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of the Reasonableness of Edison’s
operations During the Pexriod from
December 1, 1986, through
November 30, 1987; and (5) Review
of the Reasonableness of Edison
Payments to Qualifying Facilities
Under Nonstandard Contracts During
the Period from December 1, 1984,
through November 30, 1987.

QEPINION

Backaround

In this decision, the Commission reviews f£ilings which
have been made in both this application and Application (A.)
87-05-007. In A.87-05-007, the Southern California Edison Company
(Edison) sought authority to establish a holding company. This
corporate reorganization was approved in Decision (D.) 88=01-063.

The instant application, A.88-02-016, is Edison’s 1988
Energy Cost Adjustment Clause (ECAC) proceeding. The ECAC. is.
divided into two phases, a forecast phase and a reasonableness :
review phase. D.88-09-031, issued on September 14,,x93&, in the ‘\j
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forecast phase, addressed Edison’s revenue requirement, qualifying
facility (QF) payments, and revenue allocation. Currently pending
is the Commission’s review of the reasonableness of Edison’s
operations for the 1987 reasonableness review peried and the
reasonableness of its nonstandard contracts with QFs for a three-
year period beginning December 1, 1984.

The motions to be considered in this decision directly
relate to the Commission’s reasonableness review of Edison’s
nonstandaxrd contracts with QFs. It is necessary to resolve these
motions before hearings commence in this phase of Edison’s ECAC.
DRA Request to Modify D.88-01-063 and to
consolidate A.87-05-007 with A.88-02-016

On December 5, 1988, the Division of Ratepayer Advocates
(DRA) filed a document in A.87-05-007 which DRA entitled “Motion of
the Division of Ratepayer Advocates for an Order Modifying Decision
88~01-063, and For Other Specified Relief.” Prior to accepting
this request for filing, the Commission’s Docket Office retitled

the filing ”Petition for Modification of D.88-01-063.”

While the relief sought by DRA in its filing did include
a request to modify D.88-01-063, the modifications requested by DRA
were largely based on evidence which DRA intends to present during
the reasconableness review in this proceeding. For this reason, DRA
alseo included a request for consolidation of A.87-05-007 with this
application.

On December 14, 1988, a prehearing conference was held in
this proceeding to establish a schedule for Edison’s ECAC
reasonableness review. At that time, the Administrative Law Judge
(ALY) directed DRA to file its December 5 petition in this
proceeding as well. This step was taken to ensure proper.
consideration of all of the allegations included and rel-ez
requested in this filing.
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On December 27, 1988, DRA filed a document in this
proceeding identical to its December 5 petition changing only its
title. The title of the £iling made in this proceeding reads:
"Division of Ratepayer Advocates’ Motion in ECAC for Consolidation
of A.87-05-007 with A.88-02~016 to Consider Modifying D.88-01-063
and Other Specified Relief." Parties to Edison’s ECAC wexe
directed to respond to both the petition in A.87-05-007 and the
motion in this proceeding by January 3, 1989. V//

The relief requested by DRA in its ECAC motion and
holding company petition includes the following:

(1) The Commission should modify D.88-01-063
to prohibit Edison from entering into any
new purchase power agreements with QF
affiliates or, altermatively, should
requirxe Edison to apply to the Commission
for permission to enter into any new
nonstandard agreement with a QF affiliate.

The Commission should dixect the holding
company to divest itself of all ownexship
in all QF/Edison ventures which sell
electricity to Edison.

If divestment is not ordered, the
Commission should order a ratemaking
adjustment which DRA terms an "Affiliate
Cost Adjustment.” This adjustment would
flow through to Edison’s ratepayers the
profits Edison’s QF affiliates earn above
Edison’s authorized return or, as an
altermative, profits in excess of the
average return earned by California QFs.

If the Commission declines to take any of
the preceding actions, DRA asks that the
Commission direc¢t that all future Edison
QF affiliate transactions be limited to
standard contracts. .

To the extent that Edison is permitted to
purchase electricity from affiliated QFs,
the Commission should increase reporting
about such dealings. DRA suggests. that
Edison’s current ECAC reasonableness . . =
review include information, among othexr .
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things, identifying each QF in which
Edison or its affiliate has an ownership
interest, the percent of ownership, the
name of the affiliate, and the date
ownership was acquired.

DRA states that its requested relief is based on evidence
which it has uncovered in its reasonableness investigation
conducted in this proceeding. That evidence, according to DRA,
demonstrates that “Edison’s dealings with its QF affiliates have
abused its ratepayers and unaffiliated QFs.” (DRA 12/27 Motion, at
P. 2.) Specifically, DRA claims that its investigation rxeveals
(1) that Edison and its QF affiliates do not function as truly
separate corporations, (2) that Edison’s negotiations with its QF
subsidiaries conflict with its ratepayers interests and with fair
competition among QFs, and (3) that Edison’s ratepayers have
overpaid large sums of money to Edison’s QF affiliates.

The evidence relied upeon by DRA to support'these
conclusions is recited in detail in its motion. Much of this
evidence relates to a large power purchase contract between Edison
and a QF affiliate, the Kern River Cogeneration Company (KRCC).
Partnership in the company is divided equally between Southern
Sierra Energy Company, a wholly owned subsidiary of Edison, and the
Getty Energy Conmpany (GEC).

DRA notes that the KRCC contract was negotiated prior to
the issuance of D.88-01-063. DRA asserts, however, that this fact
does not diminish the need for further Commission action
restraining Edison from entering new contracts with QF affiliates.
In this regard, DRA argues that the safequards against utility
self-dealing adopted in D.88-01-063 and Order Instituting
Rulemaking (OIR) 2 would not have prevented the abuses which it
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discovered related to the KRCC contract nor would they prevent
similax contractual arrangemeats in the future.

Except for its request for the Commission to prohibit
Edison from éentering new QF contracts with affiliates, DRA asks
that any Commission response to its other recommendations await the
conclusion of hearings in Edison’s current ECAC reasonableness
review. DRA believes that presentation of its evidence
demonstrating Edison’s affiliate abuse in this proceeding is the
most expedient way to provide support for reconsideration of the
holding company decision. To this end, DRA asks that A.87-05-007
and A.88-02-016 be consolidated.

DRA believes, howevexr, that the Commission should act
inmediately to prohibit Edison from entering into new affiliate QF
contracts. According to DRA, this action is required given
Edison’s abuse of its holding company status and the potential for
further abuses. DRA acknowledges that safequards were adopted by
the Commission in D.88-01-063 and OIR 2 for the purpose of ensuring
the propricty of Edison’s rxelations with its affiliates. It is
DRA’s position, however, that its evidence of abuse demonstrates
that Edison’s ratepayers have not been protected by these oxdexs
and that a reexamination of D.88-01-063 is therefore required.

On January 3, 1989, Edison and the Cogenerators of
Southexrn Califormia (CSC) responded to DRA’S motion and petition.
Although the CSC filed its response in both A.87«05-007 and this
proceeding, Edison initially-filed a response only in A.87-05-007.
On Januaxy 11, 1989, the same response was filed by Edison in
A.88-02-016. Both parties ask the Commission to deny DRA’s
requested relief.

1 OIR 2 was the Commission’s generic proceeding establishing
quidelines for standard offer and nonstandard offer contracts
between utilities and QFs. This effort has been continued in
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In its response, Edison focuses on DRA’S request to
modify D.88-01-063. Edison objects to the changes in this ordexr
proposed by DRA on the following grounds:

(1) The safeguards against public utility
self-dealing which the Commission has
adopted in QIR 2 and D.88-01-063 are
sufficient to protect the ratepayers’
interests and should not be rescinded.

