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Decision a» 4~ 409

BEFORE TEE PUBLIC UTILITIES COMMISSION OF TEE STATE OF CALIFORNTIA

Agglication of PACIPIC GAS AXD
ELECTRIC CONMPANY ZLor authority

to decrease its electric rates

and charges effective August 1,
1982, and to establish an annual
energy rate and to meke certain
other rate changes in accordance
with the energy cost adjustment
clause as modified by Decision

No. 92496 and its electric
tariffs.

Application 82-06-08
(Piled June %, 1982)

ELECIRIC COMPANY for authorizatio
t0 carry out the terms and

conditions of an amendment dated
Pebruary €, 1982 t0 an agreenmens

dated May 26, 1965 with CEEVRON,
U.S5.A., INC.

Application £2-06-20
(FPiled June 3%, 1982)
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(See Appendix A for appearances.)

PINAL OPINION

Introduetion

By Application (A.) 82~-06-08 Pacific Gas and Tlectric
Company (PG&E) requests authority to decrease its electsie rates by
epproximately $158 million for the 12-month period beginning Augast 1,
1982. The reguested decrease is the net amournt resulting from 2 $211
milifion Energy Cost Adjusiment Clause (ECAC) decrease and requested
increases in the Armnual Energy Rate (AER) of 834 million and in *he
Electric Reverue Adjustment Mechanism (ERAM) of $19 million.
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37 A.82-06-20 2G%E 57 ority To amend a PGES/Chevron
U.S.A, Inc. (Chevron) Gasz Purchase ent, the effect of which is
that PGKE agrees o transpor: Chevron-produced gas o Chevron'e
Richmond refi:

On Auguu. 18, 1982, we izsued Decision (D.) 82-08-024
cecreasing ZCAC raves by $132.4 million o an {nwerin basis.

A.82-06-08 and A.82-06-20 were consolidated “or hearing.
Hearinge were held on these mat<ers over 15 days in July and August
1982.

This decision does <he Tollowing:

1. Deelines to auvthorize the PG&E/Chevron Gas
Transport Agreezerns.

2. Reguires a decrease of 863,405,000 <
AZR.

In reaching 2 decision on %he adbove items we-have of

L ]

necessity reviewed the PG&Z/Chevron low sulfur <uel o 1 (1sr0)
conzracse.

PC&E/Chevron LSFO Contracts

During the course of this pr oceeding the parties devoted a
consideradle amount of hearing tide To whether the Comzizsion should
validate or invalidetve the renegotiated 1987 PGXE/Chevron LSy
coatract. The dackground of this contrecs was contained ia the
Testimony of PGEZ witness Kaprielian end Cheveon witness Dowles. “The

testinony ic summarized in PGXE's drief a< Pages 74 and 75 guoted
below:
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"By the early 1980's, energy conditions and
custonmer demands were consideradly
different from what had heen Torecast in
the early 1970's. Subdstantially increased
supplies of natural ges and increased
conservation by customers had reduced the
need for LSFO drastically. These trenés
and other factors that reduced the neel
cor 01l resulted in a situetion in which
PGandE's contracted 0il supplies exceeded
its evolving forecasts of LSFO
requirements. Under the original 1974
Chevron contrac%, PGandE was obligated %o
buy 15 million barrels of ILSFO per year.
Twe declining need for oil, however, lel?
PGandE with & significantly larger
contractual obligation than was reguired.
Although this energy prodlex had been
partially alleviated through limised
underlift arrangements in <the late 1970's
and %verminations of other purchase
commitments, by early 1981, the problexz of
a continuing overabundance of LSP0 had
become a2 dominant concera in PGandi's

ggeggy panagezent strategy. (Ex. No.

"Paced with a LSFO surplus that was
forecast to 1ast until the mid-1980's,
PGand® undertook to renegotiate its oil
contract with Chevron to reduce its
purchase obligation. The negotiations %o
westructure the contract were alrealy
underway by early 1981. (Tr. 88€0.) By
October, 1981, the basic Lramework of tThe
renegotiated contractual arrangements had
been agreed upon. (Tr. 952.) The
renegotiated contract was executed in
March 1982. (Tr. 871-872.)"

Az part of the LSFQ contract renegotiation PG&Z and Chevron
renegotiated a Gas Purchase Agreemeat and entered inte a Gas TrangporeT
Agreement which are discussed below.

The relevance of these agreements to this proceeding relates
to our jurisdictional role with respect o (1) 2 regulated utility axc
(2) a supplier of some good or service to that utility.
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Toward Utility Ra%se Normaliza*ion
parties, argues thet the 1981 ILSFO contract
reasonadble. TURN also recommends disepproval of the exendment to

PGE&E/Chevron Ges Purchase Agreemensy whis 2h, in its view, will

sutonatically invalidate the 1987 LSFO contract and resurrect +he 1976
LSFO contract. TURN believes that our request 4o suspend deliver:

in D.B2-04-072 under the 1981 coniract woukd remain in piace and ’G&u
could convinue to suspend 0il deliveries end pay the sudbstanti

lower charges provided for the 1976 contrac

.d -

PURN's theor y S duilt upon certain revisionc in the 1984
LSFO contrazet and a series of assuzptions, each of which wouléd have %o
occur for TURN's regulis %o follow.

The first ascumption iz that invalidation of <he Gas
Purchace Agreezent would austozatically invalida<te <he 1981
renegotiated LSPC contract. 1The second assumption is that
invalidation of the 1981 LS:O contract would resurrect the 1976 -LSF0
contract. The third assumption is tha< our Tequest in D.82-04-072 Lor
PGEE to suspend geliveries of ILSFO would have +<he seme ef<ect under
both. the 1976 and 1981 IST0 contracts. We have subss ntial douds
about each of <he <hr

TURN'z contention +tha*t <he wall ity of the 1981 1SF0
contracts is conditioned upon the approval of the Gas Purchase
Agreement depends on Exhibit 24 which is e “ransmis tal lester dated

March 24, 1982 and signed By representatives of bo=h Chevron and
PG&E. The letter conteins <he following paragraphs:
"This letter serves %o confirm our

understanding thet the aforementioned
agreements, and each 0f <henm, shall only
becone effective when and 4f the DPyudl<
Utilities Cozmzission of the State of
Califor“-a approves the Amendment to Gas
Purchese Agreezent~Richmond Refinery.
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"This letter also servez to contir
previous undersvanéing that to h
PGandE is relieved of izs obligat
under The Gas Transpor:t Agreezent
pursuant 1o Paragraph 113 thereof, by
virtue of the fact That PGand?® would by
perfornance of such obligations de
consiituted a common carrier, then in
that event PGandE and Chevron shall
27Texpt To icplement a comparadle
alternative dusiness arrangement.”

3
e
-

v

This levver apparently was signed nearly two weexs afser the
1981 LSFO contract was signed. The 1681 contracs conzaing th
following c¢lause:

"1€.  CONSTRUCTION OF CONTRACT

"This insvrument coantains the entire
agreezent deiween the parties covering
the sudject zatter ané eancels and
Superseces, as 0f the dave of execuzion
hereol, all prior agreezents de<ween the
parties with respecst %o <he sudjess
zatter of thic conTract. There are =

Ther agreements which constizuse any

Part ol the consideration for. or any
condition to, either parsty's cozpliance
with 175 obligations under this
contract. No modification shall be
binding unless in writing and signed.
The headings of sections are for

convenience only and are not <o he
considered a part of this contrees.”

The two documents eppez> To conflict. 'Whereas TURN sees
approvel of the Gas Purchase Agreement ac & condition precedent, we
have no certainty that the ISP contract aad Gas Purchase Agreemen<s
are so Tied. We note that both parties have hehaved as iL the 1081
LET0 contrect were 4n full force and effect.
continue our analysis
~lone:

We will therefore
oL bYoth agreemenss a3suzing that each stands
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argument 0 13 T0 suppor:
contracs : ineffeetive

resurrected. I : of the parties expr
1981 contract h ntrect cancels and supers

rior agreezentss. ; cancellation wouléd have oceurred
imnnediately upon the 1981 coniract's execution it could he argued
<hat such a cancellacx not have been reverzed by <he March 24
letter, whatever < pective effect on the 1982
contract may have been. '

The last assus : S > that our reques<

that PG&Z suspend deliveries of ISFO made 1981 contrace
would have the saze effect under the 167 ZURN'c pogiztion
is dased upon the fact that both conirac : con:ingency
clauses regarding governmental setion. "h au is quoted below:

"4.3.2 cozpliance, vol “.a-y or
involuntary, with a direction or reque
of any goverazensz inszr~~e1za"
uhe*eo- or pe*sou PLTPOTLING To acT wi
ho“i.y of any pove*ﬂmeua or
.1sv zmentality zhereof excluding,
Howeve., any such éi ec1101 or regues<
restrict ng or he*wis» regulating
combustio S0 <o be purchased by
uyer hb*eu cer, the effect of whieh
restrictions o' regulations upon the
pariies' performance shall de governed
Dy Seetion 7 o *his contract:"

2URN corr ints out that although the two contingeacy
clauses are identica nsecguences of invocation of <he

convingencey i different under the two contracts. The clause under

~he 1976 agreement provides for payzent of "fixed costs" when :he
contingency is invoked. fThe 1987 contracst provices for two levels of
charges. ne level obzains if the contingency is a governzent
Tequest or direction not dased mainly on economic grounés. A higher
crarge oceurs if the contingency s iavoked because of a goverameniel
Tequest dased on the aveiledilitr of more economi Tuel.
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ITAN's theory is intereciing dut misatases ous
Jurisdictional authority. OTURN seems o nore correctly perceive our
role in the following sentence a2 rege 46 of its opening bries

"While the Comzission can .“eo*b*ica’ly
disallow ‘*p*uden‘ osts, that remedy ¢

-~

often consi ¢red T00 Severe whea a long-
‘-rm constract iz ‘uvolved. % this

gituation, however, <he Cozzission is
faced with 2 unigue opbo*tunity To -igh'
the wrong ther would ozheswise ocour

ity-supplier consracss
.7 rTeas3onadly incur-ed cosTs 10 be recovered in
Staff, among the major parties in this proceeding, is the oxly
Party <hat seezs %o correqily perceive our role. We are not equipped
TO perform Zanagement's role and will refrai: Zrox guch intrusions to
the greatest extent possidle.
We are uncertain why PGXE £22é Chevron haeve wvexpted to
ring us 80 close %o trhe contractin relavionship. It iz clear tha=<
the parties conte*plated thet av times there could de more econozical
fuels than LSPO and that she parties have Dutvally agreed on a level
of payme“t T0 cozpensate CbevAoﬁ when no ILSFO i3 required. We “ail
TO0 see why it ghouléd de our Juégment rether than the judgnent of PG&Z
managemenu that nore econozic fuels are aveiladle
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In the zié-1970z we did encourage <he utility <o en<er {a+o

. L Aa=x

long-range fuel oil contracts. PG&Z in this proceeding proposed the
Zollowing theory:

1. DPGZE encered
u.u?- L

2. PG&B'S fuel stra:egies
the contraect have heen
““ce.;u.

Z2. MTherefore,
reasonahle
he allowed
PG&Z's theory that oz
inTo a reasonadle and prudens contraocs,
from 21l risk is 20t correct ia Thasz

-

it neglects the very ifmporiant
fector of changed circumstences. -

wWhether or not 2 coatract should remain in effect, de
adbrogated, or be renegotiated shouléd bHe decidegd by utilie .
manegement. It seexs obvious that norzally usility panegemeat will
consider a change in the szatus quo only when <shere is an inceative
for it %0 do so. I we pass through all expensec wivhour determiniag

r reasonadleness cizmply because they have deen consracted for,

there would never de an incentive for utilisy review of such
expenges. Qur review of the easonableness of contrect expences wizth
the possibility of disallowance provides zanegezent iacentive %o
incur only reasonadle costs.

