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Term Energy ,and· .CaP4ci ty.Power. '.',' . >:,)~ ," :.Applicat:L.on':.91.-0$...:0~4 7> ,.' 
Purchase Agreement 'Between Pacific. )., ,(Filed .May:.22,: .1991,).,. '\ ,_ 
Gas and Electric' Company "and' BAF .,' ') . '. .'. .' .. " .... ,'~, ::..... ,., 
Enerrnr • '. .... . .. ).', ...... .. ) ... :~ r:G .• '::- ','::',.": ... ' "':JJ ",} '. 

---------------~ .. : ... , 
Application of· P:acifieGas·and.·) ::,:>~ .,' "::-';;,:'~ ....... ;..~" 
Electric. ,Company f.o~ an Order " .J. '.' , . ," . .,~. 
Approving Amendment 'of the Long- .. ""Application'9'1-06:"'012 
Term ·Energy.and· capacity ,Power " .. :, • '.)::,' ,', '(Filed.;June ;:&;.:·:.t9$:1): "."" .. :.;' 
Purchas~ AgreeI?ent.Bet~een P~cific J, 
Gas and ·Electrl.C'··Companyand . '\r 
Gilroy .. Energy -Company.. .: ! ). . ... • • J ., ,. '~. ,:' ," ~ 

------------------) .. .,(" , 
,.... ... ~,' , ,A • 

. . 
. 0 P X. N XQ N,::; 

I. SummaD'~ 
..... I', \ .:' <~ :. " ~) 

." " , "~ • ,I. • , I r ." ,,~\ 

This decision approves the,contracts . that Pacific. Gas and:, 
, - • " ,'~' ,. ! .~, , __ " , '" I 

Electric Company (PG&E) has signed .with B~ Energy ,.(BAF).,and ... the .. 
, , • " , ," • ,. ." ~ ,.' # ,. ~. y ~ " ',' 

Gilroy Energy Company (Gilroy). for. the purpose of. complying. with. . \ '. , ' "...., .' . . .. ' ,. \ ... , . ,. . . ... 

Decision. (0.) 90-12-098. The contract terms are.found, to ,be., ' .. ' .,. 
, ' , ,. '. . . -' . ~ .,_. ' , " . 

reasona})le. PG&E is authorized to reco~er ,'the cos't .of .. purchases, . 
, ,'...,. . , ... ~ .1, •• ,". ' '.' .' '., I.,.. ~ .0', .-. • • .~. • 

made pursuant to these contracts through its Energy Cos:t- Adjustment .' 
• •• '. .'o, '. • .. ' • 

Clause (ECAC). Howev:er, the reasonableness of PG&E',5:; exercfse of 
• ,. • .. :. " I • ,~"'". '.. , 

its . rights and obligations under the contracts during. any.ECAC : .., 
, , • I " , ," '"q"' ,.... ", ", ' • \ ~ • ••. >,.,~.! 

review period will be subject to prudency ,rev~.;::,. ': ,.,;. ':.: ,.' " .. 

'" .... " 

• '\! ,.", 

.;.' "'", ~ . .. ·,i.; '.' ,I \, . , ! .. J 
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. ' ........ ' ....... ,., 
'. 
"' 

IX. PX'oceduxal :aac:1sgxQund 
..... t~, .,..,:;-'.~ '" ,_,,' ... ~' .". : t ... :' l' 

,", ;_~ 'o"""'! . "!, _ t,' ' .. - ~ \ " t ~' ". " '., < 

';::\ ;':. ',A .. ':·~ T~Jj~lifYinq..FaCilities ' :.. :., .... ':)::' ".' 
r''1, .... ~\J .... I.."'I'.;....J ",' .', .'~) " "'.- ';' , .... ".-." .... r, ..... ,. I~', ... , ...... , .: 

~....:,.:. BAF operates a 120 MW gas-f,iJ:ed c0gen'eration,':fac!lity.~-.~,.·,: 
, : • ",' . ....~., .,'" ' .• l .... I' '," , • , , • 

located' :at the Basic Americ~n Foods vegetable 'dehydration ",p:tan.t' in'" 
~ , " " • • i" "'", • ,,'.\' :"'. '. ,"'. j • ,'" ,"~' ,", • \... ., , • , 

King City, Cali'fornia; Gilroy operate's. a".130 'MWgas-.fired. ,. .' 
•. , .. ' ", ..•... •. " i,',1 ,,' 

cogeneration facility located at the Gilroy Foods Facility in,' 
Gilroy, California. Both qualifying- facilities' ( QFs) currently···· 

purchase natural gas from PG&E.to fuel :their,'faeilities.~' ,:i: "<: 
A," "I~ • ~.'\' ,,',,-,-/" ":"J".' ".<. '."",' • 

BAF sells its. electrieal output ~to"PG&.E 'pursuant "to' a .. , ~'" 
" • , ', , ,.,.'._ ~" •• " c ' '.: ' .,'.-. 

