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BEFORE TEE PUBLIC UTILITIES COMMISSION OF TEE STATE OF CALIFORNIA

Application of San Diego Gas g

& Blectric Company for an order

approving an agreement f£or power §
§

urchase and interconnection
etween San Diego Gas & Electric
Company aznd North County Resource
Recovery Associates.

Application 83-12-64
(Piled December 30, 1983)

COPINION

Summary

By Application (A.) 83-12-64, San Diego Gaz & Electric
Company {(SDG&E) requests approval of a Power Purchase and
Interconnection Agreement (Agreement) between SDG&E and North County
Resource Recovery Ascociates (NCRRA). The Commission staff (staff)
reviewed the application and analyzed both the technical and
economic risks of the Agreement. After review staff recommended v””
approval oL the Agreement.

By this order, we approve the Agreement bhetvween SDGEE and
NCRRA. Paynments for energy received under the Agreement shall Ye
included in SDGKE's Energy Cos: Adjustment Clause (ECAC). The
reasonableness of SDG&E's performance under the Agreement will be
reviewed in the annual ECAC reasonableness review.

II. Project Description

NCRRA intends to build a waste-to-energy (WIE) powerplant
with a gross capacity of %4 to %8 MW on the San Marcos landfill in
Northern San Diego County. NCRRA is a2 joint venture comprised of
subsidiaries of SCA Services, Inc. and Thermo Electron Corporation.
NCRRA has chrtained the contractual rights to construct a resource
recovery ZFacility at the San Marcos landfill from the County of San
Diego.

The project is expected o cost about $120 million.

.Project financing will involve solid waste revenue bonds issued by
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the California Pollution Control Financing Authority and leveraged
lease equity. Lehman Brothers Kuhn Loeb, Inc. is assisting NCRRA
with the financing struciture.

The powerplant's componenis can e broken down into three
categories: (1) fuel processing, (2) steam boiler/turbine~generator,
and (%) flue gas cleaning. The fuel processing equipment will
consist of conventional equipment including 2 trommel, shredder, and
magnetic separator. The steam boiler will use a traveling grate
stoker and will have a membrane-wall similar t¢ other boilers which
dburn refuse fuel. The turbine-generator will be 2 conventional
condensing turbine-generator. The flue gas cleaning system will use
a dry scrubber coupled with = Labric filter.

Construction is scheduled to begin in July 1984, and
completion of construction is expected by August 1986. Commercial
operation of the plant is scheduled for December 1986.

ITII. Nonstandard Contract Provisions

SDG&ZE seeks Commission approval of the Agreement because it
contains the following nonstandard pricing provisions.

The price for energy is set for the period January 1, 1986
through July 3%, 1986 at 6.2¢/kWh (Base Price). ZIvery six monthse
thereafter, the Baze Price is adjusted by the percentage change in
the Gross National Product Implicit Price Deflator (GNP). EHowever,
every five years the price may be increased or decreased if at least
a 20% difference between the adjusted Base Price and SDG&E's avoided
cost at that time should exist. If the adjusted Base Price is at
2223t 20% above SDG&E's avoided cost, then the price will be
decreased by 50% of the difference. Conversely if the adjusted Base
Price is at least 20% below SDG&E's avoided cost, then the price
will bYe increased by 45% of the difference. _

NCRRA also has the option of switching from the above-
described price formula to a schedule of prices based partly upon
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90% of SDG&E's forecast prices appearing in its Standard Offer No. 4
(Scheduled Prices). The Scheduled Prices begin at 8.3¢/kWh in 1991,
increase each year to 17.2¢/kEw in 2003, and remain at 17.2¢/XWh for
the term of the Agreement. However, the Agreement further provides
that a price payable for energy by SDGEE under the Scheduled Prices
cannot exceed the current adjusted Base Price.

These nonstandard pricing provisions were negotiated to
enbance financing of the project. NCRRA believes that prospective
investors will have a better understanding of a price tied to the GNP
than a price based only on SDG&E's avoided cost.

IV. SDG&E's Risk Benefit Anslyseis

SDG&E analyzed the risks and benefits of the Agreement by
comparing projected results of the nonstandard pricing provisions
with the Standard Offer No. 4 contract. SDG&E made this comparison
since NCRRA has the option of signing the Long Run Standard Offer
recently approved as Standard Offer No. 4.

