ) ,.~I '. ( I .! ! : A, \'.,.",,".', " ' ,- • 

,In.,December 198.7, ,PG&E. filed A •. S7-12-009.,under~the- ," '" 
I J" 

EXpedited.··,Application.'ooeket': .. 'PG&E·:souqht. Commission approval" of., 
, " '."', • • ~. ..._ j } 1,\ .'.':1 " ., ~,t: .' '-' .,,". • "., .' '"'' 

an ,ElectriC Service Aqreement •• reaehed·,.with 'Chevron,the previous:,;·' 
month.·' The agr~ement was reached in 'lieu' of'Cl'ievrorl.'·construc'ting·'a 

, '", ';' ,', ... ,' ,I" .. ,_ 

99, MW cogeneration plant at the . .refinery., ,ByD,.,Sa-02-0,1,6, the 
Co~ssion approved the contract ':subj'ect to:'mod.'ification~(i:n the:' 

• ~ , '_. , , •• " ;' '.,'., • • .' _ .,,' _, ,. , h 

floor 'price. . The Commis,sion. sul.ted::that PG&E,remained,' '~at .risk: for 
any ~atem~inq treatment of' the Aqreement' that the Commls3ion'1';:t~r 

.' :'!' ' "' 
' .. "' •• \,.,1' 
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In4pproving ,the ·''Contract·;:the: Commission i'notecLtha t the 
contract rates are subject toa'·floor·;which,is,cased.:ono:'PG&:E:'is.';" 
approved marqinaleosts for transmission vo]:;tage plus' the-: ".~. 
Chevron-specific costs of transformation. (O.S:S-02-016.,;::.p. c;3,~:) 
The 'substation-specific' marginal eost'component'of' the' floor was 
implemented. through an adder of, $-.00292' per kWh, which,' is.'.'.";' 
multiplied by the annual kWhconsumpt.ion. (O.8'S-02:-016" 'p.' 5 ... ) 
That adder had been recommended. by DRAin th4t proceeding .'''It ,W4S,", 
adopted by 'the Commission' instead of 4 "lower adder o,f ,$. •. QO'2:70that' 
was initially negotiated. l:>y PG&E and : Chevron.' 

PG&E exereised'its ,optionto'- terminate ·the .. :contraet"after: 
Chevron announced a· major expansion of ' its: Richmond re·finery. The 
new project rendered as, no longer' viable the original'ly p,l'anned.: 
coqenel:'ation facility whieh was. to'l:>e d.eferred. by:the 'contract •. 
DRA aqrees that such cancellation was appropriate. :','" :', . r.,' 

,The reasonableness "of the .. Chevron contract ,was reviewed 
in last year's ECAC proceeding_ One-"of,the issues in that",:'.,,';·, 

proceeding was the adequacy of 'the fl:oor'iprice of the contract •. "In'. 
D.90-12-128, the Commission, expressed ,concern ~out ,the assumption'~ 
of transmission level service·inthe floor·sinceChevron':receives", 
primary voltage service. The'Commission concluded that PG&',E··had. 
not persuasively aemonstrated",thereasonableness: of'thefloor; ", 
proV'l.sl.ons. Despite that conclusion;.' 'however, the' Commission held 
off disallowing any costs related. to the floor revenues'until: the," 
parties could expand on their positions in this proceeding'.;-,. " 
(1'.90-12-128, p. 32.) Ord.ering 'Paragraph 3 of,that·dec.ision: 
provides that" [cJosts r~sulting"from"thG failure, to<'use 'primary 
service rates' on' setting, the floor revenues for: the ' Chevronr • , ... :' .': .' 

contract shall remain uncollected., ,pending reconsideration' in , '. 
PG&E's next EC1\C reasonableness : review,.' "' " 

•• 0. ;'J • , I',.' 
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Ao.90-04-003 ALJ/MS'W/tcg 

4 .. 2 Qiscg.,!!JiQn.:".. ",',; .::. I. 

4 .2. 1 n..aminq. of the Chevxon Floor Price r~8ue,. " 
The central ·issue before ·us :"is,· whether. ·the.floor price in 

the Chevron contract is inadequate .because it:is. base,d.on .. ; . ',;.... 
transmission level marginal costs,plus.an adder. C)f $ .. ,0.0292 per .. : 
kWh, even though Chevron rece-i ve-s primary vol tage . s.ervice ... 