Most of ke expenses (except the cozmodity price) flowizng

whe LSFO contract are reflected in +he conziderazion of the

AZR. It is in this area shat cerzain expenzes which come from the
Chevron/PG&Z contract will not automatically be passed through ia
rates. The difficuls situation thet we must face now <5 <ha< in 1976
PGZ entered in%to a type of contract (long-term fuel) which <he
Comzisgion at that tTize encouraged. Would <t now de fair and
equitable to ignore <otally that contrect and coasirues e reesonadle
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level of expenses 2s i
Rather it is more fais

aecessery in its relationship with Chevron

will Degin to shifs &
present Intention of
becones 2 mosy diffd

that will nov be 2llowed 4n

ult D2Tter of Judgnen
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exi .-—0 k’

- v

nov ¢ thizk not.
0 maxe any changes it deexms
Zowever,

dic
ze

PGEE <l

ey

in this case we

ne erpeﬁsev back o the shareholders with <he

in fusure years. Whas
is the level of expenses
erly in the AZR.

e expenses
-
(%]

rates, particuln

Gas Purchase Agrecmens - A.82-O6-20

Chevron az its
WP To & maxizum flow of
the current tariff razes
Ihe current average pri

Chevron iz also 2

Natural Gas Policy Act price

$3.112 per decazhern.

in A.82-06-20 PGXZ requests
fieléds in
The amount of ges agreed <o de tr
cudic feev per day during 1082-84; up to 27

owned gas frox Chevron's
Richzond refinery.
nillion
per day during 1985-87; and
89. The reveaue loss <o
first year.

PEEE testified
are primarily <hreefold. 7j
sell gas to PGZT and has agr
newly discovered gas it
& customer 0 PG&I 23

PG&Z is approxi

cons

. .
tarill raves relaLs

Mel per day from PG&Z. Chevron pays

T Jhis gas under Senedules G-2 and G-52.
ce iz $5.468

per decatherm.
£28 supplier To PGLXE, sel
s, which

a%
about

ing gas
Yoy of 1982, averaged

4
bl

Chevron-
ornia to Chevron's
angported is 25
zillion cudic Zeet
20 million cudbic feet per day ¢aring 1988~
z2tely $20 million during the

authorily to transpor:
aorzhern Calis

0 PGXE froz this sgreement
3 agreed To continue to
2é w0 PG&E at least 75% of any
rols econd, Chevron will continue vo he
2ing amounts of iva

needs, approximately 68 million cudic Seet per cay. Third, <he

renegotiation of

goveraning ges service <

the 1281 Chevron LSPO conireet depended upon
accomnodating Chevron's desire

©0 renegotiate the arrangements

the Richmond refinery.
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The alternative scenario developed by PG&E is that Chevron
could duild its own pipeline, transport its full requirements, and not
sell gas to PG&E. PG&E woulld lose both 2 high=-volume industrial
customer and a supplier. The cost of this alternative scenario is
substantially more than the 320 million cost associated with the
amended Gas Purchase Agreement.

With this reasoning, PG&Z argues that because of the threat
of Chevron duilding a pipeline, it had o renegotiate. Consequently,
anything it could get in the ILSTO negotiation hecause of the gas
negotiation would be a dbonus.

TURN, California Department of Consumer Affairs (DCA), and
California Farm Bureau Federation (CFBF) argue persuasively, based on
the testimony of PG&LE witness Kaprielian during cross-examination,
that Chevron's threat o duild its own pipeline was illusory-
Kaprielian testified that without the ISFO problem, PG&E would not V/
have negotiated the Gas Purchase Agreement and would not have done s0
for perhaps five years.

The benefit of keeping Chevron as a supplier €0 TG&E 4is also
of no great weight since the California Gas Producers continue o
testify that they are ready, willing, and able to0 supply much more gas
to PG&E than it is willing to take.

We believe that the benefits to PG&E of the Gas Purchase \//
Agreement standing alone do not equal or outweigh the costs of the
agreenent, and we will not auvthorize i% at this time. We arrive at
this conclusion without reaching the issue of the common carrier
aspects of the agreement or the agreement's precedential value which
were argued by the California Gas Producers and DCA.

Preliminary Adjdustment

Before we can develop the AZR, we must settle a preliminary
issue raised by the staff. The issue concerns the Martin Marietta
Adjustment and affects the AER and ECAC calculations.




During the first quarter of 1981, PG&E entered into an
Energy Call Agreement with Martin Marietta, whereby PGE&E sold 467,000
barrels of fuel oil to Martin Marietta at a price of $27.257/varcel.
The agreement allowed Martin Marietta to call on the energy, sell the
fuel oil to a third party, or terminate the agreexent and requesi
that PG&E repurchase the fuel oil at the initial sales price, plus an
interest component ($3,040,091). This last alternative occurred on
March 1, 1982.

During the course of the agreezent (January 1981-Fedruary
1982) PG&E maintained a fuel oil inventory well in excess of that
previously authorized. Therefore, the ne? saving of this transaction
(82,270,153) accrued solely to shareholders. <afs recommends that
the $3,040,091 interest expense not be recouped by 2G&Z through <the
ECAC balancing account. The stafd recommendation results in a
reduction from $38.48 4o 538.24 per barrel of the weighted average
inventory price of fuel oil. This adjustment will de reflected in

various aspects oF this case as explained by staff witness Thompson
at Tr. 358:

"Q. With respect to how the Martin
Marietta adjustment impacts rates, €O
we take the 24 cents 2 barrel
adjustment and essentially apply <hat
©0 04l already durned as a balancin
account issue, 0il %o be burned <he
next four months as az ZCAC issue,
0il to be burned in the next 12
noaths, an AER 2 percent issue, and
the value of o0il in inventory as an

IR issue, the same numder running
through all those caleulations?

. Yes. Ve are recommending that the $3
million that PG&E paid in addition %o
what it sold the oil for be
disallowed from PG&E's March, 1982
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ending inventory amount and,
therefore, that adjusinment will
affect the ECAC revenue requirement
and will also affect the AZR revenue
reguirezent, and for <that matter i<
will also affect the value of the 04l
in the inventory."

PG&E's basic argument is that the Transaction was
reasonable and prudent and ‘the entire $37/barrel (827 commodity plus
$6 interess) should be allowed to compute the inventory value. DPG&E
points out %hat the 333/barrel was less than <he $37/barrel it was
peying Chevron at the <ime. PG&E argues that to allow the stafl
adiustment would severely penalize PG&E for a prudent vransaction.

We agree with the staff analysis anéd recommendation. Che
trensaction was cersainly reasonable from one standpoint; it saved

shareholders approximately $2.7 million. Since the dbenelits went <0
shareholders, the shareholders should also bear the expense. The
interest expense therefore should not be borne by the ratepayers who
received no benefit £rom the transaction.
AZR

The purpose of <the AZR 1s To recover in rates certal
related costs which are not given dalancing account <trezinment.
AZR is determined by forecasting reasonable costs Zor the 12-month
period beginning Auguss 1, 1982. The AZR cost elements are:

P g4
1. Carrying ¢osts of fuel oll inven<iory
allowed in rate base.

Estimated expense for facilities
charges and underlift paymen<ts.

Gains and loszes on the sale of fuel
0ils ané

2% of the energy costs included in
ECAC.
As can be realdily seen from this outline of the AZR
elements, the first three elements are intimately tied to the Zuel
0il contracts PG&E has previously entered.
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Puel 0il Inventory
The different levels of expenses for fuel oil
inventory reguested by PGST and recommended by the staff reflect

ismetrically opposed ratemaking Philosophiea. The company degine
with It3 existing inventory cs of August 1882 of 1%,607,000 darrels
anc then uses & nultiple year rlanning horizon 40 plan the mee<
econozmic Tuels etretegy for the upcozming year. The resuls of <he

.Ah

oprinmun faels strategy e the coste associmted with the AER. The key
Toundation of the plan iz <he current level of fuel o4l inventory.

- e e

Under the staZf theory, s+aff would only allow the emount
of fuel oil 4in inventory to Deet %the operationzl needs of +he cozpany
for the upcoming year. The se%ual Yeginning fuel oil inventory is
irrelevant. ¥hat should de allowed 48 a recsonadle Tuel oil
inventory to meet operational neede. The s+aff, howeve:, has no
recozzmencation for the ninizum operationel inventory requirezent.

Since the steff wac unsdle %0 epply its theory completely, it -
reconzends thet the amount of fuel oil allowed during the last AZR

..

period (€.8 million dbarrels) Ye allowed once again. safl noted that

that a:oént was well over <the minimusm operational amounte.

DCA calculated zn appropriate inventory allowance *to be 8.4
million Berrels, dut generslly agreee with <he g4als analysizs. 2URN
favors a complex "two-tier" approsch by v&ich only “hat emount of
fuel oIl to meet operational needs would earn the rate 0f return wi+
additional inventory emounts <0 de recovered st balancing secount
interest rates.