30-year interim standard' offer 4 contract'r which was: modified: by . 
the parties on May 28, 1987. 'rhe mC>d::tfl:~atioris. re~i';e ':BAF':t.o, •..... , " 
curtail energy deliveries during specified periods. ::. PG&EI' retains . 
the right to issue specific operating orders during the'ord'inarily' 
curtailed period, and if BAr respond~ wi~h energy within a stated 
period, it will receive reimbursement for the additional cost 

incurred. to cycle its facility. 
Gilroy executed a 30-year'int'crim standard offer 4 

contract with PG&E on December 19, 1983. The contract's June 9, 
19:86 amendment provides,'in relevant pa'rt.·, that PG&E 'may~:~nuallY 
elect whether' or nottc aceeptenergy during certai'n 'months: and' .. , 

during' certain hours of the 'day~ In exchang~, PG&EP~ys::Gilkoy' 
certain costs for cycling the facil!t:y'pl~~ an en~rgy; add~r for 
deliveries made durintT the noncurtaii db ie' months • . i ". " ..... , 

":I t 

B.. D.90-12~091t .... 

In'19S9, PG&E exereised its' right' to curtail the "Gilroy' 
plant. 'The ciroP: in Gilroy':s' 'naturalgas 'consumpt~onin"early 1989~ .'. 
as compared with the same 'months :i'1,' {9'BS,", t'rigger~d-th'emi~:imum'" " ' 

bill provision of PG&E's rate schedule G-COG. Gilroy incurred 
large demand charges and brought a complaint to the Commission. 
BAF joined the complaint. . 

The Commission determined that PG&E had properly assessed 
the demand charges pursuant to its natural gas tariffs and denied 
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the complain.t •. , However ,.... the: Comrnission.',ordered:PG&Eto, renegotiate 
the power,purchase agreements. C:PPAs):'~;o thatPG&E"s:<ele'ctrie- '/.1';' 

ratepayers would cornpenS4te Gilroy"arid BAF, f!or'-'demand charges: ',',." 
incurred' as a.resultof the PPA'sdispatchabil,ity provi:srons:~ -
O.90-12-09a: ordered PG&E to., submit the·:-renegot',iated contracts: for' 
Commissien approval. 

Ill. Applj,cat;i;ons'for·Approval·of:Renegotiated ;pp~ 
" ,'" 

,PG&E filed Application :(A'.) ::91-0S-:047 :and ,A.:9:1-0'6-0·12'/' 
seeking, approval of its, renegotiated: contracts -with"'BAF':and: :Gilroy, 
respectively. In ,each application ;PG&E reque'sts-'a ,Co.mm!sslcn crder" 
finding the follcwing: . '" 

1.. The terms of the PPA amendment: are 
reasonable and PG&E's entering into 
amendment is prudent .. 

. .- .. 

the 
",: I" 

2. The PPA as amended is conclusively pr.esumed, 
to. be reascnable, and PG&E's payments 
.required undertheamenaea PPA'are:' -.' 
reasonable and may be recovered through ~' 
PG&E's ECAC subject only to. reasonableness 
review of PG&E"sperformance of its 
cbligations and exercise of its, rights. 
under the amended PPA. 

. 
3. The 4pplic4tion and the PPA, as amended, 

are apprcved. 
J,:;" 

4. This appro.val is final and-not. subjee; ,t,c, 
. further reasonableness review. 

'.'" ,., 

The two applications"cf PG&&: were ,ccnsclidated for,· 
• .' .". f •• ' . • • 

,,-. 

" , 
procedural purposes. Both ~f the .. subj,ec:t; axnendmen:ts. require .PG&E . ,~.'~, 

to compensate. the QF fcr. any .. n~tural ga.s .use.-cr~pay; sur.c·harges.and 
overjunderbalance penalties required by .P~&E '&,-natural 94S:: tariffs. 
if th~, QF incurs these charges a~.a dire.<:'t: re.sul t o,f, its .. ccmpliance 
with PG&E's rescheduling cf the QF's generaticn.;, .. , : '::., 
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,'. ' '.' .... ,.:, . 
,'j '. ,~ t 
l ,'1' • ." ~.' 'O. 