. . After reviewing. the positions of the parties .:as . they were 
refined during .this proceeding, we .find the iss.ue can be stated 
even more specifically. ORA concedes that the.ad.d.er reflects,. 
PG&E'sChevron-speeific s.ubstation costs .. Thus., more narrowly· .. ' 
stated, the issue is whether the floor price.isinadequate,:because,. 
it reflects the Chevron-specific .costs: of .transformation rather .... 
thanPG&E's ·h.i<]her. system-av&rage .costs·.:. ORA asser·ts that it is. 

':If we find that PG&E.failed·to:".provetho.t,the .. floor.is 
adequate,. we must then determine whether,PG&E.hasmet.its.burden of, 
proving that 'it acted reasonably at. the ,time in,·neqotiatinq,the· 
lower Chevron-specific price. ." -~ '.~ ., . 

, Fin41ly,. if the contract ,:i5 : found· tol:>e,unrea50nable, we 
must dete~ine if any .disallowance'should.·.be ordered: for, the 198'8 
record period .. On this point the parties ,have .agreed that;·.if, ... , 

adopted' system-average dis.tribution cost::k4re·assumed,.there~was!' a, '.' 
negative ". contribution to margin of $695,,8.77, for 1988. " Under::.,. :' 
0.90-12-128, 4' disallowance of that:amount woulc:t.,be. ordered·. On· 
the other"hand,. PG&E hascaleulated,a .. poaitivecontribution:to." ; .• 
margin of $3,437,.171 using, ·Chevron-specific substation·:costs~ •... :ORA·.· 
apparently~accedes to this:calculationbut not.the,underlyinq'. 
a33umption~ "', 
4.2.2 SCope of· the" Reas9nMlene88' Review. " ' 

, . ,_ ,~. .. I, 

.. As. a preliminary matter, 'we: find. it necessary "t,o:' comment·, 
on another. issue. PG&E implies"that'it is wron9'·for~DRA .. to·' now.,,·· 
reject the site-specific. floor price methodology. which.' it.. ..,'" 
originally used, which the Commission';provisionally accepted·-, in" .. " 
0.88-02-016, and which ORA did not reject in last year's ECAC 

- 8'~~ - . 
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, " 
"""",\ "'. I..,,.,,, .... ~" •• ", , • I, 

proceeding'~>' :'PG&EComplain-s ,that>'£t:' "is""'"P~rtiC'll'larly> ups:etting" to 
PG&E' to""have ORA' recommend. ~contfnu;aJJ.y~t·i9'ht'ening 'S:t'andard's: to· be": : 
applied.'after;"the~facti:nth::i:sare;'''. II, >(Exhiibit>6:3~: p." DER'-:3 .;·;),;:On'-: 

brief, PG&E calis: ORA's pos,it'.lori: "punit~ve. ,. 'J;",',,':;, 
,. " 

" .. 

We find little foundation for ,PG&E~S complaints:;. ,:;;Our 
d.ecision authorizing" the CheV'X'on contract' was 'clear' 'tha.t PG&E.: ': .. '. ,,:: 
remained at risk for poss'i:ble'cii'sallowance' in'a'future"> n:,,!:,:, " , ,\ 

reasonableness review .(0. 88-02.:-'OJ:6·,Conc-lusion of, Lo.w:2'.) An 

after-the-fact review is exactly W'h~t we ordered.";a'nd:; :exactly .what 
PG&E . sh.ould have-: 'known' , it was' 3uoJectto when we' approved~<the:: ' ,:; : 
contract' i:n'''l9'g8'~ We 'did not'say 'in ,thatdecision't,that,DRA,,;"(,:and:; .:,,' 
the ratepayers it represents) 'was"at,:risk' ,foranyfailure.<to;: ra-ise,~: 
issuesdurinq- the- course o!tho.t'expedited proceeding-,,:, or-:·for" ,'" 
having raised.' the' issue-s and~ 'taken the"posi tions ~it;' d'id:~'· :;': i":' '.' 

