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OPINION

Pacific Gas and Electric Company (PG&E) and complainants
Catalyst Energy Development Corporation and Olcese Water Dist:ict‘
(Catalyst) request Commission approval of a settlement agreement
(Agreement). The Agreement amends Catalyst’s Interim Standaxd
Offer No. 4 (ISO4) power purchase agreement with PG&E. PG&Eeand
Catalyst request an order finding the Agreement to be reasonable
and authorlzxng recovery in rates of all payments made under the
Agreement through PG&E’S. energy cost adjustment clause. Provided .
the Commission grants its approval, as requested, PG&E and Catalyst
ask for dismissal of this case with prejudice.
Background
' on May 7, 1984, Catalyst signed an ISO4 power purchase
agreement (?PA) for the Rio Bravo hydroelectric project located in
Kern county, California. Catalyst filled in Article 3(b) of the
PPA with the 7. 12 MW nameplate rating listed on the existing '
Federal Energy Regulatory Commission license. Catalyst also
elected the: firm capacity payment opt;on under Article 5 of the
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PPA.1 A dispute arose when Catalyst decided to add a second
turbine and sought to significantly increase and receive IS04 i
enexrgy and capacity prices for the incremental sales of power. The-
parties met and negotiated over the course of several months. 1n“
February of 1986, Catalyst executed a Standard Offer No. 1 (801)
for the sale of power from a second 8.2 MW nameplate turbine.2
On November 23, 1987, Catalyst filed a complaint against
PG&E which alleged that PG&E failed to negotiate in good faith.
According to Catalyst, PG&E representatives misled and induced
catalyst to enter into agreements that Catalyst would not have
signed, but for its reliance on PGLE’s misrepresen%ation. More
specifically, Catalyst claimed that, in making its selection for
the project size in its PPA, it relied on the advice and
representation of PG&E that modifications could be made after
execution. The complaint also alleged that PG&E failed to.properly
commnnzcate to Catalyst the consequences of the firm capaclty

1 There are three capacity payment options under ISO4. Under
gg_ﬂgl;_gzgﬁ_gp;;gn_l the QF is paid based on the current shortage
cost, which is updated perlodzcally (usually on an annual basis) by
the Commission. Under gﬁ_ﬁgl;_gxgﬂ_gp&;gn_z, payments are based on
a fixed forecast of shortage costs, which are not levelized. Under
the fLixm capacity pavment option, payments are based on a fixed,
levelized forecast of shortage costs. Shortage costs under all
payment options are based on the utility’s cost of a combustion
turbine. The combustion turbine costs are adjusted by a factor
known as the Energy Reliability Index (ERI), to xeflect the
utmllty s current (or forecasted) need. for capacity.

2  Capacity payments under SOl are equivalent to the ISO4 as-
delivered option 1. Energy payments under SOl are updated
¢quarterly. In contrast, the ISO4 energy payment option selected by
Catalyst pays a/fixed forecast of energy prices for. ten‘years, as :
set rorth in the PPA.
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payment option for hydroelectric projects.3 In addition,
Catalyst claims that it was under financial duress when it agreed
to sign SOL for the separately metered second turbine. According
to Catalyst, this-dureSS‘was produced by PG&E’s refusal to o
negot;ate in good faith.

_ In its complaint, Catalyst requested the fOIIOWan re11e£
from the Commission:

() That the PPA nameplate capacity be
increased from 7,120 kW to 16,000 Xw;

(2) That the project be paid Iso4 prices for
the increase;

(3) That SOl prices ‘be paid for deliveries in
excess of 16,000 Xw;

(4) That the capacity payment option be
changed from firm capacity to ISO4 as-
delivered capacity payment option #2; and

(5) That PG&E compensate Catalyst for the
costs of additional metering and
interconnection facilities attributable to
the second PPA.