In addition,. PG&E .would :be::··;z:equi.red :to·compensa.te>lB'.AF;:and; 

Gilroy for any extra . cost .' of incrementalquant±ties. 0.£ :·na.tural·::ga$.< 
incurred as .a direct result:of PG&E~s reschedu-lin9":.of .the: QF:s."! 
operation on short notice. The PPA ~endments ·al·soi.a.lter :BAF:' and ' 
Gilroy's. payment schedules .. : . Each PPAarnendment is'·, described~ .... 
below. . .. > .... : :.' ;'~r). 

A. BAF' 
The- PPA. ~endmentunder· -rev.i;:ew-,:here-, (the, Second .:~ ': 

Amendment) requires BAF to remit to PG&E the demand charges it 
incurr.ed. . .in 19:89 ,which total $1 ,,621 ,2'12' •.. BAF willthen;'receive 
$1,&21,212frorn PG&E in six.monthly payments as.compensation. for.' 
PG&E's: <iispatch of the. facility in:1989 •. · .. The amendment .. ! ..••.. :~ .. 

restructures the curtailment schedule so that PG&E.wil,lbe.relieved 
of its obligation for a number of start-up payments .. ·:·According to 
PG&E, this will provide- ratepayers with sa,ringsthat'total a net 

, " " 

present value of $2.62 million. The Second Amendment's net present 
value to ratepayers is $1 million, expressed in 1992 ciollo.~s. 

• " .", . ,t "" .' , 

The parties had. previously agreed.that the. curtailment 
provisions would terminate on. April 2'9', 1999, .. although: the PPA . .' 
will not terminate until. 2018 •. PG&E}.now .has an option: to extend 
the curtailment provisions 
lO-year term. 
B. Gilroy 

for up to two years beyond:,the current 

Gilroy's PPA amendment (the Fourth Amendment) contains a 
number of provisions. to sitriplifYC\lr:tail~ent,pro~e,~?re~. 'To the 
extent Gilroy fails to comply with timely operating orders from 
PG&E , its' firmcapaei ty payment: will be' : reduc·ed.··: Curtailment 
adders were shifted.' to- the' time of' year during: which . '···~:·>"."C-~·'· 

dispatchab11ity is, most) valuable to' PG&E • By:6hanging the' ,,', 
incentive from an energy price' adder to a capacity: price: add.er,:· the" 
parties avoIded the risk 'that the costof'the ~:dde'r' would:: escalate 
if energy prices increase~ . 

. • ,'~< 
., .... 
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. PG&E' calculates: the net ,ratepayer; benefits; from 'tne',"" ,:,,' '" 
Fourth Amendment to be approximately $864,000. This benefit . :'/, 
resul ts. from changing the load~ following.' reward~ from: :4": percentage 
of energy payments to a percentage of· capacity payment~~, ·Moreover',:' 
Gilroy will pay PG&E the entire .mount of the' gas demand' charges' 
disputed in the complaint, or $1,23-1,&5-0.:' , ,>' 'I 

The Fourth Amendment, with its dis.patchability' ,"', " i ':' 

provisions, will terminate after 1998, which is the end of the'" , 
fixed price period. under Gilroy"s existing PPA. 

" , 

rv. ~omments of Division of Ratepayer Advocates 

The Commission" sDi vision of' Ratepayer Advocates- '~'( DRA ),. " 
filed comments on the renegotiate~ cont'rdcts.' '. DRA'. believes:'·that" 
the 'amendments as a whole warrant Comm'i'ss'ion' approval ;,a1 though' ORA ' 
characterized PG&E's obligation to reirnl:lurse theQFs' forgas'" 
surcharges as imposing unnecessary ratepayer risk.:,l ,PG&E 'replied 
that the provisions on reimbursement for chargeS:or'pena1ties '; , 
imposed under the PG&E natural gas tariffs- are proper,· since, the': 
Commission's rules are interim·' and the' parties wish to.: avoid':' 
frequent renegotiation of the PPA'.."'t ,.,' 

ORA questioned the provisions., in the amended PPAswhich' 
grant the QFs recovery from ratepayers, of· any cost above' PG&E·'s," 
averageUEG tariff rate when the, QFis required to obtain>spot gas 
to comply with a PG&E operating order~" ORA proposed, that the ,QF ' 
should refund·to ratepayers any spot, gas. savings: it might: enjoy 
under those circumstances. PG&E' repl'ied' ·thatthe situation:,:'is--' 
unlikely to occur and' electric ratepayers are:ind"ifferent' ,to· " 

" ;~ , 

, , 
,'''' ."" ~, , ~ i ... l 

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

1 'Onder the Commission's gas industry restructuring order, '-
effective August 1, 1991, full-requirements natural gas customers 
are not liable for use-or-pay charges. DRA believes that PG&E 
should not offer to compensate the QFs for use-or-pay charges. 
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whether OFs can· ebtain· gas at, a, cest "lower than thebenehmark 
price. 

