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RESOLUTION

Resolution E-3709.  Pacific Gas and Electric Company (PG&E) requests authorization to restructure its Standard Offer 4 contract with Sierra Pacific Industries (SPI), and to facilitate SPI market sales beyond contract quantities.  Ratepayer savings are expected, and a shareholder incentive payment is requested.  Approved.

By Advice Letter 2011-E Filed on June 22, 2000. 

__________________________________________________________

Summary

This Resolution approves PG&E’s advice letter 2011-E, revising an existing Standard Offer 4 (SO4) contract in order to clarify certain terms which were subject to litigation, and also to specify the conditions under which Sierra Pacific Industries (SPI) could sell energy and ancillary services to parties other than PG&E.  As a result of the contract term clarifications contained in the Amended and Restated First Amendment (ARFA) PG&E argues that ratepayers are protected from litigation exposure, and that as a result ratepayers can expect savings of $469,195.
  Ratepayers should expect additional indirect benefits (not quantified) as a result of an Enabling Agreement (EA) which describes the terms under which SPI participate in the market.

PG&E requests that the Commission find the ARFA and the EA (Agreements) to be reasonable.  PG&E requests authorization to recover all payments made pursuant to the Agreements through PG&E’s Transition Cost Balancing Account (TCBA) or any other cost recovery mechanism subsequently authorized by the Commission, subject only to PG&E’s prudent administration of the Agreements.  Finally, PG&E requests a shareholder incentive payment of $44,000 for this contract restructuring.  

Pursuant to the Restructuring Advice Letter Filing (RALF) procedure outlined in Decision 98-12-066, PG&E has worked with the Office of Ratepayer Advocates (ORA) prior to filing this advice letter.  ORA has reviewed the proposed contract revisions and supports the request for a reasonableness determination and for the shareholder incentive payment.  ORA has written a letter of support, which is included in PG&E’s filing.  Energy Division (ED) has reviewed this filing and finds it to be reasonable, and in the best interests of ratepayers.  

The advice letter is approved without modifications ( the Agreements are deemed reasonable, recovery of payments are authorized, subject to prudent administration, and the shareholder incentive payment is allowed.

Background

In December 1984 SPI (which is not affiliated with PG&E) and PG&E entered into a 30-year purchased power agreement (PPA) for a proposed 12.5 MW wood waste-fueled cogeneration project (Project).  SPI began firm deliveries under this PPA on March 5, 1987.  Thus, the term of the PPA extends to March 4, 2017.  Firm capacity payments are based on 12.5 MW, subject to minimum performance requirements described in the PPA.  Under the PPA, SPI also receives capacity delivered in excess of firm capacity on an as-available basis.

In May 1991, PG&E and SPI executed the First Amendment.  This document changed the description of the Project from 12.5 MW to 16.0 MW, and modified the energy pricing provisions for deliveries both below the 12.5 MW threshold and above it.  Capacity payments in this range were set at the as-available rate.

The First Amendment rendered the level of energy and capacity payments to SPI for deliveries above 16.0 MW dependent on whether SPI had received a “transmission allocation” for its added capacity.  In the circumstance that SPI had not received this transmission allocation, PG&E was to pay the “non-firm interruptible energy price”, which price was based on what PG&E was paying to other utilities and government agencies for non-firm energy, and no capacity payment.  If SPI did receive the transmission allocation, PG&E was to make SRAC energy payments, as well as as-available capacity payments.  

Over the last decade, several events occurred which clouded the picture as to what level of energy and capacity payments SPI should receive for production above the 16.0 MW level.  In Decision 92-10-015, the Commission altered the procedure by which QFs were provided transmission access.  Then, as a result of California electric deregulation, the buy-sell requirement for utilities eliminated the non-firm interruptible energy rate.  Finally, in April 1999, SPI installed additional generation equipment, allowing ample production above 16.0 MW.

As a result of these events, SPI and PG&E have disputed the level payments for production above 16.0 MW owed since April of last year.  The ARFA which they now offer for Commission approval limits PG&E’s purchase obligations to 16.0 MW.  For an operational period covering parts of 1999 and 2000, PG&E and SPI agreed to compromise on the level of payments owed.  As a result of this compromise, ratepayer savings are calculated to be $469,195. 