PGLE answered Catalyst’s complaint on December 23, 1987,
with a Motion to Dismiss. PG&E denied many of the facts alleged in
the complaint. With regard to the capacity size and payment option
issues, PG&E characterized Catalyst’s decisions as “bad ¢choices”
made by experienced engineering consultants. PG&E argued,that the
duty of good faith does not require a utility teo quest;on.or make -

business decisions for the qnalltylng facility. PG&E zurther
denied the allegations that Catalyst was coerced into signing S0l

3  TUnder. the IS04 firm capacity payment option, hydroelectr;c
projects are 1licitly excluded from receiving payments tor as~-
dellvered ‘capacity in excess o! tirm capacity.
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for the additional power. PG&E urged the Commission to dismiss the
complaint to prevent others from violating settlenments. _

A prehearing conference was held on Maxch 3, 1988 before
Administrative Law Judge (ALY) Cragg. At the prehearing
conference, ALY Cragg expressed his intent to deny PGLE’s Motion to
Dismiss, noting that there were factual disputes that requirxed
resolution in hearing. ALY Cragg encouraged the parties to settle
the dispute. On April 12, the parties reached agreement as to the
terms of the proposed settlement. On August 12, 1988, PGSE and
Catalyst f£iled a Motion to Dismiss Complaint and for Approval of
Settlement, as described below.

Ihe Settlement ‘ ‘ :

. Under the terms of the settlement, Catalyst and PG&E.
agree to the following modifications to- Catalyst’s existing PPA for
the Rio Brave project: ‘ '

(1) For the 7.12 MW ISO4, Catalyst will change
its capacity payment election from the
existing 2,000 kW firm capacity to option
1, as—-delivered capacity.

Catalyst will terminate the existing SOl
contract and all deliveries from the
project will go through a single meter.

catalyst will receive ISO4 fixed energy
prices puxrsuant to the existing 7.12 MW
PPA for up to 41.7 million kKWh annually.
All energy deliveries above 41.7 million
XWh in any year will be paid published,
as-delivered SOl energy prices.

A copy of the settlement agfeemént is included in this

order as Appendix A.
Ratepaver Benefitc

According to the parties’ August 12 filing, the
settlement benefits ratepayers because it removes the risk of
paying:substantial ovexpayments. Had Catalyst prevailed in its-

complaigt, PG&E would have been cbligated to purchase aniadditional:,
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8.9 MW of energy at ISO4 fixed prices and 16 MW of capacity at as-
delivered option 2 prices. o o '

Under the terms of the settlement, Catalyst receives IS04
enexrgy prices only for the amount it could have delivered under its
7.12 MW ISO4, assuming a 66.9 percent capacity factor. All excess
deliVerieséqf energy will be purchased at SOl prices. 'The'parties‘
estimate that this provision saves ratepayers the risk of paying
over $23 million in energy overpayments over the life of the
ppa. ' -

The parties also state that the settlement benefits
ratepayers with respect to capacity payments. They estimate that
the change from as-delivered option 2 (Catalyst’s requested relief)
to option 1 (per the Agreement) saves ratepayers $16.9 million over
the life of the PPA.Z |

~ The parties also point out that the settlement resolves
the dispute between them, saving the further time and resources of
the Commission in resolving this dispute. ”

r

The Division of Ratepayer Advocates (DRA) filed its

comments on the settlement on September 16, 1988. .
- DRA’s position is that the settlement represents a:
~ reasonable resolution of the parties’ dispute while ptbtecting the

4 The $23.8 million figure represents the difference between
1504 forecast energy prices during the fixed pericd and forecast
SO1 energy prices for the 8.9 MW of incremental sales. The :
forecast of SOL variable energy payments is based upon DRA’s 1986
ECAC Supplemental Marginal Cost Table (DRA ECAC forecast). The net
present value (NPV) of these savings in 1988 dollars is
approximately $12.3 million.

5 The $16.9 million figqure represents the reduction in capacity
payments based upon as—delivered payment option 1 rather than
option 2. The capacity revenue is based upon the DRA ECAC
forecast. The NPV of the reduction in 1988 dollars is $7.2
‘million. KR ‘ ‘ o ST
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ratepayers’ interest. DRA states that the settlement provides‘e
‘catalyst with revenue certainty with respect to its ISO4 payments
by having another turbine available ‘as backup- At the same time,,-

the settlement protects the ratepayers from exposure to prices that

are higher than those under current standard offer. contracts. DRA
recommends that the Commission approve the settlement.
;i . ,

In evaluating this settlement agreement it is necessary
to consider both 1) the texrms of the settlement compared to a
scenario where Catalyst would have prevailed in this case, and 2)
‘the terms of the settlement relative to the original terms of
Catalyst’s ISO4 and SOl contracts (assuming PG&E prevailed).
Although we have not decided the merits of the parties’ positions
in this dispute, we are persuaded that a genuine dispute does exist
and we will examine the proposed settlement in light of the
possibility that, absent a settlement, either party might prevail.

