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RESOLUTION

Resolution E-3804.  Southern California Edison requests approval of two proposed Reformed Standard Offer 1 As-Available Capacity and Energy Power Purchase Agreements (RSO1) with the Berry Petroleum Company, and with IMC Chemicals, Inc., and a related proposed Extension Agreement with IMC Chemicals, Inc.  

By Advice Letter 1664-E Filed on November 18, 2002. 

__________________________________________________________

Summary

Southern California Edison Company (SCE) filed Advice Letter (AL) 1664-E on November 15, 2002 requesting Commission approval of two proposed Reformed Standard Offer 1 As-Available Capacity and Energy Power Purchase Agreements (RSO1) between SCE and the Berry Petroleum Company (the "Berry RSO1" or "Berry QF") and an RSO1 between SCE and IMC Chemicals, Inc. (the "IMC RSO1" or "IMC QF"), and a related proposed Extension Agreement (“IMC Extension Agreement”) between SCE and IMC Chemicals, Inc.  

SCE requests that the Commission find:  (1) that SCE’s entry into each of the Berry and IMC RSO1s and the IMC Extension Agreement is reasonable and prudent for all purposes, including recovery of all payments made pursuant thereto in rates, subject only to review with respect to the reasonableness of SCE’s administration of the RSO1s and the IMC Extension Agreement, and (2) the process utilized by SCE to draft, present, negotiate and execute the RSO1s, including without limitation the time period utilized to accomplish the foregoing, was reasonable.  In the event that the Commission does not approve either RSO1, SCE requests that the Commission at least find SCE’s entry into the IMC Extension Agreement reasonable and prudent and that SCE may recover in full all payments made to IMC for deliveries of electricity under the IMC Extension Agreement.  

AL 1664-E was submitted in compliance with D.02-08-071 which required investor owned utilities (IOUs), including SCE, to offer Standard Offer No. 1 (SO1) contracts to any qualifying facility (QF) that met the following conditions:  (1) the QF was in operation and under contract with an IOU at any point between January 1, 1998 and the effective date of D.02-08-071; and (2) the QF's contract with the IOU was set to expire before January 1, 2004 or has already expired or been terminated (collectively, “Eligible QFs”).  D.02-08-071 stated that such SO1 contracts are to remain in effect until the earlier of the date that the IOU implements its Commission-approved long-term procurement plan or December 31, 2003.  

Appendices 4 and 5 to AL 1664-E contain certain Confidential Protected Material subject to the protections in the May 1, 2002, Protective Order issued in Order Instituting Rulemaking (OIR) 01-10-024 and pursuant to Public Utilities Code Section 583.
  However, Appendices 1, 2, and 3 to AL 1664-E are publicly available.  The appendices to AL 1664-E are as follows:  

· Appendix 1:  RSO1 Contract Between SCE and Berry Petroleum

· Appendix 2:  RSO1 Contract Between SCE and IMC

· Appendix 3:  Extension Agreement Between SCE and IMC

· Confidential Appendix 4:  Comparison of Payments Under the Extension Agreement To SRAC.  

· Confidential Appendix 5: Comparison of Payments Under the RSO1 Agreements to Market Price.  

California Department of Water Resources (DWR) credit support is not required by either the Berry QF or the IMC QF for the requested contract extensions.

AL 1664-E was not protested.  

SCE requests that AL 1664-E be effective no later than December 19, 2002, pursuant to the expedited Procurement Contract Review Process set forth in Appendix B of D.02-08-071.  

This resolution approves AL 1664-E, effective today.

Background

The Commission issued Decision (D.) 02-08-071 on August 22, 2002 in OIR 01-10-024, Order Instituting Rulemaking to Establish Policies and Cost Recovery Mechanisms for Generation Procurement and Renewable Resource Development.  D.02-08-071, among other things, required IOUs to offer SO1 contracts to any QF that meets the following conditions:  (1) the QF was in operation and under contract with an IOU at any point between January 1, 1998 and the effective date of D.02-08-071; and (2) the QF's contract with the IOU was set to expire before January 1, 2004 or has already expired or been terminated (collectively, “Eligible QFs”).  

D.02-08-071 also required that the pricing terms for the SO1 contracts should be consistent with existing Commission pricing policy established in D.01-03-067, as modified.
 

