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ELECTRIC -COMPANY for Authority: to

BEFORE THE PUBLIC UTILITIES COMMISSION OE.THE STAIE\OF CALIFORNIA L
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(Appearances are listed in Decisions 90-10-063, ==~ "
90-12-066, and 91-07-009.) I
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’ Attorney at Law, for the
Divisieon of Ratepayor Advocates.h

Vo i

The Comm1951on concludes that thh one exceptlon, Pacaf;c ‘
Gas and Electrac Company s (PG&E) specmal electrac contracts were
reasonable durxng the 1989 record porlod In the caee of"a PG&E
contract with Arxco, d;sallowance of $17, 161 is ordered becauoe
the contract did not yleld a posatxve contrlbutaon to margan 1n ‘
connectxon wlth servace to Arco'f North Colcs fac;l;ty. A contract |
wath Texaco is revxewed ror the farat txme and tound to be ' B
reasonable. e

The Commlssaon als ° revzews a contract thh Chevron
U.5.A., Inc. (Chevron) wh;ch became cfrectavc durang thc 1988
record perlod. The floor prxce covers the marg;nal cost that PG&E
incurs in provzdlng electrac servace to Chevron at ;ts'Rlchmond
refinery, and is therefore reasonable. R
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4~p~S¢nce—L%36yﬁfG&E has entered -into, agreements with large
electricﬂcustomersgﬂofmering them electr1C”rates below the'taxiff
rates éﬁé&'wshf‘ ‘othexrwise apply in exchange for. -1 promlse by them.
either to forgo ox to defer self- gcneratlon._ PG&E has offered
these special contracts to customexs.that it determaned were f'”
particularly likely to begin self-generating in-the neaxr’ future
.In negotiating these contracts, PG&E considers the customer s” '
competitive alternatives and attempts to set the rate at the level
at which the customer is indiffexent to whethex it ‘obtains " '
electricity by means of PG&E servxce or the alternatave of self~-
generation. S ., L :

The Commass;on has adopted pol;cmes and procedures for
special electric contracts in a series of actions that began in
1987. 1In Decision (D.) 87-05-071, we’ d;scussed the ‘appropriateness
of allowing the limited use of such contracts for customers of
PG&E, Southexrn California Edison Company, . and San Dxego Gas &
Electric Company. We found that while these contracts prxesent
several problems, such as the potential for unreasonable
discrimination, undex the right condatxons they can be useful Ln
reta;nxng potent;al bypassers on the system and can prov;de an
overall benefit to ratepayers.' By D. 88 03~ 008, we Lssued ff '
gu;delxnes for expedlted prior appr0val of specaal electrac B
contracts. In D.89-05-067, we evaluated the role of spec;al
electric contracts under changing market condmtmons, and ordered
that the reasonableness of spec;al electrmc contracts be rev;ewed
in the reasonableness phase of each electric ut;l;ty s annual L
Enexgy Cost Adjustment Clause (ECAC) proceed;ng. ‘ .

On December 27, 1990, we issued D .90~ 12 128 in o
Appl;cat;on (A.) 89-04- OOl, an earl;er ECAC proceed;ng. In that
decision we congidered the reasonableness of PG&E‘sS spec;al '
electric contracts for the first t;me.w As Lt was the farst such
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xeview, we. establ;shed .general critexia fox reasonableness zewviews.
One such critexion is that the contracts should. include -a- £loor.
price designed to allow the utility to recover the marginal cost of
servxng the customer, with components xeflecting enexgy.costs, . .
generat;on capdcity costy, transmiszsion and. distxibution (T&D)
capacity costs, and customer CoOsts. S TS SRR SRR

In D.90=-12- 128, we determined that a: conmract is
unreasonable if it does not include udequate floor price
provisions and provide for a contribution to margin. (the amount by
which the revenues_received,from a customex exceed. the maxginal. -
cost of‘service), For each record period during which.suchia - -
contract yields a negative contributieu;to margin,_the Commission:
will order a disallowance in that amount. The disallowance is
subtracted from the allowable recovery in the Electric Revenue
Adjustment MeChdanm (ERAM) bdlancing,accdunt for‘apecial,qgu
contracts. , e aae b
2.2 3 i e e