DRA has not shown nor even contended that
any act or omission by Edison in dealing
with QF affiliates following the holding
company decision justifies modification of
the safeguards now in place. Edison
further asserts that in the present ECAC
proceeding it will demonstrate the
reasonableness of the XRCC contract
executed prior te the issuance of
D.88~01-063.

The alternative relief requested by DRA is
unfair, unnecessary, overbroad, adverse to
the ratepayers interest, beyond the
Commission’s jurisdiction to grant, and
contrary to federal and state policy. In
this regard, Edison notes, among other
things, that both federal law and
Conmission decision permit an electric
utility to hold up to a 50% interest in a
QF facility.

In contrast to Ediscon’s concern with DRA’s proposed

modifications of D.88-01-063, CSC primarily objects to DRA’s
request to conscolidate the holding company proceeding with the
present application. €SC states that granting DRA‘S requested
consolidation would (1) significantly complicate and confuse the
proper focus of the present ECAC reasconableness review,
(2) unreasonably expand the scope of this review, and (3) prejudice
the interests of the non~Edison parties to the nonstandard
contracts subject to review. : .

The foundation for these objections iS'cSC's;positipn“

that the reasonableness review of QF nonstandard contracts in ECAC'

.




A.88-02-016 ALJI/SSM/jt

is limited to whethex the payment stream included in nonstandard
contract is less than or comparable to the expected avoided costs
of the applzcable standard offer. CSC states that this standard
was developed in D.82-01-103 in OIR 2 and was designed to maintain
ratepayer indifference to the type of contract entered between the
QF and the utility.

Using this standard, CSC argues that the existence of any
rself~-dealing” by the utility is irrelevant to the reasonableness
review of a nonstandard contract when that contract includes risks
and costs no greater than that of the applicable standard offer.
CSC therefore proposes that any issue of ”self-dealing” by Edison
should be handled through an entirely separate phase of A.88-=02-016
and not be allowed to confuse or complicate the reasonableness
review.

On January 18, 1989, DRA replied to Edison’s and CSC’s
responses to its motion. In responding to Edison’s objections, DRA
reiterates that no order issued in either OIR 2 or A.87-05-007
provides safeguards which would have prevented Edison from entering
the KRCC contract or would prevent similar contracts in the future.
DRA states that the OIR 2 and holding company orders provide only
general guidelines for a utility’s electricity purchases from QFs
subject to the utility’s ”“interpretation.”

In response to CSC, DRA states that the consolidation of
A.87-05=-007 and A.88-02~016 will save time and money and will not
prejudice other parties. DRA states that it requested
consolidation because much of the evidence which it intends to
present in the current reasonableness review is also directly
relevant to the relief sought by DRA in its motion and petition.
DRA argues that consideration of this evidence in two separate
proceedings would therefore be a waste of time.

In contrast to CSC, DRA also believes that its evidence
of Edison’s relations with 1t54QF‘aff111ates is completely relevant~..
to a reasonableness review. According to:DRA, much of ;ts C
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testimony demonstrates how Edison’s ratepayers pay more under the
KRCC contract and bear greater risks than under a standard QF
contract. In DRA’s view, “self-dealing” is a relevant issue to
this inquiry as it is presumed harmful to ratepayers, even in the
absence of specific damages, and demonstrating its existence is
necessary to a full understanding of the KRCC contract.

Related stcovery and Issue Limitation
Motions Filed in A.88=02-016

DRA’s motion and petition reviewed raise the issue of the
scope of Edison’s current ECAC reasonableness review. A similar
issue is the focus of both a discovery motion filed by DRA and a
notion filed by CSC seeking to establish the scope of this
proceeding.

With respect to DRA’s discovery motion, this regquest was
filed by DRA in this proceeding on March 23, 1988. By this motion,
DRA seeks to compel production of certain information ”in the
possession and control of Southern California Edison Company,
Mission Energy Company, Southern Sierra Energy Company, Kern River
Cogeneration Company, various other subsidiaries of Edison, Getty
Energy Company, and th2 Cogenerxators of Southern California.” (DRA
3/23/88 Motion, at p. 2.) DRA asserts that this information,
outlined in detail in its motion, (1) relates to matters under
review in this proceeding; (2) is relevant or reasonably calculated
to lead to the discovery of relevant evidence; and (3) is required
to ensure a full and informed review of the reasonableness of the
nonstandard contracts under review in this proceeding, the
reasonableness of purchases by Edison under these agreements during
the 1985-1987 record periods, and the reasonableness of Edison’s
administration of these contracts during these record periods.

The information requested by DRA includes the KRCC
financial statements, KRCC partnership records, and. the names of.
each chief officer of each company member of the CSC., In support
of its request, DRA asserts that its‘review-o! the reasonableness
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of Edison’s purchase power agreements regquires ”a clear
understanding of the corporate relatienships between Edison and its
various subsidiaries and affiliates, both organizational and
operational, at the time these nonstandard agreements were
negotiated.” (DRA Motion, at p. 1.) DRA references the many
statutory provisions giving the Commission broad discovery powers
in its regulation of utilities.

with respect to this information, DRA notes that, at
DRA’s request, CSC had disclosed the names of CSC member companies
and the projects of each member company under review in this
proceeding, but had declined to identify the chief officer of each
member company. Further, while Edison had allowed DRA to inspect
and take notes of the financial statements of KRCC for 1985 and
1986, Edison had not allowed DRA to receive a copy of these
docunents.

According to DRA, Edison’s refusal to supply the KRCC
partnership documents stemmed from objections of Edison’s

subsidiary’s partner in the project, GEC. These objections, which
apparently related to the confidentiality and proprietary nature of
these agreements, have never been directly presented to the
Commission by GEC. To date GEC has merely joined in a reply filing
submitted by CSC. This filing is reviewed below.

In its motion, DRA explains that it is also its
understanding that GEC had asserted that the sole relevant issue in

this ECAC proceeding is ”’a determination of whether payments to
KRCC under its Parallel Generation Agreement with SCE are above
those which it would receive under a standard offer.’” (DRA
3/23/88 Motion, at p. 10.) DRA believes that this view, shared by
KRCC, is far ”too narrow and short-sighted.” (Id.)

Citing the original ordexr establishing guidelines for QF
purchase power agreements (D.82-01-103), DRA asserts that the
guiding principle for nonstandard contracts is that thé contract
terms, taking into account the associatédh:isks, are not more than
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expected avoided costs under the standard offer. When a contract
significantly shifts the risks and obligations of the parties, the.
Commission, according to DRA, must ascertain whether such risks
were reasonable or fair. DRA asserts that in order to understand
the full extent of such xisks, the Commission must understand the
context in which the project was undertaken.

DRA notes that in D.82-01-103, the Commission stressed
that the burden is on the utility to demonstrxate why the
nonstandard offer is in the ratepayer’s interest. Furthexr, DRA
states that the Commission has also indicated its intent to provide
greater scrutiny of utility operations related to utility ownership
of QFs. According to DRA, this approach was taken to protect the
interests of both ratepayers and QFs who might be disadvantaged
competitively by such partial utility ownership. (D.82-01~-103, at
P. 12.) DRA therefore states that the reasonableness review of
nonstandard agreements, particularly those invelving Edison‘’s
subsidiaries, is not limited to the face of these ¢ontracts, but
must necessarily consider the overall costs, risk, and obligations
of those transactions.

On March 31, 1988, CSC filed a motion to limit discovery
and to establish the scope of this proceeding. In this motion, ¢SC
asks the Commission to deny DRA‘’s discovery requests related to CSC
members. Additionally, CSC asks the Commission to define the
#scope of [this] proceeding as a determination of whether Edison’s
paynents to nonstandard contracts were reasonable in light of the
payments it would have made under the standard offer contracts or
projected avoided costs as available at the time of execution.”
(CSC Motion, at pp. 21-22.) CSC is also concerned that the
Commission understand that three of the projects under
consideration in this proceeding are “nonsubsidiaries” of Edison.