We are persuaded by the parties’ and DRA’s comments that
ratepayers are substantially better off under the settlement
compared to a scenario where Catalyst would have prevailed in this
case. As described above, the parties estimate that the settlement
saves ratepayers from paylng an additional $19.5 million in net
present value (NPV) under this scenar:.o.6 This figure does not’
include the amounts requested by Catalyst in its complamnt for the
additional costs of meterlng and interconnection facilities. R

Had PG&E prevailed in this case, Catalyst would be pa;d
‘ ISO4 energy prxces only for energy deliveries from a 7.l12 MW '
project. Accordlng to DRA, PG&E and Catalyst, the terms,of the

6 The $19.5 figure represents the combined savings for energy
and capacity (NPV 1n 1988 dollars) as presented in the parties’
Augqust .12, 1988 flllng. - We .accept: this number as an illustration,
rather than a precise calculation, of the benerlts ‘that ratepayers-
‘may-expect under thms scenarlo. "
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settlenment limit the amount of energy deliveries paid for at I504
. prices to a level comparable to the output of a 7.12 MW project..
Hence, with regard to energy payments, its appears that ratepayers
are left 1nd1££erent relative to the original IS04 and SOl1
contracts. ‘ _
Capacity payments under the original ISO4 contract were
based on the firm capacity option. Had PG&E prevailed in this
case, Catalyst would have been pound by that selection for the 7.12
MW project, and would not have been allowed te change to as-
delivered option 1. Hence the relevant comparison for this
scenario is between projected payments under the as-delivered
option 1 and under the firm capacity'option.

- None of the filings in this case presented a comparison
of these twe capacity payment streams. However, the calculations
are relatively easy to perform. We estimate that ratepayers would
pay Catalyst slightly less (in net present value) under the as-
delivered opt;on.l for 7,120 XW than under the firm capacity option
for 2,000 xw.” We conclude that ratepayers are no worse off

under the settlement agreement as compared to the orlglnal
contracts. :

Based on the above, it appears that ratepayers are left
at a minimum indifferent, and most likely better off under the
settlgment~agreement‘when compared to the potential outcomes of

7 The difference is approximately $1.2 million in NPV (1988
dollars). For the firm capacity option, we multiplied 2,000 kW by
the fixm capacity price ($184/kW, per D.86=10-038 Ordering :
Paragraph 6) for the 30-year term of the contract and discounted
the payments using a 11.5% discount factor. This yields a NPV in
1988 dollars of $3.1 million.

- For the as-delivered option 1, we conservatively assumed that
the project provides the full 7.12 MW of capacity (regardless of
actual hydro conditions). As-delivered capacity payments were
discounted at 1l. 5% to yield a NPV in 1988 dollars ot $1.8 millxon;
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litigation. 1In addition, the settlement is a final resolution of
thxs dispute, which conserves the Commission’s time and resources
and protects PG&E and its ratepayers from any exposure to
lzabll;ty. We are persuaded that, in light of all the
cxrcumstances, the settlement and resulting PPA amendments are
reasonable and that PG&E should be allowed to recover in rates all
paynents properly made under the agreement.

In D.88-10-032 we adopted final gquidelines to govern our
' consideration of proposed settlements between electric utilities
and QFs. Although this settlement was reached even before proposed
 guidelines had been issued for comment, we have examined the
proposed settlement in 1lght of the final guidelines, and fmnd the
two to be in close agreement.
Findi ¢ Fact

1. Catalyst filed a complaint against PG&E on November 23,
1987 with regard to its ISO4 contract for a 7.12 MW hydroelectric
project. The complaint alleged that PG&E failed to negotiate
‘eontract modifications (e.g. project size and capacity payment
election) in good faith. The complaint further'alleged that PG&E’s
refusal to negotiate in good faith created £inancial duress, whxch
forced Catalyst to sign a SOl for a second (8.2 MW) separately '
metered turbine. 7

‘ ‘2. In its complaint, Catalyst recquested relief which
included 1) paying ISO4 fixed enexgy prices for the 16 MW project
currehtly included under the existing ISO4 and SOL contracts: and
2) changing the capacity payment option from f£irm capaclty to-as—
delivered capaczty option 2 for the full 16 MW. '

3. PG&E answered Catalyst’s complaint and dxsputed many of
the facts alleged in the complaint.

4. cCatalyst and PG&E have filed a joint stipulation and
motion, setting forth the terms of the settlement of their dispute
and the PPA amendments resulting from the settlement. The partmes "
\request the commlssion to £ind that the settlement and the PRA |
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amendments are reasonable, and to authorize PG&E to recover in
rates all paYments'made under the agreements.'