Beeause a deciSiou_on_PG&Efswpre51983.specia;,electric-x
contracts had not'been issued when reusonablenessJphasemhearings_w
were scheduled in this docket ’ the Division of Ratepayex. Advocates
(DRA) requested that the review of PG&E’s special electric
contracts fox the 1989 recoxd period be deferred pending a decision
in the earlier proceedzng. PG&E concurred with the request, which
was granted by the administrative law judge (ALJ) with the
establishment of a separate procedural phase. ‘

D.90-12=128 concluded the Commission’s review of PG&E'S
special electric contracts for 1988 and earliex recoxd. permods,
with the exception of a contract, with Chevron.  Review of the .
Chevron contract for 1988 was deferred in part to.this. pxoceedmng
Follow;ng issuance of D.90-12-128, the ALJ ass;gned £o this
proceeding establlshed a schedule for. hearmngs on special electric.
contract adm;n;stratxon and executmon in 1989. An.evidentiary -
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hearing was' held on May 20, 1991, and ‘the motter was submitted wrth
the f;llng of reply briefs on Juné 18, 1991. o |

- The proposed decision’ of the ALJT was filed on October 7
1591. No comments have been received.’ The’ frndzngs, oprnxon, and
order made in the' proposed decxsmon are conf;rmed. o '
2. tu -04- o o o

By D‘9l -07-009 ‘dated July 2, "1991; tho Commlssmon B
concluded its' reasonableness review for PGSE’'S 1989 operatrons, o
with the exception of certain deferred matters. ‘In addrt;on o :
special electric contracts, these included gos-reloted costs and
operations at PG&E‘s Geysers Unit’ 15 which will be consrdered rn f
conjunction with Invest;gatron (X: ) 90 02 043. (D 91 07« QQ?f . h
Oxdering Paragraph 3.) U e o o

On July 25, 1991, by a jo;nt rulrng, the ALJs assrgned to
this application and PGS&E’s’ 1991 ECAC application (A 91-04- 003) -
ordered that "[e]xcept for special electric contracts rssues,
currently under Commission congsideration in A 90-04- 003, and
Geysers 15 issues consolidated with I.90-02- 043, all remarnrng ‘
reasonableness issues pending in A.90- 04 003 are hereby removed ond
transferred to A.91-04-003.% )

- Today’s decision completes the’ specral electrrc contracts'
phase of A.90-04-003.- Since other reasonableness rssues have been
transferred to A.91-04=003, A.90=04=003 will" rema;n open only for.
consideration of Geysers Unit 15 issues’ which have been f '
consolidated with I1.90~02-043." Orderxng Porogroph 3 of D 91=- 07 009
will be superseded by this- order to the” extent thot the former
provided that A.90-04-003 remains open for consrderatron of gas

y tem issues and gos-reloted electr;c system rssucs. o

PG&E and DRA were tho only partres to submrt testrmony
and briefs on special electric’ contract Lssues.. Wlth the odoptron
of criteria for reasonableness' reviews in D.90-12- -128, there were
few contested issues in this case. During the proceedmng, PG&E and -
DRA resolved all issues except those related to the Chevron
contract.

[ TR
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DRA reviewed each of the specxal contracts Ln effect
during the record period. DRA’analyzed each” contracn and
caleulated its contribution to margin. DRA obta;ned ‘the " same or‘
similar. results that PG&E did in‘its analys;s. "DRA’ expla;ned that
-the 'slight differences in their contribution to margxn caleulat;ons
are due to the different methods used for apply;ng summer and |
winter »illing determinants. DRA ;nd;cates that "its method is a
morxe accurate way of measuring costs—for b;llan per;ods Whlch
include both summer and winter costs. ' ' ' '