On April 4, 1988, both CSC and Edison filed responses to
DRA’s discovery motion. CSC renewed its position that the |
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information requested by DRA was beyond the scope of this
proceeding as defined by CSC.

In its response, Edison states that based on GEC’s
objections, it has refrained from producing the material requested
by DRA. Edison states that its shares GEC’s concerns although it
remains willing to provide the information under its control if
directed to do so by the Commission. Edison notes, however, that
any release of this information would not amount to a waiver by
Edison of any of its rights to object to the admissibility of the
material into evidence.

On April 11, 1988, DRA replied to the responses of CSC
and Edison to its motion. This reply focuses in large part on the
apparent lack of cooperation of Edison in providing the requested
information, despite its filed statements to the contrary, and the
failure of GEC to file on its own behalf stated objections to the
production of this materxrial.

Additionally, DRA in its reply again rejects any attempt
to narrowly define the scope of the reasonableness inquiry related
to nonstandard contracts. Specifically, DRA asserts that “[wlhile
the reasonableness inquiry may begin with the comparison of payment
streams, it is absurd to suggest that the inquiry must end with a
comparison of the payments streams.” (DRA Reply, at p. 8.) Citing
D.83-10-093 in OIR 2, DRA states that ”[t]he terms of a negotiated
contract which alter the risks to the ratepayer are no less
important than the pricing provisions.” (Id., at pp. 8=9.)

On April 21, Edison responded to CSC’s motion to limit
discovery and establish the scope of proceeding and to DRA’s
response. In this filing, Edison states that it supports a
Commission ruling defining the scope of reasonableness review of
nenstandard QF contracts. Citing D.82-01-103, it is Edison’s
position that the Commission has established ~avoided cost” as the
reasonable basis for payment by a-utility in.pu:chasingfpdwerftrOm‘“
QFs. Edison asserts that this standard of reasondbl@nessdis‘also"'
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applicable to the evaluation of nonstandard contracts and that,
once having met that standard, Edison is entitled to recover
through rates payments made under such agreements.

Edison also notes that both Commission decisions and
federal legislation have permitted utilities to own up to 50% of a
QF project and to receive payments at full aveoided cost for that
project. With respect to both its affiliate QF and nonaffiliate QF
agreements, Edison states that it has already provided DRA with
7overwhelming proof” that all of its QF contracts were prudently
executed and administered.

On April 22, 1988, CSC replied to the responses of DRA
and Edison. For the first time in any of these filings, CSC is
joined by GEC. In its reply, CSC again argues that the information
sought by DRA is “far outside the scope of this proceeding and
border(s] on harassment.” (CSC Reply, at p. 4.) CSC also
expresses concern regarding confusicn on the issue of CSC’s
nembership as opposed to those companies included as Edison’s
subsidiaries. CSC claims that listings by the Commission and DRA
of these members and subsidiaries may not be accurate. With
respect to DRA’s reference to D.83-10-093, CSC argues that the
standard announced in that decision permits “evaluation of nonprice
provisions of the parallel generation agreements to the extent such
provisions affect the cost to Edison of power purchased under the
nonstandard contract.” (Id., at p. 4, emphasis original.)

In an ALT ruling of November 17, 1988, the parties were
directed to meet and confer regarding DRA’s March 23 discovery
request. According to a letter dated December 22, 1988, from the
attorney for DRA, this meeting took place on December 2, 1988. On
December 13, 1988, DRA received a letter from certain of the
parties offering a conditional response to DRA’S request. DRA’s
attorney indicates that this of:er'is unacceptaplefto_uka“on‘the
ground that the terms of the cffer'would;unrgaspnqblYgIimit;thé*.'
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scope of discovery. DRA‘’S attorney concludes the letter by asking
that its March 23, 1988, motion to compel production be granted.
. .

In D.88~01-063 in A.87-05~007, the Commission approved
Edison’s proposed plan to reorganize and create a holding company
structure. Our approval, however, was conditioned on Edison
following certain guidelines in the operation of its holding
company. These conditions for approval were largely the result of
compromises and accords reached between DRA and Edison. ‘

The primary purpose of these conditions wasgs to ensure
that Edison’s holding company structure would not result in any
*diminution of the Commission’s ability to regulate Edison
effectively or Edison’s ability to provide reliable utility service
at reasonable rates.” (D.88-01=063, at pp. 21-22.) To this end,
these conditions were designed (1) te ensure that all costs
incurred by Edison resulting from its affiliates’ activities were
recovered from the arffiliates, (2) to provide the Commission with
access to all information necessary to thoroughly analyze Edison’s
costs and to monitor the relationships between Edison and its
nonutility affiliates, (3) to ensure Edison ratepayers were
insulated from all effects of nonutility activities, (4) to
preserve the regulatory control which the Commission currxently has
over Edison’s activities, and (5) to ensure the financial health of
the utility’s operations.

In A.87-05~007, DRA had expressed concern regarding the
potential for self~-dealing between the utility and its QF
affiliates to the detriment of the utility’s ratépayers. DRA had
therefore recommended that a condition be imposed on the
reorganization which would have prohibited Edison from entering
into any new contracts for power with QF axf;liates in Ed;son's
service terrxtory. :

We rejected this recommendation tinding that we had
addressed this matter in OIR 2 through the adoptzon o: a’ QF bxddxng
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process. Specifically, this process requires that an electric
utility acquire any needed deferrable resouxce Qdditioﬁg from QFs
through a'bidding process. Utilities were also pexmitted to accept
bids from their QF affiliates. (See, D.86-07-00§, D.87=05«060;
D.88-01~063, at p. 34.) "

In D.88«01-063, we acknowledged, however, that certain
unique issues might arise with respect to the operational.
relationship between an Edison-affiliate QF'selected in the bidding
process and Edison. We chose in D.88-01-063, howevexr, "not to
specify broad rules for those relationships at this time."
(D.88-01-063, at p. 35.) Instead, we found as follows:

"In keeping with all relevant Commission
decisions, we will expect Edison to minimize

the cost of service for its regulated

operations and to deal fairly and evenhandedly
w;th all QFs; we will be prepared to examine

videnge %o _the contxary if and when it Ais

p; sented. The othexr conditions we impose

should preserve the information relevant to

such an investigation as well as our staff’s

ability to examine such information."

(D.88=01-063, at p. 35; emphasis added.)

DRA, in its motion in this proceeding and its petition
for modification of 0.88-01-063, claims that it has now uncovered
evidence of such self-dealing by Edison. Further, DRA has
indicated that it intends to introduwce this evidence in the
reasonableness review in this ECAC proceeding.

Although DRA may eventually prove instances of self-
dealing by Edison in this ECAC, its current statements are merxely
allegations which have yet to be subject to the hearing process.
We believe that, under these circumstances, any change in the
conditions adopted in D.88-01-063 or oux approval of Edison’s
holding company would be premature and inappropriate at this time.

In this regaxd, we note that the recoxrd developed in
A.87-05-007 cleaxly substantiated oux approval of Edison’s

reorganization and the\cond;tlons of that_approvalﬁ_;Asgg.
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acknowledged by DRA, the "evidence" which it claims requires a
modification of D.88-01~063 was not presented during our
consideration of Edison’s holding company proposal.

