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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNiA~~ 
In the. Matter of the Application of ) 
the Southern california Edison ) 
Company (U 338-E) tor: (1) Authority) 
to Increase Its Energy Cost ) 
Adjustment Billing Factors, Increase ) 
Its Annual Energy Rate, and Increase ) 
Its Electric Revenue Adjustment ) 
Billing Factor Effective June 1, ) 
1988; (2) Authority to Implement ) 
Modifications to its Energy Cost ) 
Adjustment Clause as More ) 
Specifically set Forth in this ) 
Application: (3) Authority to Revise ) 
the Incremental Energy Rate, the ) 
Energy Reliability Index, and ) 
Avoided Cost Pricing: (4) Review ) 
of the Reasonableness of Edison's ) 
operations DUring the Period from ) 
December 1, 1986, through ) 
November 30, 1987: and (S) Review ) 
of the Reasonableness of Edison ) 
Payments to Qualifying Facilities ) 
Under Nonstandard Contracts During ) 
the Period from December 1, 1984, ) 
through November lO, 1987. ) 

-------------------------------) 
OP;INXO.Jf 

Background 

Application 88-02-016 
(Filed Fepruary 11, 1988)· 

In this deCision, the Commission reviews filings which 
have Peen made in both this application and Application CA.) 
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.) 88-01-06l. 

The instant application, A.88-02-0~6, is Edison's 1988 

Energy Cost Adjustment Clause (ECAC) proceeding. The ECAC. is·. 
divided into two phases, a forecast phase and areasonabl:eness, 
review phase. O.88-09-0l1,. issued on' september 14·;'~~88:~:'m::t:he.·· 

;,,' ,.,.' '.~ ,'~:: '. ", ,-, 

,,',',:, .. 

- 1 -



• 

• 

• 

A.SS-02-016 ALJ/SSM/jt 

forecast phase, addressed Edison's revenue requirement, qualifyinq 
facility (QF) payments, and revenue allocat~on. currently pendinq 
is the Commission's review of the reasonableness of Edison's 
operations for the 1987 reasonableness review period and the 
reasonableness of its nonstandard contracts with QFs for a three­
year period beqinninq Oece~er 1, 19S4. 

The motions to be considered in this decision directly 
relate to the Commission's reasonableness review of Edison's 
nonstandard contracts with QFs. It is necessary to resolve these 
motions before hearinqs commence in this phase of Edison's ECAC. 
DRA Request to Modify D.88-01-063 and to 
~onS91~ A.37-05:Q07 with A.',-02-01§ 

On December 5, 19S8, the Division of Ratepayer Advocates 
(DRA) filed a document in A.S7-05-007 which ORA entitled ~otion of 
the Division of Ratepayer Advocates for an Order Modifying Decision 
SS-01-063, and For Other Specified. Relief. w Prior to acceptinq 
this request for filinq~ the Commission's Ooc~et Office retitled 
the filing "'Petition for Modification of O'.S8-01-063. w 

While the relief souqht by ORA in its filinq did include 
a request to modify 0.8S-01-063, the modifications requested by ORA 
were largely based on evidence which ORA intends to- present during 
the reasonableness review in this proceedinq. For this reason, ORA 
also includea a request for consolidation of A.87-05-007 with this 
application. 

On December 14, 1988, a prehearinq conference was held in 
this proceeainq to establish a scheaule for Ed.ison's ECAC 
reasonableness review. At that time, the Administrative Law Judge 
(ALJ) directed ORA to file its December 5 petition in this 
proeeeaing as well. This step was taken to ensure proper, 
consideration of allot the alleqations included .and rel!et 
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 ehanging only its 
title. The title of the filing made in this proceeding reads: 
"Oivision of Ratepayer Advocates' Motion in ECAC for Consolidation 
of A.S7-0S-007 with A.S8-02-016 to Consider Modifying 0.88-01-053 
and Other Specified Relief." Parties to Edison's ECAC were 
directed to respond to both the petition in A.87-05-007 and the 
motion in this proceeding by January 3, 1989. 

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

(1) The Commission should modify 0.88-0l-063 
to prohibit Edison from entering into any 
new purchase power agreements with OF 
affiliates or, ~lternatively, should 
require Edison to apply to the CommiSSion 
for permission to enter into any new 
nonstandard agreement with a QF affiliate. 

(2) The Commission should direct the holding 
company to divest itself of all ownership 
in all QF/Edison ventures which sell 
electricity to Edison. 

(3) 

(4) 

If divestment is not ordered, the 
Commission should order a ratemaking 
adjustment which ORA terms an. "'Affilia~e 
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 
alternative, profits in excess of the 
average return earned by California QFs. 

If the Commission declines to take any of 
the preceding actions, ORA asks that the 
COmmission direct that all future Edison 
QF affiliate transactions be limited to 
standard contracts. 

(S) To the extent that Edison is permitted -=:0 
purchase electricity from affiliated QFs, 
the Commission should increase reporting 
about such dealings. ORA sugges.ts., that 
Edison's current ECAC reasonableness.·, 

j :review inclu.de info:r:mation, among' other, 
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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. 