Any lingering dou:bt'on' ~PG&E"s part, about:, our' int'ent·.,..··and,.·: 
the . right of ORA -to "fully address the 'Chevron fl:oorprice,:,is:sue" .,'.' 
should have "been erased when,we i$sued"ID.90-12-128:~' ':PG&E"ltg;: '"r ,. 

criticisms are particularly ironic :because we concluded;, :;in'::.tha.t '::' .. 
decisi'o'n'that PG&E had failed 'to ,demonstratethe',reason'ableness of 
the floor 'price provisions. : 'As: already· 'noted, '\tie 'held::·o·ff: on, 
ordering a .dis'allowance, at that :time:~:· "Instead, we' 'qave":ther'"parties, 
a chance to-expand on their'pos.'itions." Now, having;::been:,:given,~,that 

opportunity to salvage its'case'"PG&E criticizes ,ORA'~'f,or:"expa'nding.:'· 
on its .. pos':i:tr6n, wh.i:ch is exactly what" we' invited:·i to, 't6 .<10'.'2.,·:" . :'::: ,:;:: 

,"" ~ "",' ... A .,: "'-

... -,' I I .. ~ 

~ ':: f ,"" ~ \, ~., ,"/.". +, 
~, .... 1 1 ' _, 

.' l' . ~ , ~ \ . , I" .' ,_ .... , . ,t '", , •• ; .. ,.,' , • ~ -~. '. ",. ~'I f. , ~ , ........ ,', _\ .~.>. J' ." ... " I., ". " 
2 In allowing 'parties. to' "exPand II 'on t'heir 'PC)S it'l.ons" "on: J the ).t'_"'J 

floor price, 'w~ did:not·:restrict; them to; posi,tions "in' ha:.rmony,:::with,:;; 
earlier ones, or to old,is.sues.,.· As."a .h.inds.ight,observation,,.... we ,',,,.,,, 
note tha.t it would have ':been prefer'ab1e' if 'ORA' h'ad" raised 'the'i's:sue' 
of system-average v. Chevron-specific costs when it first reviewed 
the contract for approval. But we do not fault ORA. Recognition 
of such issues is more likely to occur in,an after-the-fact 
reasonableness review than in an expedited pre-approval matter. 

- ~ -
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, 'PG&E appears t.O:: :have ,forqo·tten <that('O~' s.: .chanc.e,\":-;.~",:,,,:,<,,::,;:: 
revisi t~ th-is. issue exists. ·only because-,PG&·E" i tsel.f.. was! allowed to· .,. 

• ., .• ", ' ,. •• , •• '" ",,' l ,', .. .,' "f, : 

:eevisit it.:· We reject any .contention ,OJ: .implication..;that.1': (b~cao:~~. 
of positions it has taken. in earlier: pro.ceedinqsJ~ D~ .. ~ha~,;~a:iv:e.d. 
its rightto-change.its·position and. contest ·the flo~r p:::ice 

provisions o-fthe Chevro·n contract .. '.' ,7: .. : ':.:':::' ~~'. 

4.3.3 Avex:aqev .Spe;c;i.ficOistx:;ikution Costs. '.j ." 
.oRA, witness Shovlain recommends. that /' (i] n negotiating,. a . 

special contract rata, the utility should. require , .. the .. customer,,~to ... 
at least cover the marginal c.ost of:·:serving.tha't::c:us.tomer.: :f"The :, ".:. 
difference between, the marginal cos,:t-. of. serving. fa c.us.tome~ an.d.1:,he .. ! 
tariff rate is where the, utility ;has .. ,room·:to,negotiate;.,a, .. s:pec,ial .'. 
rate. II (Exhibit 66, p.-S.) .we- concur .. with this,:critE)rion-..-::.lt,is, 
consistent with our conclusion,:in the. previous PG&E:,ECAC,·::" 
proceedinq:: "At a minimum, each .. ·c:ustomer, on·the, system...:must pay 
the full marginal cost .for the .service;it. receives-,·whether·or .. :not.: 
it is ~ingserved under a special: contrac:t. " , .(0.90.-12:-12,8:, 

Conclusion; of. Law 7 -) . '. ,....":.(.: ".1 .. ':';:;' » 
ORA's ,criterion' is: met,·in :this, case.,.:, .. Ev.en,,(:though;:t;he. " . 

floor reflectS' the Chevron-speeif.,ic, cost .:rAther. <,than. PG&:E:-' S:higher.:: 
__ ,_1 

system-averagec:ost for.distributio.n :·£:ac'ilities.,:."it:s:till :.prov.ides, 
~ssurance·thatChevron- pays' for. a1.1~ :of,.the lon9.~run ;}1\.arginal. :~c.O$ts .. 
that .PG&Eincu:sin providing: se::vic.e .. :,;weconclude,::that ,::the :,.':'~.".:: "'. 
contract '.S . floor price meets our: .fundamental purpos~ [-:in .~requi:rinq 
special electric contracts to have such a floor, and that PG&E's 
other customers are not unduly subsidizing contract sales to 
Chevron. 