ORA: was, alse- cencerned, that the', renegotiated" 'PPAs~ ceuld' 
eS,tablish' a precedent fer imposing ,en. : ratepayers . the: risk ef>: ' 
fluctuating gas .. costs to dispatc-hable OF's'.. PG&E . responded: .that." 
these agreements were negotiated in ,response- to a·.specific-. 
Commission decision and should not be interpreted'as setting any 

< I' .' ~ , 

precedent. .. : ... : .-1 • '" . ,', '/,--', 

", .r": 'I' ", ,. 

v. D;,sC'P,ssion 
" , ., .. " 

The renegetiated PPAs accemplish what PG&E was directed 
to de in 0.90-12-09'8. In the event that the'OF's: incur." surcharges 
or penalties, as a direct result o-fPG&E's.reschedu-ling o,f,;·their , 
facilities eperation, PG&E wil:l reimburse.,themfor. the natural,.gas, 

surcharge er penalty.. , .' '. ' ... ' '. ' .. ' 
The:natural gas demand charges that were the subj:ect, oO'f"", ' 

the BAF and Gi-lroy complc!lint'were,related to the-.unpredicta:bility: 
of curtailment., This problem should .be resolved by PG&E"s:.',: 
agreement to' provide an estimated dispatch schedule to' the' QF: ,by". 
May 1 during the period for which the OF must securegas,delivex:ies 
(the "gas year'" - August 1 through July 31c):. PG&E; will update the 
estimated schedule by July 1 each year.. The QF' Will-use· the-, 
estimated schedule to plan its probable natural gas needs :and " . 
centract fer sufficient supplie:s. '., \', 

Beth BAP and Gilroy . have. agreed to centract> for,natura1 .. 
gas transportatien service .under the :-ful1 requirements .. eptien:of., '.. . ,. 
PG&E's natural gas tariffs, which were implemented August 1, ,1991:. 

The gas purchase demand charge was replaced on August 1, 1991, with 
an annual use-or-pay charge. This will apply only if on an annual 
baSis·, the OF has taken 75% er less of the natural gas contracted 
fer. ' " ';.'., ';' . " 

", 
:', .. 

" ".) .. . 

- G .-

"J ,/,_1 
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We find that electric ratepayers would be unl'.i:kely.:to':' ,.,' '.: 
incur any responsibility 'fordemand-related" pena-l ties" beeau3e:under 
ordinary circumstances, it is unlikely, that'PG&E:' would' make-:.;· '. ;', 
significant changes to- the estima.ted" operating hours.... BAF'~ and, . ," 

Gilroy would· only incur natural' gas. penalties if· ',PG&Eq:eqUires< the 
facility to operate a significantly different number ;'of hou'rs; than;;.;: 
specified in the schedule. The coordination of, the'QF·'5 .. operating' .... 
hours and the new annual use-or-pay charge will significantly:',· . , 
reduce the risk of the PPA amendments to. ratepayers .: : 

. The, ch~nges in the c~lcul~tion, of st~rt ... up payments' and 
curtailment adders also will result in net ratepayer· benefit5,~ .. As 
a whole, the amendments are reasonable and should beapprovecf. .. :'::i," . 

ORA.had argued that ,the pre approval language requested by 
PG&E is overly broad because the applications request approval of '. 
the payments before they have,been,made';"PG&E disaqrees;,,:::rt 
stresses that it is seeking only approval of the reasonableness 'of 
the terms, ,of the amendedPPA.PG&E agrees with-ORA ·that.·its '. 
administration of the amended PPA may be subject to reasonableness"'" 
review. in its·ECAC proceedingsw . ".'", ,'. y'" , 

ORA has raised an important point. PG&E acknow.t'edges·the· 
difference between preapproval of a PPA and preapproval of all ... 
payments made under that contract .:''l'his decision addresses only 
the reasonableness of the terms and conditions of the amended PPAs. 

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

VI_:~onclusion' : .1, ' ... I 

.• .,'", •• • '.,i" 

,'-~ ',:: • ",I '. ! 

