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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

EVALUATION & COMPLIANCE DIVISION . RESOLUTIOH G-2692
Energy Branch » August 20, 1986

RESOLUTION

PACIFIC GAS AND ELECTRIC COMPANY (PG$E) ORDER AUTHORIZING

REVISION OF A GAS SALES AND TRANSPORTATION CONTRACT BETWEEN

PG&E AND CHEVRON U.S.A., ING. (Chevron) PREVIOUSLY APPROVED

BY COMMISSION RESOLUTION AND CLARIFICATION OF THAT PRIOR -
RESOLUTION,

By Advice Letter No. 1368-G, filed July 21, 1986, PGZE requests
approval of a supplement toé a gas service agreement with Chevron
previously submittéed by Advice Létter No. 1359-G, on May 22, 1986
and approved by Commission Resolution No. G-2684 on June 5, 1986

L]

" BAGKGROUND

PG&E reports that Chevrén is its largest retail gas customer. In
1985, sales to Chevron were approxluately 271 million therams of
gas, providing a contribution to margin of ovér §25 million.

Due to the rapld declineé in world o11 prices, with the correspond-
ing decline in the price of liquid fuéls available to CheVron,
PG&E found it necéssary to provide sérvice to Chevron at a rate
competitive with alternative fuel prices, but which would still
providé a substantial contrlbutlon to the fixéd costs of the
operating system. The contract for such service was submitted to
the Conmission and approved by Resolutioén No. G-2684 on June 5,
1986.

SUMMARY

The current provisions of the contract include an expiration daté
of November 30, 1986. PG&E proposes to exteéend the expiration date
by one month to Deéecember 31, 1986. . This date will allow_for an
orderly transition betweén the teras of the current agreement and
the new industrial gas ratés scheéduled to take effect on

January 1, 1987, as a result of PG&E's 1987 General Rate Case
Decision,




. ANALYSIS

Under the existing contract, service to Chevron is "unbundled",
with Chevron having the flexibility to choéose vhether it wvants to
purchase gas from PG&E or transport its own gas. The contract
allows for a stable, cost-justified contridbution towards the
fixed costs of providing service to Chevron, while at the same
tine directly communicating to Chevron the wellhead .cost of gas.

Under this arrangement, the customer amay buy gas from PGRE or from
others for transport on PG&E's system., If the customet buys from
PG&E, then PG&E intends to purchase gas for Chevron pursuant to
paragraph & of Schedule B of the April 1, 1986 aménding agreement
to the gas salés contract between the Alberta and Southern Gas
Co., Ltd, and Pacific Gas Transmission Company. HOUever, Advice-
Letter 1359-G stated that the gas purchased by PG&E for Chevron
vould be:t Mat a cost ro less than PG&E's average ¢ost 6f gas at
the Cal1fornla border of all spot and Canadian discount gas .
purchases. This provision is included in the Discussion pértién
of Resolution No. G-2684 but is not spec1f1ca11y clarified in the
ordering paragraphs,

Because of changing evénts.in thé oil and gas markeéts, this pfiéé
floor has becomé unduly restrictive and does not alldéw PGEE to
conpete on an equal footing with transported gas supplies or, at
tines, with alternative fuel sources., Therefore, PG&E now
proposes to purchasé gas for Chévron at a cost that nay, fron
timé to time, bée less than PG&E's average cost of gas at thé
California border of all spot and Canadian discount gas
purchases,

This will allow PG&E to méet GChevron's  priée objectives in
accordance with the contract, which does allow the cost of
purchased gas to be less than PG&E's avérage cost of short- term_
supplies: This changé in plans doeés not réquiré any changé in
wording of the contract but will require ¢élarification of
Resolution No. G-2684 to insure that no Commission order requites
PGEE to set a pr1ce floor 6n its purchase of gas for Chévron.

PGRE has negotlated wlth Chevron at length and has reached

contract terms, including the amendments heréwith addressed, which-
are acceptable to the partiés involved. The aménded contract

terms are presented here for Commission approval. - -

Public notification of this filing has been made by mailing copies
of the advice letter to other utilities, governmeéntal agéncies,
and to all interested parties who requested then.




Such notification is made in accordance vith the provisions of
Section III (G) of General Order No. 96-A, The Commission Staff
has received no protests in this matter.

COMMENTS

The Pudlic Staff Division (PSD) filed comments to Advice Letter
No:. 1368-G. The PSD is ¢oncerned that some very important
elements of this proposal aré inconsistent with the vestrictions
on utility brokering activities proposed by the Commission in :
OIR 86-06-006. PSD, therefore, beliéves that the Commission .
should move cautiously in approving this advice filing by placing
some restrictions 6a the approved activitiés., Also, to achieve
procedural consistency between this contract and the '
implementation of the final Commission rule in OIR 86-06- 006, PSD
reconmends that the Commission accept this contract on an interia
basis only until the Comnission cleéarly establishes its policies
in the final rule at which time the neéw gas regulatory framework
will supercede any or all terams and conditions of this contcact,

DISCUSSION

We will approve PG&E's Advice Leétter 1368 to exteénd the contract
term to December 31, 1986, However, wé will not allow PGEE to
selectively dlscount gas below the average spot price plus a
reasonable margin.