DRA found that with one exception; all ten contraCts,: '
including the Chevron contract, yielded posmtlve contributions’ to
margin in 1989.% DRA recommends, and PG&E’ agrces, that s

disallowance of $17,161 should be ordered in’ connectzon thh the
North Coles portion of PG&E”s contract with’ Arco. That :
disallowance results from the facillty s negatxvc contribut;on to
margin in that amount. - L R R
DRA. agrees that a new Contract with Texaco; éhé”dﬁi&“eﬂé

to become effective in 1989, was executed in“accordance’ wmth the

guidelines adopted in D.88-03-008- ‘and is ‘reasonable.’  The Texaco

contract defers a planned 16,668 xw cogeneratxon fhc;l;tv planned
for Texaco’s Bakexsfield refznery e ‘

1 The testimony in this proceeding contains ccnfl;ctlng
references to. the number of spec;al ‘electric contracts in effect.
For example, Exhibit. 55 contains.references/to.!...the-ten< Sl
contracts -that were reviewed in the 1989 Reasondbleness .
proceeding..." and"to an eleventh contract that’ became effectxve
during 1989 (the. Texaco contract). -Exhibit.62-indicates: there:are
just ten contracts.

The record shows that as of year-end 1989, PG&E had entered
into ten special electrxic contracts with-the. follow;ng customers:.
Mills Hospital, Peninsula Hospxtal Sequo;a Hospital, Louisiana
Pacific, Arce, Unocal, Shell, 'USS PoscoIndustries, Chevron, and
Texace. The confusion. dpparently arises from, the-fact .that the
Arco contract involves two separate facilities which are evaluated
independently in accordance with D.90-12-128.
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In D 90 12 128, we. concluded that PG&E should not: be:.

allowed recovery of revenue shortfalls in the.Axzco contract:’ whxch

result from lnadequate floor pxovisions. . (Conclusion of-Law ll.)
'Accordzngly, we now conclude.that a disallowance- of $17,161 should
be orxdered due to failure of the Noxth.Coles portion of-the.Arco
contract to yxeld 3 pos;t;ve contribution to maxgin. duxring 1989..
with that exception, PG&E’S special.electric contracts with Mills
Hospxtal, Peninsula Hospital, Sequoia Hospital, Louisiana Pacific,
Arco, Unocal, Shell, USS Posco Industries, and: Texaco were
reasonable and no d;sallowance should be oxdered.for.1989.. A @ .

detailed d;scussxon of each contract is.not necessaxy.:: R

The remurn;ng issues to be rxesolved are whether. .the floor
prmce of the Chevzon contxact. is.reasonable,:.and. if.not,.whethexr
there should be a disallowance fox a negative contribution.to . ..
margin dur;ng 1988. There is no dispute that the:Chevron: contract
yielded a positive contribution to maxrgin during. 1989..“

4. _The Chevyon Contract . ... . ‘o
4. U 1 ' h ST e AT
. Chevron is PG&E’s. largest: electxic. customer. ‘While. some

of PGSE’S large customers own their own transformation facilities:
and receive electric service under transmission voltage rate
schedules, PG&E owns the substation facilities at the Richmond
refinexry. Chevron receives electric sexvice at higher-cost primary
voltage levels. f