The company's minizum overational inventory Zor August 1982
is 5.0 million barrels. 2As of that daze it hed 13.6 million barrels in
invertory:. Even with no more takes of fuel ©il, PGSE plans to reduce
inveniéry by cnly 3.4 million darrels %o 10.2 2illion barrels. It is
Srparent that PGAS ks too much fuel oil. Two Prizary factors
CORTributeé %o the extess fuel oil. One factor is <he abundant levels
o hydro ¢uring <the 1981-1982 win<er. The other Tactor is odviously
the excessive amount of fuel o:l previously contracted “or.
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. PG&E argues in its reply brief (pg.367:

*Furthermore, ignoring existing conditions
for setting the AER oil inventory creates
conflicting standards, as the utility's
fuel management is judged in the
reasonableness review based oz the actual
circumstances faced. Consistency in
regulation is mandatory if the utility is
to have the opportunity to conform its
activities O the regulatory standard.
Therefore, the standard for setting the AER
elements must replicate the standard used
in the reasonableness review, and must

further accept existing conditions as its
starting point.”

PG&E argues that if we were to allow some amount less than it
requests for inventory and it then took uneconomic steps (e.g., burn
0il ané reject cheaper gas) to reduce its inventory, it would be
penalized in its next reasonableness review. Inherent in its argument
is that this Commission must conclude that its fuel oil contract is
reasonable. PGSE is incorrect; we do not pass judgment on the
reasonableness of the fuel oil contract itself. We must simply decide

£0 what extent the costs incurred under the fuel oil contract are
reasonable for inclusion in rates.

We £ind that the annual average minimum operational inventory
level is 5.4 million barrels, that last yvear we allowed 8.8 million
barrels, and that PG&E currently requests 1l1.4 million barrxels.

The record includes no showing of imprudence having caused
PGS&E to have held 13.6 million barrels in inventory as of August 1982.
Rather, this excess is the result of a long-term 0il contract which
this Commission encouraged and of a very favorable hydro year. Nor
do we have persuasive evidence that it would serve the economic interest

of PG&E or its ratepayers for PG&E to reduce its inventory below 10.2

y
million barrels during the AER period.

an economic inventory level of 11.4 million barrels for recovery through
the AER when the minimum operational level is only 5.4 million.
For these reasons we favor, and will adopt, at least during

the current period of excess fuel oil inventories, TURN's proposal of
a "two-tier" approach.

The 5.4 million barrels of fuel oil required

|
§
‘
i
{
I
!
:
‘.
Yet we hesitate to recognize P
|
!
I
:
|
a
!
4
;
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. to meet operational needs will be recognized in the AXR and thus will
be treated as equivalent to a rate base item, investment therein
earning the authorized rate of return. The additional inventory economic V/
to hold but not needed for operational purroses, estimated for the
forecast period at 6.0 million barrels, will bde provided for in ECAC,
with its carrying costs to be caleulated at the interest rate applicable !
to the ECAC balancing account.
PGLE is put on notice that in ensuing years it is our intention
to reduce the allowable inventory toward the operational reguirement
level and that it would be to PGSE's advantage for it to propose to

implement a floating inventory mechanism that we have encouraged for
over three years.
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The following table illustrates the development of the
allowed costs of fuel oil inventory to be recovered through the AER:
TABLE 1

Oil Inventory Revenue Reguirement
Line Annval Average (M = 1,000) 5,400 (Mbbl)
Line Weighted Average 0Oil | :
' inventory price $38.24 per barrel
, Dollars in Thousands
Line Total Inventory (Line 1 x 2) $206,496

Line Allocation to CPUC
Jurisdiction (a) 198,174

Line Return and Income Taxes (b) 41,972
Line Franchise fees and

Uncollectible Accounts (¢) 333
Line 7 Adjusted Revenue Reguirement 42,305

(a) Line 3 x .9597.

(b) Based on 12.57 rate of return and net-to-gross multiplier
- of 1.6849.

(¢) Line 5 x .00793.
Losses on Sales of Fuel 0il

Although PGSE argues for comsistent ratemaking treatment
throughout our ECAC, AER, and reasonableness review, this element
illustrates the competing interests that must be considered on
individual merits, making consistency difficult and sometimes
impossible. With its excess fuel oil problems, PGSE projects the need
for the sale of 1.25 million barrels late in 1982 for a less of
$11.438 million.

The staff argues that sale of fuel oil at 2 10s5 is the most
expensive of PGSE’s options, with the least-cost option being to hold
the oil in inventory. Staff recommends that no expenses be allowed

recovery because, once again, if PGSE's inventory were at a reasonable
level, 2 sale would not be necessary. '
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The staff's analysis is incorrect in at least two respects
according to PG&E. In its analysis, staff used as the cost of gas,
the rate thet the electric depariment pays +the gas department, rather
then the cost of the gas 40 be rejected. Also, in computing the coss
of holding the oil in imventory, +the staff diéd not consider the length

of time beyond the one year AER period that the 0il would have to be
held in inventory.

As summarized in its brief, PG&E considered <he Zfollowing in
caleulating the loss on the sale of Zfuel oil:

"...the relative commodity costs of oil and
gas, the costs of teke-or-pay obligations
incurred on gas from Pacific Gas
Transmission Company (PGT), +the loss on
the resale of oil, +the cost of Tuture
purchases of oil <o replace oil burned
earlier, the length of time PGT <ake-or~
pay obligations would persist, the cost of
carrying 0il in inventory and the lengih
0f +ime various increments of oil are
forecasted %0 resain in inventory. The
analysis dexmonstrates that i1 is more
econozical %0 incur an expected $0.46 per
warrel lose on the resale of 1.25 million
barrels of inventory oil above the asount
needed %o meet Decenmder 1, 1983 iaventory
requirements, than <o incur oil inveniory
carrying costs of $22-27 per darrel for
holding +that oil until December 1, £984,
or later." (Zx. No. 1, p. MJ2-10)"

4 PGandE estimates the per-year inventory
carrying cost o be approximately 39 per barrel
using & pre-tax average marginal cost of
cepital. (Ex. No. 1, p. MJP-8.)"

- 16 -
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Ve “nd PGLZ's analysis perstasive that the planned sale is
an econonic action. Eowever, if we are to De entirely consiztent in
our ratemaking treatment of the excess oil in this cace, we must aszk
what conditions require such a gale. IL PGLE were operating with an
aanual average inventory anywhere near 5.4 million barrels rather than
11.4 million barrels, the economics ¢f a salce might be ¢different.
Moreover, our reduction in the carrying charges applicable to ccoaonic
oil iaventory beyond operactional needs changes the calculations
appropriate to determine whether sale of fuel oll at a locs would
benefit ratepayers, and therefore whetler guch losses should bde
recoverable in rates. The reasonableness of such transactions f£roz
+his day forwaxrd will be judged in light of the oil inventory treatment
adopted in this decision.

Thus, we £ind it inpossidble at this time and on the pre ent
recozd to forecast with adequate certainty the level 0f fuel ozl zale
losses which PG&E will zeasonable incur during the forecast period.
Therefore, we will include no sllowance In the AZR for gsuch losses,
but will permit recovery through EZCAC oI losses on sale of fuel oil
reasonable incurred subseguent to fhe effective date of this decision.

- In order to moderate the rate adjustment which may zubseguently de
regquired and in view 0f the uncertzinity whether PGEE will indeed incur
oil sale locses Guring the ECAC forecact period, we will incluce in EXAC expense
for the forecast period $3.0 million in o0il sales losses. This estimate
will be subject o adjustment bacged on actual experience and will be
subject to reaconableness review.

Facilisy Charge

A contract for fuel oil can contain sinmply one price to be
pa;o for a cextain amount of fuel o0lil. IZf the utility does 50t need
all of the fuel oil contracted for, it can cither sell it or holé it
i ADVEDLOrY. However, & third option is to contract with the
supplie? Tor two prices-~one price for the commodity actually
purchased and another price peid when lecs than the contracted for
amounts are required. The money that iz paid when less oil iz taken

. is generally referrcd to as a facility charge or underlift fee. It

L
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. iz basically a price paid for flexibility in the amount taken. If ia
analuzing the three options, the utility determines that the economic
choice iz to pay the "facility charge-underlifs fee® for ©il not
necded, then we nmust determine to what extent the costs resulting
from the charge/fee are reaconable for ratemaking purposces.

The 1976 PGsZ/Chevzon contract contained no provision for

underlift fees or facility charges. The 1981 contract made certain

changes in the 1976 contract as summarized in Chevron's brief as
follows:

"1. The Original LSFO Contract recuired
PGSE t0 purchase 15 million bpazrels
Of LSFO per vear. Under the
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Renegotiated LSFO Contract, PG&E nmay
still purchase as much as 15 million
barrels per year, but it has the new

right to purchase as little as six
million barrels per year.

The Renegotiated LSFO Contract
separates the price for ILSFO into two
garts. One part is the Commodisty
harge, which nust be paid for each
barrel of LSFO that is purchased.

The second part is the Pacilisy
Charge, which nust be paid regardless
of the volume of oil purchased and
which is intended to compensate
Chevron both fLor the refinery
investment it zade to support the
Original LSFO Contract and for <he
concession.

The Renegotiated ISPO Con%ract
germits PG&E to reduce or suspend
eliveries of LSFO in faver of an
alternative fuel in compliance with a
governmental direction or request
that is made mainly for the reason
that the alternative fuel is helieved
t0 be . more economical; but it
requires PG&E 40 continue ¢0 pay the
Pacility Charge in the event oL such

a reduction or suspension ¢f
deliveries.”

The facility charge in +the 1981 contract will average $2.79
on the full 15 million barrels for a total California Jurisdictional
anount of 340,522,000.

In the 1981 contract the Lfacility charge has four eledents
as follows:

1. ZIabor

2. Material

%. Capital Charge

4. Taxes.
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The staff argues that the facility charge is reasonable
except when no deliveries are scheduled. When PGSE suspends all
deliveries, then the staff argues that that portion of the facility
charge attributed to Labor and Materials is unreasonable. In this
AER period the disallowance for these components would total
$8,683,500.

DCA and TURN both adopt the same theory that the 1981
contract should be found unreasonable and recommend that the facility
charge should be computed under the 1976 contract as if our request
to suspendéd had the same effect as under the 1981 contract.

PG4E presented evidence that the facility charge is
reasonable in its judgment through its own determination of the
reasonable construction costs at the Richmond refihery attributable
to the PGEE contract. Chevron presented testimony to show that the
labor and materials components of the facility charge are incurred
even when no deliveries of fuel oil were made to PGEE.