Corresponding to the 16.0 MW limit for sales to PG&E established by the ARFA, SPI wishes to streamline its participation in the market for sales above this level. 

In Resolution E-3625, the Commission approved a standard form agreement, the “Enabling Agreement” (EA), in which QFs could enroll voluntarily.  The EA specified the terms under which a QF could sell excess power to third parties.  Ratepayers were expected to benefit from this program in that it would give QFs greater inducement to generate at high levels, thereby helping to hold down energy and ancillary services prices, especially at periods of peak demand.  Since one of the conditions of eligibility for the standard form EA was that the curtailment language of the QF’s contract be unaltered, SPI is not eligible for the standard EA.  In the instant advice letter PG&E is proposing a customized EA for SPI, which shares the same purpose as the standard EA approved by the Commission previously.  

Because direct ratepayer benefits resulting from the ARFA are from the operating period of 1999 and 2000, PG&E did not prepare an economic analysis of SPI’s future viability.  Nevertheless, PG&E did inspect the Project facility and concluded that it is well designed, built, operated, and maintained.  Nothing indicates that it should not continue to be viable throughout the end of its contract term.

Notice 

Notice of AL 2011-E was made by publication in the Commission’s Daily Calendar.  PG&E states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

No protests to AL 2011-E were filed.  

Discussion

Energy Division has reviewed the advice letter, the associated contract documents (ARFA and EA), and the savings calculations, and finds them reasonable.  The ORA also has previously reviewed these documents and recommends Commission approval.  Given the level of ratepayer exposure to litigation risk concerning the terms of the existing PPA and the existing First Amendment for the operating period 1999 and 2000, the agreement which PG&E has arrived at with SPI, as embodied in the ARFA, provides a distinct ratepayer benefit.  This benefit is calculated to be $469,195.  Furthermore, PG&E shareholders are entitled to an associated incentive payment of $44,000.  The EA which PG&E is proposing for SPI will establish the terms in which SPI can participate in the market at levels above 16.0 MW.  By facilitating these higher output levels, the EA contributes to efforts under way to help control energy and ancillary services market prices, especially during periods of high demand.

Comments

All parties in the proceeding have stipulated to waive the 30-day waiting period required by PU Code section 311 (g)(1) and the opportunity to file comments on the draft resolution. Accordingly, this matter will be placed on the Commission's agenda directly for prompt action. 

Findings

1. In Advice Letter 2011-E filed on June 22, 2000, PG&E proposed an Amended and Restated First Amendment (ARFA) to its ISO4 contract with Sierra Pacific Industries (SPI).  This ARFA clarifies terms of the contract and reduces ratepayer exposure to higher payments resulting from the contractual dispute.  Ratepayer savings are estimated at $469,195.  PG&E also requested a shareholder incentive payment of $44,000.

2. In the same advice letter, PG&E submitted for approval an Enabling Agreement (EA), similar in scope to standardized forms which the Commission approved in Resolution E-3625, but for which SPI was not eligible as a result of previous modifications to its contract.  The EA describes the terms under which SPI will be able to increase its participation in the market at levels above its firm contract level.  This increased participation should help to increase supplies of energy, which is especially valuable to ratepayers during times of peak demand.

3. PG&E has requested that the Commission find these Agreements (ARFA and EA), as well as all payments made pursuant to them, reasonable, and that the Commission authorize the shareholder incentive payment.

4. Pursuant to the RALF procedure instituted in Decision 98-12-066 ORA has reviewed PG&E’s request, and finds it reasonable.

5. Energy Division staff has reviewed the advice letter, the proposed contract changes, and the ratepayer savings calculations, and find them reasonable.  

Therefore it is ordered that:

1. The request of PG&E as requested in Advice Letter AL 2011-E is approved.

2. PG&E shall revise its list of Contracts and Deviations to include the Agreements ordered above and shall file such revised tariff sheets with the Commission within sixty (60) days of the effective date of this resolution.
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 October 5, 2000;  the following Commissioners voting favorably thereon:
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� PG&E filed a public version and a redacted version of its Advice Letter.  The redacted version did not include numbers for estimated ratepayer savings or for the shareholder incentive payment.  Subsequently, PG&E has stated it does not object to the inclusion of these figures in the present Resolution.
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