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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

EVALUATION & COMPLIANCE DIVISION 
Energy Branch 

RESOLUTION 

RESOLUTION G-2692 
August 20 t 1986 

PACIFIC GAS AND ELECTRIC COHPANi (PG!E) ORDER AUTHORIZING 
REVISION OF A GAS SALES AND TRANSPORTATION CONTRACT BETWEEN 
PG&E AND CHEVRON U.S.A., INC. (Chevron)PREYIOUSLY APPROVEO 
BY COMMISSION RESOLUTION AND CLARIFICATION OF THAT PRIOR 
RESOLUTION. 

By Advice Letter No. 1368-G, filed July 21, 1986. PG&E teques~s. 
apptOval of .~upplement to a gas ~6rvice ~greemedt vith Ch~~ton 
previousl, submitt.d by Advice Letter No. 1359-C, ~d Kay 2~t 1986 
and appio~ed by Commission Re~olutiOn No. G-2684 On Ju~e $, 1986. 

BACKGROUND 

PG~E repOrt~ that Chevro~ is its latgejt retail gas c~$tOmer. In 
1985, sales to ChevrOn were approximately 271 million thetms of 
gas. ptoviding a contribution to margin of over $25 milliOn. 

Due to ~he rapid decline in ~oild oil prices, with the co~respond~ 
ing decline in the price ot liquid fuels available to Chevron, 
PG&E found it necessary to provide service to Chevron at a' rate 
competitive with alternative fuel prices, but Which would s~ill 
provid. a substantial toritributiOn t6 the fix~d costs Otthe 
operating .rst~m. The cOnttact tor .uch se~vit~ vas sobmitted to 
the Commission and approved by Resolutiori No. G-2684 on June 5, 
1986. 

SUMMARY 

The current provlsion~ Of the co~ttact include ~n ~xpiratiOri dat.
Of November 30, 1986. PC&Epro~osej to ex~end th6 e~pirationdate 
by orie m~nth to December 31, 1986. -Thisd~te vill .110w~fo~an . 
orderly transition bet~e6n th~ t~t~s of the cuirent ~gtee~ent and 
the nev industrial gas rates scheduled to take effect On 
January I, 1981, as a result of PG&E's 1981 General Rate Case 
Decision • 
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ANAL\'SIS 

Under the existing tontract, service to Chevron is "unbundled", 
with Chevrofi ha~tng the fle~ibility to choose vhether it vants to 
purchase gas ftom PG&E or transpOrt its ovn gas. The CQntract 
alloys for a stable, cost-justified cofitribution lowftrds the 
fixed cOsts of providing service to Chevton, while at the same 
time directly communicating to Chevton the vellhead.cost of gas. 

Unaet this arrangemeht, the customer may buy gas from PG&E o~ itom 
,others tor transport on PG&E's system. If the custom.et buys ftom 
PC&E, then PG&E intends t6 purchase gas tor Chevr~n pursuant to 
paragraph 4 ot Schedule B of the April .1 •. 1986 amending _agreement 
to the gas sales cOnttact betveen the Alberta and Southern -Gas _ 
Co., Ltd. and Pacific Gas ,Transmission Company. However"Advice
Letter 1359-G s~ated that the gas purchased by PG&E"{ot Chevron 
would be: - "at a cOSt rt6 leas than PG&E's average cost of g~s at 
the talifotnia border of all spo~ and Cariadian diSCOunt gas . 
purchases." This pro~i~iOh is includ.d in the Dis~~s$tOn poitio~ 
of ResOlutiOn No. G-~684 b~t is nOt spetiticatly ~latified in the 
ordering paragraphs. 

Because Of changing events.inthe oil and gas m'arkets. this price 
flOOr has become unduly restrictive and does nOt al16w PG&& to 
compete Oil ail e4ual footifi~ with tra~sp6rted g~s sup~li~* oi.-At 
times, with alternative fuel sources. Therefore, PG&E now 
proposes to puriha~e g~s fot Ch~vron at a c6~t t~at mQy, ft6m 
time to time, be less th~ri PG&E's ~verag. cost of gas a~ the 
C~lifornia border of all spot ~nd Canadian di~courit gas 
purchases. 

This will Allow PC&E to meet ChevtOn·s' ptice 6bjectives in 
accordance vith t~e contt~ct. which doe$ allow the cost of 
purth~sed gas to be less than PG&E1s av.tage cost of shott-term 
supplies. this thange in plan. does il6t require a~Jchang. in . 
wording of the tonttatt but viiI requite tlatificati6n of 
Resolution No. ~-268~ to insure that nO C6m~ission order t~~~tres 
PG&E to set a price floor on its purch~5e Of gas for Che~ron. 