We therefore find no reason at the present time to modify
D.88~01-063 nor to reopen hearings in that proceeding. This
conclusion is reinforced by the fact that, as DRA has even noted, a
forum presently exists foxr the presentation of this evidence--
Edison’s current ECAC reasonableness review. While we indicated a
willingness in D.88-01-063 to examine evidence of unfairness by
Edison in its dealings with all QFs, the forum to consider such
evidence was not limited to the holding company application. We
also believe that this pending ECAC application currently provides
the most expeditious and reasonable foxum for hearing this
evidence.

In this regaxd, we note that an ALJ ruling was issued in
this proceeding on Janwary 19, 1989, establishing a hearing
schedule for Ediseon’s 1988 ECAC rxeasonableness review. That
schedule calls for this review to take place in two phases, as
requested by Edison. In the first phase, we will be examining all
issues raised in DRA‘’s Evaluation Report Reasonableness Review for
the 1987 Record Period and the reasonableness of Edison’s execution
and administration of the KRCC contract. DRA’s report addresses
all issues teo be raised in this proceeding other than those related
to Edison’s standarxd and nonstandard QF contracts. In the second
phase, the Commission will consider issues related to the remaining
nonstandard QF contracts and Edison’s administration of standarxd QF
contracts during the 1985, 1986, and 1987 record periods. Hearings
in Phase I commence on February 21, 1989.

This schedule is well-suited to our consideration of
DRA’s asserted evidence of Edison’s self-dealing. We disagree with
CSC’s suggestion that some additional phase of the ECAC proceeding
should be established to examine claims of "self-dealing.” By
including the KRCC contract in the first phaséuoﬁ the£ -'
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reasonableness review, the Commission can quickly consider the
validity of DRA’s primary claims and determine their impact, if
any, on other nonstandard agreements. We do not se¢ how any party
will be significantly disadvantaged by this appxoach. Further,
Edison’s ratepayers will be better served by a process designed to
promptly address these issues.

By including DRA’s proposed evidence of self-dealing in
the current ECAC proceeding, the Commission will also have the
advantage of hearing all testimony relevant to Edison’s
negotiations and execution of its QF contracts. Upon the issuance
of our decisions in the reasonableness phase of this ECAC, DRA may
then decide, based on our ultimate findings, whether it is
appropriate to renew its request for modifications of D.88-01-063.

In response to Edison and CSC, we concur with DRA that it
is irrelevant whether Edison‘s negotiation and execution of the
KRCC contract predated our issuance of D.§8-01-063. The Commission
does not intend to ignore evidence which, if adduced during
hearing, would have oxr should have impacted the conditions for oux
approving the holding company structure. We would not be
fulfilling our duty to protect the utility’s ratepayers if we did
not ensure that the safegquards we imposed did in fact address
potential abuses by the utility.

We therefore conclude that no modification of D.88~01~063
is appropriate at this time and that the reasonableness review in
this BECAC is an appropriate forum for comsideration of DRA’s
asserted evidence of Edison’s self-dealing. To this end, we will
issue a decision in A.87-05~007 denying as prematuxe DRA’s petxt;on
for modification of D.88~-01~-063.
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Having reached these conclusions, however, it is now
necessary to address the arquments of Edison and CSC which would
essentially limit the scope of the ECAC reasonableness review in a
manner which would effectively exclude DRA’s ”evidence.”

Obviously, the Commission is quite concerned that DRA not be
completely foreclosed from presenting its claimed evidence of self-
dealing in some forum.

Both Edison and CSC argue that the Commission’s
reasonableness review of nonstandard QF contracts is very limited.
Basically, these parties assert that our determination of the
reasonableness of a nonstandard contract depends solely on
comparable price streams between the nonstandard agrecment and the
applicable standard offer.

We are surprised at Edisen’s and CSC’s assertions
especially given that both parties represent long-time participants
in the development of our rules governing QF power purchase
agreements. As these parties must be aware, beginning.with
D.82-01-103 and continuing through more recent OIR 2 decisions and
separate requests for approval of nonstandard agreements, our
review of the reasonableness of nonstandard agreements has reached
far beyond specific price terms. These decisions reflect that, to
protect the utilities’ ratepayers and ensure equality in the
treatment of all QFs, we have examined the overall impact of not
only the specific terms of these agreements, but also the
negotiations which led to their execution.

In these decisions, issued over the past seven years, our
policy has been shaped with respect to not only the negotiation,
texrms, and execution of nonstandard contracts, but also utility
ownership of QFs. These decisions make clear that, while price
might be the most significant issue in a review of a nonstandard
agreement with a nonaffiliated QF, the introduction of the wtility
as a partner to the agreement necessarily raises other separate and "
distinct issues which the COmmlssmon has commztted itselr to
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examine in each instance. These issues include (1) the impact of
utility ownexrship of the QF on competition and the regqulated
aspects of its operation, including the impact on its ratepayers,
(2) the terms of the agreement as compared to the applicable
standard offer, and (3) its approach in negotiations with
affiliated QFs and nonaffiliated QFs.

Consideration of these issues has stemmed from our long-
time concern related to the impact of utility ownership of QFs.
Edison and CSC are correct in noting that utility ownership of QFs,
up to a 50% equity interest, has bheen established under both
federal law and our decisions. (D.82-01-103, at p. 1ll.) We have
been aware since the early stages of QF development, however, of
the potentially negative aspects of such ownership. Among our
concerns have been the potential for anticompetitive activities by
the utility and the creation of incentives for utilities to keep
avoided costs high and to take steps “toward utility
Qiversification into unrequlated activities.” (Id.) )

On this latter point, we have expressed reservations that
such diversification into unregqulated ventures could have an impact
on the regulated utility business for which this Commission is
responsible. In this regard, we have noted that our primary duty
is to protect the financial integrity of the regulated entity and
to prevent any subsidization by the regulated entity and its
ratepayers of the unregulated business.

Given these concerns, we have concluded:

”[S]uch involvement will require greater
scrutiny of utility operations on our part....
Any utility may come forward with proposal for
partial ownership of a QF and we will review
these matters on a case-by-case basis, with the
intent of protecting the interest of both
ratepayers and any QFs who might be =
disadvantaged competitively.” (D.82-01-103, at
p- 12.) R




A.88=-02-016 ALJY/SSM/it

With respect to contract terms, we have determined that
the object of nonstandard negotiations is to produce a contract
which was the ”“economic egquivalent of the standard offer.”
(D.82~01-103, at p. 91.) The reasonableness of these agreements is
to be examined in the utility’s ECAC proceedings or by individual
application in the event that the utility seeks advance approval of
the agreement. ‘

In this regard, we have determined that “(tlhe gquiding
principle for nonstandard contracts upon which applications [for
advance approval) should be based is that the contract terms,
taking into account the associated risks, should not be more than
expected avoided costs under the standard offer.” (D.82-01-103, at
p. 103.) Any application for approval of a nonstandard offer,
however, is regquired to include a statement of all the differences
between the contract and the standard offer "and the identification
of all benefits and risks for the utility’s ratepavers. The
application is also required to demonstrate why ratepayers should
either be indifferent to or prefer the nonstandard contract over
the standard offer. Further, we have found that in ~all cases, the
burden is on the applicant to denronstrate why the nonstandard offer
is in the ratepayers’ interest.” (I4.)

In D.82-01-103, we also addressed the issue of how the
utilities are to negotiate with QFs. In that order, we adopted
staff’s view that utilities are expected to negotiate in good faith
with all QFs. While our concern at the time was the utility’s
responsiveness to QF requests, certain of our findings are equally
applicable when the utility is one of the QF partners. In this
regard, we have concluded that “[tlhe best evidence of good faith
is a collection of written documentation compiled along the way.”
(D.82-01~103, at p. 106.) We have further found that a ~utility
found not to have bargained in good faith will stand in violation
of this order and will be open to potential punitive action by this
Commission.” (Id.) Obviously, a measure of a utility’s “good
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faith” negotiations with QFs would also be whether the utility has
engaged in favoritism between QFs ox “self-dealing” to ensure or
improve its own QF=-related interests.