But ORA points out that all other PG&E customers, whether 
under contracts ortari.££s., pay. the. 31.:verage dist.ributioncost". 

, • • j.,.~ ~ 'i.. ~I!.; .. , ... ~'., '}, :,',:.h,o' .:.". ,.}.1:~.'{:,' .. J,.,' ':'"r ,_ 
regardless of the specific: co's,t·of. serv·i·:o.gl~.the[,eus.tomer., .-:::.o.RA '>',; .:. 

argues that haVinq a custorrier-speeifi;~'f16or"priee is: urii:~e':and" ~," 
, ,~ , . ,',,' __ . ~ .... ', , . +~. ~~ : ' ., , , l~. \ . ~ '. >...: ~ J ' .... :.~.'tl .. '... ,.; r ,) I ••• ~ • ~. :~ • .r~ 

." 

""'," """'j"': •• ,~!,,,, -., '< ,'~~" •• ',: t';');' :::.-: \'f..}-"'~.'.;.':: ;"\:";.: ~:\ .• J 

" .. . ' "'.' 
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unfair· to other .PG&E customers,.both~those .. with special:~electric. ::> 

contrac'ts and those .whopaytariffrates.3 
.'.< ....... ~., ",." . 

A special ·electric contract .. is. the product_ o·f "bilateral .. 
negotiations between ·the utility and one.,of :its customers·w .. :,'rhat .'.: 
such a contract would ,contain a pricing-. provision~ which. is. ·not, . 
contained in any of the other nine contracts negotiated by PG&E (or 
in any of the utility'S tariffs.) ,is· not, .surprising •. We .,have 
prescribed several elements.but not a.uniform; format, for,these):;;:~" 
contracts. . It would be surpris ing .,if : unique prOvisions could. not: ." 

be found· among.them.: .,' " '., ,':'>,', " '" '.' ,'. 

At most" the presence ,of this,,,floor,price element_,·, 
suggests that within, the permissible.·)range between::mo.rginal . .,co.sts .,' 
and tariff rates, Chevron. drove.a,~harde:c:~::bo.rgainthan·, othe~ ,.,spec.,i.al. 
electric contract customers did.. Just, as, likely, ~ .. the . other .::special 
contracts could reasonably contain elements, .. in areas other than 
distribution costs ,that aremor.e, favorable than.: those:':, in "the. ': ._ 
Chevron contract. In either .. case,.the fact that.Chevron: is ,the., 
only customer to pay 5i te-spec if iedistribution costs does: ,:not 
alone render ·the floor price inadequate for·i ts intended purpose r, 
or unfair., ... :,'. . .. ".:;.,.' 

If we were to determine that the .Chevron:contract,.l.s.;· .... ; .. 
unfair and unacceptable ' because.' it contains"unique.and benefic.ial, ,.' 
provisions not enjoyed by . any other customer,· it :would:be . ./because"., 

" :.~. '.' " ..... :.,11 . 

. , 

. 3 Even:'though ·no customer but' Chevron-,currently::pays::,customer
specific 'r&D costs." . the possibility.existsthatj,PG&E·.would,,beo::,:-: ,:: .::, 
required to negotiate just such a provision in a special electric 
contract. 'At the time weestabli·shed.:.iguidelines· ·.for·'accelerated;:;:;·:: 
approval of special contracts.,. we anticipated: there would be:.:.-: ',: <. 
contracts for incremental sales as well as those intended to avoid 
or defer bypass. Since contracts . for incremental· sales' . posed the; .:, 
possibility that, due to increased ,load" the utility would. need ·:to'.· 
modify its 'r&D system, we provided that the price in this category 
of contracts "should recover an appropri'ate measureofthese·site-· 
specific increased costs." (27 CPUC 2d 464, at 470; emphasis 
supplied.. ) 
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of ~ principle thlit no customer should·p."y"~; rate:for"~ny aspect-o.£ 
electric service which is belowtherate'paid 'by ·alI·other:":'· ..... . 
customers for the', s~me service: "Whl:le th~t princ ipl'e·.would. seem to 
be eminently' fair , it' is difficult to see 'how:we could ever', j,ustify 
the existence of . 'any specialelectrie contracts: if 'we: were' "to 'adopt 
its use. ";' ' 