SDG4E examined seven cases using different assumptions for
its avoided cost escalation rate, the GNP escalation rate, and ite
short run avoided cost in 1986. Under most of these cases, SDG&E
finds that its ratepayers will be better off under the Agreement than

under Standard Offer No. 4. SDG&E's comparison of projected payments
is shown as Table 1.




TABLE 1
SDGSE Analysis

Projected Payments under 7 Inflation Scenarios
Sumary (Net Préesént Value)
($1000) :

of/pIv  vo9-ZL-£8°YW

First 10 Years First 20 Years 30-Year Term

Standard NCRRA Difference Standard NCRRA Difference Standard NCRRA  Difference
Of fer Contract Offer Contract Offer Contract

¢4 4

68,932 67,532 1,400 101,807 98,875 2,932 116,339 112,701 3,638
68,932 75,071 -6,139 §25,208 121,730 3,478 161,561 151,284 10,277
68,932 61,006 7,926 87,241 83,099 4,142 92,806 90,467 2,339
68,932 76,100 -7,168 140,623 129,059 11,564 196,332 168,839 27,493

68,932 61,006 7,926 83,739 83,099 640 87,545 90,467 -~ 2,922
68,932 64,101 4,831 118,823 97,531 21,292 148,177 116,339 31,838
68,932 68,689 243 89,359 98,149 - 8,790 9,147 106,943 -10,796

1/ The general assumptions for each of the seven cases are shown on the next page.
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TABLE 1
(contd.)

General Assumptions

Typical General Agsumed 1986
Avoided Inflation Short Run

Cost Rates (%) Avolded
Escalation (NCRRA Cont

Rate (% Contract) (Cent/xWh)

6.5 6.5 6.4
10.5 Te1
2.5 5.7
12.5 . 71

-5 5.7
9.5 7.1
3.5 5.7

V. Staff Review

Staeff reviewed both the technical and economic risks
presented by this project. The Utilities Division Resources Planning
and Projects Branch, Alternative Generation Section did the technical
risk analysis. The Rate Design and Economics Branch, Economics and
Computer Application Section prepared the economic aases?men@.

A. Technical Risk Analysis

Staff notes that the number of WIE powerplantsfactually
operating in the United States is very small. However, much of the
WIE technology has been successfully demonstrated in Europe and Japen.

Staff divides WIE technology into four areas: <Luel
preparation, combustion process, turbine-generator, and air pollution
abatement system. |

Staff then comments on two aspects of NCRRA's project.
Pirst, staff notes that NCRRA intends to combine a fuel preparation
system, a combustion system, and an air pollution abatement system
vhich never have been used together. Staff believes that this "first

. time combination could create some serious technical problems”.

-5 -
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Second, staff asserts that NCRRA's plan to use & "rather complex fuel
preparation system, including the use of 'hand-pickers'" could cause
problems. Staff points out that most experts recommend mass burning
of refuse fuel to avoid any handling of the refuse.

Despite these two concerns, staff concludes that the
Agreement effectively removes any risk of unreliadble performance.
Stalf states that the initial price paid to NCRRA will be below
SDG&E's avoided cost.' In addition, staff points out that capacity
payments will be made on an "as-availadble" basis during the first
eighteen months.? Staff then concludes that "a plant failure
before the end of the contractual ternm most likely will not result in
losses to the ratepayers".

B. Economic Risk Assessment

Staff also evaluated the economic risk by comparing the
Agreement to Standard Offer No. 4. Staff believes this is a
reasonable comparison since NCRRA does have the option to sign this
standard offer. :

Staff expanded SDGEE's analysis to include additional’
inflation scenarios and then calculated the present values of the
predicted differentials. Two sets of differentials were calculated,
one based on historical rates and the other on projected rates.
Steff concludes from this analysis that the nonmstandard pricing
provisions are likely to result in payments less than Standard Offer

No. 4 over the life of the Agreement. Staff's economic assessment is
shown as Table 2.

1 stafs apparently assumes that the GNP adjustments on June 30,
1986 and December 31, 1986 to the Base Price of 6.2¢/kWh will not
have increased the price above SDG&E's avoided cost when the plant
starts commercial operation.

2 pne Agreement does provide that if SDGEE and NCRRA agree that the

Plant is capable of reliadble delivery of emergy and firm capacity,

then capacity payments will be based on a payment schedule for firm
‘ capacity qualifying facilities.

