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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

EVALUATION AND COMPLIANCE DIVISION 
Energy Branch 

RESOLUTION 

RESOLUTION E-3017 
January 28, 1981 

PACIFIC GAS AND ELECTRIC COMPANytS (PG&E) REQUEST TO 
IMPLEMENT THREE AGREEMENTS WITH THREE MEMBERS OF THE 
HOSPITAL CONSORTIUM OF SAN HATEO COUNTY AND ONE AGREEMENT 
WITH LOUISIANA-PACIFIC CORPORATION ALL ENTITLED "AGREEMENT 
FOR ELECTRIC SERVICE". THESE AGREEMENTS PROVIDE FOR 
PERMANENT ELECTRIC SERVICE TO THE THREE HOSPITALS AND TO 
THE LOUISANA-PACIFIC CORPORATION FACILITY UNDER A NEGOTIATED 
RATE. 

INTRODUCTION 

By Advice Letter 1130-E filed November 18. 1986 and by Advice 
Letter No. 1131-E filed December 17, 1986. Pacific Gas and 
Electric Company (PG&E) requests authorization to implement three 
agreements vith three members of the Hospital Consortium of San 
Mateo County and One Agreement vith Louisiana-Pacific Corporation 
(LP) entitled "Agreement For Electric Service". These agreements 
provide for permanent electric service to the three hospitals and 
to LP facility under a negotiated rate. The facts are as f61lovs: 

RECOHHENDATION 

This resolution approves Advice Letter 1130-E and directs the I 
utility to apply for future requests for approval of such 
contracts through formal application. 

SUMMARY 

1. By Advice Letter 1130-E PG&E submitted agreements vith three 
members of the Hospital Consortium of San Mateo County, Hills 
Hospital District (MHO) in San Mateo, California. Peninsula 
Hospital District (PHD) in Burlingame. California and Sequoia 
Hosptial District (SHD) in Redwood City, California. The 
agreements entitled "Agreement For Electric Service" are dated 
November 17. 1986 provide for permanent electric service to each 
of the hospitals under separate negotiated rates. 

2. " By Adv\.ce Let ter 1131-E PG&E sumbi t ted an agreement vi th LP 
for a plant located in Oroville. California. The agreement 
entitled "Agreement for Electric Service" is dated December 11 • 
1986 provides for permanent electric service to the LP facility 
under a negotiated rate. 
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3. The contracts are the result of negotiations between PG&E and 
the above mentioned parties to avoid what PG&E clai~s would be an 
uneconomic bypass that would result if the hospitals and LP were 
to proceed with the proposed cogeneration project. The negotiated 
rates were Offered as an alternative after standard rate schedules 
failed to dissuade the hospitals and LP from pursuing the proposed 
projects. The hospitals and LP intend to proceed with the 
projects should the agreements not be approved. 

POSITION OF PG&E 

1. The contract rates are designed to nake the hospitals 
financially indifferent between PG&E service and the cogeneration 
alternatives. Each hospital contract contains the follOWing 
provisions: 

• The effective date of the agreement is 

• 

Harch 1. 1988. This approximates the date 
on which the hospital could have commenced 
operation of the proposed cogeneration 
facility. The hospital viII be charged for 
electric service under the regularly 
applicable rate schedule until the effective 
date. 

The agreement viII be fOr a period of 15 
years. Either party may cancel with a 
minimum of four years notice. 

• The hospital agrees not to install nor allow 
a third party to install a cOgeneration unit 
during the contract term. 

• The agreement covers the electric output 
which would have been supplied by the cogener­
ation project Any energy supplied in addition 
to output based on the above capacity shall be 
at the applicable rate. The plant output 
capacity is 961 Kilowatts (kWh) and PHD and 
714 kW for SHD. 

• The contract rate is designed to track the 
costs that each hospital would have incurred 
had it built the cogeneration project. The 
costs are based on engineering studies 
performed by PG&S and the hospital. (Cost 
data was provided to the staff by PG&E) • 
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The rate is based On several factors 
including' 

Net plant output, total costs of 
plant. fuel consumed. boiler fuel 
savings. electric standby requirements 
and other cost related factors. 

• The monthly charge is 8djust~d semi-annually 
based On actual cOnditions. The adjustment 
is based onz 

the inflation rate. PG&E gas rates 
for a cogeneration system. and PG&E 
standby charges. 

• The monthly charges as calculated by the rate 
are the sum of cogeneration fixed costs. plus 
kWh times the cogeneration variable costs 
based on the above factors. 

• The contract rate under current conditions 
would be somewhat less than the average rate 
of 6.2 cents/kWh under Rate Schedule A-22. 

• 

but will still allow a substantial contribution 
to margin • 

The rate has a ceiling Of revenue which would 
have been collected under the otherwise 
applicable electric rate schedule. 