It is axiomatic that a·lowerrate enj'oyed. by' a,-contract· 
customer: constitutes· ~ disadvantage to customers paying tariff ': 
rates.·' It' 'is our purpose to; preventany'und.ue disadvantage~' We· . 
indicated. general approval of the use of special'~eJ:ectrl:C contracts 
in 0.87-05-071. In doing so, we indi:cated.'our intent""to prevent 
unreasonable discrimination:amongcustomers and, to.'ensure·:that ,;', 
other customers are' not unrea:sonablyd:,isadvantaged ,by'"the' .'.' ';" .: 
contracts." (2'4CPUC 2d 412', at 418~)' 

The floor price in the Chevron contract' is' designed-to' 
ensure that Chevron pays no lessthan:the'full marginal'cost-o£ its 
service. It does not also require Chevron to contribute, t'o the' 
cost of the kinds of distribution facilities required to serve most 
other PG&E eustomers. That is without question'a,disadvantage to 
all other customers, including those who are like Chevron'in'having 
lower-than-average site':'specific·costs~:'But we do'not find the 
disadvantage to' 'be unreasonable . Theeontractwas. negotiated' to' , 
prevent bypass. If CheV%onhad bypassed'the system,' it 'would not" . 
have provided ~ny contribution to the cost of distribution 
facilities. We conclude that the floor price provision is 
reasonable • 

. ,ORA also, argues,that,:l:>ecause PG&E- ;has. not:,proved"that it 
attempted., to negotiate for '~y:stem';"averaqe 'distribution 6os'tS',: the';.: ' 
contract does not provid.e ~~su~ance, that PG&E,ha~,m~'xi'~i~ed:';it.s ',"" 
contribution to margin. We clearlY"want assurance that a' utili ty" " 
m~ximizes the contriDution to ma.r9in.~hen itne90tiate~;,acont;r;act'., 
Whether it has done, so is ingeneral:'a"legitima'te and important "', 
issue in reviewing. special.cont.racts'., .. 'But the purpc)se' of ~,'t:.he,. f l~~~ 
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... ! ,.' , , .... 

is ~o"assure recovery of o!l.t: leas.,'I: a, minimum leve,l, of, re:v:enues", .,not, 
• ,. •• _'.. ~ •• " • 1 ,J ._.' .,' ',.. , 'A. ",' ,.' ,~" , 

to maximize contribU'l:ion ~o margin. With respec'l: ~o ~he Chevron 
.. t " .......... '. ,.,' :, 

contract, the sole issue that was ,left 'un.resolved..in,O.90,-,12-1,28 
}. ." , , I, • ',.,. ' ... ,.'".,.,> • 

was the. adequacy of ,the, ,floor price: prov.ision. "ORA.~,S argument. ,do~s~., 
• , " . .," I..~. " "',',' # ,t •• 

no~ relate to- th.:i.sissue .. ,:, 
~l)~,:,' : ,'~" '. ~ . ; 

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

1. In 0.90-12-128, the Commission ,reviewed., .. ~he ' 
, ,'" ....." ,.',1 •.•• ' , 

reasonableness " of PG&E 's· special contracts for, 19,a,~ ,and. :,e~r l~E!r 
periocls, bu~ deferred. completion of,·its,review of PG&E~"s ,con~ract. " 

• , ,< • " • " , .' •• "" ' I I ~ • ,. ...... .' , , I., I [ .,~, .! 

with' Chevronso·~hat panies, could. expand ,on their p,ositions on the 
, , ". "', .,,1 ". 

ad.equacy of ~he floor price .. , 'I,. :' ',',:" ,~;(:,"~ ,',' "" .. ,' :.~: ',:: ' 

2. In 0.90-12-128, the Commission concluded ~hat"the .Unocal", 
,.~, ' ,~, r', ' l,.... -.. i d '.-' • / ~, 'i .' 

and. Shell contracts were reasonable, but found,~hatthe contracts 
with Mills Hospital, Peninsula Hospital, Sequo~a Hospital, 
Louisiana Pacific, 'AZCO, TJSS Posco Industries,'· and Chevron did. not 

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

guarantee colleetion' of. the adopted. marginal, ,costs of'servinq those 
, t., l ~., '. '. J./(" I 

cus tomers • . .. ', ',' ~, ' ,) ~.'~\.:'. 
3. A contract' is, unreasonable if' 'it:', does:, not include 

adequate floor price', P~Ovisions ~ ", .C' ':'~'>:: 
4. For each reco,rd' period durinq~'which a 'contract yields a 

negative contributionto'margin, the Commission wiii:o~der a 
disallowance in that amount. 