- In December 1987, PGSE. fa.led 'A.87~12-009..undex . the-
Exped;ted Appl;catron Docket.- PG&E- sought Commlss;on approval of
an Electr;c Serv;ce Agreement reuched w;th Chevron the . prev;ous o
month. = The agreement was reached in lieu of’ Chevron constructmng ‘a
99 MW cogenexation plant at the xefinery. By D.88-02- 016,‘the
Commission approved the contract: subject to- modmf;cat;ons ;n the f
floor prxce., The Comm;ss;ou stated that PG&E remarned "ut risk: for
any rutcmck;ng treatment of the Agreement that the Commrss;on later
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determines to be just and reasonable." (D.88=02- 016 Conclusion of »
de 2.) R LA TR T RO T 00 ISR e A
. In approving thefcontract, the Commxss;on‘noted that the
contract rates axe subject to:a’flooxr which is based on:PGEE’s.: .
approved marginal costs for transmission voltage plus thew. v . oo
Chevron-specific costs of transformation. (D.88-02~016,.7p.:3.)
The substation-specific marginal cost component of the £loox was
implemented through an adder of $.00292 per kWh, which is~:
multiplied by the annual kWh consumption. (D.88-02-016, 'p. 5.)
That adder had been recommended by DRA in that proceeding. It .was
adopted by the Commission instead of a lower adder of $.00270 that
was initially negotiated by PG&E and:Chevron. SR I 53 SO S
PG&E exercised its option to terminate the:contract after:
Chevron anncunced a major expansion of. its Richmond refinery. The
new project rendered as no longer viable the originally planned“~
cogeneration facility which was to be deferred by the contrxact. : -
DRA agrees that such cancellation was appropriate. - - . vl row
- The reasonableness . of the Chevron contract was reviewed
in last year’"s ECAC proceeding.  One of the issues in that= . . NG
.proceedingfwas the adequacy of the flooxr'price of the contract.. .ln:
D.90-12-128, the Commission expressed.concern about.the assumption:-
of transmission level service . in the £looxr since Chevron:receives . -
primary voltage service. The Commission concluded that PGEE-had.
not persuasively demonstrated- the reasonableness ¢of the floox: "«
provisions.  Despite that conclusion, however, the Commission held -
off disallowing any ¢osts related to: the floor revenues until:the
parties could expand on their positions in this proceeding. .. = .
(D.90=-12-128, p. 32.) Oxdering Paragraph 3 of that decision:
provides that “[closts resulting from. the failure.to-use primary °
sexvice rates on setting the floor revenues fox the. Chevron ... ..
¢ontract shall remain uncollected, pending reconsideration in -
PG&E’s next ECAC reasonableness: review." S L
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4.2 Discussion . .. e B S S LI BT R
4.2. amin the Ch n_F 1 sgu :

The central issue before- us is- whether -the .floor price in
the Chevron contract is inadequate because it is based on ..
transmission level marginal costs, plus an. adder of $. 00292 per
kwWwh, even though Chevron receives primary voltage service.. ... . .

. After reviewing the pesitions of the parties.as they werxe-
refined during this proceeding, we find the issue can be stated -
even more specifically. DRA concedes that the adder reflects -
PG&E’s Chevron-specific substation costs. . Thus, moxe narrxowly - :
stated, the issue is whethex the floor price is inadequate because .
it reflects the Chevron-specific costs: of transformation rather
than PG&E’s higher system-average ¢osts.. DRA asserts that it is.

-I1f we find that PG&E failed to. prove that:the f£loor. is . . .-
adequate, we nmust then detexmine whether PG&E has met-.its burden of.
proving that it acted reasonably at the time in- negot;atxng ~the -
lowexr Chevron-specific price. e e e L e

- Finally, if the contract. is: found to be unreasonable, we
must detexmine if any‘dxsallowance.should”be'ordered”formthg 1988 .
record period. On this point the parties have agreed that. if . .-
adopted- system—average distxibution costs.are assumed, thexe._was a
negative-contribution to nmaxgin of $695,877 for 1988.. Undex .. .-
D.90-12-128, a disallowance of that-amount would be orxdered. On - -
the other hand, PG&E has calculated a.positive contribution: to..
margin of $3,437,171 using Chevron-specific substation costs. DRA-
apparently accedes to this calculation but not the underlying. -
assumption. - - DUIo T e LT O e e
4.2.2 o “the Re ‘ Lew. L e T e