We approach consideration of underlift or facility charges
with great concern that the reasonableness of passing the burden
of such charges on to ratepayers be amply demonstrated. Because rate-
payers derive no direct benefit from such charges, it is essential
that the nexus between these payments and ratepayer benefits be
clearly proven. In our decision earlier this month, D.82-12-056,
authorizing amortized recovery of underlift charges by San Diego Gas &
Electric Company (SDG&E) subject to further reasonableness review,
we stressed the need for a comprehensive evidentiary showing to
.Justify charging ratepayers £6r such payments.

In the present case the importance of full and critical
evaluation of the reasonableness of permitting rate recovery of
PG&E's facility chafges is, perhaps, even more compelling than in
the case of the SDG4E underlift charges. This is because PG&E's
proposal £o recover $40.5 million in facility charges through the
current AER represents merely the first year's installments under 2
contract the term of which extends through 1989. Thus, a Commission
finding of reasonableness as to these facility charges could have

. implications of great magnitude for years to come.
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we are troubled by the failure of either PGSE or Chevron
to0 provide a persuasive demonstration that the facility charge reflects
an appropriate cost allocation of Chevron's investment in improvements
t0 its Richmond refinery. PG&E offered only "informed speculation”:
Chevron assexted that such an allocation 0f ¢osts was impossible. It
is, moreover, uncertain whether PG&E has improperly included variadble
lakor and materials ¢osts in its caleulation of the facility charge.
Such a recoréd leaves us in doubt as to whether PG4I has negotiated a
facility charge at a level low ezough to warrant recovery in full from
its ratepayers.

As staff noted in its opening brief, one aspect of the
reasonableness issue is whether the facility charge represents a
reasonable ¢ost to avoid uncertainties of litigating the terms of
the 1576 LSFO contract. Such litigation is now in progress between
Chevron and Southern California Edison Company over a similar LSFO
supply contract. We are concerned that hasty approval of rate recovory
for PG&E contract costs not clearly proven reasonable might mislead

the parties ¢o that litigation into anticipating our acquiscence
in unrealistic terms of settlement.

In view of the importance of the issue and the far-reaciing
consequences of a2 decision, we will not reach a decision today on
the reasonableness of including PG&E's projection of facility charge
¢osts in the caleulation 0f an AER rate. We will, however, permit
PGSE to record such costs incurred £rom the date ¢f this decision
in its ECAC kalancing account. The reasonableness ©f such costs will
be subject to further, thorough review in PG4E's next ECAC reasonable-
ness review. The recoxd developed in this proceeding as to the

facility charge issue will be incorporated into the record of that
future proceeding.

2% of Annual Fuel Costs

S

In calculating its annual fuel and purchased power ¢oOsts
for the upcoming yvear no party to0k ecxeption to PG&E's estimates
except for the staff regarding purchased power.

PG&E projects purchases 0f 12,252 gWh. The staff proposes
using a four-year historical average which produces 14,763 gWwh. The
difference of 2,511 gWh replaces gas cenerated electricity. The
staff estimate is reasonable and will be adopted. The following
table shows the development ©f the 2% AER factor.

- 1% -
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Steam Plents
Gas
Qil-Residual(y)
Oil-Di tillate
Geothermal
Purchased Power(c)

Total Puel Zxpense
Allocation %o C2UC

Jurisdictional(e)
Two Percent oFf

Puel Zxpense(e)

9 Franchise Peez and
Uncollectinle
Accounts
Expense(s)

10 Revenue Reguirement

In dollars per mill:

includes Conven<tional end Re

- - J e
L] av- %3

)

; Exeludes N&0 for Irs:
g Line 6 x 0.95¢7
Line 7 x 0.02
) Line 8 x 0. 00743

85.45¢02
$5.83%45
$6.0452
3.632¢
2.682¢

on 3Tu

€1,770,577
01,574
13,004
233,080

$2,4L6,87"
2,348,262

£6,965

Adonted
Dollars in
Thousanése

1,622,146
101,574
2,094
233,080

225,831
82,365,785

2,270,442

45,409

Now that each of <he elements nas Yeen resolved 4
following tadle shows the final caleulation of the AZR.
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TABLE 2

SUMMARY OF ANNUAL ENERGY RATE REVENUE REQUIREMENT
TEST YEAR BEGINNING AUGUST 1, 1982

PG&E
SM

Revenue Regquirement
Associated with the
Proposed Volume and
Price of Fuel 0il in

Operational Inventory $ 87,087 $ 42,305
Facilities Charges 40,522 0

Underlift Payments 0 0

Two Percent of Estimated

Fuel Expense 47,337 45,769
Loss on Sales of

Fuel 0i) 11,438 0
Total Revenue Reguirement $186,384 S 88,074
Less: Revenue at Present ‘

AER Rates 151,479 151,479

Increase in Revenue .
Requirement $ 34,905 (63,405)
ECAC and ERAM

The current ECAC anéd ERAM revenue requirement is developed
in our decision issued today in A.82-09~51. Because this decision on
the August revision ECAC is being issued contemporaneously with the
December revision ECAC (A.82-09-51) there is no need to develop two
identical ECAC and ERAM revenue reguirements.
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Reasonahleness of Past Acziorns

Under currens ZCAC procedure, the reasonadleness of

incurred energy expenses is reviewed once each Jear. This proceeding
the aanuel reasonadbleness review £or PGXE. One of <he mozs

imporiant actions that we can iake in 2 reasonudleness proceeding is
a disallowance of gn expense tThat we £iad has been incurred
unreaconedly. A quentificasion of 2 disallowance muse logiecally de
supported.

The burden of »proof on zhe staved dy
PG&Z in izs brief pages 52-5% as

"...Decision No. 924¢6 &
<0 nmerxe a 'sudztantial
showing.' 2&%3 inue.p.e
be somewhat greater than ivil
stendaré of a p*eoonce*ance o the
ev1dence, dut less than <he standard of

'clear and convincing' evidernce necns"a'y
in such re“a‘ive’y unigue situations a°
establishing froaud (3¢ C“*.J"-.7

ané Deceiz, § 88, pp. 346-£0):

alice in 2 libe’ notion (Bell

CL“"S Pudblicshing Company (1572) 25
Ca,.App 3 384, 102 Cal.Ppir. 122); o
proving by oral testinony <he execu:ion or
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& lost instrument. (Nezo

v. T nezon 7 Cal.App. 443, 94 TUETs,
hg. cen. oy Euvreze Ct. az *eoo'*ec in 7

- -

Cal.App. 451, Q2 2.877 (1908)7

] the dburden of proos is <he

guid A Gling upon cozpeting evidence after the
epplicant : sudbstantiel affircetive shoving. Imposing <he
durden on i : not reliev

.o*wa*d : i7'e passt

any other party which cozes
v &ctions of the odligetion of

eediﬁb The Dajor convested disallowsnce Other
“han those previous ly Tesolved involved a £31aff recommendatio
disallow 825 m~l’:on because PG&E turned down »
Power from <he ic ho Thwest, <he

LS

and Rancho Seco w"le
Therzal operetions 20 minimum devels during
ceriain deys. tes:imony Oy PG&Z showed thet The Lossil
therpal unite were jeed 0 the lowest level possidle.
whenever possidle. O recozzendation will not be adopted.
A corollary iss raiszed by TURN is zhatv during vhis saze
Period PGE&Z reduced the power outpur of Rancho Seco <o avoid spillin

--d-n-
its own hyéro. PTURN ca’c"’atec The co3Ts of such dicpatching To de
$£.5 million. The argumens in itvs brief 2z follows:

"During 2 dey oxn whie are
anticipated <haz *igut Ra,cho Seco is
?ept as full power. That generazion

costing 8.05 :ills per KWE (Tr. 1483,

cisplaces <herzal power cos:iﬂg 45 2o 50
zills (2r. 1482), & seving o- et least 37
211ls per XWE. At nighs, since Rancho
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Seco cannot be.cycléz; hydro would have

To De spilled at a net loss of £.05 mills

per XWH, or any remaining Northwest

surplus cut back for a net loss of 2.0S

mills. Given that the minimum load hours

are limited 7o abour 11 pm. o 5 a.m.,

substantial overall savings could be

realized on such a day."

PGEE's redbuttal showed that by reducing Rancho Seco
outputT To avoid hydro spill, it also dc’ayed refueling of Rancho
Seco to a lower load month. PGS estimates that the denefits of
celaying refueling Rancho Seco could be as much as $15 million,
which would more than compensate for the cost of eavlier power
reductions. Thus, whilc we agree that The hydro spill by PGED
might be a short-term least cost 't“a‘cgy, in the longer term
PGEZ's actions appear o de more cost-cffective. We agree with
PGEE that its actions in this regard were prucent.

SMUD Settlement

The last specific reasoncbleness izem TO de discussed is
the Sacramento Municipal Utility District (SMUD) settlement. Since
1975, PGEI and SMUD have bdeen iavolved in a controversy concerning
a claim over the operations at Ranclo Seco. In D.91335 we ‘ound
that PGEZ had not processed this claim, which totals $35 million,
expeditiously. We therefore excluded the $35 million from <he
balancing account recovery until the claim had deen settled.

In March 1982 PGEZ, SMUD, and a variety of +third parcties
settled the litigation. The claim was settled for $5.2 million
Plus certain future denefits. At that time, PGEZ credited “he -W—~
Dalancing account Dy $8.2 million and debited the accoun< by $35
million plus $13,075,000 interes< on the $3S million, which was
calculated based on the ICAC interest rate Srom the date on
which the $35 million was removed from the LCAC dDalancing account

o the settlement date. . 5

Y s min s o - - —
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The staff recompends <hat only interest ($9,857,000)
earned on the difference detween the claimed amount and the
recovery be allowec. The shareholders would be responsible for
the interest ($3,218,000) incurred om the recovery amount.
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TURN recommends that no interest expense be »ceovered
by PGEE and that the ent $13.1 million bde absorbded dy the
sharekolders. TURN makes the recommendation decause prior *o
September 1979, PGEI nad pursued the matter in a dil xtory fashion
and to allow any of the intercst expense would be an improper award to PGSE.
in the discussion in 2.91235, we stated tha+:

"Tor approximately three yec“s now the
CQmul$¢-Oﬂ has effectively allowed PGET's
alepayers To absord SMUD's capac**j
cﬁarg 5 covering & period of 11-12 months
in 1975 1576 during which Rancho Seco wes,
in .ac., nov commerc;ally operative and
for which PGEE now has a $35 million claim
ou:s:aud-ﬁb. The staff's position =haz
PGEZ's ratepayers have been ca’lcd upon o
bear the cost of this pending matter too
long already and should not now be ca”cd
UpOn 1To continue to bear such ¢osts for a
future one or one and one-half years is
persuasive. It is the e*-ff's view that
PGEZ's st ockholders should now come forward
and chare in this burcen pcﬂding fiwal
¢isposition of .hc 2tility's claim egainse
SMUD. We agzree. ‘Heﬂcfo“e, in our de ere=
minazion of PGEI's ECAC b l;-nb factors for
the ;.wed_a.e f;tu“e we shall exclude any
consideration of the pending "$35 ﬁ,-110ﬂ claim
against SMUD as proposed Dy the stafs."