5. Under the terms of the settlement, Catalyst will change
its capacity payment election from the existing 2,000 XW firm
capacity to opt;on 1, as~delivered capacity. Catalyst will alse
receive IS04 fixed energy prices for up to 41.7 millien kWh }
annually, with deliveries above that amount to be paid as—del;vered
energy prices. Catalyst will also terminate the exlstzng SO0l
contract and all delzver;es from the project will go through a
single meter.

6. The parties estlmate that the ratepayer benefxts ,
resulting from the settlement, as compared to Catalyst’s requested
relief, have a total net present value of approximately $19.5
million. I ' .
| 7. Under the settlement, ratepayers would pay Catalyst close
to the sane amount (in net present value) for energy and capacaty-‘
‘compared to the original ISO4 and SOL contracts.

8. The settlement is the final resolution of the parties’
dispute. | | - ‘

1. The settlement between Catalyst and PG&E is a faixr and
reasonable compromise of the parties’ dispute. :

2. Ratepayers are left at a minimum no worse off, and most
likely better off under the settlement when-compared to the
potential outcomes of litigation.

3. The settlement and PPA amendments entered into between
PG&E“and Catalyst are reasonable, and PG&E should be auther;zed to
recover all payments properly-made under the settlement and the o
PPA. : - ‘
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o

IT XS ORDERED that:

1. The settlement and Puxchase Powex Agreement (PPA)
amendment entered into by Pacific Gas and Electric Company (PG&E)
and complalnants-catalyst Energy Development Corporation and Olcese
Watexr District (Catalyst) in connectmon with Catalyst’s
hydroelectrzc project in Kern County are reasonable and are
approved- ‘

2. PG&E is authorized to recover in rates all payments
properly made under the settlement and PPA amendment.

3.  The joint motion for an order approving the settlement
and dismissing the complalnt is granted. |
4. Catalyst’s complaint is dlsmxssed with prejudlce.

This order is. e!fectxve today.
Dated November 9, 1988, at San Francisco, Callfornla.

STANLEY W. HULETT
President
DONALD VIAL - '
FREDERICK R. DUDA:
G. MITCHELL WILK .
JOHN B. OHANIAN - -
Commissioners -

. \\\, AR |
C"RTIFY THAT THIS DEC[SION :

WAS APPROVED BY THE - ABOVE

B Co.ww SSIONERS. TODAY

/, w"g/

Ve Wanuser, tmcunvo D.rec'or

W
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APPENDIX A

FIRST AMENDMENT
TO THE
POWER PURCHASE AGREEMENT
FOR THE-

LONG-TERM ENERGY AND CAPACITY
POWER PURCHASE AGREEMENT -
BETWEEN
OLCESE WATER DISTRICT
AND
PACIFIC GAS AND ELECTRIC COMPANY -

WHEREAS, Olcese Water District ("Se11er“), on April 4, 1985, and

pacific Gas and Electric Company (“PGandE"), on June 26‘ 1985, executed an .
Inter1m Standard Qffer No. 4 Long-Term Energy and Capacity Power Pur:hase
Agreement (the “Agreement") for a proposed hydroe1ectr1c facﬁ11ty %o be

10cated at Rio Bravo near Bakersf1e1d Caiﬁfornﬁa (the' “Facw1it¥ ) ' nd-f

WHEREAS, Seller, on July 14, 1986, and PGandE, on'August 1 1986\ '
executed 2 Standard Offer No. 1 As~Delivered Capac1ty and Energy Power

' Purchase Agreement for the Facility; and

HHEREASQ Seller requests PGandE to terminate the As-Delivered

Capacity and Energy Power Purchase Agreement; and

wHEREAS. Seller requests to amend the Agreement by*changﬁng its .

capacity sa1e e1ect1on from firm capacity to as—de11vered capacﬁty. end
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APPENDIX A

WHEREAS PGandE is willing to agree to Seller's request to

change the capacity sa1e e1ection in exchange for commensurate ratepayer

PR

| benefwts, and
WHEREAS Seller requests PGandE to amend the Agreement by, '
increasing the ac111tx‘s.generator namep1ate ratﬁng, a< specﬁfwed in