. As a preliminary matter, we-find it necessary- torcomment. .
on another issue. PG&E implies that-it is wrong: foxr DRA.to- now - .-
reject the site-specific floor price methodology.which it. . ... - . .-
originally used, which the Commission: provisionally accepted-in ' .,
D.88-02-016, and which DRA did not reject in last year’s ECAC
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proceeding. ‘PG&E complains that it is'“particularly upsetting to
PGSE to“have DRA' recommend -continually tightening standards’ to. be’::
applied-after-the-fact in this area." ' (Exhibit 63,/ p." DER=3.).0n"
brief, PGLE calls' DRA’s positibni"punit;vé."'f‘, S ALl e
We find little foundation for PG&E’s complaints. .0uxr
decision authorizing the Chevron contract was clear that PGEE ' ..
remained at risk for possible 'disallowance in a“futuxe' U’ o 7.0
reasonableness review. (D.88-02=016, Conclusion of Law-2.) An
after-the~-fact review is exactly what we ordered and exactly what @ -
PG&E should have known it was subject to when' we' approved the:
contract in-1988. We did not say ‘in that decisionithat DRA.(and ::.:
the ratepayers it represents) was-at risk' for any failure: to: raise.’
issues during the course of -that ‘expedited proceeding,. oxfoxr’ . 7.~
having raised the issues and‘taken the positions it:did.. 7.
' ‘Any lingering doubt on PG&E’S part about oux intenti-and:
the ‘right of DRA to fully address 'the Chevron flooxr price issue -
should have "been erased when we issued D.90-12-128. “"PG&E/'S "
criticisms are particularly ironic because we concluded ‘inithat ..ol
decision that PG&E had failed to demonstrate the .reascnableness of
the floor price provisions.iiAsvalréady~notedgwwe'heldxoffiOm‘”“~"
ordering a disallowance at that ‘time.: "Instead, we ‘gave'the’parties.
a chance to expand on theix positions.” Now, having.-been given that
opportunity to salvage its case, -PG&E criticizes DRAfor:.expanding
on its-position, which is*exactly‘what“we"invitedwitutdudoﬁgﬂ*ﬁﬁﬂxm
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2 In allowing parties to "expand" on their positions on the
floor price, we-did not-restrict them to positions “in harmony. with<
earlier ones, or to old.issues. . As. .a hindsight observation, we ...
note that it would have been preferable if DRA had raised the "issue
of system-average v. Chevron-specific costs when it first reviewed
the contract for approval. But we do not fault DRA. 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 to. have forgotten that [DRA’s chancewmo,,,(w¢
reviszt“thxs,xssue estts;only~bec&useyRG&EgltSQ;ﬂ:WQSgQL;QWQq'pqwq
revisit it. We reject any contention ox implication .that, because
of positions it has taken‘inpearlier:prqceedingsffD&géhasJyaiqu_f,
its xight to change its position and contest the floor pxrice
provisions of the Chevzon contract.(.ﬂ I S 15 AT PTE 8

DRA witness Shovlain recommends that "[L]n negotxat;ng a.
special contract rate, the ut;lxty,should,requxre,theJgustome:n;o,“
at least cover the marginal c¢ost.of. serving that. .customer. , The. ...
difference between the marginal cost of serving.a customex and.the
tariff rate is_where'the,utility,haéﬂroomqtoynegotiate,@mspeqiq;
rate." (Exhibit 66, p.5.). We concur with this .criterion. ..lt.is .
consistent with oux conclusion.in the, previous. PG&E, ECAC -
proceeding:- "At a minimum, each customer on -the. system,must pay
the full marginal cost for the service it receives, whether .oxr not
it is being served under a special contract." . (D.90~12-128,
Conclusion: of. Law 7.} . - o sise oL T opa unn Lo

DRA’s c¢ritexion is met.in th;s casey Evenrthough the .. |
flooxr reflects the Chevron-specmf;cﬁcost,rathe:athap.PG&;’syhmghexg
system-ave:agencost«forudistributiqn;ﬁiéilitiesﬁ,i;;sni;l;p;oy;des.
qssurancexthatﬂChevron-pay3‘for,alluofmthe.long-run~marginalmcosts“
that . PG&E incurs in providing. service.. :We conclude.that.the.
contract’s floor price meets our' fundamental purpose, xn~requ1rxng
special electric contracts to have such a f£loor, and that PG&E’s
other customers are not unduly subsidizing contract sales to
Chevron.