These principles relating to the negotiation and
execution of contracts by utility arffiliates have been amplified in
subsequent OIR 2 decisions. In D.83-10-092, we rejected a utility
request for authority to alter nonprice provisions of the standard
offer without jeopardizing the status of that offer. Specifically,
we concluded that ”[clhanges in nonprice terms can have very real
economic effects on ratepayers and the parties to the contract.”
(D.83~10-093, at p. 78.) We further stated that the ”econonic
balance represented by the standard offer should be maintained in
negotiated contracts” and that this ”economic balance is not
limited to the exchange of dollars between the parties.” (Id.)

In a subsequent order addressing a utility’s unilateral
addition of a provision to the standard offer, we found that the
provision, though a nonprice term, impacted QF development ”to the
same degree as our establishment of capacity prices.”

(D.84-08-031, at p. 36.) The provision in question attempted to
define the parties’ responsibilities for transmission limitations
being experienced by the utility. Even though unrelated to the
avoided cost payments to be made under the agreement, the provision
was found to have ”a significant economic impact on QFs from the
potential magnitude of the changes and costs involved to the
uncertainty of the extent of the QF’s liability.” (Id., at p. 37.)

In D.83-10-093 and D.84-08-031, we also reiterated the
utility’s obligation to negotiate in good faith. We concluded that
the Commission was to serve as ”the final judge of a utility’s
’‘good faith’ in its negotiations with QFs.” (D.84-08-031, at
pp. 53-54.) '

A review of individual applications for approval of
nonstandard contracts and changes to~existingvst@ndardiozrer ,
agreements also reflects that our inquiry into the rédﬁohableness 
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of those agreements has reached far beyond comparing the price
terms of those nonstandard agreements with those of the applicable
standaxrd offers. Specifically, we have examined and considered the
negotiations leading to execution of the agreement; all benefits
and risks to be incurred by the utility’s ratepayers; the certainty
of the QF’s technology and the integrity and viability of the
project; the prevailing financial and legislative climates; the
impact of unique contract terms on the utility’s bond rating,
interest coverage, and ability to raise capital; the societal
benefits of the development of a particular project:; the timeliness
of the capacity being added to the utility’s systen; the operating
flexibility afforded the utility by the QF (i.e, dispatchability or
curtailment); and the manner of payment. (See, e.g., Decisions
82=-04-087, 82-07=021, 86=09-040, 86-10-044, 87-03-068, 87=07-023,
87~-07-086, 87-09-080, 88-03-036, 88-05=030, and 88-08-021.) Most
recently, we rejected a proposed settlement requesting
modifications to a standard offer agreement for its failure to
insulate ratepayers from development risk and its questlonable
viability. (D.88-08«054.)

In another recent decision considering the reasonableness
of a proposed amendment of a standard offer agreement, we
reiterated our obligation in determining its reasonableness to
protect ratepayer interests. Specifically, we concluded:

#Utilities are held to a standard of
reasonableness based upon the facts that are
known or should be known at the time. While
this reasonableness standarxd can be clarified
through the adoption of guidelines, the
utilities should be aware that quidelines are
only advisory in nature and do not relieve the
utility of its durden to show that its actions
were reasonable in light of circumstances
existent at the time. Whatever guidelines are
in place, the utml;ty always will be required
to demonstrate that its actions arelreason&ble
through clear and convincing ev;dence. e
(D.88=-03-036, at p. 5.)




A.88-02-016 ALJ/SSM/Jt

All of these orders lead to the obvious conclusion that
our examination of nonstandard contracts in an ECAC reasonableness
review is in no way limited to the issue of price as urged by
Edison and CSC. For transactions between a utility and an
affiliated QF in particular, we are obligated to review the
negotiations, all contract terms, and the ownership relation
between the parties. These steps are necessary to ensure that the
agreement was reasonable and fair to the utility’s ratepayers and
to all QFs.

In this regard, the documents sought by DRA seem only to
be the most basic information that DRA would require to determine
the relations bhetween the utility and the QFs with whom it has
entered nonstandard agreements. The evidence of self-dealing which
DRA seeks to introduce in this proceeding is also c¢learly within
the scope of our reasonableness review.

We are disturbed by Edison’s apparent attempt to shield
information from DRA on the basis of objections from its QF
partners. It had been our hope through the conditions established
in D.88~01-063 and all of the decisions issued in OIR 2 and related
power purchase applications that the utility would not use its
nonrequlated activities to hinder our legitimate inquiry into its
regulated activities.

We further reiterate for Edison, as we did in D.88-03-036
recited above, that no matter what guidelines or standards are or
were in place at the time of contract execution, it is the
utility’s obligation to demonstrate that its actions were
reasonable through clear and convincing evidence. In D.88-01-063,
we concluded:

"We remind TURN and emphasxze to Edison in
particular that it is the utility’s burden to
prove its contentions in any proceeding before
the Commission. To fail to produce witnesses
as necessary or required on the technicality of
non-jurisdiction would be a grave mistake’
because of the power the Commission has to
invoke penalties.” (D.88-01-063, at p. 29.)
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Consistent with our previous findings, we deny as
premature and inappropriaté DRA’s motion to consolidate this \//f
proceeding with A.87-05-007 and all other relief requested in that
motion. The evidence summarized by DRA in that motion, however,
can and will be comnsidered in upcoming hearings in the
reasonableness review in this proceeding. The scope of this review
shall include a consideration of all facets of Edison’s
negotiation, execution, and administration of its nonstandaxd
contracts. Close scrutiny will particularly be applied to those
agreements involving Edison and its QF affiliates.

DRA’s Marxch 23, 1988, motion to compel production of the
information listed in that document is granted. Edison shall
produce all of the information requested by DRA to the extent that
it is within the utility’s power and control.

We also encourage CSC to seize the opportunity presented
by this reasonableness review to clarxify for the Commission the
composition of its membership. CSC is gquick to point out oux
nisundexstanding of this orxganization. We £find, however, that this
misunderstanding, if one exists, can only be effectively corrected
by CSC. Based on our preceding findings, CSC’s motion in this
proceeding to limit discovery in this proceeding and establish the
scope of this proceeding as defined by CSC is denied.

Findings of Fact

1. On Decembexr 5, 1988, DRA filed a petition in A.87-05-007
which, among other things, sought to modify D.88-01-063 in which
the Commission granted Edison authority to establish a holding
company .

2. The relief requested by DRA in its petition was largely
based on evidence which DRA intends to present during the ECAC
reasonableness revzew in this proceeding and anluded & request to
consolidate A.87-05-007 with this application. : _

3. To ensure proper consideration of all of the allegatxons
included and relief requested by DRA in its December,s_petxtlon, B
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DRA was properly directed by the assigned ALY to file its petition
in this proceeding as well.

4. On December 27, 1988, DRA filed a document in this
proceeding identical to its December 5 petition changing only its
title to a motion for consolidation and other specified relief.

5. In related matters in this proceeding, DRA has filed a
motion to compel production of certain information and CSC has
filed a motion to limit discovery and establish the scope of
Edison’s pending reasonableness review.

6. The motions and petition filed by DRA in this proceeding
and A.87-05-007 and CSC’s motion in this proceeding directly impact
the Commission’s reasonableness review of Edison’s nonstandard
contracts with QFs.

7. It is necessary to address the filings referenced in the
finding above before hearings commence on February 21, 1989, in the
reasonableness review phase of this ECAC proceeding.