• The rate has a floor equal to PG&E's Seasonal 
Average Incremental Energy Rate. published in 
the CogeneratiOn and Small Power ProductiOn 
Quarterly Report, mUltiplied by the average 
commodity charge of PG&E's Power Plant Gas Rate. 
plus a negotiated margin. 

• The contract will be made subject to CommissiOn 
approval and continuing jurisdiction. 

All cost data which contributes to the negotiated rate is 
documented in data provided to the staff. 

2. The contract rates with the hospitals were developed to 
prevent the uneconomic bypass of PG&E's electric system. The 
hospitals have indicated that the cogeneratio~ projects will be 
built if the contract does not receive Commission approval. Based 
on-current avoidable costs, service under the contracts viII 
collect an annual contribution to margin of approximately $500.000 
per year. The contract rates benefit the hospitals by offering 
power for the same cost as the cogeneration projects while 
mitigating risk by including the ceiling. 
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3. PG&E ratepayers benefit from not having tQ pick up the share 
of fixed cost vhich the contributon to margin vill par lor and 
which would be lost if the hospitals leave the PG&E sJste., 

4. Additionally, PG&E states that an uneconomic sllocation of 
reSQurces which vould result from the building of 8 system to 
generate pover at a cost greater than PG&E's cost to generate the 
power viii be prevented. Thus the contract benefits both the 
hospitals and PG&E customers as-a whole. 

S. PG&E requests that the contract rate appendix and all 
Attachments be kept confidential. Because the threat of bypass 
may cause PG&E to enter into similar agreements vith other 
potential cogenerators, it is essential that the tate component 
values and Attachments remain out of the public record to protect 
PG&E1s ability to negotiate the best deal for the benefit of its 
ratepayers. In addition, this confidentiality viII protect any 
customer with whom PG&E negotiates from the release of internal 
information. 

6. The provisions of the proposed contract vith LP are 
essentially t~e same as with the hospitals, except that the 
effective date is to be September 1. 1987 and the initial term 
viII be for five (5) years • 

7. PG&E requests that each filing become effective on the 40th 
calendar day after the date the advice letter is filed. 

POSITION OF PROTESTANTS 

1. Timely protests to Advice Letter 1130-E vere filed by 
Cogeneration Service Bureau. Brockway. Inc., and the Public Staff 
Division of the CommissiOn. 

2. Cogeneration Service Bureau (CSB) objects to the proposal 
based on several major premises: 

a. The ,(proposed) rates are tied to the fixed and 
variable costs of a cogeneration project that could have been 
built by each customer. PG&E's Own costs are reflected only in 
floor and ceiling rates. Approval of this advice letter would 
commit PG&E and possibly its ratepayers to pay liquidated damages 
should PG&E or the CPUC cancel or modify the Agreement within the 
first ten years • 
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b. eSB protests this advice letter as premature because 
the issue of such discounts is before the Commission in PG&Ets 
general rate case. The filing also proposes contract terms vhich 
go beyond what has been requested in the rate case. The proper 
vehicle for approval of these added ratepayer risks end potential 
costs is an application and hearing. The filing is incomplete 
because it does not define hov the lost revenue from these 
agreements viII be recovered. 

c. PG&E has requested the approval of Schedule E-85 
vhich yields reduced rates similar to these agreements. E-85 is 
before the Commission in A.86-04~012 and a decision viII be issued 
before the end of this month (December 1986). Lower industrial 
rates reduce the need for E-85. These agreements propose to go 
veil beyond E-85 in assuming risks for ratepayers. PG&E should 
wait for the Commission's direction on Schedule E-85 and follow it 
in these agreements. 

3. eSB also protests the term length of the proposed agreements 
and the liability of PG&E for liquidated damages and summarizes as 
follows: 

Advice Letter 1130-E. and similar agreements that 
certainly viII follow. viII seriously weaken the cogeneration 
market with its long-term benefits to ratepayers. Such action 
involves policy decisions by the Commission that should be 
examined in public hearing. 

The Cogeneration Service Bureau encourages large 
electric customers to seek lover electric rates for themselves. 
Such efforts, however. must be within the limits adopted by the 
CommissiOn after public hearing. 

4. Brockway, Inc., (Brockway) protested on grounds similar to 
CSB, but also objeled to the proposed confidentiality of the 
contracts and the negotiated rates. Brockway also stated that 
another major concern arising from negotiated rates is that they 
invite real or phantom investment in cogeneration projects. To 
obtain the special discounts offered to customers contemplating 
cOgeneration, many companies may investigate cogeneration simply 
as a guise to seek lower retail electricity prices. 

5. In summary Brockway concludes that by Advice Letter 1130-E, 
PG&E asks the Commission to set a dangerous precedent at odds with 
laws requirIng public disclosure of utility rates and contrary to 
established principles of utility ratemaking. Brockway asks the 
Commission to seriously consider hov it would be perceived as 
protecting the public from the utility ratemaking practices when 
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such practices are confidential and the product of private 
negotiation Tather than public fatemaking proceedings. Brockway, 
therefore, urges the Commission to uphold established principles 
of public access to the ratemaking process by rejecting the 
negotiated rates proposed by PG&E in Advice Letter No. 1130-E. 