. Art1c1e‘3fb93ffrom‘7,120'kw to 16,000 kw; and

WHEREAS PGandE is willing to agree to Se11er request‘to

oS w00 3 o U

Sl
—

1ncrease the ac11ﬁtx generator namepWate rat1ng An exchange for

commensurate ratepayer benefats; and

d - ed
[TL I

WHEREAS Seller and PGandE agree that the prwces for capacwty

L
a2

-
o

endrenergy deﬂuvered ata rate up to and ﬁnc1ud1ng 7. 120 kw' sha11 be based h

on the existing Agreement; and-

. Tl
I

NHEREAS Seller and PGandE agree that PGandE w111 accept

-
oc

deliveries of energy-and capacity at a rate in excess of 7,120 kw and pay

-
[2=2

!
I
|
17l
7
|
i
|
|

for that energy and capacity delivered at a rate in excess of 7 120 kw

w»
R =

based on full short-run avoided operating costs estabﬂished for. Standard

w

Offer No. 1 as determ1ned by the CPUC from time to tlme' and

B-‘

-

L

' WHEREAS, Seller and PGandE agree to change Se1jef's.capaéity

election and‘capacfty’price;‘and

HHEREAS. Seller and PGandE agree that all other terms and

conditions of the Agreement including the net energx utgut optwon (whxch‘ '

Y A
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requires Seller to sell the Facility's entire gross output, less only
station use and transformation and transmission losses tO»PGandE),'wi11 net-

be changed;

NOW THEREFORE Se11er and PGandE hereby agree to amend the

 ,Agreement as. follows (“the First Amendment") >
1. DEFINITIONS
Underlined terms shall have the same meaning stated in
Appendix A. Section A-1 DEFINITIONS, pages A-2 through A<7, of the
Agreement. ' ' ' l '
2. ARTICLE 3 PURCHASE OF POWER

2.1 Amend Article 3(a), pa ge 5, lines 6-8, to read’

”(a) Se11er shal) se11 and deliver and PG&E sha11

urchase and accept deTivery of capacity and energy at the vo1tag_ TeveT

70 kv.“
2;2k Amend Article 3(b), page 5, lines 10-11, ts reads
“(b) Seller shall provide capacity and energy from 1ts o

16,000 kW (combined two-turbine total generator namcpnate) ac11it¥ 10cated .

at Rio Bravo noar Bakersfic1d.

2.3 Amend Article 3(d), page 5, 11nes.;8-21. to read:_'

-3
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"APPENDIX A

"(d) To avoid exceeding the physical limitations of the

interconnection facilities, Seller shall limit the Facility's actual

of delivery into the PGandE system to 16,000 KW. "
2.4 Amend Article 3(g), page 6, line 12, to read:

»(g) The transformer loss adjustment factor is N.A.“

3. ARTICLE 4 ENERGY PRICE

Amend Article 4, page 7, lines 1-5. to read:

| "During each year of the fixed price period, Seller shall be

paid for'énergy de1§véred to PGandE as follows:

(a) the initial 41 700,000 kwh at prices equa1 to 100 percent of the
prices set forth in Table B-l, Appendix B, plus 0 percent of

pGandE's full short-run avoided operati_g~cost: and"

(b) deliveries exceeding-dl,?D0.00D'kwh~a£ prices equal to O pércent‘,
of the prices set forth in TébTe'B?l;‘Append1x B, plus 100 percent '

of PGandE's full short=run avoided ogerating costs.

During any year of the fixed price period, in no event shal)
more than 41,700,000 kwh of energy deliveries by Se11er £0rPGandE<

during a year be paid at prices set forth in TabTe B=1, Appeﬁdix 8.
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4. ARTICLE 5 CAPACITY ELECTION AND CAPACITY PRICE

Amend Article 5, page 10,'1in¢s“13-26;'to'readr

Firm capacity - KW for ___ years from the

firm capacity availability date with payment determined in accordance with-

Appendix E Except for hydroelectric facilities, PGandE shall pay55e11gr

for capacity de1ﬁvered in excess of firm capacwty on an as-delwvered

agacitx basvs in ac-ordance with As-DeWivered Capacity-Payment 0pt1on -

set forthsin-Appendjx D.