-6 =
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. TABLE 2

S5+taff Economic Assesszuent

San Diego Gas & Electric/NCRRA Contract
Total Revenue of Selected Cases, Scheduled Price
Option in Bffect, 19848, 15% Discount Rate, 30-Year Contract,
Energy Payments Only

PV of Total PV of Total
Case Revenues~-NCRRA Revenues-=S04 Difference

Base* $ 96,986,476 $ 99,99%,056 3.1%

Average GNP ESC

Historical BASE-1.21% 87,992,364 99,0%2,611 11.15%

Average GNP=BASE-.5%

Forecas?® AC=BASE+3% 110,900,000 1%2,460,000 16.27%
GNP=BASE+6% «

"WORST" AC=BASE-6% 9%,541,385 71,8%1,%85 ~30.22%

"BESTI" GNP=BASE-6% 108,790,000 180,610,000 39.77%
AC=BASE+6%

* Same as Base Cace used by SDGKE in Table 1.

taff also comments +that the risk of techndlogical failure
iz minimal. Stalf states that under the Agreement NCRRA is
responsidle if 2 plant outage is caused by design defect, operational
error, inadequate construction of the plant, or lower than
anticipated Btu content of the waste. ITherefore, staff believes that
SDG&E should pay only for delivered power and is not atv risk for
technological difficulties under these circumstances.

VI. Discussion

This application iz given ex parte treatment since it has
been thoroughly reviewed by our staff and given their approval. V//,
Staff agrees with SDG&E that the nonsvandard pricing provisions
should be more beneficial +0 the ratepayer than the Standard Offer
No. 4.

We will follow our staff’'s recommendation and approve the
Agreement's nonstandard pricing provisions as requested by SDG&E. Ve

. find bazed upon SDEG&E's application and our staff's report that the

-7 -
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Agreement’'s nonstandard pricing provisions in the most likely cases

will call for energy payments less than Standard Offer ¥o. 4.
Pindings of Fact

1., SDGE&E has negotiated nonstandard pricing provisions with o

NCRRA.

2. NCRRA intends to build a WDE powerplant and sell the power
to SDGEE according to those nonstandard pricing provisions.

3. NCRRA has the option of signing Standard Offer No. 4.

4. The nonstandard pricing provisions sbould result in energy
Payments less than the payments that would be mede under Standard
Offer No. 4.

2. The economic and technical risk posed by the nonstandard

pricing provisions does not exceed the risk that would exist under
Standard Offer No. 4.

Conclusions of Law

1. The nonstandard pricing provisions in the Agreement are
reasonable and prudent.
2. Payments under the Agreement should be included in SDG&E 8

ECAC, subject only to a reasonableness review of SDG&E's performance
under the Agreement.
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CRDER
IT IS ORDERED that: .
Company and

1. The Agreement between San Diego Gas & Electric
; the

North County Resource Recovery Associates is reasonable;

nonstandard pricing provisions are approved.
Payments under the Agreement shall be included in ECAC,

2 - .
subject to reasonableness review of SDGEE's performence under the

Agreement. :
This order becomes effective 30 days from today.
MAY 16 1984 » 8%t San PFrancisco, California.

Dated

LEQONARD M. GRT ZS, JR.
President
VYICUOT QALVO
PﬂL«iCk'f;:ﬂﬁ Cl GFAE‘”
DONALD VIAL
Coxmiscionors

Cormiszionor Tillinm T Zapley
. " L - MU:,
RGLDN Hpcen coardly .4b.f.on* did
2ot participato. ,

I CERTIFY THAT "‘""S DECISION
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Decision % G35 0357 MAY 16 1984 - QUUJ\JW
BEFORE THEE PUBLIC.UTILITIES COMMISSION OF THE STATE OF CALIFORNIA i

Application of San Diego Gas ;
& Electric Company for an order

approving an agreement for power |
purchase and interconnection Application 83-12=64
between San Diego Gas & Electric (Filed December 30, 1983)
Company and North County Resource

Recovery Associates.

OCPINION

Summarz

By Application (A.) 83-12-644 San Diego Gas & Electric
Company (SDG&E) requests approval of a Power Purchase and
Interconnection Agreement (Agreement) between SDGEE and North County
Resource Recovery Associates (NCRRA). The Commission staff (staff)
reviewed the applicetion and mnalyzed both the‘yechnical and
economic risks of the Agreement. After review ali—members—0I N /435
staff recommended approva) of the Agreement.