While PGEZ was slow in pressing its claim prior o D.91325
we find that since the decision PGEZ has acted in 2 reasonadle mamner

2 arriving at a fair settiement. However, a partial disallowance
rest

of inte related TO the settlement is appropriate bdased on PGET's
carlier lack of vigor in pursuing its claim.

Allowance of interest on the differcnce between the
claimed amount and the recovery will compensate PGLL shareholders
for the removal from ECAC of costs which, based on the arditration

results, appear to have deen reasonably incurred. No interest

-25-
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should be allowed on the recovery amount deyond a reasonable
settlement date. We adopt stafi's recommended disallowance of
interest on this amount past the time that we¢ removed the entire
¢laim from ECAC, consiztent with oup intent in D.91335. PGET
should adjust the balancing account To remove this amount,
$3,218.000, which was debited in Merch 1882.

This interest disallowance chould provice a signal
to the utility to pursue future litigation in an expeditious manner.
Qur disallowance oI interest on the recovery amount should not be
considered precedential, since this could recduce the utility's incentive
to obtain maximum settlements in any future comparadble litigation.

In this instance, however, this disallowance is a reasonable allocation
of the costs incurred because PGS did »noT pursue its claim expeditiously
Miscellaneous Reaconableness Icsuec

Other reasonableness issucs were raised in the briefs of DCA
and TURN. The issues primarily concerned:
1. Outages at Pittsburg 7.
Reduced capacity factors at the Geysers Units.
2. Reliadbility criteria.

DCA eross-exanined witnesses regarding these icsues but
L
-

did not make any affirmative showing of its own regarding them. DCA
does no= specifically recommend any monetery disallowances but rather
recommends petention of a conmsultant to study PGEE's operations in
=hese areas and the adoption of performance standards.

| The testimony ©f PGEZ shows that there were indeed
substantial outagec at Pittsburg 7 and decrcasing capacity factors
at the Geysers, and that PGEEI reliability criteria sometimes prevent
economic dispatch. The testimony of PGEZ also shows that there were




A.82-06~08, A4.82-~06-20 ALJ/rr/ka/vel +

reasonadble causes These iscuez are in a &Tay area.
Although PG&EZ hes > ghowing, there still exiszs
sudstantial douds ' : easonadbleness of itc operations
these areas. We expecs issues will Yde primaery issues
PG&Z's next rezsonadleness

Rate Desian

£ PG%Z made severa rate design
adjustments. concern (1 ("OU)
ratves and (2) agri : : the

{ndustrial TOU ra=es atials

To Their original level the pur L <he proposal is ©0 provide
the proper incentive chi {f-peak hours.
C¥A contenés that i+ ute difference in rates that provides
the incentive rather than the on-peak/off~peax ratios. -We agree wizh
PGEE and will autho*ize the proposed T0U adjusiments to the A-21,
A=22, and A-23 e'c:"zec‘.ul’..e .

iscussed in our decicion
wherein PG&Z's proposal is adopted.
6n ng for <he agriculiure TOU rate proposal is similar <o <he
ndustriel TOU proposal discuszeé adove.

Concerning other scheéules, we will mainta‘n our eurrent
policy of applying rate decreases on an ecual cents-per-xWh basis.
Tuture Proceedings

This proceeding was PG&E's second reasonadleness review
under our current IZCAC procedures. Wisth this experience, several
Prodlems have come <o light which Princiyally iavolve PG&Z's

tlonship with our 3%a2ff in preperstion for the reasonableness
review.
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PGEE ig
the reasonadbleness
access To this info stafl 20 foraovlate its

reconmmendations. only have Zree access o

the data, dut also, PG&T zust provide zmore comple:e ¢azTa ina izts

- ~

Teasonadleness report. The format of the reasonadleness repors

- -

the sole party in possession of evidence regaréing
of i 3 <ions. OQur ssaff muet have complete

should, <herefore, be reforzed. We will direet PG&T to begin T0 work
with our staff within 30 deys <o cevelop o new format for The next
reagonadleness repor:t. The T¥Pes of inforzation thet we wish to gee
in future proceedings are:
1. Zconozic analysis of low cost (sursl
power, geoznnrmal end nuelear) powe
Turndowns or bacxdowns.

oy
-t

L.
bod
4

2. st/benefis analyziz of reliadbil
c"iteria.

3. Documenzation ané explanation of its
relevant computer programs.
Rete Structure Zffec<s
In D.G1235 dazte
the effecis of rate sTructure: oner usage patveras.
20, inzroduced i : 3 : ?G&E‘s 2OST re¢ent o

this sudbject. Thnic : i ard oeasures the

Tructure” elfect
iz isolased from "rate level"™ effeczs. Tructure” effecs

- -

effect 0f a three~tiex

iz <the conservation that resulss sole! 3 : sIrueture

[V
while the "rate level" effecis are sed by a:

e
overall increase in razes.

The study caleulates - ucture” effe¢ts of o
three-tier rate design produce ings he raange of 3.3% to 5.5%
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for bauzc lifelinc customers. 7This elfcet iz alout twice the
effect of a two-tier rate dcsign. Althourh there are additional
conservation effects duc to a three=-ticer rate design, PGSE
correctly recognizes that other rate decign considerations such
as equity ané customer billing impacts also will influence the
choice of a rate design for residential customers.

FTindiags of Fact

1. By A.82-06-08 PGEX reguests authority 10 decrease
ECAC revenues by $211 million annuelly. inereasc AR revenues dy
$34% million, and increcezse LRAMN rovenues by 519 million.

2. 7The intercct expence ($2,040,091) involved with the
Martin Marietta transaction iz associated with a benefit of
$2,270,152 which flowed to zharcholderc.”

3. The weighted average inventory price of oil ic £32.24
per barrel.

4. 5.4 million barrels is the minimum fuel oil inventery
required to meet operating nceds and is a reasonable annual average
inventory for AIR recovery i . forecast pariod.

»

ba. 1l.u millio 0 a reazonakle coctimate of the

average inventory which it is economic lor PCEL 1o maintain during
the forecast period, so PCEI chould be permitted To recover through
ECAC at current balancing account intereut rates the carrying ¢ost
of 6.0 million barrels of fuel oil inventory in exeess of minimun
operating needs.
$. $2,000,0004is & reasonable level of expensec for the
loss on the sale of fuel oil to be forcecact for reecovery through ICAC.
6. It is rcasonable to permit PCLL 1o record facility
charge payments in the LCAC balaneing account butl not, at thic tinme,
to provide for the recovery of such coutz throupls ALR rates or
otherwise.
7. 14,783 gWh is a four-year recorded average and is
a reasonable estimate of purchased power in the forecast year.
€. Decrecased rates To procuce a $63,u05,000 AZR decrease v
. are reasonable.




A.82-06-08, A.82~06-20 LI /o /Rl 55/ me

ga. It is reasonadic =o requ

5
$3,218,000 from the ECAC balancing account in Mareh 1982 due <o

costs the $39.2 miilion recover rom SMUD.
Q

TO remove it

- PGEZ's operetions of i1ts gas and electric departments
during the record period were sufficien=1 reasonable so that no
dissllowances other than that Gescribed in Finding of Fact 8a are warranted.

0. The cevelopment of <he AIR ratec, as caleculaved

this decision, is reasonzdle.
1l. Rate Schecules £-21, 2, anc A~22 should de adjusted
that the on-peak/off-meak ratio as originally estadlished.

12. With the exception o acjustment of A-21, A=22, and
4~23 schedules, the equal cents-per-xWn method is reasonable to imple-~
ment rate changes.

13. Because the revision date for +hese rate, changes is
Past, this order should be effective the cate of signature.

4. The cost o ratepayers of the amended PG&E/Chevgpn Gas
Purchase Agreement would be approx mately $20 million in the fore-
cast year.

+ 15. The costs of the PGEI/Chevron amendment +*o the Gas

Purchase Agreement outweigh *he denefits.

16. The three-tier rate structure mesules ina 2.3% zo
5.5% comservation effece.
Conclusions of Law

Z. PGEZ should de allowed to estadlish AER rates as set
forth in the following order. These »a es are just and reasonadle.

2. The amendment to the PGELZ/Chevron Gas Purchase Agreement
is not reasonadle.

3. Inclusion in ECAC of caleculated from

Ttlement with SMUD is
not resconzble.

TINAL
thax:

IT IS ORDERE
1. Peacific Gas and Zleetrice Company (PGEEL) is authonized
TO establish and file with this Commission, in conformity with <the

rovisions of General Orcder 96-4 revised teriff schedules for +he
?
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AER in accordance with the decision
of A.60153 and to revise its
PGEE is authorized to adjust
as propoesed.

2. PGEE's request for 2uthority to carry out the terms
and conditions of the amendment dated February 8, 1982 to <he
May 26, 1965 agreement with Chevron, U.S.A., Ine. is denied.

3. PGEE, in conjunction with our staff, shall develop
& new format for its "Report on the Reazonableness of Operations."
PGEE shall file a progress report on this project during its first
ECAC proceeding in 1983.

issued in the rate design phase
Streetlighting rates accordingly. Also,
the TOU Schedules A=21, A~22, and A-23

4. PGEL shall remove from the, LCAC dalancing account its
debit in March 1982 of $2,218,000 duc 10 interest costs on the
$38.2 million recovery from SMUD, and all interest which hnas
accumulated in the balancing account due to tha< dedic.

Thic oxrder is effective zoday.

Dated OEC 22 1982 » 8% San Franciszco,
California.

OHN E BRYSON
I dissent in part. ]

Prrsident
RICHALD D GBAVELLE
/s/ JOHN E. BRYSON LEONARD M, CRIMES, JR

Commissioner VICTOR ‘hmo

PRISCILILA €. GREW
Commissioners

I dissent id part.

/s/ RICHARD D. GRAVELLE
Commissioner
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APPENDIX A

Applicant: Daniel E. Gidson, Shirley A. Woo, and Steven P.
Greenwald, Attorneys at Law, for Pacific Gas and Electric Cozpany.