6. Public Staff Division of this Commission (PSD) provided a 
detailed analysis of and protest to the filing which can be 
summarized as follows: 

The Commission should take care not to establish a 
precedent by approving these agreementG. The obvious and most 
important way to avoid uneconomic bypass is to keep revenue 
reqUirements as low as possible. Another way to reduce electric 
bypass is to adopt rate designs (including standby charges) which 
more closely reflect actual cost of service. 

Staff is concerned with hypass. But a simple essertion 
of uneconomic bypass should not bludgeon the Commission into 
approving contracts vhich have not been shown to benefit 
ratepayers, and which may ve1l be harmful to them. Some bypass 
may benefit future ratepayers. Also, if the COmmission approves 
the contracts, serious questions of equity arise among customer 
classes. PG&E also failed to demonstrate that, under the 
contacts, it would recover its own cost of service, that it would 
maximize the hospitals I contributions to margin (i,e., that PG&E 
had negotiated the best possible deal for ratepayers), ot that the 
contracts were otherwise beneficial to PG&E's ratepayers. 

If the Commission approves this advice letter, there 
could be a flood of advice letter filings for approval of special 
negotiated rates. This is not the vay to deal vith bypass. It 
must be done in a more systematic way, primarily through lov 
revenue requirement and attention to cost-based rate design 
concepts. Bypass must be addressed generically. If it is not, 
important ratemaking issues such as margin contribution, equity, 
and ratepayers' interests will be ignored as advice letters are 
rubber stamped for approval when the word "bypass" appears. 

If the Commission does not review these questions 
generically, it should approve advice letters for negotiated 
electric rates only under extraordinary circumstances. Such 
advice letters should be approved only if (1) The utility has 
clearly demonstrated that uneconOmic bypass vil1 occur if the 
special contract rate is not approved, and (2) the utility has 
shown that ratepayers vi11 be better off with the contract than 
without it, and (3) the utility has demonstrated that it has made 
the best possible deal in its negotiated contract • 
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The advice letter has fallen far short of such a shoving 
here. PG&E's advice letter features generalization, and not the 
specific information needed for an informed judgment. If the 
Commission approves the advice letter. it viII abdicate important 
regulatory control and decisions to the ministerial vorkings of 
advice letter filings. This would be unsound regulatio~." 

7. Additionally, PSD points out: 

"Two of the self-generation projects (Peninsula and 
Sequoia Hospitals) that PG&E seeks to replace with negotiated 

rates would benefit society through productive utilization of 
solid waste (through incineration for use of the heat content 
rather than regular disposal). as well as the potential future 
contribution to PG&E's generation resources. In the long run, 
economic self-generation may benefit ratepayers more than keeping 
the load on the system. PG&E and other electric utilities have 
excess electricity capacity now. but are forecasting the need fOr 
future capacity additions. As the excess capacity disappears. 
self-generation beCOmes beneficial to the utility." 

8. PSD states that the advice letter has nOt discussed or 
analyzed these questiOns. It simply assu~es full benefits by 
preventing self generation. That short-term view and assumption 
needs analysis, not blind acceptance, and for the reasOns 
discussed above the PSD asks the Commission to reject Advice 
Letter 1130-E (and by reference Advice Letter 1131-E). 

RESPONSE BY PG&E 

1. On December 17, 1986, PG&E responded to the protests to Advice 
Letter 1130-E by CSB and Brockway, and on January 5, 1981 
responded to the PSD protest. The responses are-summarized as 
follows: 

liThe agreements filed in Advice 1130-E were negotiated 
for the specific reason that each of the hospitals were in the 
process of making commitments to cogeneration projects which would 
result in the loss of contribution to PG&E's fixed costs. Had 
PG&E not negotiated promptly, but waited for the resolution of the 
General Rate Case 8S suggested by the Cogeneration Service Bureau, 
all of the hospitals' contributions to PG&E's fixed costs (except 
any standby revenues would have ultimately been lost. That is, 
the restructured industrial rates proposed by PG&E and the PSD in 
the_General Rate Case, if adopted as proposed, would very likely 
not be competitive with the projected cogeneration costs for the 
hospitals. By January, the hospitals would have made irreversible 
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commitments to on-site generation. As an alte~native. PG&E 
negotiated a ~ate to keep the customer on the system and maint&in 
a cont~ibution to fixed cOsts for the long run. The ~pproximate 
$500,000 annual contribution to fixed tosts viII be shated among 
ratepayers if the Commission approves th~se contracts." 