X As-delivered capacity with payment determihéd Tn

accordance with As-De1ivered Capac1ty Payment Opt1on 1 set forth in

Appendix D.
5. APPENDIX D AS-DELIVERED CAPACITY

Amend Appendix D by deTeting 11nes 9-10 page D-4 and"

substwtuting the fol1owﬁng.

“Thé‘Fa§11itx is non-remote."

6. APPENDIX E ' FIRM CAPACITY

Amend ‘Appendix E by de1cting Tines. 21-22 pagc E-9 and

substﬁtuting the following:
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“The Facility is non-remote."
7. APPENDIX F' INTERCONNECTION

7.1 Section F-2 (POINT OF DELIVERY LOCATION SKETCH),
attached hereto and 1ncorporated herein. is hereby’appended to tbe

) Agreement._

7.2 Section F-3 (INTERCONNECTION FACILITIES FOR NHICH SELLER
- IS-RESPONSIBLE). attached hereto- and ﬁncorporated hereﬁn. 1s herebya

. appended: to the Agreement.
8. EFFECT ON AGREEMENT

Except as expressly modified by the First Amendment, thé_

provisions of the Agreement sh$ﬁ1 remain unchangéd;..

9. ENTIRE AGREEMENT; MODIFICATION

Th? First Amendment constitutes the entire agreement of the‘
Parties with respect.to‘the subject-matter thereof and‘supersedei'ény‘and
a11 prior negotiations, correspondence, understand1ngs and agréements
between the Parties respecting the subject-matter thereof The Ffrst
R . Amendment mayvbe further amended or modified on1y~by~a written instrument

signed by the Parties hereto. .
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10. CPUC APPROVAL, REASONABLENESS

As a condwtwon precedent to the effectiveness of this First

~ Amendment, PGandE and Se11er shall submwt this First Amendment to the CPUC

for a determination that the provisions hereof are reasonable and-that
PGandE acted prudently in negotiating this First Amendment. PGandE and

Seller shall support the reasonab1eness of this First Amendment before the .

_'CPUC in an application by PGandE and Seller for appnova1 and a dﬁsmwssa1

with prejudice, of Seller's pending complaint before the CPUC If the CPUCﬁ

does not approve the reasonableness of this First Amendment and the

prudency of PGandE in negotiating it, the First Amendment sha11 be nu11 and

void.

11. TERMINATION OF STANDARD OFFER NO. 1

seller. on July 14, 1986, and PGandE, on August 1, 1986,
executed a Standard O0ffer No 1 As-Delivered Capacwty and Energy Power -
Purchase Agreement for the. Facility. On the date that this erst Amendment
is approved by the CPUC and Seller's comp1a1nt is thereby dwsm1ssed wnth

preJudﬁce by the CPUC said Standard Offer No. 1 Power Purchase Agreement ,

is_terminatede
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IN WITNESS WHEREOF, Seller and -PGandE hereto have caused this
First Amendment to be executéd by their duly authorized representatives and-

it is 'effective as of. the Jast date set forth below.

OLCESE WATER DISTRICT _ PACIFIC GAS & ELECTRIC COMPANY

By: e : ?(/"-ﬂ-ﬁ’ By: M’I{/’)’: t‘;”‘lﬂy( .

Type Name: Maxtin I. Davis Robert J. Haywood

Title: Vice Presiden< Title: Vice President, Pomer
Planning and Contracts

Date Signed: 6-21-88  Date Signed: _7/5/88
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ratepayers’ interest. DRA states that the settlement provides'
Catalyst with revenue certainty with respect to its IS04 payments
by having another turbine available as backup. At the same time,
the settlement protects the ratepayers from exposure to prices.that
are higher tkhan those under current standard offer contracts. DRA
recommends that the Commission approve the settlement.
. .

| In evaluating this settlement agreement”it is necessary
to consider both 1) the terms of the settlement compared to a
scenario where Catalyst would have prevailed/in this case, and 2)
the terms of the settlement relative to the original terms of
Catalyst’s IS04 and SOl contracts (assyring PGSE prevailed). Since.
we have not yet adjudicated this case¢, or examined the merits of
either parties’ position in this djépute, we must evaluate the
ratepayer impact of both outcomey, and assume that either is
plausible. _ -
We are persuaded by the parties’ and DRA’s comments that
ratepayers are substantiallf better off under the settlement
compared to a scenario wheére Catalyst would have prevailed in this
case. As described aboye, the parties estimate that the settlement
saves ratepayers from paying an additional $19.5 million in net
present value (NPV) dexr this scenario.6 This figure does not
include the amounts/requested by Catalyst in its complaint for the
additional costs ¢f metering and interconnection facilities.