PG&E has Regotiated with Chevr6n at length and ha~ i~ach~d . 
coRtract terms, including the ameildm~ilts herewith_ addressed, which 
are acceptable to the parties,invOlved. The amended contract 
terms are ptesent~d here for Commission approval. ' 

Public notification Of this filing has been made by mailing copies 
of the advice letter to other utilitie~, governmental agencies. 
and to all interested parties who requested them. 
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Su~h notiflcation is made in accordance with the provisions of 
Section III (C) of General Order No. 96-A. The Comqission Staff 
has received nO protests in this matter. 

COMMENTS 

• 

The Public Staff Division (PSD) filed comments to Advice Letter 
No, 1368-G. The PSO is concerned that some very important . 
elements of thij proposal ar~ intonsistent with the testri~tlons 
on utility brokering act~vitie$ proposed by the Com~is$ion in 
OIR 86-06-006. PSD~ therefore. believes that the Com~ission -
should move cautiously in ~pproving this advice tiling by placi~g 
some restrictions on the approved activities. Also, to achieve 
procedural consistency betveenthi~ cOritract and the , . . 
implementatiori of the tin~l Commission rule in OIR 86-06-006. PSD 
recomme~ds that the Commission .ccept. this ~Ontract on an interim 
basis only until the GommissiOn clear\y establishes its policies 
in the final rule at vhich tise the new gas regulatory ttame~ork 
vill supetcede any or all terms *nd conditiQns of this contract. 

DISCUSSION 

We viti ap~rovePC&E's Advite Letter 1368 to e~tend the cOntract 
term to DeCember 31 , 1986. Hovever. we ~ill not al~6v'PG&E to 
selectively discount g8s' below the averag'e spot price plus a 
reasonable margin. . 

PG&E's proposal tor such seiectlve disc6untifig is int6~si~t~nt 
vith the Commission's proposed rules in R.86-06-006 governing gas 
sales vi thin a ut i1 ities' service territory. In this Rulem'aking 
we efivisio~ed non-core commodity rates being based on the average 
price of the utilit~est non-cote supply portfolio (R.86-o6~006 at 
p.22) Futthermor~~ due to 6ureoneetn o~et utilities' turr*nt 
favoiable m*rketpO.ttiofi vithin their ovn set~ice t~tritorlejJ ,ve 
proposed th~t th~~ be te4uited t6 file cost-based taiifis tor 
non-core proCurement and transmission service rates and to apply· 
them tn a n6n-disCrimi~atory manner. We also propOsed to 
specifically prohibit utilities from forming marketihg .ffiliates 
to procure gas for non-corecujtomers vithinthelr existing 
service territories (see R.86-06-006 at p~ 37-~8), While this 
proposid rulemakiR& is,notflnal,~e have serious resetvatioRs~ 
about providing PG&E with flexibility to discount 'bel6v average 
spot piices within its service territory~ Suth unfettered 
marketing of Canadian gas vi thin PG&E's service territory is not 
only contrary to the intent of R.86-66-006. but it is highly 
inaptopriate in viev of the affiliate relationship that PG&E has 
with Pacific Gas Transmission (PGT) and Alberta and Southern Gas 
Co. (.\&S) • 



• 
• 

- 4 -

This Com~lss1on has had a policy of encouraging gas-to-8~s 
competition and it is, therefore, with sOme reluctance that ve 
reject PG&&'s proposal to discount below averag~ spot ~As p~lc.s. 
We are nonetheless concerned that such-discounting vould Allow 
PG&E to unreasonably discrialnate between non-core custoaersAnd 
it would have the undesirable effect of segmenting the spot gas 
market. Therefor •• we vill not allow PG&E to discount 88S below 
the monthly average spot price plus the non-gss margin. 