D.02-08-071 provides that such SO1 contracts are to remain in effect until the earlier of the date that the IOU implements its Commission-approved long-term procurement plan or December 31, 2003.  D.02-08-071 adopted an expedited procedural schedule for review and approval of interim procurement contracts, including SO1 contracts with Eligible QFs.  This schedule allows the Commission’s Energy Division to place a resolution on the Commission’s agenda for approval of these contracts within 30 days of the filing of an advice letter requesting Commission approval of the contracts.  

The Commission also instructed the IOUs to convene a Procurement Review Group (PRG) consisting of non-market participant parties who had agreed to the Protective Order governing this proceeding.  The Commission instructed each IOU to review its overall transitional procurement strategy, procurement process and specific proposed transitional procurement contracts with its PRG before the contracts were submitted to the Commission in the form of an advice filing.  Participants in SCE’s PRG included representatives of the Commission’s Energy Division, the Office of Ratepayer Advocates (ORA), The Utility Reform Network (TURN), Natural Resources Defense Council (NRDC), California Energy Commission (CEC), California Utility Employees (CUE) and the Department of Water Resources (DWR).  

Notice 

Notice of AL 1664-E was made by publication in the Commission’s Daily Calendar.  SCE states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A.  

Protests

Advice Letter AL 1664-E was not protested.  

Discussion

Energy Division has reviewed AL 1664-E, including Appendices 4 and 5 which contain certain Confidential Protected Material subject to the protections in the May 1, 2002, Protective Order issued in Order Instituting Rulemaking (OIR) 01-10-024 and pursuant to Public Utilities Code Section 583.  

Both the Berry QF and the IMC QF meet the eligibility requirements for the requested RSO1 contracts set forth in D.02-08-071.  Each QF was operational and under contract to an IOU during the January 1, 1998 to August 22, 2002 time period, and each QF had a contract that was set to expire before January 1, 2004, or had a contract that already expired or had been terminated.

The Berry QF is eligible for an RSO1 contract because (1) it was operational and under contract to SCE during the January 1, 1998 to August 22, 2002 time period, and (2) its SO1 contract expired on May 31, 2002 (Appendix 1, page 2).    

The IMC QF is eligible for an RSO1 contract because (1) it was operational and under contract to SCE during the January 1, 1998 to August 22, 2002 time period, and (2) its SO1 contract expired on October 31, 2002  (Appendix 2, page 1).  

Prior to filing AL 1664-E, SCE consulted with the PRG regarding the proposed RSO1 contracts and extension agreement.  The PRG did not raise any concerns about either the Berry RSO1, the IMC RSO1, or the IMC Extension Agreement. 

Per D.02-08-071, IOUs were required to offer interim SO1 contracts to Eligible QFs, in order to maintain or increase QF power online during the interim procurement process. 

In D.02-08-071, the Commission assumed that a provision would ultimately be made for QFs to compete in whatever long-term procurement framework the Commission adopts.  In the meantime, these interim SO1 contracts extend and augment the amount of QF power online until (1) the announcement of the winning bids under an IOU long-term procurement plan (if the QF offers a losing bid) or (2) until a new contract is put into place under the long-term procurement plan (if the QF offers a winning bid) or until December 31, 2003, whichever occurs first.  These requirements should maintain maximum flexibility for long-term procurement while not jeopardizing existing resources in the short-term.  See D.02-08-071, page 31.  

SCE filed Confidential Appendix 5 to AL 1664-E which provided an analysis comparing prices under the RSO1 Agreements to market price.  While the Commission appreciates this additional analysis, it does not factor into our decision-making here, as it is the case that QF pricing is set according to Public Utilities Code Section 390.  

DWR credit support is not required by either the Berry QF or the IMC QF for the requested contract extensions.


The IMC Extension Agreement

The existing IMC QF contract was originally scheduled to terminate on October 31, 2002.  In order to bridge the gap between the scheduled October 31, 2002 expiration date and Commission approval of a new RSO1, both IMC and SCE agreed to extend IMC's contract to allow IMC to continue operating its generating facility.  A copy of the IMC Extension Agreement was filed as Appendix 3.  

SCE proposes that the IMC Extension Agreement remain in effect pending Commission Approval of the IMC RSO1.  SCE has agreed to pay IMC for its deliveries during the period of the IMC Extension Agreement pending its request for approval of the IMC Extension Agreement, and in return IMC agrees to a refund of up to 20% of payments received (or to relinquish a claim of up to 20% of any payments not yet made) in the event that the Commission denies the IMC Extension Agreement. 