By this order/ we approve the Agreement between SDGXE and
NCRRA. Payments for energy received under the Agreement shall be
included in SDGEE's Eézrgy Cost Adjustment Clause (ECAC). The
ressonableness of SPG&EE's performence under the Agreement will Dde
reviewed in the anfual ECAC recasonabdbleness review.

II. Project Description

intends to build a waste~to-energy (WIE) powerplant
with a gross capacity of 34 to 38 MW on the San Marcos landfill in
Northern Sar’Diego County. NCRRA is a joint venture comprised of
subsidiaries of SCA Servicea, Inc¢. and Thermo Electron Corporation.
NCRRA has obtained the contractual rights to comstruet a resource
recovery facility at the San Marcos landfill from the County of San
Diego.
The project is expected to cost about $120 million.
. Project financing will involve s0lid waste revenue boads issued by
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the California Pollution Control Pinancing Authority and leveraged
lease equity. Iehman Brothers XKuhn Loedb, Inc. is assisting NCRRA
with the financing structure.

. The powerplant's components can be broken down into three
categories (1) fuel processing, (2) steanm boiler/turbine-generator,
and (3) flue gas cleaning. -

The fuel processing equipment will consist of conventional
equipment including a trommel, shredder, and magnetic separator.

The steam boiler will use a traveling grate stoker and will
have a membrane-wall similar to other Moilers which burn refuse
fuel. The turbine-generator will be”’a conventional condensing
turdbine-~generator.

The flue gas cleaning/system will use a dry scrubber
coupled with a fabric filter.

Construction is scheduled to begin in July 1984, and
completion of constructian is expected By August 1986. Commereial
operation of the plant 18 scheduled for December 1986.

III. Nonstandard Contract Provisions

SDG&E seeké Commission approval of the Agreement because it
containg the folleying nonstandard pricing provisions.

The price for energy is set for the period January 1, 1986
through July 31, 1986 at 6.2¢/kWh (Base Price). Every six months
thereafter, the Base Price is adjusted by the percentage change in
the Gross National Product Implicit Price Deflator (GNP). However,
every five years the price may be increased or decreased if at least
a2 20% difference between the adjusted Base Price and SDGEE's avoided
cost at that time should exist. If the adjusted Base Price is at
least 20% above SDG&E's avoided cost, then the price will de
decreased by S0¥% of the difference. Conversely if the adjusted Base
Price is at least 20% below SDG&E's avoided cost, then the price
will be increased by 45% of the difference.

NCRRA also has the option of switching from the above-
described price formula to a schedule of prices based partly upon

-2 -
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TABLE 2

St2ff Economic Assessment

San Diego Gas & Electric/NCRRA Contract
Total Revenue of Selected Cases, Scheduled Price
Option in Effect, 19848, 15% Discount Rate, 30=-Year Contract,
Energy Payments Only

PV of Total PY of Tota&”//// %

Case Revenues~NCRRA Revenues~S04 Difference

,r -

Base* $ 96798674'76 3 9 19931056 3'1%

Average GNP ESC

Historical 3BASE-1.21% 87,992,364 99,032,611 11.15%

Average GNP=BASE~.5%

Porecast AC=BASE+3% 110,900, 132,460,000 16.27%
GNP=BASE+6%

"WORST" AC=BASE-6% 71,8%1,385% -30.22%

"BEST" GNP=BASE-6% 180,610,000 39.77%
AC=BASE+6%

* Same as Base/Case used by SDGEE in Table 1.

Staf?f also cofiments that the risk of technological failure
18 ninimal. Staff stAves that under the Agreement NCRRA is
responsible if a plaht outage 4is caused by design defect, operational
error, inadequate donstruction of the plant, or lower than ‘
anticipated Btu content of the waste. Therefore, staff believes that
SDG&E should pag/znly for delivered power and is not at risk for
vechnological difficulties under these circumstances.

V1. Discussion

This application is given ex parte treatment since it has
been thoroughly reviewed by our staff and giveﬁ their unanimous
approval. Staff agrees with SDG&E that the nonstandard pricing
provisions should be more beneficial to the ratepayer than the

tandard Offer No. 4.

We will follow our staff's recommendation and approve the
Agreement's nonstandard pricing provisions as requested by SDGEE.  We
Zind based upon SDGELE's application and our staff's report that the
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