' But DRA points out that all other PG&E customexrs, whether'
under contracts ox tar;ffs, pay. the average distzibution cost
regardless of the spec;f;c cost of servxng the customer..:pRA"fufv
argues that havmng a customer—spec;fmc floor pr;ce Lshun;que and
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unfaizr to other PG&E customers, both-those with special.electric
contraces and;thoseﬂwho,pay\tariﬁf;rates.3 ST ,1;,w,.
A special .electric contract is.the product of-bilateral . -

negotiations between the utility and one of .its customers...That ..
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 surprising.if unique provisions could not..
be found among them. = ... . . - »-~i;~u e

_ . At most,. the presence of this.floox price eleméntmv»,u i
suggests that within the permissible range between-marginal .Costs
and tariff rates, Chevron drxove .a harder bargain than-othex special
electric contract customexs did. Just as:likely, the other.special
contracts could reasonably contain elements, in areas other than
distribution costs, that are more favorable than.those-in the...
Chevron contract. In eithex case,.the fact that Chevron:is the.
only customer to pay site-specific distribution costs does.not .
alone rendex the floor price inadequate for its intended purpose,. .
or unfair. | e el temanganu wofau s
‘ If we were to determine that the Chevron.contxact is.. .. .
unfair and unacceptable. because it contaids_unique;and beneﬁicial;,
provisions not enjoyed by -any other customex, it would be.because- -

L [ T
W bt * LIRS | N A DU

. . I I VI
N + N e 4

il T ERN

R

©3 Bven though no customexr but ' Chevron-currently:-pays’customer-
specific T&D costs, the possibility exists that PG&E-would be.. . ..
required to negotiate just such a provision in a special electric
contract. At the time we establishediguidelines 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 T&D system, we provided that the price in this category
of contracts "should recover an appropriate measure of these-gite—-
specific increased costs." (27 CPUC 2d 464, at 470; emphasis
supplied.)




A.90-04-003 ALJ/MSW/tcg

of a principle that no customer should pay 'a rate ‘for any aspect of
electric sexvice which is below the rate paid by all other::
customers foxr the same service. While that pr;nc;pleuwould seem to
be eminently fair, it is difficult to see how ‘we could ever justify
the existence of- any spec;al electr;c contracts xf we' were-'to- adopt
its use. ’ ' N ‘ e
It is axiomatic that a lower rate enjoyed by a 'contract
customexr' constitutes-a disadvantage to customers paying tariff
rates. It is our purpose to' prevent any undue disadvantage. We'
indicated general approval ¢f the use of specialelectric contracts
in D.87-05-071. 'In“doing so, we indicated our intent' "to prevent
unreasonable discrimination ‘among customers and’ to- ensure-that' '
other customers are not unreasonably dmsadvantaged by the’
contracts.” (24 CPUC 2d 412, at 418.) o ‘

- The floor price in the Chevron contract is designed to’
ensure that Chevron pays no less than' the full marginal cost -of its
sexvice. It does not also require Chevron to contribute- to the =
cost of the kinds of distribution facilities required to'serve most
othexr PG&E customers. 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. The contract was negotiated to-
prevent bypass. If Chevron had bypassed the system, it ‘would not™:
have provided any contribution to the cost of distribution
facilities. We conclude that the floor price provision is
reasonable. o .

- .DRA also argues. that because PG&E has not.proved.that it
attempted to negotiate for system—average dlstr;but;on costs,,the
contract does not provide assurance that PG&E.has maxlm;zod its . -
contrzbut;on to margin. We clearly‘want assurance that a’ ut;l;ty
maximizes the contribution to margin. when it negot;ates a: contract.
Whether it has done so is in general'a leg;t;mate and- meortant o
issue in rev;ew;ng spec;al contracts.; But the purpose of the floor
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is to.assure recovery. of at: least a mindimum level of revenues, Dot
to maximize contribution to margin. With respect to the Chevron
contract, the sole issue that was left unresolved in D. 90 12 128
was the.adequacy of the floox Prlce:P?°“¥s¥°n'~'DRA}$r9r9?§??F;@?9%¢

not relate tO TRLS A8SUC. o e s e e e e

Findings of Fact : e T T T i LRI R SRS BT

1. In D.90-12-128, the Commlsslon rev;ewed the e
reasonableness of PG&E’s- special contracts for l988 ond earller
periods, but deferred completion of .its xeview of PG&E’s contract
with' Chevron so- that parties could expond on theix pos;tlons on. the
adequacy of the f£loox Price.- . soileeen pon e ..