Interested Parties: J. R. Bury, E. R. Barnes, L. R. Cope, and
C. W. Norris, Attorneys at law, for Southern California Edison
Company; Zrobeck, Phleger & Harrison, by Gordon E. Davis, Willianm
E. Booth, and Richard C. Earper, Attorneys at law, for
California Manufacturers Association; Roger Dickinson and Thomas
Greene, Attorneys at Law, and Robert Logan, Zor California
Department of Consumer AZfairs; Michel Peter Plorio and Robers
Spertus, Attorneys at Law, and Sylvia Siegel, for Towaré TUtility
Rate Normalization (TURXN); William L. Reed, Jeffrey L. Guitero,
and Randall W. Childress, Attorneys at lLaw, for San Diego Gas &
Electric Conmpany; Glen J. Sullivan and Allen R. Crown, Attorrneys
at Law, for California Farm 2Zureau Federation; Downey, Brand,
Seymour & Rohwer, by Philin A. Stohr, Avtorney at Law, for
General Motors Corporation; Nancy R. Teater, by Williazm T.
Swanson, for Stanford University; Gregge Wheatland, Zor
CTalifornia Energy Commission; Earry XK. winters, sor University
of California; Jane S. Kumin, A%ttorney a%t law, for Natomas Co.
and Thermal Power Co.; Richard L. Eamilton, Attorney av law, for
Western Mohilehome Assocliation (wWMA); Stephen P. Croueh, Tor Los
Angeles Department of Water and Power; Rodbert M. Loch and Thomas
D. Clarke, Esquire, by Robert W. Jacodhy, Attorney a%t Law, for
Southern California Gags Company; HZenry FP. Lippitt, 2nd, Attorney
at Law, for California Gas Producers Association; and Russell I.

Johnson and Sandy Creighton, Attorneys at Law, for Chevron U.S.A.,
nc.

Commission Staff: Thomas P. Corr, Attorney at Law, and Raymond
A. Charvez.

(EXD OF APPENDIX A)
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5ION PRESIDENT JOHN E. 3RYSON, dissenting in part

I dissent from the determination in this decision thas
$3,218,000, plus interest since March 1982, in carrying charges
associated with the PG&E ¢laim against the Sacramento Municipal
Utility District (SMUD) should be diszallowed. Any costs to
ratepayers which were caused by lack of reasonable diligence
1n pursuing legal remedies should be disallowed. However, necither
D.91325 nor this decision finds a specific lack of diligence.

In adgition, this decision does not find or seek to find thas
the $3.218 million in interest accruals is in fact the Co3t which
wads caused by whatever lack of diligence existed.

D.91235, on which today's deciszion is based, is
amdiguous in its c¢onclusion. The peragrapn f{rom that decision
cited in the majority opinion raises the gquostion of unreasonddle
Gelay, which zhould be investigated, but it does no: reach a
conclusion on imprudence. It also seems to defer judgment
"pending £inzl disposition of +he utility’'s claim”. In my view,
the gquestion of imprudence and of what specific costs any

imprudence caused chould be Cetermined in PG&E'Ss next reason=
asleness review. ‘

If utilities conclude they risk being disallowed
carrying costs whenever a claim takes a long period of time 2o

recover, they will be encouraged to settle all claims early

regardless of the optimal litigation and bargaining ctrategy.

ahe ot in

This result would be avoided WCTe we to base our decision on

a8 showing of either prudence or imprudence on the specifics of
this claim,

Deocember 22, 1982
5an Francisco, California 2. DRYSON, Preside
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RICHARD D. GRAVELLE, Commissioner,

While T applaud my fellow Commissioners for refusing
to pass through to PG&E's customers the $40 million annuzl cost
of the facility charge resulting from the 1981 Chevron - PG&E
LSFO contract, 1 cannot agree with them that these charges should
be reexamined a year £rom now or that PG&E should make such
payments in the meantime.

We are nere given a golden opportunicy co bencfic
PG&E, its ratepavers and sharcholders by boldly stating that we
will not now or in the future allow thosc facility charges to be
charged to ratepayers., We have disallowed the Chevron Gas Purchase
agreement and if PG&E and Chevron are correct, the entire 1981
LSFO contract is in a position to be voided as well it should bhe.

We all have learned that the long term oil contracts
hold no substantial assurance of supply for the ucility buyexr but
do entail onerous price and purchase provisions that benefit only
the seller. This is rhe world of 1982 and 1983 in which Chevron
is selling .25 sulfur content oil to the Los Angeles Department of
wWater and Power for $20 per barrel while PG&E helds $40 per barrel

01l in inventory and is liable, in addition, for underlift or

facility charges. Such a situation is intolerable in my judgment.
we should take whatever action we can through invocation of the
force majeure provisions of the contracts or by way of disallowance
to provide our regulated utilicies, including PG&E, an incentive

as well as a lawful means to void the contraczs. Only by doing so
will our regulated utilitices be put in a position to bargain fairly
with potential supplicrs for their recasonable oil nceds at
reasonable prices and on rcasonable terms reflective of the cconomic

and energy atmospliere we f£ind ourselves in as we move into 1933,




The facility charge in the 1981 Chevronm - PG&E LSFO

v

contract is now a zombie, half alive, half dead. I believe we
should complete the ceremony with a decent burial so that all
around can move to the future with a fresh, clean perspective.

4/&/%%

RE€nazd D, OraveLle, Commissioner

December 22, 1982
San Francisco, California
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By A.82-06-20 PG&T requests authority to amend a PG&E/Chevron
U.S.A, Inc. (Chevron) Gas Purchase Agreement, the effect of which is
that PG&E agrees 7o transport Chevron-produced gas to Chevron's
Richmond refinery.

On August 18, 1982, we issued Decision (D.) B82-08-084
decreasing ECAC rates dy $132.4 million on an interim dasis.

A.82-06-08 and A.82-06-20 were consolidated for hearing.
Hearings were held on these matters over 15 days in July and Augus?
1082.

This decision does the following:

1. Declines to aut hg:ize the ?G&E/Chev'on Gas
Transport Agreement.

2. Regquires a decreasé\of $63,405,000 in the
AER.

7. Authorizes recovery of\the ERAM balance of

$20,490,000. ($58.7 mfllion annualized
increase. )

In reaching e decision on the\above itess, we have of

'necessity reviewed the PG&E/Chevron low sulfur fuel oil (ISFO)
contract.

PGEAE/Chevron ISFO Contracts

During the course of this proceeding\the parties devoted a
- consideradble amount of hearing time to vhethef\ébe_Commission should
validate or invalidate the renegotiated 1981 PG&E/Chevron ISFO
contract. The background of this contract was contained in %he
testinony of PG&E witness Kaprielian and Chevron witness Bowles. The

testimony is summarized in PG&E's drief at pages T4 and 75 quotéd
below:

&,«
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Toward Utility Rate Normalization (TURN), along with other
partles, argues that the 1981 LSPO contract renegotiation is not
reasonable. TURN also recommends disapproval of <he amendment %o \//
PG&E/Chevron Gas Purchase Agreemen% which, in its view, will
autonatically invalidate the 1981 LSFO comtract and resurrect the 1976
LSFO contract. 1TURN believes that our request to suspend deliveries
in D.82-04~072 under the 1987 contract would remain in place and PGAE
could continue %o suspend oil deliveries and pay the substantially
lower charges provided for in the 1976 contrac+.

TURN'S theory is buile upon certain revisions in the 1981
LSFO contract and a series of assumptions, each of which would have 4o
oceur for TURN's results to follow.

The Lirst assumption is that\fnvalidation of the Gas \//
Purchase Agreement would automatically Havalidate the 1981
renegotiated LSFO contract. The second as;gmption is that
invalidation of the 1981 LSP0 contract would\resurrect the 1976 LSFO
contract. The third assumption is that our ré&qut in D.82~04-072 for
PG&E to suspend deliveries of LSFO wouléd have the same effect under
both the 1976 and 1981 LSFO contracts. We have substantial doubt
about each of the three assumptions.

TURN's contention that the validity of the 1981 LSFO V//
contracts is conditioned upon the approval of the Gas Purchase
Agreement depends on Exhidit 24 which is a2 %ransmittal letter dated

March 24, 1982 and signed by representatives of both Chevron and
2G&E. The letter contains the following paragraphs:

"This letter serves %o confirm our
understanding that the aforementioned
agreements, and each of them, shall only
become effective when and if the Publie
Utilities Commission of +the State of
Californie approves the Amendment to Gas
Purchase Agreement-Richmond Refinery.
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"This letter also serves %o confirm our
rrevious understanding that <o the extent
PGandE is relieved of its odligations
under the Gas Transport Agreement
pursuant to Paragraph 113 thereof, dy
virtue of the fact that PGand® would by
performance of such obligations de
constituted a common carrier, then in
that event PGandé® and Chevron shall
attenpt to implement a comparable
alternative bustness arrangement.”

This letter apparently was signed nearly two weeks af<er the

1981 LSFO contract was signed. \The 1981 contract contains the
following clause:

"16.  CONSTRUCTICON OF CONTRACT

"This instrument contains “he\entire
agreement between the parvies covering
the subject matier and cancels angd
supersedes, as of the date of execution
hereof, all prior sgreements between\the
parties with respect to the subject ™
petter of this contract. There are noe
other agreements which constitute any
part of the consideration for, or any
condition to, either party's compliance
with its obligations under this
contract. No modification shall bYe
binding unless in writing and signed.
The headings of sections are for
convenlience only and are not +to be

considered a part of this_contract.”
- 2 B s
The two documentsiconflict. Whereas TURN sees approvel of
the Gas gEB;hase Agreement as a condition precelent, we have 7L
S a4 _,a?
that the LSFO contract and Gas Purchase Agreement
are so tied. We note that both parties have behaved as if the 1981

L8P0 contract were in full force and effect. We will therefore

continue our analysis of both agreements assunming that each stands
alone.
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A~
TURN's second assumptionsis weaker=etnd=. TURN o0Zfers no K0

argument or analysis to support the proposition that if the 1981
contract is rendered ineffective then the 1976 contract is
resurrected. In fact, the intent of the parties expressed in the
1981 contract is that the 1981 contract cancels and supersedes all
prior agreements. That cancellation zmust have occurred immediately
upon the 1981 contract’'s execution and could not have been reversed
by the March 24 letter, whatever that letter's prospective effect on
the 1984 contract may hagf been.