8. In its December 5 petition in A.87-05-007 and its
December 27 motion in this proceeding, DRA claims that it has
uncovered evidence in its reasonableness investigation of self-
dealing by Edison in its negotiation and execution of nonstandard
contracts with affiliated QFs, in particular the Kern River
Cogeneration Company (KRCC).

9. Based on its evidence, DRA seeks to modify D.88-01-063 to
provide an immediate prohibition on Edison entering into any new
purchase power agreements with QF affiliates and other appropriate
relief depending on the record developed in the reasonableness
review in this proceeding.

10. In D.88-01-063 in A.87-05-007, the Commission conditioned
its approval of Edison’s holding company structure on Edison ‘
following certain guidelines and sa:eguards in the operxation of its
holding conmpany.

11. The primary purpose of the conditions adopted in
D.88~01-063 was to ensure that Edison’s holdmng company structure
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would not result in any ~diminution of the Commission’s ability to
regulate Edisen effectively or Edison’s ability to provide reliable
utility service at reasonable rates.” (D.88~01-063, at p. 21-22.)

2. In A.87-05-007, we rejected DRA’s recommendation to
prohibit Edison from entering into contracts with QF affiliates in
its service territory based on our finding that this matter had
been addressed in OIR 2 through the adoption of a QF bidding
progess.

13. In D.88-01~063, we indicated our expectation that Edison
minimize the cost of service for its requlated operations and deal
fairly and evenhandedly with all QFs and that we would be “prepared
to examine any evidence to the contrary if and when it is
presented.” (D.88-01-063, at p. 35.)

14. Although DRA may eventually prove instances of self-
dealing by Edison in this ECAC, its current statements in its
notion and petition are merely allegations which have yet to be
subject to the hearing process.

15. The record developed in A.87-05-007 clearly substantiated
the Commission’s approval in D.88-01~063 of Edison’s reorganization
and the conditions for that approval.

16. The evidence which DRA claims requires a modification of
D.88-01~-063 was not presented during the Commission’s consideration
of Edison’s holding company proposal.

17. Based on the preceding findings, any change in the
conditions adopted in D.88-01-063 or our approval of Edison’s
holding company would be premature' at this time; it is therefore
reasonable for the Commission to issue an oxder in A.87-05-007
denying DRA’s petition for modification of D.88-01-063 as
premature.

18. A forum presently exists for the presentation by DRA of
its evidence of self-dealing referenced in its motion and
petition--Edison’s current ECAC reasonableness review.
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19. Although the Commission in D.88-01-063 indicated a
willingness to examine evidence of unfairness by Edison in its
dealiﬁgs with all QFs, the forum to c¢onsider such evidence was not
limited to the holding company application.

20. Edison’s pending ECAC reasonableness review and the
schedule adopted for this review provide the most expeditious and
reasonable means of hearing DRA’s asserted evidence of self-dealing
by Edison.

21. Consideration of DRA’s evidence in the reasonableness
review as currently structured will not disadvantage any party and
will better serve Edison’s ratepayers by promptly addressing all
issues related to Edison’s negotiation and execution of nonstandard
contracts with both affiliated and nenaffiliated QFs.

22. Upon the issuance of our decisions in the reasonableness
phase of this ECAC, DRA may then decide, based on our ultimate
findings, whether it is appropriate to renew its request for
modifications of D.88~01=063.

23. It is DRA’s continued claim that the current conditions
and safeguarxds adopted in OIR 2 and A.87-05-007 did not address nor
would they prevent the type of abuses DRA claims arose during
Edison’s negotiation and execution of the KRCC contract.

24. The Commission does not intend to ignore evidence which,
if adduced during hearing, would have or should have impacted the
conditions for our approving the holding company structure.

25. Based on the preceding findings, it is irrelevant to our
consideration of potential utility abuses whether Edison‘’s
negotiation and execution of the KRCC contract predated the
issuance of D.88-01-063.

26. No modification of D.88-01-063 is appropriate at this
time, but DRA’s asserted evidence of Edison’s self-dealing is
appropriate for consideration in the pending reasonableness rev1ew
in this proceeding. pooo
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27. In orxder to determine whether any obstacles exist to the
presentation of DRA’s evidence of Edison’s self-dealing in Edison’s
current reasonableness review, it is necessary to resolve the issue
of the proper scope of this review, an issue which has been raised
by CSC and addressed by Edison and DRA.

28. It is Edison’s and CSC’s position that the Commission’s
reasonableness review of nonstandard QF wcontracts is basically
limited to a comparison of the price streams between the
nenstandard agreement and the applicable standard offer.

29. Contrary to this position, beginning with D.82-01-103 and
continuing through more recent OIR 2 decisions and separate
requests for approval of nonstandard agreements, the Commission’s
review of the reasonableness of nonstandard QF agreements has
reached far beyond specific price terms.

30. To protect the utilities’ ratepayers and ensure equality
in the treatment of all QFs, the Commission’s review of nonstandard

agreements has included an examination of the overall impact of not

only the specific terms of these agreements, but also the
negotiations which led to their execution.

31. In decisions issued over the last seven years, the
Commission has shaped its policy with respect to not only the
negotiation, terms and execution of nonstandard contracts, but also
utility ewnership of QFfs.

32. The Commission’s prior decisions make clear that, while
price might be the most significant issue in a review of a
nonstandard agreement with a nonaffiliated QF, the introduction of
the utility as a partner to the agreement necessarily raises other
separate and distinct issues which the Commission is committed to
examine in each instance and which require greater scrutiny of
utility operations.

33. In dealing with unregulated ventures by utilities, the
Commission has recognized its duty to protect the financial
integrity of the regulated entity, to prevent any subsidization by
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the regulated entity and its ratepayers of the unregqulated
business, to avoid the potential for anticompetitive activities by
the utility, and to ensure that the utility’s avoided costs are not
artificially inflated.

34. The issues to be considered in reviewing nonstandard
contracts with utility-affiliates include (1) the impact of utility
ownership of the QF on competition and the regulated aspects of its
operation, including the impact on its ratepayers, (2) the terms of
the agreement as compared to the applicakle standard offer, and (3)
the utility’s approach in negotiations with affiliated and
nonaffiliated QFs.

35. The Commission has determined that utilities are expected
to negotiate in good faith with all QFs. _

36. A measure of a utility’s “good faith” negotiationes with
QFs includes whether the utility has engaged in favoritism between
QFs or ”self-dealing” to ensure or improve its own QF-related
interests.

37. While the object of nonstandard negotiations is to

produce a c¢ontract which is the ”“economic equivalent of the
standard offer” (D.82-01-103, at p. 91), the Commission has also
found that this “economic balance is not limited to the exchange of
dollars between the parties” and that “[c]hanges in nonprice terms
can have very real economic effects on ratepayers and the parties
to the contract.” (D.83-10-093, at p. 78.)

38. In decisions addressing individual applications for
approval of nonstandard contracts and changes to existing standard
offer agreements, the Commission has examined and considered the
following: the negotiations leading to execution of the agreement;
all benefits and risks to be incurred by the utility’s ratepayers:
the cextainty of the QF’s technology and the integrity and
viability of the project:; the prevailing financial and legislative
climates; the impact of unique contract terms on the utility’s bond
rating, interest coverage, and ability to raise capital; the
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societal benefits of the development of a particular project; the
timeliness of the capacity being added to the utility’s systen; the
operating flexibility afforded the utility by the QF (i.e,
dispatchability or cuxtailment); and the mannexr of payment.

39. Based on the preceding findings, it is ¢lear that the
Commission’s reasonableness review in ECAC ¢of nonstandard QF
contracts is not limited to the issue of price as urged by Edison
and CSC.