"The deviation from the contract form specified in our 
previous E-85 filing vas necessary to obtain an agreement vith the 
customers to prevent uneconomic bypass. The liquidated daBages 
provisions was included because of the unique circumstances ot 
these custoners. If the custoners enter into these agreements 
with PG&E. they viii lose pre.sently available gfant mOney. PG&E 
does not intend to enter into similaf provisions vith other 
customers not having comparable circumstances. Further. . 
the value of liquidated damages, if invoked. is minimal compared 
to the expected margin contribution over the life of the contract. 
By inclusion of a floor on the effective rate, PG&E is protected 
from selling energy at a cost below marginal cost plus a 
contribution to margin, thus making a IS-year contract term 
acceptable." 

liThe policy underlying the confidentiality of negotiated 
rate contracts is to prevent potential custOmers from gaining an 
unfair advantage in negotiating rates. Making information about 
existing negotiated rates available to potential customers only 
puts them in a position to attempt to negotiate for te lowest 
existing rate. Unnecessarily low rates would reduce the 
contribution to margin received froD negotiated rates, thereby 
raising rates for the other ratepayers. Further, maintaining the 
confidentiality of customer-specified cost information contained 
in the attachments to the contracts is appropriate to protect any 
customer vith whOm PG&E negotiates from the release of proprietary 
business information." 

According to the Cogeneration Service Bureau. the 
"cogeneration market" viII provide !llong-term benefits to 
ratepayers." While PG&E continues to support their party 
development. it makes no sense not to encourage the constructiOn 
of facilities that produce electricity at costs higher than PG&E's 
marginal costs. In our current capacity rich environment. 
properly negotiated contract rates that prevent unecOnomic bypass 
are to the benefit of all PG&E ratepayers. Failure to apprOve 
the contracts viII send a message to the many large customers 
currently considering on-si~e generation to proceed vith leaving 
the PG&E system. The resulting rate ncreases viII be borne by the 
remaining ratepayers. Thus to keep rates lower fOr all 
ratepayers, and to avoid the uneconomic bypass of PG&E's system, 
the-Commission 1s urged to approve Advice Letter 1130-E without 
delay.1I 
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~ DISCUSSION 

~ 

~ 

These adivce letters provide the Commission with its first look at 
the negotiated contract apprOach to the problem of electric 
bypass. PG&E should be commended lor developing a forward-looking 
approach to retaining the loads and contribution to fixed costs of 
potential bypassers. We see substantial conceptual merit in the 
methodology of determining the ecOnomic alternatives available to 
industr~al custoaers through on-site generation and designing 
pricing terms for utility service that are competitive with the 
self-generation alternative. While recognizing the conceptual 
validity of PG&E's approach, we are concerned by the questions the 
protestants have raised as to vhether all the relevant costs of 
on-site generation have been considered and whether the various 
costs considered have been correctly quantified. Also, certain 
applications may be such that the overall energy balance viII be 
best served by letting the custOmer generate his/her own energy. 
These questions deserve closer scrutiny than is possible through 
the advice letter process. 

We agree with PSD that the advice letter process is not the 
appropriate forum for considering the reasonableness of the 
revenue allocation impacts of these contracts. Individual 
contract filings obscure the magnitude of the electric bypass 
problem and the costs to ratepayers of applying the nego~iated 
contract approach to all potential bypassers. Case-by-case 
consideration of contracts makes it more difficult to treat all 
affected customers consistently. Finally, a multiplicity of 
individual contract filings inhibits full participation by 
interested parties that lack the staff and resources to intervene 
in a series of advice letter filings. Before we conditionally 
approve individual COntracts, we need the opportunity to consider 
electric bypass and negotiated COntracts generically. We 
reCOgnize that our intention to conduct 8 generic investigation 
before approving individual contracts creates the possibility of 
delay and the subsequent loss of cOntribution ond load from some 
large customers. We intend to move expeditiously to conduct our 
investigation, thus minimizing these risks. 

In the meantime, ve conditionally authorize PG&E to carry out the 
terms of these contracts. Our approval of this advice letter is 
conditioned upon an accounting for the difference in margin 
between the revenues under the relevant E-20 rate and the revenues 
actually received under the contract, an exclusion of the sales 
transactions under the contract from the utility's ERAM account, 
and future disposition of the contract in a manner COnsistent with 
ou~_generic investigation. 
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The negotiated contract approach to dealing with the possibility 
of ~lternative generation raises several ratenaking concerns, 
Our choice lies between a potential loss of margin of $780,000 per 
year beginning on Harch 1. 1988 if the hospitals leave the PG&R 
system and an estimated reduction of $280,000 per year under the 
contract sales rate. PG&E has taken appropriate steps to mitigate 
the loss of margin. We anticipate that PG&E viII bring other 
contracts, negotiated on substantially similar bases. before us 
for authorization. While we share the company's wishes to retain 
as much margin contribution as possible, we cannOt impose the 
under recovery of margin on the captive ratepayer as vould 9ccur 
under the current ERAH mechanism. 