The last sssumpfon that TURN advances is that our request
that PGE&E suspend deliveries\of LSFO made under the 1981 contrac?
would have the same effect undeg the 1976 contract. TURN's positicn
i3 baseld upon the fact that bothk contracts contain convingency
clauses regarding governmental action. The clause is quoted below:

"4.%7.2 compliance, voluntary O
involuntary, with a direction oxn reques?
0f any government, instrumentall
thereol or person purporting to act with
authority of any goverament or
instrumentality thereof; excluding,
however, any such éirection or request
restricting or otherwise regulating
combustion of LSFO 4o be purchaseld dy
Buyer hereunder, the effect of which
restrictions or regulations upon <the
parties' performance shall “e governed
by Section 7 of this contract;"

TUBRN correctly points out that although the two contingency
clauses are identical the consequences of invocation of %he
contingeney is different under the <two contracts. The clause unéer
the 1976 agreement provides for payment 0f "fixed costs™ when the
contingeney is invoked. The 1981 contract provides for 4two levels of
charges. One level obtains if the contingency is a government
request or direction not dased mainly on economic grounds. A higher
charge occurs if the contingency is invoked because 0f g governmential
request based on the availability of economic Lfuel.




A.82-06-08, A.82-06-20 ALJ/rr/¥=

We believe that the clause in the 1976 contract a’ﬁ;;e
force majeure clause contemplating & governfg’;alfaction which
directly disturds the contract; the resi—ocf the contract is
consistent with this concept;/fﬂowéﬁg;, under +he 1981 contract it is
our view that the consequences of the contingency are such that the
nature of the c%&gse’ﬁgg’been changed from that of a force majeure
clause to a plein contingency clause. It is also our view that a
request. by this Comnission is not such a direct disturbance of a
Spnf?;:; to trigger 2 %rue force najeure clause.

IURN's theory is\énteresting but nisstates our
Jurisdictional authority. TURN seems t0 more correcily perceive our
role in the *ollowing-sentenc;\at page 46 of its opening dbries:

"While the Conmis sion can theoretically
disellow izmprudent costs) that remedy is
often considered too seve*e when 2 long-
term contract iz involved. \In this
sitauation, however, the CommrﬁgiOﬁ is
Taced with 2 unigque opportunit|\to right
the wrong that would otherwise oeccur.”

/ﬁih\/

It is not our role 3o directly invalidate uéziixy-supplier contracts
but rather o allow only reasonadly incurred coststo be recovered in
rates. Staff, among the major parties in this proceeding, is the only
Party that seems €0 correctly perceive our role. We are not equipped
t0 perforn management's role and will refrain from such intrusions %o
the greatest extent possidle.

We are uncertain why PG&E and Chevron have attempted %o
bring us s0 close to the contracting relationship. It is clear that
the parties contemplated that at times there could be more economical
fuels than LEP0 and that the parties have mutually agreed on a level
of payment t0 compensate Chevron when no ISFO is reguired. Ve fail
%0 see why it should be our judgment rather than the judgment of PG&E
managenent that more economic fuels are availadle.
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In the mid~-1970s we did encourage the utility %o enter into
long-range fuel oil contracts. PG&E in this proceeding proposed <he
following theory:

1. PG&E entered into a contract in 1976
that was reasonable and prudent.
(Evidenced by our D.81931.)

2. PG&Z's Zfuel strategies since entering

the convract have been reasonadle and
prudent.

Therefore, the present results are

reasonable\and all present expenses must
be allowed

deternined +that it entered

into 2z reasonable and prudent i%s shareholders are absolved
from all risk is not correcs neglects the very imporscant
factor of ¢hanged circuxstances.

¥hether or not a con%ract should remain in effect, de
abrogated, or he renegotiated should gé\decidea by wtility
managenment. ¢ seems obvious that normally utility management will
consider a change in <he status quo only whem there is an ingentive
for it o do so. If we pass through all expenses without determining

N\
their reasonableness simply because they have heemeontracted for,

there would never be an incentive for utilisy revigb\qf such

expenses. OQur review of the reasonableness of contract-expenses with
“he possidility of disallowance provides management incentive to
inecur only reasonable costs.

Mogt of the expenses (except commoldity price) flowing froxz

the LSPO contract are reflected in the consideration of the AZR. It
is in this area that certain expenses which come £ron %the
Chevron/PG&E contract will not automatically be passed through in
rates. The difficult situa%tion that we must face now is +tha%t in 1976
PG&E entered into a type of contract (long-terz fuel) whick the
Comeission at that time encouraged. Would it now be fair and
equitable to ignore totally +hat contract and construct a reasonadle
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level of expenses as if that contract did not exist? We think not.
Rather it is more fair 10 @ive PG&E time 40 malke any changes it deems
necessary 4n its relationship with Chevron. Eowever, in thics case we
will begin to shift some expenses back to the shareholders with the
present intention ¢f shifting more expenses in future years. What
becomes a most difficult matiter oL judgment Lis the level of expenses
that will not be allowed in rates, particularly the AER.

Gas Purchase Agreedent — A.82=06-20

Chevron at‘étg\Richmond refinery cen presently purchase gas
up to a maxizmuz flow of 730,000 Mcf per day from PG&E. Chevron pays
the current tariff rates for™Mhis gas under Schedules G-2 and G=52.
The current average price is S$5.468 per decatherz.

- Chevron is also a gas supplier %o PG&E, selling gas at

Natural Gas Policy Act prices, which inmMay of 1982, averaged adbout
$3.112 per decathera. Q\\\\\k

In A.82-06-20 PG&Z requests author ty t0 transport Chevron-
owned gas from Chevron's fields in northern Ca“LK?*nia t0 Chevron's
Richmond refinery. The amount of ges agreed 10 be.transported is 25
nillion cubic feet per day during 1982-84; up %o 23\b;}1ion ecudic feet
per day during 1985-87; and 20 million cubdbic feet per day during 1988~
89. The revenue loss to PG&E is approximately $20 milliég\dpring the
first year. -

PG&E testified that the benelits to PG&E from this agreement
are primarily threefold. Tirst, Chevron has agreed to continue %o
sell gas to PG&E and has agreed 4o sell %o PG&E at least 75% of any
newly discovered gas it controls. Second, Chevron will continue %o be
a customer of PG&E at tariff rates for the remaianing amounits of its
needs, approximately 68 million cubic fLeet per day. Third, the
renegotiation of the 1981 Chevron LSFO contract depended upon
accommodating Chevron's desire to renegotiate +the arrangements
governing gas service to the Richmond refinery.
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Puel 0il Inventorvy

The different level of expenses for fuel oil inventory
requested by PG&E and that recommended by the staff reflect
diametrically opposed ratexaking philosophies. The company begins
with its existing inventory as of August 1982 of 1%,607,000 barrels
and then uses a multiple year planning horizen t0 plan the most
econozic fuels strategy for the upcoming year. The result of <he
optimun fuels strategy is the costs essocisted with the ATR. The xey
foundation of the plEn\&§ the current level of Zuel oil inventory.

TUnder +the sta:f\gifory, stell would only allow +the amoun+
of fuel 0il in inventory to\meet the operational needs of the conpany
for the upcoming year. The attusl beginning fuel oil inventory is
irrelevant. What should be aliétgd is 2 reasonsdle Zuel oil
inventory to meet operationsl needs. The stalff, however, has no
recozzendation for the minimum operational inventory requiremen<.
Since the staff was unadle %o apply its theory completely, it
recommends that the amount of fuel oil gllowed during the last AEZR
period (8.8 million barrels) be allowed oﬁbq\aga:n. Staff noted that

that amount was well over the minimus operstfonel amounis.

DCA calculated an appropriate invent;}y allowance to he 8.4
million barrels, bu%t generally agrees with the sta::\analysis. TURN
favors a complex "two-tier" approach by which only that amount of
Tuel ¢il %o meet operational needs would earn the rate Sfxzeturn with
additional inventory amounts to be recovered a% balancing account

. interest rates.

' The company's minimum overational inventory for August 1982
is 5.0 million barrels. As of that date it had 13.6 million barrels in y/
inventory. Even with no more takes of fuel ©il, PG4E plans to reduce
inventory by only 3.4 milliorn barrels to 10.2 million barrels. It is
apparent that PG4T has too much frel oil. Ivwo primary factors
contribute to the excess fuel oil. One factor is the adundant levels
of hydro during the 1981-1982 winter. The other factor is odviously
the excessive amount of fuel oil previously contracted for.
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We find PG&E's analysis persuasive that the planned sale is
an economic action. However, if we are to be entirely comnsistent in
our ratemaking treatment of the excess oil in this case, we must ask
what conditions require such a sale. If PGSE were operating with an
annual average inventory anywhere near 5.4 million barrels rather than
11.4 million barrels, the economics of a sale night be different.
Moreover, our reduction in the carrying charges applicable to economic
oil inventory beyond operational needs changes the calculations
appropriate to determine whether sale of fuel oil at a loss would
benefit ratepayers, and therefore whether such losses should be
recoverable in rates. The Leasonableness of such transactions from
this day forward will be judged in light of the oil inventory treatment
adopted in this decision.

Thus, we £ind it impossible at this time and on the present
record to forecast with adequate certainty the level of fuel oil sale
losses which PG&E will reasonable inéﬁr during the forecast period.
Therefore, we will include no allowance in the AER f£or such losses,
but will permit recovery through ECAC of losses on szle of fuel oil
reasonable incurred subsequent to the effective date of this decision.
In order to moderate the rate adjustment which mayk?ubsequently be
regquired and in view of the uncertainity whether PG&E.will indeed incur
oil sale losses during the ECAC forecast period; we will include in =& nse
for the forecast period $3.0 million in oil sales losses. This estimate
will be subject to adjustment based on actual experience and will be
subject to reasonableness review.

Facility Charge

A contract for fuel oil can contain simply one price 0 be
paid for a certain amount of fuel ¢il. If the utility does not need
all of the fuel oil contracted for, it can either sell it or hold it
in inventory. However, a third option is to contract with the
supplier £or two prices--oOne price for the commodity actually
purchased and another price paid when less than the contracted for
amounts are required. The meoney that is paid when less o0il is taken

. is generally referred to as a facility charge or underlift fee. It
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is basically a price paid for flexibility in the amount taken. If in
analuzing the three options, the utility determines that the economic
choice is to pay the "facility charge-underlift fee” for oil not
needed, then we must determine to what extent the costs resulting
from the charce/fee are reasonable for ratemaking purposes.




A.82=-06-08, A.82-06-20 ALJ/rr/k=

Line
No.