" " '. '.c ' ,:" : I , I:, I • -.. .' : •. ' " ,~ .• 1 1/' 

5. In 0.90-12-128, ~he Commission concluded'that PG&E should 
tlO~'be all'owed future r~t~ 're~'~";e~ for the port:ions of eo:ntx-aets" 
that have ~en found to'be' u'nreason:~le.' ,'" '" ., 

6. Durinq the 1989 record period, ~here were'ten"'speCial" 
electrie c~ntracts between PG&':e a'nd.'its' cust·6mer'~;in>e:ffeet :"Mills 
Hospi t~l, penin~ula Hospi t~l', Sequoia Hospi ~al, i;ouisi~na' Pac if ic , ,
Arco, Unocal, Shell,. USS Posco Industries, Chevron, and 'I'exaco"~" \'';' 

7. The co~tract ~i~h 'I'exaco:wa's ~he only ne .. / c6n:tract' ;to 
become effective in 1'989. ' ,:~' , 
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8. ORA concluded that the Texaco contract was executed in 
accord.ance·with the Commission"s 9'ui'de-l'i~nes dnd.·thdt,the"con'trac't ,. 
is re·aso·n.,ble. "', .. '\.';' ; .... ', 

9. PG&E' sand' O'AA":s calculations of each,eontraet':s ',' ',,' . 
contri):)utiori.· to 'margin 'for' 'l98'9:are in 511bstant.ial'agreernent. <.~ . " 

Slight differences in 'their calculations are·· due ,to their different.·· 
methods of accounting for summer and winter consumption" duringt-,;;, ' .. ',' 

transitional billing periods~" ' .1\" ."., '., -, ' •. , 

10 ~ ORA 'contends that·:.i;t:s ·me''thod~of:'accountJ.n9''for 'summer and.: 
wint0r consumptio'n is more .:1ccurate. ' '. '. " ',": ',' "Co ,;.,.. ,." 

l1. For the ten contracts"reviewed !i:n::this"proceedin9";~'CAA 
calculated the following contributions to 'margin for the l'98'9~.;,,' 

record."period:"· ;.,,:,.':.'.<:"1'[; ,I'.... ,' .. ,:, .• 

Customex' 
• ' . • ~J •. 

,I", ',,', "I)' , 

" ..... ' .' '~' ' ..... ". , ,. • j '. J I' \' • .'. ", • "~ 

Mills Hospital' .......' 8l,620' 
':':'Peninsula HOSPl. tal> .;. <'.: :y:; :.'.::; ,'5 6:/,0 5 0:';· : ..•. : :.:<, '; ,;,,1, t.· , '. '.' ." ,.,: 

. ,., Sequoia' Hospital;", i,I:: :)' ,::'::0:;,'; .. ,;., .:4,1 ,:12] : "".' .•.. (", "": ;'~,,'" ",;., 
Louisiana Pacific ' 742,574 . . ' .. 
:A%co - Fairfield. 23,279· ~:.~::-.'.'~;~'~':" '~:i','~ 

<,;;Arco -, North::,Coles,. . .. "~, 'Ie:;, ... ;,,;; (;17 ,~6,1.) "'·'t',"· 

'Onocal 45'5,"7'5'1" -'. ".,", .', 
Shell . :::I''';';.:~1'3t\;·'2'20 ,'6:0-7::("; ""f("();~,:,· ~ .. <~ td'r.J~.~.::~i., 

'i. OSS-; l?03CO', Industries:,;.::-, ;: ')J:~~,C 4:.,.6~2:0r6 7,3." ," ': \)~: 
.. Chevron '3,730,872" ,., 

"Texaco" ......... :.:;' ," .: ,;-::, . :~'('~!:1.::; :l;"70:~'28~3;..:'",;:·:~·;;··c.~<; "',.' ',::"!:, 