Had PGAE prevailed in this case, Catalyst would be paid

ISO4 energy prifes only for energy deliveries from a 7.12 MW.
project. Accgrding to DRA, PG&E and Catalyst, the texms of the

6 $19.5 figure represents the combined savings for energy
and capacity (NPV in 1988 dollars) as presented in the parties’
August A2, 1988 filing. We accept this number as an illustration,
rather/than a precise calculation, of the benefits: that ratepayers
may expect under this scenario. , ‘

N\
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litigation. In addition, the settlement is a final resolution of
this dispute, whiqh conserves the Commission’s time and resources
and protects PG&E and its ratepayers from any exposure to
~liability. We are persuaded that, in light of all the
circumstances, the settlement and resulting PPA amendm ts are
reasonable and that PG&E should be allowed to recover/in rates all
payments properly m;de under the agreenent.
Findi r Fact |

1. Catalyst filed a complaint against PG&X on November 23,
1987 with regard to its ISO4 contract for a 7.Y2 MW hydroelectric
project. The complaint alleged that PG&E fafled to negotiate
contract modifications (e.g. project size
election) in good faith. The complaint fhrther alleged that PGLE’s
refusal to negotiate in good faith creay¥ed financial duress, which
forced Catalyst to sign a SO1 for a sefond (8.2 MW) separately
metered turbine.

2. In its complaint, Catalyst requested relief which
included 1) paying ISO4 fixed eneygy prices for the 16 MW project
currently included under the exifting ISO4 and SOl contracts; and
2)'changing~the capacity payment option from firm capacity to as-
delivered capacity option 2 f£¢r the full 16 MW.

3. DPG&E answered Catalfyst’s complaint and disputed many of
the facts alleged in the copfiplaint.

4. Catalyst and have filed a joint stipulation and
motion, setting forth the/ terms of the settlement of their dispute
and the PPA amendments resulting from the settlement. The parties
request the Commission /o find that the settlement and the PPA
amendments are reaso le, and to authorize PG&E to recover in
rates all payments mxde undexr the agreements. .

5. TUndexr the/terms of the settlement, Catalyst will change
its capacity paymeyt election from the existing 2,000 kW £irm
capacity to optiof 1, as-delivered capacity. cCatalyst will also
receive ISO4 fix¢d energy prices for up to 41.7 million kwh
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annually, with deliveries above that amount to be paid as-delivé?ed
energy prices. Catalyst will also terminate the existing so
contract and all deliveries from the project will go thro gh a

- single meter.

6. . The part;es estmmate that the ratepayer bepefits
resulting from the settlement, as compared to cata1§§:'s requested
relief, have a total net present value of appro
million.

7. Under the settlement, ratepayers fould pay Catalyst close
to the same amount (in net present value)/ for energy and capacity
compared to the: original ISO4 and SOl

8. The settlement is the final/xesolution of the part;es'
dispute.
conclusions of Law
‘ 1. The settlement betweep’ Catalyst and PGSE is a fair and
reasonable compromise of the pérties’ dispute. ‘

2. Ratepayers are lefy at a minimum no worse off, and most .
likely better off under th¢/ settlement when compared to the-

potent1a1 outcomes of litfgation.

3. The settlementy/ and PFA amendments entered into-between
PG&E and Catalyst are Yeasonable, and PG&E should be authorized to
'~ recover all payments roperly made under the settlement and the

IT X2 ORDERED that:

. 1. The/settlement and Purchase Power Agreement (PPA)
amendnent ered ‘into by Pacific Gas and Electric Company (PG&E)
and compla ants Catalyst Enexgy Development.Corporation and Olcese
Water Distiict (catalyst) in connection with Catalyst’s
hydroelectric project in Xexn County are reasonable and are
approvad. :
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2. PG&E is authorized to recover in rates all payments
properly made under the settlement and PPA amendment.
3. The joint motion for an order approving the sgttlement
and dismissing the complaint is granted.
4. Catalyst’s complaint is dismissed with pre dice.
This order is effective today. ‘
pated __NOV 9 1988 . at San Francisce/ California.

'ALD VIAL '
IDERICK R. DUDA
. MITCHELL WILK.
JOHN B OHANIAN
Commissioners.