As stated above, we intend to review ERAM and other aspects of the 
electric utility regulatory framework in an expeditious mannet. 
The contracts have an indentifiable impact On the recovery of the 
utility's margin. For rstemakiog purposes, the contract shall be 
subject to any ratemaking framework that may evolve out of the 
Three R proceeding or any other proceeding that confronts the 
issue of ratemaking flexibility and the prevention of uneconomic 
bypass of the utility. The contribution to margin obtained 
through the contract wOuld be considered part of the margin 
requirement allocated to a class of ratepayers vith bypass options 
along with ratemaking flexibility. 

Our approval is conditioned upon PG&E's acceptance of the 
following requirements: 

1. The subject contracts shall be subject to 
reasonableness review. 

2. The difference between the margin that would 
have been collected from sales under the 
relevant E-20 schedule and under the COntract 
viII be recorded in a memorandum accOunt. The 
balance in the account shall earn interest at 
the rate applied to the utility's ECAC balance. 

3. The actual sales under the contract (to commence 
March 1. 1988) shall be excluded from sales 
figures used to ~alculate the ERAN balance. 
Revenues calculated at the applicable tariff rate 
fOr the level of sales forecast for these 
customers shall also be excluded from the ERAH 
forecast • 
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These three contracts. the balance in the 
memorandum account, and the sales to these 
customers shall be subject to the regulatoi, 
framevork that viII evolve out of out generic 
investigation into the issue of rateBaking 
flexibility. 

5. If the revised regulatory framework is not 
in place by Harch I, 1988, then the difference 
in margin recovery shall remain in the memorandum 
account and the sales shall continue to be 
excluded from the ERAM pending Commission actiOn 
to determine hoy the loss of margin should be 
allocated betveen shareholders and ratepayers. 

6. The Commission's approval of these three contracts 
shall have no ptetedential affect. The Commission 
viII evaluate the negotiated contract approach to 
resolving the issue of alternative generation in 
its pending genetic proceeding. There is no 
presumption that any other contract ~ill be 
subject to the memorandum account treatment 
provided by this resolution • 

7. PG&E shall inform the Commission by a supplemental 
advice letter ~hether it accepts these conditions 
and chOoses to exercise the contracts. 

We stress that despite our approval of these COntracts, ~e ~ill 
include the load that they represent in whatever ratemaking 
mechanisms are generated by our industry wide review. Let us 
assume that ~e do allov the utility flexibility to recOver margin 
among customers vithin a class or classes. If a customer has 
executeJ a contract before the ratemaking mechanism has been 
revised and it falls ~ithin such a class, then that customer's 
load viII be included among the load that the utilty may exercise 
its ratemaking flexibility. The negotiated contracts should not 
delimit the scope and effect of our genetic proceeding. 

~e note that this approach vould be similar to our treatment of 
existing long-term tranportation COntracts in Our recent decisiOns 
establishing a nev regulatory framevork for our regulation of 
natural gas utilities. Gas sales under these cOntracts viII be 
assigned to the nOncore market, and the margin collected viII 
contribute to the utility's margin requriement in the noncore 
ma~ket. Hovever, specific pricing prOVisions of the contracts 
viII not be considered in allocating the utility's margin betveen 
the core and nOncore markets; this allOcatiOn will be ~ade 
according to a costing methodology that is independent of the 
pricing provisions of specific noncOre contracts. 
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Advice Letter 1131-E, by which PG&E req~ests authorization to 
perform under 8 contract for negotiated fates with Louisiena­
Pacific Corporation, is subject to our review independent of the 
terms and conditions of this resolution. 

FINDINGS 

1. The advice letters request Commission approval of written 
agreements between PGSE and three hospitals and an industrial 
customers. The agreements propose electric service to each of the 
customers under separate negotiated rates. 

2. The negotiated contract rates are lower than the hospitals 
would otherwise pay under the new E-20 rate schedule, which is the 
schedule under which the customers nov receive electric service. 

3. According to PG&E's filing, the hospitals now plan to self­
generate electricity if they are forced to pay rates under the 
current schedule. The negotiated agreements, if approved, vould 
keep the hospitals on PG&E1s system, but at the lover rates. 

4. PG&E is the only party in the proposed contracts subject to 
liquidated damages in case of cancellation of the contracts. 

5. PG&E has provided data to the staff to support the 
calculations of the special contract rates. 

6. Bypass (of PG&E's service) must be prevented by control and 
reduction of utility expenses in conjunction with appropriate rate 
flexibility and should be addressed at the earliest opportunity so 
long as other ratepayers are indifferent to the means of 
preventing bypass. 

7. One of the self-generation projects by the hospitals would 
utilize solid wastes as fuel and thus could be beneficial to 
society and to ratepayers. 

8. PG&E's proposed rate Schedule E-85, a negotiable rate 
designed to deter large customer bypass and self-generation 
similar to the contract rates proposed in these advice letters was 
rejected by the Commission in D.86-12-091 6n December 22, 1986. 
(Application 86-04-012). 