1

2 0il-Residual(d)
% 0il-Distillate

4

5 Purchased Power(c)

6

TABLE 2

2% of Estimated Fuel Expenses for AZR

PG&E

Estinmated Dollars in

Prices(a)

Thougands

Steam Plants

Gas

Geothernal

$5.4592
35.83%46

‘sqiggsz
3 6324

2.682¢

Total Puel Expense

7 Allocation to CPUC
Jurisdictional(d)

8 Two Percent of
FPuel Expense(e)

9 Franchise Fees and
Unecollectidle

Accounts

Expense(£)

10 Revenue Requiremen

following tadble shows the final calculation of the AZR.

In dollars per million Btu or ceats per xilowatt-hour
Includes Conventional and ReZinery 0il
Excludes M&0 for Irrigation Districts
Line 6 x 0.9597
Line 7 % 0.02
Line 8 x 0.00793

$1,770,577
101,574
13,094
233,080

328,546
$2,446.8T1

2,348,262

46,965

— 72

S 47,337
\‘.

Adopted
Dollars in

Thousands

$1,622,146
101,574
13,094
233,080

—222,891
$2,365,785

2,270,444

45,409

Now thet each 0f the elements has bheen resolved‘the
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Reasonadleness of Past Actions

Under curreat ECAC procedure, the reasonableness of
ineurred energy expenses is reviewed once each year. This proceeding
ig the annual reasonableness review for PG&E. One of the mos?
important actions that we can «ake in a reasonableness proceeding is
a disallowance of an expense that we find has been incurred
unreasonably. This type of action is an adjudication of past actions
and akin to a gquasi-judicial proceeding. Accordingly the evidence
supporting a finding that’\a particular action was unreasonable mIust
be very persuasive. Also, quantification of 2 disallowance nust
logically be supported.

The dburden of prool on\ghe utility is correctly stated by
PGEE in i%s brief pages 52-57 as Ifullows:

"...Decision No. 92496 requiges +the utilis
<0 make a 'subgstantial afiirmafive
showing.' DG&E interprets this\standard <o
ve somewhat greater than the typical civil
standard of a preponderance oF The\
evidence, dut less than the svandard\ oL
'clear and convincing' evidence necessary
in such relatively unigue situations ash
estadlishing fraud (34 Cal.Jur.3d, Fraud ™
and Deceit, § 88, pp. 345-49); proving -
malice in a lidel action (Belll v.

Curtis Pudlishing Comvany (1972) 25
Cal.App.3d 384, 102 Tal.Rptr. 122); or

proving by oral testimony the execution oOT
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contents of a lost instrumens. (Nemo

v. Parrington 7 Cal.App. 443, 94 2.574,
den. 5 ¢

hg. by Supreme Ct. as reported in 7
Cal.App- 451, 94 P.877 (1908))."

The major significance of the burden of proof is the
guidance it offers in ruling upon competing evidence aflter the
applicant has made its substantial affirmative showing. Imposing the
burden on the utility does not relieve any other party which comes
forward to challenge the utility's past actions of the obligation o
fully supporting its reconmendation.

In this proceeding tﬁé\saior ¢convesvedld Eisallowance other
+han those previously resolved inwolved a svaffl recommendation <
disallow 825 million because PG&E £\*ned down relatively inexpensive
power fLrom the Pacific Northwest, th;\Geysers, and Rancho Seco while
Zailing to reduce fossil thermal operations <0 nininuzm levels during
certain days. Reduttal testimony by PG&E, showed that the Lossil
thermal units were indeed reduced 40 lowest level possidle whenever
possidle. The staf? recozmmendation will noth\be adopted.

A corollary issue raised dy TURN is “hat during this sade
period PG&E reduced the power outpud of Rancho §égo 0 avoid spilling
its own hydro. TURN calculated +the costs of such‘éigpatching +0 be
$4.5 million. The argument is summarized in i<s brief as follows:

"During a dz2y on which backdowns are
anticipated that night, Rancho Seco ic
kept at full power. That generation
costing 8.05 mills per KWH (Dr. 1483),
displaces +thermal power costing 45 4o 50
pills (Tr. 1484), a saving of a%t least 37
nills per KWE. At night, since Rancho
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TURN recommends that no interest expense be recovered
by PGSE and that the entire $13.1 million be absorbed by the
shareholders. TURN makes the recommendation because prior to
September 1879, PGEEZ had pursued the matter in a dilatory fashion
and to allow any of the interest expense would de an improper award
o PGSE. 4l In the discussion inm D.91335, we stated that:

"Tor approxim tely Three years now the

Commission has effectively allowed PGEL's

ratepayers to\absowb SMUD's cepacity

charges covering & period of 1l-12 months

in 1575-1976 duﬂaﬁg which Ahﬁcho Seco was,

in faet, not operative and

for which PGEL nowNhas a 595 n;llzon claim

ocutstanding. The stafl's position that

PGEZ's ratepayers havewbeen called upon To

bear the cost of this pc\gzng matter too

long already anc should nog now be cal

upon to continue To bear sdgh costS fo- a

future one or one and one-had years ig

persuasive. It is the staff's\yview that

PGEZ's stockholders should now oQme Jorwarc

and gna*g,zﬂ this bu“deﬂ sending Rinal

isposition of the utiliz 's claim dgainst

SMUD. We agree. "hc*e e, in our degor-

mination of PGEZ's EZCAC b lling factorsNior

the immediate future we shall exclude any\_

onsiderazion of the pending $35 million claim

againct SMUD as proposed by the staff." ‘

While PGEE was slow in pressing ite claim prior to D.91335
£ind that since the decicion PGEE has acted in a reasonable manner
arriving at a fair settlement. However, a partial disallowance

£ intevest related to the settlement is appropriate bacsed on PGEE's
earlier lack of vigor in pursuing its claim.

Allowance of interest on the difference between the

claimed amount and the recovery will compensate PGEX shareholders
for the removal from ICAC of costs which, based on the arbdbitration

vesults, appear to have been reasonably incurred. No interest

. =
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reasonable causes for those events. These issues are in a gray area.
Although PG&E hes met its burden of proof, there still existe
substantial doudt regarding the reasonableness of its operations in
these areas. We expect that these issues will be primary issues in

PG&E's next reasonadleness proceeding.
Rate Desipgn

In this proceeding PG&E made several minor rate design
adjustments. The proposals concern (1) industrial time-of-use (700)
rates and (2) agricul+tural TOU rates. DPG&Z's proposal regarding the
industrial TOU rates involves adjusting the on/off-peak differentials
to their original levels. Tzz\purpose of the proposal is %o provide
the proper incentive Yo shift uégg\ from on-peak to off-peak hours.
CMA contends that it is the sbsolutedifference in rates +that provides
the incentive rather than the on—peakﬁq?f—peak ratios. We agree with
PG&E and will authorize the proposed T0Madjustments to the A-21, A~
22, and A-2% schedules.

The agriculture rate propoesal is discussed in our decision
in A.6015% (rate design phase) wherein PG&E's‘EnQ?osal is adopted.

The reasoning Zor the agriculture T0U rate proposal is similar <o the
industrial TOU proposal discussed above. '

Concerning other schedules, we will maintain our current
policy of applying rate decreases on an equal cents-per-kWh basis.
Muture Proceedings

This proceeding was PG&E's second reasonableness review
under our current ECAC procedures. With this experience, several
problems have come to light which principally involve 2G&Z's

relationship with our staff in preparation for the reasonableness
review.
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PG&E is the sole Party in possession of evidence regarding
the reasonableness of i%s past actions. Our stall must have complete
access to this inforamstion in order for 4he gtofs + formulate its
recommenéations. Alsc, the stacd mus+ net only have free access +o
the data, dbut also, PGES mus+ provide more complete data in its
reasonableness report. The format of +he reasonableness report
should, therefore, be reformed. We will direct PG&E %o begin to worx

with our staff within 30 days %o Cevelop & new format for the next

reasonableness report. The types of information %hat we wish to see

in future proceedings are:

1. Zconomic anelysis of low cost (surplus

power, geothermal, and puclear) power
turndowns or backlowns.

2. Cost/venefit analysis of 1iadilisy
criteria.

3. Documentation and explanatiom\or
relevant computer prograxzs.

. Rate Structure Bffects

In D.91335 deved Fedbruary 1%, 1980 we qéered PGET to stuly

the effects of rate structures on customer usage patierns. Exhidit

20, introduced in this proceeding, is PG&E's most recen+ stuwly on

this subject. This stuudy by PG&Z witness Rober+ Howard measures +he

effect of o three rate structure. The "rate structure"” effect is

isclated from "rate level" effects.

The "rate structure" effect is
the conserva%tion +that results solely

Iroz a three-tier structure

while the "rate level" effects are the conservation caused by an
overall inecrease in rates.

The stuly caleulates that +he "rate structure” effects of

a
Yhree-tier rate design produce e savings in the range of 7.3% o 5.5%
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8a. It is reasonable t0 require PEEE to remove its
debit of $3,218,000 from the ZCAC bdalancing account in Mareh 1882 due to
interest costs on the $3.2 million recovery from SMUD.

8. PGEE's operations of its gas and cleetric departments
during the record period were sufficiently reaconadle so that no
disallowances other than that descrided in Tinding of Fact sa.

10. The development of the ALR rates, as calculated
in this decision, is »easonabdle. ]

1. Rate Schedules A-2l, A=22, and A-23 chould de adjusted
so that the on~peax/off~peak ratioc arc as originally established.

12. With the exceptfbn of the adjustment of A-21, A-22, and
A-23 schedules, the egqual centghper-kWh method iz reasonable to imple-
ment vate changes. N

13. Because the revision date for these rate changes iz
past, this order should be effective the date of signature.

ls. The cost to ratepayers o{ the amended PGEE/Chevron Gas
Purchase Agreement would be approximately $20 million in the fore-~
cast year. N

15. The costs of the PGSI/Chevron amendment o the Gas
Purchase Agreement outweigh the benefits.

16. The three~tier rate structure results in a 3.3% o
5.5% conservation effect.
Conclusions of Law

1. PGEZ should be allowed to establish the AER rate set
forth in the following order. These rates are just and reasonadle.

2. The amendment to the PGEI/Chevron gas Purchase Agreement
is not reasonable.

3. Inclusion in ECAC of interest calculated from
September 20, 1978 on the amount of PGEX’s scttlement with SMUD =s
not reasonable.

TINAL ORDZIR

IT IS ORDERED <thawt:

1. Pacific Gas and Electric Company (PGEE) is authorized
to establish and file with this Commission, in conformity with the
provisions of General Oxrder 96~-A, revised tariff schedules for the

~28~
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