PG&E's proposal for such selective discéunting is 1nc6n51stent
with the Conmission's proposed rules in Ri86-06-006 governiag gas
sales within a utilities' service territory. In this Rulemaklng
we eavisioned aon-core commodlty ratés being based on thé average
pri¢e of the utilities' non-core supply portfolie (R. 86 06-006 at
p.22) Furthermore, due to our concern over utilities' éurrent
favorable market position within their own sérvice térrltorLes. He
proposed that they be regquired to file cost-based tariffs for
non-core procurement and transmission service rates and to apply’
them in a non-discriminatory manner. We also proposeéd to :
specifically prohlblt utilities from forming marketing affiliates
to procuré gas for non-coré customérs within their existing
service territories (see R.86-06-006 at p. 37-38). While this
proposed rulemaking is not. final, we havé serious reservatlons
about prov1d1ng PG&E with fléxibility to discount beléw dverage
spot pricés within its sérvice territory. Such unfettéred ’
marketing of Canadian gas within PG&E's service terrltory is not -
only contrary to thé intent of R.86-06-006, but it is highly
inapropriate in view of the affiliate relatxonshlp that PG&E has
with Pacific Gas Transmission (PGT) and Alberta and Southern Gas
Co. (A&S).
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This Connission has had a policy of encouraging gas-to-gas
competition and it is, therefore, with Some reluctance that wve
reject PGEE's proposal to discount below average spot gas prices.
We are nonetheless concérned that such discounting would allow
PGRE to unreasonably discriminate between non-core customers aad
it would have theée undesirable effect of segmenting the spot gas
market, Therefore, we will not allow PG&E to discount gas below
the monthly average spot price plus the non-gas margin,

It is unfortunate that this decision has the practical effect of
reducing the marketability o6f Canadian supplies. Clearly, if PGT
had opén access status under FERC Order No. 436, Canadian .
producers would have access to the California market and would not
have to rely on marketing by PG&E's sales foréé in ovdér to .
compéete with unregulated gas bdrokets suth as El Paso Marketing.:
Open aécess status on the PGT systém would, thérefore, appear to
resolve the problem being addressed in this Resolution. We rcemind-
PGRE that in D.86-03-012, we expresseéd our ¢oncera over the lack
of non-discriminatory accéss to Canadian gas Supplies: Should PGT
alleviateé these concerns by filing an application at FERC for open
access status under Ordeér No. 436, we would be willing to
réconsider our decision to prohidit discountig gas below average
spot pricés plus the non-gas margin.

FINDINGS

1. PG&E and Chevron have entéred in the éxisting agreQQéntlin'
order to preservé Chéevron as a viablé customer for PG&E ia light
of the curreatly unstablé price of oil,

2. The result of the loss of this customer, absent such special
agreenment, would bée increased revenue requirements from the losses
on higheér priority customers,

3. The original coéntract was for a term of six months from date
of first deliveries or until Novémber 30, 1986, whichever occurs
first, The first gas-deliveries under the existing agreemént
conmenced June 6, 1986, -

4. Revision &f the term of the contfact until December 31, 1986
with delétion of any six month provision will allow for an orderly
transition bétween the terms of thé contract and the aew- . .
industrial gas rates scheduléd to take éffect on January 1, 1987,
as a result of PG&E's 1987 General Rate Case Dec¢ision. :

5. Commission Résolution No. G-2684 should not be modifiéd to
stipulate that PG&E may purchase gas at léss than the average cost
of gas at the California border of all spot and Canadian discount
gas purchases, if necessary to maintain a competitive édge with
transported gas supplies and/or alternative fuel costs,
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' 6. The Conmmission has already determined, by Résolution No.
G-2684, that it is reasonable for PG&E to. provide service under
this special short-term contrvact to maintain competitive natural
gas prices, while the Commission considers the appropriate long-
term gas rate design for PG&E customers, Approval of these
proposed améndments will in no way alter this reasonableness.

1. This filing of amendments to the previously approved
agreement will aot increaseée any rate or chargé, cause the
vithdrawval of service nor éonflié¢t with other schédulés or vules,
Theréfore, approval should bde granted t6 becomé.effective on
regular statutory notice, which is no less than the &0th calendar
day from the date of filing.

8. In all othér respécts not notéd above, the original agreement"
between PG&E and Chévron, as submitted by Advice Letter No.

1359-G and approved by Commissién Resolutlon No. G-2584, remains
in full force and effect.

THEREFORE:

1. Under the provisions of Public’ Utilities Code SectiOns 490 ‘
and 532, Pacifi¢ Gas and Eleéctric Company is authorized to revise
Section 1 of its gas servicé agreemént with Chevron U,S.A. -Iné.,
to délete the phrase: "term of six (6) months from such date of
first deliveries, or until Novembér 30, 1986, whichever occurs
first” and to substitute in its place: ""term ending Décember 31,
1986."

2, The authorlzatlon granted herein will be subject to any

change or modification résulting from the Comm1s31on adéptlng its
Final Order in OIR 86-06-006.

3. In all-other respects, the prov131ons of Comm1s31on
Résolution G-2684 shall remain in full force and effect.,

4. Advice Létter No. 1368-G and revision to the gas service
agréement shall beée marked to show that they were authorized for
filing by Commission Resolutlon No. G-2692.

5. This resolutlon shall be sérvéd on all parties to the
Comnission's ongoing Gas Long-Term Rate Des1gn proceedlng in
1.84-04-079.

6. This resolution is effective as of August 30, 1986, which
constitutes regular statutory notice. :

I certify that this reéolu;ion‘uas adopted by the Publi¢ Utilities
Commission oa August 20, 1986, The following CommiSsiOnérS

~ approved it

. DONALD VIAL

President

VICTOR CALVO ,
PRISCILLA C. GR=W _
FRESERICK R. DUDA -
STANLEY Y. HULE . ‘ - Executive Dlrector,!

Commissioners