40. For transactions between a utility and an affiliated QF
in particular, the Commission is obligated to review the
negotiations, all contract terms, and the ownership relation
between the parties.

41. The evidence of self-dealing which DRA seeks to introduce
in this proceeding is clearly within the scope of the Commission’s
reasonableness review.

42. Yo matter what quidelines or standards are or were in -
place at the time of contract execution, it is the utility’s

obligation to demonstrate that its actions were reasonable through
¢clear and convincing evidence.
43. Any misunderstanding by the Commission or DRA of the

nembership composition of CSC can only be corrected by CSC.
conclusions of Law

1. DRA’s Decenmber 5, 1988, petition for modification of
D.88-01-063 filed in A.87-05-007 and its December 27, 1988, motion
for conselidation of this mroceeding and A.87-05-007 and for other
specified relief should be denied without prejudice as premature.

2. An oxder denying DRA’s petition for modification of
D.88-01~-063 should be issued in A.87-05-007. |

3. It is reasonable for the evidence summarized by DRA in
its December 5 petition and December 27 motion to be presented in
upcoming hearings in the reasonableness review&tofbe_conducted in. .
this proceeding. T o - | R
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4. The scope of the Commission’s reasonableness review in
this proceeding should include a consideration of all facets of
Edison’s negotiation, execution, and administration of its
nonstandard contracts.

5. In the pending reasonableness review, close scrutiny
should be applied to those nonstandard agreements entered between
Edison and its QF affiliates.

6. DRA‘s Maxch 23, 1988, motion to compel production of the
information listed in that document should be granted.

7. Edison should be directed to produce all of the
information reguested by DRA in its March 23 motion to the extent
that it is within the utility’s power and contxrol.

8. (CSC’s motion in this proceeding to limit discovery and
establish the scope of this proceeding as defined by CSC should be
denied.

9. Because of the commencement of hearings on February 21,
1989, in the reasonableness review in this proceeding, this oxder
should be made effective the date of issuance.

QRDRPER

IT IS ORDERED that:

1. The motion for consolidation of this proceeding and
A.87-05~007 and for other specified relief filed by the Division of
Ratepayexr Advocates (DRA) on December 27, 1988, in this proceeding
is denied without prejudice. The same document filed by DRA on
December 5, 1988, in A.87-05~007, but entitled *Petition for
Modification of D.88-01-063," should be denied without prejudice by v//
an oxder to be issued in A.87-05-007. _ _

2. DRA’s motion to compel production of cextain information
filed on Maxch 23, 1988, in this proceeding is granted. Southern
California Edison Company (Edison) is directe@'to_p:qducé all of =~
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the information requested by DRA in that motion to the extent that
it is within Edison’s power and control.

3. The motion to limit discovery and to establish the scope
of this proceeding filed by the Cogenerators of Southern Califormia
on March 31, 1988, is denied.

4. The scope of the pending reasonableness review in this
proceeding shall include consideration of all facets of Edison’s
negotiation, execution, and administration of its nonstandard
contracts. In particular, the Commission will apply close scrutiny
to those nonstandard agreements entered between Edison and its QF
affiliates including consideration of any evidence of self=dealing
by Edison in these transactions.

This order is effective today.
Dated JANZ27 J9RQ ~ , at San Francisco, California.

: l"Y"‘rHAT -r'-z's o.:qs ON o
w:mi?quov*o BY THE AbO‘VE‘
co:\sts:o\sqs TODAY. |

Uil

Vietor Weissor, :xocm.ve Dicector
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On Decenmber 27, 1988, DRA filed a document in this
proceeding identical to its December 5 petition changing opAy its
title. The title of the filing made in this proceeding
7Division of Ratepayer Advocates’ Motion in ECAC for C
of A.87-05-007 with A.88-02-016 to Consider Modifyi:2/6.88-01-063
and Other Specified Relief.” Parties to Edison’s EGAC were '

directed to respond to both the petition in A.87-03-007 and the
motion in this proceeding by January 3, 1988.

The relief requested by DRA in its ECKC motion and
holding company petition includes the followiné&

(1) The Commission should modify D{88-01-063
to prohibit Edison from enterfing into any
new purchase power agreemi;;s with QF

’

affiliates or, alternative should
'require Edison to apply tofthe Commission
for permission to enter ipto any new
nonstandard agreement with a QF affiliate.

The Commission should direct the helding
company to divest itseX¥f of all ownership
in all QF/Edison ventures which sell
electricity to Edisond

If divestment is no¥ ordered, the
Commission should oxrder a ratemaking
adjustment which DRA terms an ”7Affiliate
Cost Adjustment.”/ This adjustment would
flow through to Edison’s ratepayers the
profits Edison’sfQF affiliates earn above
Edison’s authorjfzed return or, as an
alternative, profits in excess of the
average returrn/ earned by California QFs.

If the Commigsion declines to take any of
the preceding actions, DRA asks that the
Commission direct that all future Edison
QF affiliafe transactions be limited tec
standard contracts.

purchasg electricity from affiliated QFs,
the Comhission should increase reporting
about guch dealings. DRA suggests that

Edisoy’s current ECAC reasonableness -
reviei include information, among othex

To themE:tent that Edison is permitted to
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discovered related to the KRCC contract nor would they prevent
similar contractual arrangements in the future.

Except for its request for the Commission teo prohibit
Edison from entering new QF contracts with affiliates, DRA asks
that any Commission response to its other recommendations awaj
conclusion of hearings in Edison’s current ECAC reasonablengSs
review. DRA believes that presentation of its evidence
demenstrating Edison’s affiliate abuse in this proceedi
most expedient way to provide support for reconsideratfon of the
holding company decision. To this end, DRA asks thay/ A.87=05=007
and A.88-02-016 be conseolidated.

. DRA believes, however, that the Commiss

immediately to prohibit Edison from entering inyo new affiliate QF
contracts. Accoxding to DRA, this action is réquired given
Edison’s abuse of its holding company status/and the potential for
further abuses. DRA acknowledges that safgtjuards were adopted by
the Commission in D.88-01-063 and OIR 2 £4Or the purpose of ensuring
the propriety of Edison’s relations witi its affiliates. It is
DRA’s position, however, that its evigénce of abuse demonstrates
that Edison’s ratepayers have not begn protected by these orders
and that a reexamination of D.88-0¥=063 is therefore required.

On January 3, 1988, Ediéon and the Cogenerators of
Southern California (CSC) respopided to DRA’s motion and petition.
Although the CSC filed its response in both A.87-05-007 and this
proceeding, Edison initially/filed a response only in A.87-05-007.
On January 11, 1989, the e response was filed by Edison in
A.88-02-016. Both partief ask the Commission to deny DRA’s
requested relief. -

1 OIR 2 was Commission’s generic proceeding establishing
guidelines for standard offer and nonstandard offer contracts -
between utilities and QFs. This effort has been continued in'
A.82=04-044, e¥¥ al. . e T

-~
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utility acquire any needed deferrable resource additions from
QFs through a bidding process. Utilities were also permitted t
accept bids from their QF affiliates. (See, D.86-07-004,
D.87=05-060; D.88-01=063, at p. 34.)

In D.88«01-063, we acknowledged, however, that/certain
unique issues might arise with respect to the operatignal
relationship between an Edison-affiliate QF selected/gz the bidding
process and Edison. We chose in D.88-01-063, howetXer, ”not to
specify broad rules for those relationships at tﬁ&s time.”
(D.88=-01-063, at p. 35.) Instead, we found as/ follows:

#In keeping with all relevant Commission
decisions, we will expect Edison Ao minimize
the cost of service for its regulated
operations and to deal fairly ahd evenhandedly
with all QFs; we wi . i

v W,
presented. The other conditions we impose
should preserve the information relevant to
such an investigation as Wwell as our staff’s
ability to examine such Anformation.”
(D.88-01-063, at p. 35y emphasis added.)

process. Specifically, this process requires that an electric o//////ﬂ

DRA, in its motion iy this proceeding and its petition
for modification of D.88-01-063, claims that it has now uncovered’
evidence of such self-deali by Edison. Further, DRA has
indicated that it intends ﬁggintroduce this evidence in the
reasonableness review in #£his ECAC proceeding.