We find . the terms. of the amended' PPAs.:to~ be"~reasoriable'~:- .::: 
Payments under these PPAs are subjectto .. :reeovery in PG&E·':g.:.ECAC,: ., :.: .... 
However, . anyeoncernsal:>out the-. reasonableness:of"ut:il:i:ty~:;'~: 
administration of the agreements must be satisfactorily addressed" 
in the ECAC,' reasonableness %'eview.~ '. 

. " ..... ', .. 
~:!' : .... :,: ~ ',"'" '0' ,', , • I, L' 

" " ". ~.~ I 
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" \ ',( < : ,.of" , .',' ~ ., '., ,,'r; 

with D.90-12-09'8,. safeguards: ratepayer interest·s; and:.'resul:ts':::in:',' ,,''':. 
ratepayer benefits having a, ,net ,present· value of· $;l';;O"milli;orf~: " 

2. The amendment to the:: PPA between PG&E" 'and Gi'l'roy. ,r·) .. ·,'· , ' 

complies, with 0-.90-12-098, ,safegua%'ds:~ra,tepayer interests,: 4nd: 
results in ratepayer benefits ,havin9':a'net present· value of,')' 
$864,000,.. ' :.' "'., , 

3 . This order should :be.: effective· immediately: to; enable the-' 
QFs to plan their,' natural gas,' purchases· in. the: most economically 
e££icient:manner. , .~~ .• " ':. " I I ,'.~.'.') ',~, I 

f;onelusions·of Law, ' ::' ,~:,' :',; . 

1.", ,The~terms of the·SecondAmendmentto··the ·SAP PPA::~are 

reasonable.·· , . ',:' .:; '"" .,; ,.,,'-",:: ',' .;' ':"/':' ,: " ~ .. 
", , 

2. ,'The .terms of the Fourth'Amendment to the"GilroyPPA"are 
reasonable ., ... .: ',' 

3. PG&E ~s ,execution of. ·the Second Amendment;;:tothe,BAF:;"PPA ;: 
was prudent. -:: .' ,'; ',"." ,,'C", ',< '.. 'J ;:':;, .. ~(,'::;":::',. -:~~ It 

4. PG&E' s execution of the Fourth,''',Amendment to:·-the' Gilroy' '," 
PPA<was prudent .. ·' "'. ") ., ,', " ': ,,;',., 

, ('. 
", \': 

IT IS ORDERED that: 

1. Pacific Gas and Electr:ic'Company~rs (PG&E) May 22, 1991 
application for an order approving the Second Amendment to the BAF 
Energy (~.), Power Pu.rchase ,Agreement" '( PPA)."is "qraritect<to 'the 
extent,. indicated in this.·'deciS'ion •. .:(:::,::':.:~: . . "y~': . ,0.':: 

2. PG&E' s. PPAwi th. BAF,_ as: .amended by the ' Sec:ond" Amendment';. ,'.,'< ;': 
is approved,. . ,," ",' :.: :."; '-. 

3. PG&E's June 6, 199~ application' for an· order ,approving 
the Fourth Amendment to the Gilroy E~erqy Company (Gilroy) PPA is 
granted to the extent indicated in this deciSion. 

4. The Gilroy PPA, as amended by the Fourth Amendment, is 
approved. 

>,> 
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5. The terms of the BAF PPA, as amended by the Second 
Amendment, and the terms of the Gilroy PPA, as amended by the 
Fourth Amendment, are reasonable, and PG&E's payments required 
under the amended PPAs may be recovered through PG&E's Energy Cost 
Adjustment Clause or any other mechanism the Commission establishes 
which provides for recovery of such payments, subject only to 
reasonableness review of PG&E's performance of its obligations and 
PG&E's exercise of its rights under each of the amended PPAs. 

6. The Commission's approval of the settlement is final and 
not subject to further reasonableness review, except as otherwise 
provided herein. 

7. This approval of the BAF PPA and the Gilroy PPA shall not 
be cited as precedent for the reasonableness of any utility PPA 
that imposes upon electric ratepayers the side of fluctuating gas 
costs. 

B. Applieation (A.) 91-05-047 and A.91-06-0l2 are hereby 
closed. 

. This order is effective tOday. 
Dated November 20, 1991, at S4n Francisco, California. 

PATRICIA M. ECKERT· 
President 

DANIEL WIn. FESSLER 
NORMAN O. SHUMWAY 

Commissioners 

Commissioner John B. Ohanian, 
being necessarily absent, did not 
participate. 

\ ... ~ , 

. , 
I CERnFYTHAT THls."OECtSrON . . 

WAS APPROVED" .BY THE .A80Y.E 
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