9. The contracts mitigate the potential loss of margin that 
would occur if the customers engaged in self-generatiOn. 

10. The contracts shoud be subject to reasonableness review. 

11. The unconditional authorizatiQn of PG&E to carry out the 
terms of the contracts is adverse to ratepayer interests • 
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12. Sales made pursuant to the teras of the contracts should be 
excluded from consideration in any ERAM proceeding. 

13. The difference in margin contributed fron sales under the 
relevant E-20 schedule and sales made pursuant to the conttact 
teras (commencing March 1. 1988) should be accounted fot in a 
memorandum account and accrue interest at the ECAC fate. 

14. The contracts should be subject to the new rules and 
ratemaking framework thet emerge from our generic investigation 
into the appropriate level of ratemeking flexibility or other 
related proceeding. 

15. If the electriC utility ratemaking framework has not been 
revised by March 1. 1988. then the balance viiI remain in the 
~emorandum account pending Commission action. 

16. The issue of vhat is the appropriate utility response to the 
threat of alternative generation by a customer requires greater 
review than what ve have been able to afford in this case. We 
intend to address this matter in generic proce~dings. Therefore. 
this authorization shall have nO precedential effect. 

THEREFOREI 
1. Pacific Gas ~nd ElectriC Company's Advice Letters 1130-E is 
approved, subject to conditions 1 through 7 listed in the text of 
this resolution. 

2. Pacific Gas and Electric Company and any other electriC 
utility seeking approval of cOntracts that vere negotiated vith 
the intent to avoid customer bypass by cogeneration or similar 
projects. except for pending Advice Letter 1131-E. shall apply to 
the Commission by formal application pursuant to the Commission's 
Rules of Practice and Procedure. 

3. The effective date of this Resolution is JaRuary 28. 1987. 

I certify thet this Re~olution vas adopted by the Public Utilities 
Co~mi8sion at its regulaT meeting on January 28. 1987. The 
following Commissioners approved it: 

STANLEY W. HULETT 
president 

DONALD VIAL 
FREDERICK R. DUDA 
G~· MITCHELL WILK 

Commissioners 

Executive Director 
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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

r.V,-\LUA fION & CO}lPI.L\NCE DIVIS ION 
Energy Branch 

RESOLUTION £-3018 
~'ebruary 11, 1987 

RESOLUTION 

ORIn;R .\UTHORIZING PACIFIC GAS A~D EI.BeTRIC COHPANY (PG&E) TO 
ADD AS INCOME TAX COMPONENT TO ITS RATES FOR GAS MAIN AND 
SERVICE EXTENSIONS (RULES 15 & 16) AND FOR KLECTRIC LINE 
EXTENSIONS (RULE 15) PURSUANT TO THE FEDERAL TAX REFORM ACT 
OF I ~~t'i_( TA~~~!l __ _ 

Rr.comH":~mATION 

The Connission should adopt Resolution E-3018 which viii allow 
PG&E to collect the additional Federal Income Tax which it must 
pay on all Contributions in Aid of Construction (CIAC) in 1981, 
received prinarily for line extensions to serve housing and 
industrial developments. 

e BACKGROUNIl 

By Advice Letter 1393-G/1134-E Filed December 31. 1986, PG&E 
requests authority to add an income tai conponent to gas tariff 
Rule Nos. 15 and 16 and to electric tariff Rule No. 15. This 
change is nade necessary by prOvisions in the Tax Reform Act of 
1986 {Tax Act} which cause contributions to the capital of a 
corporation, including Contributions in Aid of Construction 
(CIAC). to be currently taxable effective January I, 1981. 
Previously CIAC were excluded fron taxable income. 

By Supplenents to the above advice letters, filed subsequently, 
PGSE has revised its filing to reflect the Federal Income Tax 
~o~ification onlLI and not currently applicable California State 
Taxes. Since California has not yet amended its revenue code to 
be consistent with the ne~ federal la~. CIAC will continue to be 
considered as non-taxable constributions to capital. not subject 
to dept-eeiation. 

1. The purpose of the Supplenental filing is to revise Advice 
Letter Nos. 1393-G and 1134-E, ~hich ~ere jointly filed on 
Deeenher 31 , 1986. to increase the extension rules unit cost 
under the I1periodic revie .... provisions" of those rules. The 
increase in unit costs is required to offset the taxes PG&E will 
no~ incur as a result of the federal Tax Reform Act of 1986, which 
"ad~ custoracr Contributions In Aid of Construction (CIAC) taxable 
as of January 1. 1987. 
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2. Anong these revisions, paSE viiI no~ calculate the tax 
"gross-ul)" assuminf that CIAC is !!.Q!. subject to state taxes. This 
revision, and PG&R s calculation thereof, is Dade pursuant to 
discussions ~ith the Coonission staff. The tax gross-up rate PG&F. 
proposes to collect for CIAC is 15 percent, consisting of the 
Federal gross-up on CIAC plus a State tax gross-up on the Federal 
t:lX gross-up. 