Although DRA may eventually prove instances of self-
dealing by Edison in this ECAC, its current statements are merely
allegations which hathQet to be subject to the hearing process.
We believe that, under these circumstances, any change in the
conditions adopted/kn D.88-01-063 or our approval of Edison’s
holding company véuld be premature at this time.

In s regard, we note that the record developed in
A.87-05-007 clearly substantiated ouxr approval of Edison’s
reorganizatida and the conditions of that abproval;« As
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acknowledged by DRA, the “evidence” which it claims requires a
modification of D.88-01-063 was not presented during our
consideration of Edison’s holding company proposal.

We therefore find no reason at the present time to modi
D.88=01-063 nor to reopen hearings in that proceeding. This
conclusion is reinforced by the fact that, as DRA has even tioted, a
forum presently exists for the presentation of this evidénce~- |
Edison’s current ECAC reasonableness review. While we indicated a
willingness in D.88-01-063 to examine evidence of
Edison in its dealings with all QFs, the forum tg/¢consider such
evidence was not limited te the holding comp pplication.
also believe that this pending ECAC application currently provides
the most expeditious and reasonable forum for hearing this
evidence. '

In this regard, we note that An ALY ruling was issued in
this proceeding on January 19, 1988, Astablishing a hearing
schedule for Edison’s 1988 ECAC xeaéonableness rxeview. That

schedule calls for this review tg/take place in twe phases, as
requested by Edison. In the firXst phase, we will be examining all
issues raised in DRA’s Evaluatiion Report Reasonableness Review for
the 1987 Record Period and Phe reasonableness of Edison’s execution
and adnministration of the CC contract. DRA’s report addresses
all issues to be raised An this proceeding othexr than those related
to Edison’s standard ayid nenstandaxrd QF contracts. In the second
phase, the Commissior will consider issues related to the remaining
nonstandard QF contracts and Edison’s administration of standard QF
contracts during the 1985, 1986, and 1987 record periods. Hearings
in Phase I commezice on February 21, 1989.

This /schedule is well-suited to our consideration of
DRA’s asserted evidence of Edison’s self-dealing. We disagree with
CSC’s suggestion that some additional phase of the ECAC proceeding
should be ebtablished to examine claims of “self-dealing.” By
including /the KRCC contract in the first phase of the_. '
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reasonableness review, the Commission can quickly. consider the
validity of DRA’s primary claims and determine their impact, if
any, on other nonstandard agreements. We do not see how any pax
will be significantly disadvantaged by this approach. Furthey
Edison’s ratepayers will be better served by a process desighed to
promptly address these issues.

By including DRA’s proposed evidence of self-
the current ECAC proceeding, the Commission will als
advantage of hearing all testimony relevant to Edisén’s
negotiations and execution of its QF contracts. JMpon the issuance
of our decisions in the reasonableness phase of/this ECAC, DRA may
then decide, based on our ultimate findings,
appropriate to renew its request for modifications of D.88-01-063.

In response to Edison and CSC, we concur with DRA that it
is irrelevant whether Edison’s negotiatiOn and execution of the
KRCC contract predated our issuance of/ D.88-01-063. The Commission
does not intend to ignore evidence w’&ch, if adduced during
hearing, would have or should hav$/€:§acted the conditions for our
approving the holding company s%yucture. We would not be
fulfilling our duty to protect the utility’s ratepayers if we did
not ensure that the safegquards’ we imposed did in fact address
potential abuses by the utility. It is significant to note DRA’s
continued claim that the current conditions and safequards adopted
in OIR 2 and A.87-05-007 d;d not address nor would they prevent the
type of abuses DRA clafys arese during Edison’s negotiation and
execution of the KRCC/;ontract.

We therefore conclude that no modification of D.88-01-063
is appropriate at is time and that the reasonableness review in
this ECAC is an appropriate forum for consideration of DRA’s
asserted evidence/of Edison’s self-dealing. To this end, we will.
issue a deczslon/;n A.87=05-007 denyan as premature DRA!s petitzon
for modzf;cati?n of D.88~-01-063. *

/

//

¥
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Consistent with our previous findings, we deny/as
premature DRA’S motion to consolidate this proceeding Aith
A.87-05=-007 and all other relief requested in that pbdtion. The
evidence summarized by DRA in that motion, howeveyr/ can and will be
considered in upconing hearings in the reasonablg#ness review in
this proceeding. The scope of this review sh include a
consideration of all facets of Edison’s negotfation, execution, and
administration of its nonstandard contract. Close scrutiny will
particularly be applied to those agreemenys invelving Edison and
its QF affiliates.

DRA’s March 23, 1988, motion/to compel production of the
information listed in that document is granted. Edison shall
produce all of the information rquﬁgted by DRA to the extent that
it is within the utility’s power and control.

We also encourage CSC ¥o seize the opportuhity presented
by this reasonableness review to clarify for the Commission the’
compesition of its memberships/ CSC is quick to point out our

nisunderstanding of this or%gnization. We find, however, that this
misunderstanding, if one exwists, can only be effectively corrected
by CSC. Based on our precgeding findings, C€SC’s motion in this
proceeding to limit discovery in this proceeding and establish the
scope of this proceeding as defined by CSC is denied.

Pindi r Fact

1. On Decembex 5, 1988, DRA filed a petition in A.87-05=007
which, among othexr 4 ings, sought to modify D.88-01-063 in
which the Commission granted Edison authority to establish a
holding company;/7°

2. The xélief requested by DRA in its petition was largely
based on evidence which DRA intends to present during the ECAC
, reasonablenest review in this proceeding and included a recuest to
consolidate A.87-05-007 with this application.

3. ensurxe proper consideration of all of the allegations
included #nd relief requested by DRA in its December S petition,
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4. The scope of the Commission’s reasonableness revi
this proceeding should include a consideration of all fa
Edison’s‘negotiation, execution, and administration of Ats
nonstandard contracts.

5. In the pending reasonableness review, clgée scrutiny
should be applied to those nonstandard agreements/entered between
Edison and its QF affiliates. |

6. DRA‘s March 23, 1988, motion to compel production of the
information listed in that document should" granted.

7. Edison should be directed to produce all of the
information requested by DRA in its Marcl 23 motion to the extent
that it is within the utility’s power and control.

8. CSC’s motion in this prcceedZ:g to linmit discovery and
establish the scope of this proceedifg as defined by CSC should be
denied.

5. Because of the commencepment of hearings on February 21,
1989, in the reasonableness revié: in this proceeding, this order
should be made effective the date of issuance.

QRDER

IT IS ORDERED t:

1. The motion for consolidation of this proceeding and
A.87=05=007 and for other specified relief filed by the Division of
Ratepayer Advocates/(DRA) on December 27, 1988, in this proceeding
is denied withoué/prejudice. The same document filed by DRA on
December 5, 1988,/ in A.87-05-007, but entitled ”“Petition for
Medification og/b.88-01-063,” should be denied without prejudice as
by an order to'be issued in A.87-05-007.

2. D%??s motion to compel production of certain information
filed on March 23, 1988, in this proceeding is granted. Southern
California/Edison Company (Edison) is directed to produce all off,"

/
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