. ,l2 • .'rhe" parties agree that a di~all:b~~i~;~~~;f" '$17:, 16):" 1~'ioJld: . , . 
• ,'j" .. '.,~,' -:, -, .• ' ".,,, •• ::: .... )';;':~c<) J.">:',';'; ,'J':'~ ...... ~,~: _: ;" .. ':> '~: • "I 

be ordered in connection with the North Coles portion of the 'Arco· 
, '.", ~ '. c' '., ,', ) \r't, \""I·.'··!i~:!. ')~'.:'. ,: ''''''~.: .. ,'': ~,"I"'l.r" •• )~ ~ '''. ':.:' :, 

contract with Areo due to the facili~y's negative contribution ~o 
" '. r,.! I ,'r' ··;~~~lr <'.,:', ,'):: L'."'·:~·., ;',"'1(';, '''"'/ ,'! '~'., 

margin in that amount. . . 
,., '. ,., , .., , ' ., r .., "'"\ r ,1 ~~ " i '.' I ,r i I • .'. ,,~, , 1'"' 

l3. ,O.90-12-l2.8 provided that 'the-i'ssue of 'floor revenues for 
the .. Chevron contract shall be reco'nsid:e~ed' in''thls ~edsoridbien:e's5' 

I~,"· " .. ":.' <."", ~ '-t" ':, '~.<'.. ",,1 • .'1"; .,:,\,.,1" ~., ., .. :_, .. ~".<»< 

review. 
.1'" ", ",.,.';". (.·.·,:,:1.>·'; ".'.~., . ; "\::" .' \-!''''"I \ ;',; .. ~ .. ~ 

14. PG&E owns 'the substation facilities at' the Ricnmo'nd. ',""" 

refinery which aiiow Chevron to're~eive' ~l'ec'tric 's'er;:ic~;'~t 'higher 
cost primary vol taqe levels.' .' ... ,' .. ' ~ : ''',:, ::" .;: '.' ".".,,~: 
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, lS .~'I'he,floot: price in ,the, Chevron contract reflects the 
, " • I, ~ _"," 1,1 '" ! " , ' I "', ,', • .J 1"1'1 • .., 

adopted, marginal,costs ,of transmission voltage servic:e . pJ.:us an 
, ',t. I ., ... : ' ~, ' •• ", 

adder of S .00292 per kWh." " 
16. The' adder, of S .00292, per ~ kWh reflects the eost':'ineurred' ,: 

, . i. ',. l ". ':' ''', , /.: • I ~ 'l,' .''"' .~ _ '. :'".. ,. "" " .... 

by PG&.E~ for providing transformation" facilities, at the Richmond 
• • • • I. • ',_ \ • , " I ", , ' '" • ~ , ~ ." I • '> .'~, ' , J'I ,I • ,I. 

Refinery so that ,Chevr,on can receive primary voltage'service;" ! 

> ," I,," • ,'/"1, ,- • - , "" . 

l7. The adder of $.00292 per kWh does not reflect' or'recover' 
PG&E's adopted. system-average, CO!t for providing tran's'fo'rma't:ion and 

,I J , ;. • ~ , , 

other distribution facilities. 
18.;" ,'"If adopted system-:-average" distribution;'cost,s :are; :ass'umed~ 

as recommended. by ORA, the c:.hGvron .con:tract yield~d;;:: negative" " '. 
r \ " • [ ,. ! .' " ... 1' '1,,' ,,~ '''.'' ;~, ' ,.1, ,' •• ' 

contribution to margin of $695.,,877 .for 1988. .,.,.., .. 

19. If Chevron-specific substa~i6n 'c;~~t~ are:' :a's~sumed:',"'the' 
contract yielded a positive .contribution to margin.'of.'$3'-;-:4i7=;'l7l<: 

'. ' .• I ' " '·1,' t ,;', 

for,1988. .,' . 

20. All PG&E electric customers but Chevr~n paY~tAe average 
distribution, cost,. regard.less'of ,the s~e'C'ifi6 'cost of' 'serv-:t'ng"the:'" 

• ," ,',,', , \ r \' ,',",'. 

customer . 
.21'. ,A special electric' contract. .. is the' prOduct'of'\bilateral 

negotiations between the, utility a~d one ~:f" itS:' c~stomers~~' ": .:. 
22: .. ,: We . have- prescribedse';'er'~l ele~ent~>:b~tnot: ",(')'un:tform;'{ 

forma'!:. for 5pecial contracts,." 
'''j\. .",),:" 

23. If we were to determine that theCnevron.:contract" is:' " 
unfair ,and unacceptdble ,beCause it is' U:ni~e,i't w01J.l'd::be 'because: 
of a principle that no customer Sho~l~'pay a' rate 'for electric 
service that is below the rate p~iQ by all other: custome£s".~'" 

24. The difference between the m~rgin~l ':co~t~' df 'serving' a'· 
,'! .. ' .,,',. . I 

cus-tomer and the tariff ~ate is where,7he utility hD.Z"'room', to ,', ,:: 
-}: .. ,I.:;·,: 

negotiate" a special rate. , 
2S~, The·,Chevron,c,ontract fl'6~r'pric'e redsoriablY erlsure5'~that 

. .," ,', " .• ' , . , r", ~- ~" I 

the customer pays at least all of the ,long-run 'marq'ina,l:I"'cos:t:s "o'f';(' 
serv-ice so that other customers are not';nduly subsidizi:nqf'the 
contract sales. 
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'It " r ,.;.: .... 