3. Consistent with the assumption that CrAG is not subject to 
state taxes, PG&E ~ill maintain a special rneDoranduD account to 
record the difference between the tax gross-up rate of 75 percent 
and a lax gross-up assuoing that CIAC arc subject to State taxes 
of 86%. 

4. Approval of this advice filing vill also authorize PG&E to 
recover in future rates any State taxes recorded in the aeaorandum 
aCCOllnt should the State of California assess an incone tax on 
CIAC. At the tiae State tax is assessed, PG&E will file an advice 
letter to increase the gross-up rate to account for State taxation 
of CL\C. 

5. The table below shows the existing and revised unit costs for 
e.lch ru) c as requested in the Supp I eiilen ta I fi ling: 

Electric Rule 
II 11 

11 II 

11 II 

n " 
Gas Rule 

15.B.3.a(l) 
IS.I.C.la 
IS.I.C.lb 
IS.I.C.3(a) 
IS.I.C.3(b) 
15.B.3.a 

Present Unit 
Cos.~r Foot 

$ 5.00 
7.63 

14.45 
1.90 
8.06 
7.45 

Revised Unit 
Cost Per t'oot 

$ 8.75 
13.35 
25.29 
3.33 

14.11 
13.04 

6. By this filing PG&E also intends to incorporate Preliminary 
Statement Part I and Prelininary Statenent Part M to its gas and 
electric tariff books. respectively. These additions will clarify 
PG&E's intentions to pass along the aforementioned taxes not only 
~here charges are specifically stated in the rules, but also in 
any instances where taxable contributions are collected from 
cllstoners. Consequently, this filing deletes references to the 
tax nade in the text of the rules in the aforementioned 
December 31. 1986 filing. ."-reas of PG&E's book of "Tariff 
Schedules" that provide for such contributions include, but are 
not linited to. gas rules 2, 13, 15; electricity rules 2, 13, 15, 
15.1, 15.2, 20, 21; the street and area lighting schedules, and 
Sc hc,i1l1c E-20. 
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7. ~herc PG&E's tariffs call for custoner contrlbutions--as in 
the unit costs in the extension rules--those contributions arc 
based upon the total costs that PG&~ estiMotes it vill incur to 
porCoro the necessary vork. It is comMonly understood that those 
costs covce such things as onteria1, labor. and various overhead 
expcn~cs. The purpose of these nev Preliminary Statenent sections 
is lo nake it clear that the incoce tax that PC&E incurs as a 
resull of customer contributions is also considered an expense, 
and that cusloners' contributions are increased to offset PG&E's 
tax li~bility. 

8. In addition. the Preliminary Statement sections state that 
PG&E viii keep a record of the aaount of the portion of these 
conLributions that is collected to offset taxes in anticipation of 
any possible refund that nay result fron a Conmission decision in 
011 86-11-019. 

9. finally, PG&F. vishes to vithdrav its revision of Gas Rule 16 
Qad~ in the above-~entioncd December 31, 1986. filing. 

10. PG&E requests that this filing becone effective no later than 
february 11. 1987 (the same effective date requested in Advice 
~os. 1393-G/1134-E). 

PROTESTS 

1 • The Connission has received nunerous protests to this advice 
letter and related advice letters of other utilities regarding the 
inclusion of a tax conponent in the line extension rates and 
chcHges. }tost of the protests "have been fron housing and 
industrial tract developers and builders associations. In 
ad~ition. a protest has been received fro~ the U. S. Navy. 

? The staff of the Evaluation and Compliance Division is of the 
opinion that although the protestors nay have grounds for their 
protests. that this revision will substantially increase line 
extension ilnd other uti.lity costs affecting their developments, 
nonetheless. this is a tax conponent that must be paid by the 
utility. PG~E estimates that it viII incur about $45 million in 
relforal Incone Taxes on contributions fron developers received in 
1937. If the developers do not pay these taxes as part of their 
Costs of Construction, Lhese taxes will be borne by PG&F.'s 
ratepayers. Therefore, the customers and the utility viII be best 
served by collecting the tax cooponent as soon as practicable, 
slIbject to refund':> .... it.h interest.. 

DISClISSION 

1. While the Federal lay changes becoge effective January I, 
1937, no concurrent California tax la~ changes have been made 
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effective as of this date, although AB-33 is pending with a 
proposed effective date of January 1, 1987. 

t 

2. Because California lay docs not jet allow collection of CCFT 
on CIAC. and line extensions, PG&E should not be pernitted to 
collect any CCFr in anticipation of such State tax changes. 

3. This resolution cannot be approved retroactively, therefore, 
PGSE cannot be authorized to collect Federal Income Tax on any 
developer's advances received under Extension Rule 15 and 16 for 
the period January I, 1987 to 11:59 p.c. on February 10, 1981. We 
therefore, ~il1 require that PG&E refund with interest any anounts 
so collected. 