2. In D.90-12-128, the Commission concluded that the Unocal f
and Shell contracts were reasonable, but found that the contracts
with Mills Hosprtol, Penlnsula Hospital, Sequola Hospltal

Louisiana Pacific, Arco, USS Posco Industrles, and CHevron did not

guarantee collectlon of the adopted margrnal costs of: serving those

Core

customers. x : - .-f, 'f_-~

IR W

3. A contract: lS unreasonable if lt does net rnclude
adequate floox price provmslons. - ”‘V

4. For each record period during which' a*contract yields a
negative contribution to margin, the Commission wrll order a
disallowance in that amount.

) S.V In D 90=12- 128 the Commrsslon concluded that 'PGSE should
not be allowed future rate recovery for the portrons of contracts'“J
that have been found to be unreasonable. o

6. During the 1989 record perlod, there were ten spcc;al
electr;c contracts between PG&E cnd its customers in effect-‘ Mills
HOSthdl, Peninsula Hosprtol Sequola Hospltal Louisiana’ Paclflc, '
Arco, Unocal, Shell, USS Posco Industries, Chevzon, and Texaco. v

7. The contract wrth Texaco was the only new contract to
become effectlve in 1989. /

R
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8. DRA concluded that the Texaco contract was executed in
accordance with the Comm;ss;on 'S gu;dellnes and that the contract ..
is reasonable. R T R A

9. PGE’s and DRA’S calculations of each contract”s .. ..~
contribution to 'margin for 1989 ‘are in substantial-agreement. =«
Slight differences in their calculations are -due- -to their different.
methods of accounting for summexr and wintexr consumption™dwxingh: i
transitional billing per;odo.'-' B I A A

10. DRA contends that 'its method ‘of" account;ng for summer and:
wintex consumption i8 more accurate. - - e it w
1l. For the ten contracts: rev;ewed“inﬁthisﬁproceeding“ﬁDRA‘
calculated the follow;ng contr;but;ons to margln for the 1989
record per;od- | el il SRR ;
| M:Llls Hospital " T ea,620
““Peninsula Hospxtal~** ORh s 56,0507
- Sequoia Hospital: -« noogon: e S2ed27 e
Louisiana Pacific ' 742,574
Axco - Fairfield ‘ 23,279
uAXeo = North:Coles, .. - ociiw (B7 k610,
Unocal 455,751 )
Shell 134220, 607-“V*v‘
.+ USS:Posco. Industries: . - ocveo %y 620,673
Chevzon e 3 730,872
Texaco:’ ool o S 170 283~wm1~afb
12..
be ordered Ln connect;on w;th the North Coles portxon o: the Arco;l
contract with Arco due to the facxl;ty s negat;ve contr;but;on to\“

‘.,[;‘ LAy ."

margin in that amount. SR

13. . D. 90 12-128 provxded that tﬁe xssue of floor“revenues for
the Chev:on contract shall be reconsxdered Ln th;s reasonablenoso‘_
review. . o . L SR v e
14. PG&E owns the substot;on facml;tzes at the R;chmohd
refxnery which allow Chevron to rece;ve electr;c servmce at h;gher e

cost primary voltage levels.
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15. :The floor price in the Chevron contract reflects the
adopted: marg;nal costs. of transm;ss;on voltage scrv;ce olus an
adder of $.00292 per kWh. ‘ R

- 16.. The adder of $.00292 per kWh reflects the cost anurred
by PG&E:- for providing transformutmon fac;l;t;es at the chhmond
Refinery so that Chevron can rece;ve prrmary voltage SeerCL. o

17. The adder of S. 00292 per kWh does not reflect ox récover
PG&E’s adopted system-average ¢oat for prov;dxng transformot;on and
other distribution facilities. '

18. -If adopted system—average dxstrmbut;on costs are’ assumed,
as recommended by DRA, the Chevron contract yxelded a negatmve -
contribution to margin of $695 877 for 1988.A ' ~ -

19. 1If Chevron-specific substation costs are assumed, the
contract yielded a positive contrxbut;on to marg;n of $3 437 7Y
for. 1988.