It is unfortunate that this decision has the p~actie~l ~ffect of 
reducing the marketability of Canadian supplies. Clearly. it PGT 
had open access status under FERC Order No. 436, Canadian 
producers would have aCcess to the California matketAnd would not 
have to rely on marketing by PG&E's sales lorce in order" to " 

• compete with unregulated gas brokeis suth as E~ Paso Marketing~. 
Open aCcess status on the PGT system would, therefore. appear to 
resolve the problembein* addressed i~ this Resoltiti6~. We ,temind" 
Pq&E that in D.S6-03-012. we exptessed our toncern over ~he lack . 
of non-discriminatory access to Canadian gas supplies, Should PGT 
alieviate these concernS br fili~~ a6 application ~t FERC tot open 
acCess status undet Order No. 436." we would be" willing to ' 
teconsid~t out decision to prohibit discountig gas belo~ avetage 
spot ptices plus the non-gas aargin. 

• FINDINGS 

1. PG&E and Chevron have enteted in the existing agreement in 
order to preserve Chevron as a vi~bl~ customer fot PG&E 10 light 
of the currently unstable price o£ Oil. 

2. The result of the loss of this tust6mer, absent such special 
agreement, would be increased revenue requirements fiom the losses 
on higher ptiority customers. 

3. The original corttract was for a term of six months ftom date 
of first deliveries ot uRtil Nov'mber 30, 19S6. whiehever otcrirs 
first •. The first-gas-deliveries under the existing agreement 
commenced June 6, 1996. -

4. Revision of the term of the contract untilDece~ber 31, 49&6 
with deletion of any six monlh provisiori will allow fot an ord~ily 
transition between the term~~f th6 contiatt ~~d the n~~- -
lndustrial gas tates sched~l'd to take eiiect on January 1, 1~87. 
as a result of PG&E1s 1987 General Rate Case Decision. . 

5. Commission Resolution No. G-2684 should not be modified to 
stipulate that PG&E may purchase gas at less than the aver'g~ cost 
of gas at the California border of all $pOt and Canadian discount 
gas purchases, if necessary to maintain a competitive edge with 

." _.transported gas supplies and/or alternative fuel costs. 

I 
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6. The Commission has already deter.ined, by Resolution No. 
G-2684, th~t it is reasonable for PG&E to· provide service under 
this special short-term cOntract to maintain competitive natural 
gas prices, while the Commission cOnsiders the appropriate long
term gas rate design fot PG&E customers, Approval of these 
proposed amendments will in no way alter this reasonableness. 

• 

i. This filing of ~mendment$ to the previously apprOved 
agreement will not increase any rate ot charge, cause the 
withdrawal of serviCe not. conflict with other schedules ot rules. 
Therefore, approval should be granted to become.elfective on 
regular statutory notice, which is nO less than the 40thcal~nd~r 
day from the date ot filing. 

8. In all other respects not ~oted above, the original agieement 
between PG&E and Chevron, as submitted bj Advice Letter No. . 
1359-G and approved .by Commission Resolution No. C-2584. remains 
in full forte and effect. 

THEREFORE: 

1. U~dei the provisions oi'Public·utilitias tode Sectton~ 490 
and 532. Pacific Cas and Ele~tric Company is authorized to'revise 
Section 1 ot it~ gas servit'agteement vith CheVron U~S~A, ~Int.; 
to delete the phrasel ~tetm of si~ (6) months from suth date of 
first deliveries, Or until November 30, 1986, whichever occurs' 
first" and to substitute in its place: -nterlD ending December 31; 
1986. 11 

2. The authorization granted herein viII be subject to any 
change or modificatiOn ~e~~lting from the Commission adopting,its 
Final Order in OIR 86-06-006. 

3. In all'Other respects, the prOvisiOns of CommissiOn 
Resolution G-2684 shall remain in full force and effect. 

4. Advice Lettet No. 136Q-G 6nd revisiOn to the gas ~ervice 
agreement shall be marked to.shov that ~hey wete authorized for 
filing by Commi~sion Resolution No. G-2692~ 

5. This resolution shall be setved on all parties to the 
Commission's ongoing Gas Long-Term Rate Design proceeding in 
1.84-04-079. 

6. This resolution is effective as of August 30. 1986. which 
constitutes regular statutory nOtice. 

I certify that this resolutiOn vas adopted by the Public Utilities 
Commission On August, 20. 1986. The following CommissiOn~r~ 
approved it: 

DONALD VIAL 
Preskicot 

VICTOR CALVO 
PRISCilLA C. G~\V 
FREDERICK R. OUDA 
STANLEY W, HULETT 

OxninissiOoors 

~tiJ;IMJ" " 
____ -=-__ ...,.--_--=-_-': ;';'.'-,:"_'..:._ ,...,':--__ ~,- i ' 

Executive Ditect~i~, 
-~~, ~.,: ":" 
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