4. The tax cOQPonent will be collected subject to refund in 
accordance ~ith the refund provisions of the extension rules, and 
will he collected subject to further refund pending further 
deternination by the Conmission in Order Instituting Investigation 
86-11-019. 

5. This filing viII not increase or decrease any filed rate or 
charge. other than by the tax component. cause the withdrawal of 
service. nor conflict vith other schedules or rules. 

6. Public notification of this filing has been nade by mailing 
copies of the advice letter to other utilities. governnental 
agencies, and to all interested parties who requested a cOpy. 

FI:;DINGS 

1. Failure of the utility to collect the required F~deral Incone 
Tax ~ith developers advances for Contributions in Aid of 
Construction or to provide for subsequent payment of the permanent 
short-fall for all contributions entered into subsequent to 
January 1. 1987. and prior to the issuance of a final decision by 
this Cornnission. in OIr 86-11-019. would leave this burden to be 
borne by all ratepayers of PG&E. 

2. The tax cooponenl of contributions collected gross of Federal 
incone tax are considered subject to adjustment pending a final 
decision in 011 86-11-019. 

3. In the event that a different Rethod other than requ1r1ng 
cO:ltributors to pay a full gross-up 300unt of the tax liability. 
is adopted by the COD8ission in 011 86-11-019. then the utility 
yill be required to refund the difference vith interest computed 
at the average three month conoercia1 paper rate os published in 
the federal Reserve Bulletin. 
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4. All anounls for St~te lncoac Taxes collected by PG&E on all 
Contributions in Aid of Construction from January 1, 1981 to 
11:S9 p.n. on Febru~ry 10 , 1987 viiI be refunded vith interest. 

5. All anounts collected by PG8E for Federal and State Income 
Taxes in excess of its filed unit costs under Tariff Rules 15 and 
15.1 fron Janu~ry 1, 1987 to 11:59 p.m. on February 10, 1981 viii 
b~ refunded with inlerest. 

6. PGP'~ should not collect the equivnlent amount of California 
Corporation Franchise Tax on Contributions in Aid of Construction 
until authorized to do so by this Conmission after passage of 
enabling legislation. 

7. ~e find that these tariff modifications are just and 
reasonable. 

THEREFORE: 

1. PaciCic Gas and Electric Conpany is authorized under Section 
454 of the Public Utilities Code and by Section A of General Order 
96-A. to placc Advicc Letters 1393-G Supplencntal and 1134-E 
Supplenental and accompanying tariff sheets into effect today, 
except as set forth belo~. 

2. Pacific Gas and Elect~ic Conpany is hereby directed to ~evise 
Supple~cntal Letters 1393-G and l134-E and associated tariff 
sheets to effect collection of only the expected amount of Federal 
Incone Tax associated vith with Extension Rules 15 and 16. 
Collection of any pending California Corporation Franchise Tax on 
advances of any construction Gust avait further authorization by 
this Comnission after enabling legislation if any is enacted. 

3. Pacific Gas and Electric Company shall refund, with interest, 
all aoounts collected by it earmarked for State Income Taxes 
associated with Contributions in Aid of Construction. for the 
period of .Janun£)" I. 1987 to 11 :59 p.m. on February 10. 1987. 

4. Pacific Gas and Electric Company shall also refund 
collections for Federal and State Income Taxes in excess of its 
filed unit costs under Tariff Rules 15 and 15.1 for the period 
of .'anun£)" 1 t 1987 to 11 :59 p.m. on February 10. 1987. 

5. Interest. as discussed in this resolution shall be conputed 
at the average three month commercial paper rate as published in 
the Federal Reserve Bulletin. 

6. Pacific Gas and '-:Icctric Conpany shall maintain nemorandum 
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accounts detailing all collections of Contributions in Aid of 
Construction and line extensions together vith any Federal taxes 
collected therewith separately shown. 

1. Contributions are considered subject to further adjustment 
pending a final decision in 011 86-11-019. 

8. The revised tariff sheets shall be marked to"shov that they 
vere authorized for filing by Commission Resolution E-3018. This 
Resolution is effective today. 

Executive Director 

Utilities 
The 

STANLEY W. HULETT 
President 

DONALD VIAL 
FREDERICK R. DUOA 
G. MITCHELL WILK 

Commissioners 
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FEDERAl. INCOHE TAX RATE FOR 1987 
~----

Fo~ 1987 Lhe Federal Corporate Income Tax (FIT) ratc for calendar 
yca~ taxpaye~s is 40%. For purposes of the 1987 accrual and 
budget, PG&E should use a ralc of 40%, based on the following, 
~hich will apply to taxable revenue and taxable expense itens, 
~hcn such items are so laxable for Federal purposes: 

FIT Rate Net-to-Gross Multiplier * 
.40000 0.661 

DERIVATION, RATE ~ (I.O/(I.O-t)-I.O) where t= the Federal 
Inco8c Tax rate of 40% 