SCE specifically requests that the IMC Extension Agreement be approved even if the Commission does not approve the IMC RSO1.  IMC’s existing contract provides for payments for energy only (i.e., there are no capacity payments), based upon the “Gas Amendment” formula
 approved by the Commission last year for the settlement of payment suspension disputes between SCE and its cogeneration QFs in D.01-07-031. 

Confidential Appendix 4 to AL 1664-E contains an analysis comparing the estimated price to be paid under the IMC Extension Agreement with SRAC.  As shown in Confidential Appendix 4, SCE estimates that during the period of the IMC Extension Agreement it will pay IMC, approximately $11,000 in excess of SRAC.  This small excess results from the extension of IMC's expired SO1 contract, which is more expensive than the RS01.  Thus, the sooner the RSO1 is approved and supplants the IMC Extension Agreement, the sooner SCE payments to IMC will decrease.    

Comments

This is an uncontested matter in which the resolution grants the relief requested.  Accordingly, pursuant to PU Code 311(g)(2), the otherwise applicable 30-day period for public review and comment is being waived.

Findings

1. D.02-08-071 directed SCE and other IOUs to offer SO1 contracts to QFs that meet certain eligibility requirements.


2. SCE filed AL 1664-E pursuant to the expedited Procurement Contract Review Process set forth in Appendix B of D.02-08-071 for approval of the Berry RSO1 and the IMC RSO1 contracts, and for approval of the IMC Extension Agreement.  

3. Both the Berry QF and the IMC QF meet the eligibility requirements for the requested RSO1 contracts set forth in D.02-08-071.

4. Per D.02-08-071, IOUs were required to offer interim SO1 contracts to Eligible QFs, in order to maintain or increase QF power online during the interim procurement process. 


5. As determined in D.02-08-071, the public interest is served by keeping Eligible QFs online.  


6. DWR credit support is not required by either the Berry QF or the IMC QF for the requested contract extensions.


7. SCE’s entry into each of the Berry and IMC RSO1s and the IMC Extension Agreement is reasonable and prudent for all purposes, including recovery of all payments made pursuant thereto in rates, subject only to review with respect to the reasonableness of SCE’s administration of the RSO1s and the IMC Extension Agreement.  


8. The process utilized by SCE to draft, present, negotiate and execute the RSO1s, including without limitation the time period utilized to accomplish the foregoing, was reasonable.  


9. AL 1664-E was not protested.

10. We should approve AL 1664-E effective today.

Therefore it is ordered that:

1. The request of the Southern California Edison Company to enter into Reformed Standard Offer As-Available Capacity and Energy Power Purchase Agreements (RSO1) with the Berry Petroleum Company, and with IMC Chemicals, Inc., and a related proposed Extension Agreement with IMC Chemicals, Inc., as requested in Advice Letter AL 1664-E, is approved.  

This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on December 19, 2002; the following Commissioners voting favorably thereon:







 _____________________









 WESLEY M. FRANKLIN







 

       Executive Director

�  Public Utilities Code Section 583 in its entirety:  "No information furnished to the commission by a public utility, or any business which is a subsidiary or affiliate of a public utility, or a corporation which holds a controlling interest in a public utility, except those matters specifically required to be open to public inspection by this part, shall be open to public inspection or made public except on order of the commission, or by the commission or a commissioner in the course of a hearing or proceeding.  Any present or former officer or employee of the commission who divulges any such information is guilty of a misdemeanor."  


� D.96-12-028 adopted a transitional short run avoided cost (SRAC) formula for IOUs to calculate their payments to QFs. The SRAC formula contains a utility specific factor, which relates SRAC prices to gas border prices for each utility. D.01-03-067 modified this formula by replacing Edison’s fixed factor with dynamic formula and establishing a procedure to replace the Topock index with the Malin index. D.02-02-028 modified D.01-03-067 by adding clarifying language, and D.01-07-031 approved other amendments. 


�  The “Gas Amendment” formula modifies the formula for determining short-run avoided cost set forth in D.01-03-067, principally by substituting a monthly gas price value (GPn) based upon Topock border indices rather than the Malin indices. 
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