" "' ... ' \ ..... ~ . 

26 . The Chevron co'ntract' troo:/:' 'price 'does: not reqUire, Chevron 
to contribu'Ce ~o the cost of distributi:ori. £acilities·which;~are, .'.' 
required formos.-e other PG&E customers.", ' " ' 

27. If Chevron ha~ bypa~s~d the.'system insteadrof':entering 
into the contract, it would. not have' provided. a~ contri'bution:' to,' the 
cost of, distribution faciliti'~s 'which" are requi'redfor,mo,st·other ' 

.1 I" 

PG&E customers. 
28. It is not ~he purpose of" the floor to ma'ximize .,', 

contribution to margin"and whether the Chevron contract cioes3o is 
not an, issue which was set for recons'·l;derationin~thisproceeding. 

29. ORA recommends that the' f£nai calcu'lation:: O:f":any"':", , , 
disallowance inclucie accrued 'inte~~st'. ' . ,' .. ' ,.'" ,,;,,~, 
Q2nqAu$ion$ of Law 

l. The Texaco contract is 'reasonable. " , 
2. PG&E'g administration of its special electric contracts 

was reo.son~ble in 1989', exc'ept tha.t the "North Coles'portion:o£ the 
Arco contract d.id not yield a positive'contribution'to:·'margin'o.-

3. A disallowance of Sl7, l61 plus interest should be' 'orciered. 
due to failure of th0 North Cole:!' portion o'f the" Arco' contract to 

, • , I, • 

yield a positive contribution to margin durin9"1989'~ "': 
4. ORA was entitled to fully address the 'Chevron- floor price 

issue in this proceeding, and. aciopt positions' 'different ·tMn~,those 
taken in earlier proceedings. ",.' 

5. In regulating special electric contracts,' it, :i:s' ,·one' ,0·£ 
, '. ',.. . 

our purposes to ensure that 'contract'customers gain no:: ,undue 
advantage over other ,cus~om~rs, and. t:o','ensure' 'that 'other: customers 

, " I 

suffer no undue disadvantage. , '" ", 
6. Since the floor price provision in the Chevron contract 

is designed to "e,nsure that ,Ch~v:r:on pays no 'les:!' than' ,the 'full: 
marginal c~st of its service, theflo'or'd.oes;not,unreasonably 

'" " 

disacivantage" other customers. < ,. 1 ", ~ .. 
, ... 0,,-, 

-'-'-" ," . 
• ,', .J" •.• 

.J h,',. 

\ ,.;" .,~ ;" • ~ I" :"'0 I ,*', •. : :: I '.~ :,'r' 

.' 

• ' 

• 



• 

• 
A.90-04-003 ALJ/MSW/tcq 

7. Sinco the tloor price provision in the Chevron contr~ct 
is reasona~le, ORA's recoI\'\Il\ended d.isallowance o,f $695,877 is not 
adopted. 

8. This proceeding should remain open for consideration of 
Geysers Unit lS issues. 

9 B..,D E R 

IT IS ORDERED that: 
1. In connection with the North Coles portion of the Arco 

contract, $17,161 plus interest shall Joe disallowed in tho torm of 
a reduction in Pacific Gas and Electric company's (PG&E) Electric 
Revenue Adjustment Mechanism account in conjunction with PG&E's 
next rate adjustment. Interest shall be calculated at the interest 
rate provided in Part B of the Preliminary Statement of PG&E'S 
Ele¢tri¢ Tari~fs. 

2. In all other respects, the costs set forth in PG&E's 
application as related to special electric contracts are reasonaJole 
and may ~e collected in rates. 

3. Application 90-04-003 remains open for consideration of 
Cey~ar:s Unit 15 issues which havo loean consolidatad with 
Investigation 90-02-043. This order supersedes Ordering Paragraph 
3 of Decision 91-07-009. 

This order becomes effoctive 30 days from today. 
Dated November 6, 1991, at San'Francisco, California. 
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