20. All PG&E electr;c customers but Chevron pay the average
distribution  cost regardless of the spec;f;c cost of serving the "

. customex. . | e r
2L A speczal electr;c contract ;s the product of bxlateral
negotiations between the. ut;l;ty and one of Lts customers. ‘

22.. We . have prescrzbed several elements, but not a unmfornv“
format for special contracts. | e

23. If we were to determine thet the Chevron contract is-
unfaix and unacceptable because it rs un;que, lt would be because
of a principle that no customer should pay a rate for electrlc
service that is below the rate pazd by all other customers.

24. The difference between the marg;nal ‘cost’ Of servxng a’
customer and the tariff rate is where tho ut;lrty ha* room to
negotiate a special rate. DR

25.. The.Chevron. contract floor prxce reasonably ensures “that
the customer pays at least all of the long-run marg;nal ‘costs of"
service so that other customers are not unduly subs;dlzxng “the
contract sales.
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26. Thewdhevron'contrccuifIOOfwﬁrice”does not require.Chevron
to contribute to the cost of distribution facmlxtxes wh;ch are:.
required for most other PG&E customers. ' ' REUEERE I .

27. 1If Chevron had bypassed the system instead: of" enter;ng
into the contract, it would not have provxded a‘contribution To the
cost of. d;strxbutxon foc;lxt;es whxch are requzred for mest: other
PG&E customers. S Lo

28. It is not the purpose of the floor to maximize .. :
contribution to marg;n,‘and whether the Chevron contract does 30 is
not an. issue which was set for reconsideration in this proceed;ng.

29. DRA recommends that the’ f;nal calculot;on of* any*
disallowance include cccrued Lnterest. ' ' '
Conclusions of Law - -

1. The Texaco contract is'fe&sonoble;

2. PG&E’s adm;n;strat;on of its specxal electric contracts
was reasonoble in 1989, except ‘that the Noxth Coles portion of the
Arco contract did not yleld a posxtxve ‘contxibution to margin... .

3. A disallowance of $§17,161 plus interest should be ordered
due to fa;lure of the North Colos portion of the 'Axco contract o
yield a positive contr;but;on to marg;n during 1989. :

4. DRA was entitled to fully address the Chevron flooz price
issue in this proceeding, and adopt posxtzons dxfferent than those
taken in earlxer proceedings. = R

5. In regulating spec;ol electr;c contracts, it is one . of .
our purposes to ensure that contract customers gain no’ undue
advantage over other customers, and to ensure that other customexs.
suffer no undue dxsadvantage.A ' ' -

6. Since the floor price provxs;on in the Chevron contract
is designed to ensure thot Chevron pays no ‘less‘than the full-
marginal cost of its serv;ce, the floor does not unreasonably
d;sadvantoge other customers. "' ‘ o LR AEat

DRt}
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7. Since the floor price provision in the Chevron contract
is reasonable, DRA‘s recommended disallowance of $695,877 is not
adopted.

8. This proceeding should remain open forx consideration of

Geysers Unit 15 issues.
O RDER

IT XS ORDERED that:

1. In connection with the Noxth Coles portion of the Arxco
contract, $17,161 plus interest shall be disallowed in the foxrm of
a reduction in Pacific Gas and Electric Company’s (PG&E) Electric
Revenue Adjustment Mechanism account in conjunction with PGSE’s
next rate adjustment. Interest shall be calculated at the interest
rate provided in Part B of the Preliminary Statement of PG&E‘s
Electric Tariffs.

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

3. Application 90-04=003 remains open for consideration of
Geysers Unit 15 issues which have been consolidated with
Investigation 90-02-043. This orxder supersedes Ordering Paragraph
3 of Decision 91=07-009.

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

PATRICIA M. ECKERT
President
JOHN B. OHANIAN
DANIEL Wm. FESSLER
NORMAN D. SHUMWAY
Commissioners
I CERTIFY THA‘I: THIS DECISION
WAS APPROVED BY“THE"ABOVE

comwssrom:ns TODAY'~~
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