ORA states that its requested reliet is based on evidence 
which it has uncovered in its reasonableness investigation 
conducted in this proceeding. That evidence, according to ORA, 
demonstrates that *Edison's dealings with its OF affiliates have 
a):jused its ratepayers and unaffiliated QFs.* (ORA 12/27 Motion, at 
p. 2.) Specifically, ORA claims that its investigation reveals 
(1) that Edison and its QF affiliates do not tunction, as truly 
separate corporations, (2) that Edison's negotiations with its QF 
subsidiaries conflict with its ratepayers interests and with tair 
competition among QFs, and (3) that Edison's ratepayers have 
overpaid large sums of money to Edison's QF affiliates. 

The evidence relied upon by ORA to support these 
conclusions is recited in d.etail in its motion. MUch of this 
evidence relates to a large power purchase contract between Edison 
and a OF 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 Company (GEC). 

ORA notes that the KRCC contract was negotiated prior to 
the issuance ot O.S8-01-063~ DRA asserts, however, that this fact 
does not diminish the need for further Commission action 
restraining Edison from entering new contracts with OF affiliates. 
In this regard, ORA argues that the safeguards against utility 
self-dealing adopted in O.S8-01-06l and Order Instituting 
Rulemaking (OIR) Z would not have prevented the abuses whiCh it 
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discovered related to the KRCC contract nor would they prevent 
similar contractual arrangements in the future. 1 

Except for its request for the Commission to prohibit 
Edison from entering new OF contracts with affiliates, ORA asks 
that any Commission response to its other recommendations await the 
conclusion of hearings in Edison's current ECAC reasonableness 
review. ORA belie ... "es 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.87-0S-007 
and A.S8-02-0l6, be consolidated. 

ORA believes, however, that the Commission should act 
immediately to prohibit Edison from entering into new affiliate OF 
contracts. According to ORA, this action is required given 
Edison's abuse of its holding company status and the potential for 
further abuses. ORA acknowledges that safeguards were adopted by 
the Commission in D.88-01-063 and OIR 2 for the purpose of ensuring 
the propriety of Edison's relations with its affiliates. It is 
ORA's position, however, that its evidence of. abuse demonstrate~ 
that Edison's ratepayers have not been protected by these orders 
and that a reexamination of 0.88-01-063 is the:refore required. 

On January 3, 1989, Edison and the Cogenerators of 
Southern California (esC) responded to ORA's motion and petition. 
Although the esc filed its response in both A.S7-05-007 and this 
proceeding, Edison initially ·filed a response only. in A.87-0S·-007. 
On January 11, 1989, the same response was filed by ,Edison in 
A.S8-02-0l6. Both parties ask the Commission to deny ORA's 
requested :relief. 

1 OIR 2 was the Commission's generic proceeding establishing 
gu.1d.el.1nes for standud offer and nonstandardQ£fer'contr.acts. 
between utilities .and QFs... Th..i.s. effort has. been, continued iin ' . 
A.82-04-044, et al." . . 

'i 
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In its response, Edison focuses on ORA's request to 
modify 0.88-01-063. Edison objects to the changes in this order 
proposed by ORA on the following grounds: 

(1) The safeguards against public utility 
self-dealing which the Commission has 
adopted in OIR 2 and 0.88-01-063 are 
sufficient to protect the ratepayers' 
interests and should not be rescinded. 

(2) ORA 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 KRCC contract 
executed prior to the issuance of 
D.88-01-063. 

(3) The alternative relief requested by ORA 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 
thinc;s I that both federal law and 
Comm~ssion decision permit an electric 
utility to hold up to a sot interest in a 
OF facility. 

In contrast to Edison's concern with ORA's proposed 
modifications of D.88-01-063, esc primarily objects to ORA's 
request to consolidate the holding company proceeding with the 
present application. esc states that granting ORA's requested 
consolidation would (1) significantly complicate and confuse the 
proper focus of the present ECAC reasonableness 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. 

'rhe foundation for these objections is CsC's, position 
that the reasonableness- review of QF nonstandard eontractSinECA.C 
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is li~ited to whether the payment stre~ included in nonstandard 
contract is less than or comparable to the expected avoided ¢osts 
of the applicable standard offer. esc states that this standard 
was developed in O.82-01-10~ in OXR 2 and was designed to maintain 
ratepayer indifference to the type of contract entered between the 
QF and the utility. 

Usin9' this standard, esc argues that the existence of any 
'self-dealingW DY the utility is irrelevant to the reasonableness 
review of a nonstandard contract when that contract includes risks 
and costs no qreater than that of the applicable standard offer. 
CSC therefore proposes that any issue of 'self-dealingWby Edison 
should De 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, ORA replied to Edison's and esc's 
responses to its motion. Xn responding to Edison's objections, ORA 
reiterates that no order issued in either OXR Z or A.87-0S-007 
provides safeguards which would have prevented Edison from entering 
the KRCC contract or would prevent similar contracts in the future. 
ORA states that the OXR 2 and holding company orders provide only 
general guidelines for a utility's electricity purchases from QFs 
subject to the utility's 'interpretation. w 

In response to esc, ORA states that the consolidation of 
A.S7-0S-007 and A.88-02-016 will save time and money and will not 
prejudice other parties. ORA 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. ORA in its motion and petition. 
ORA argues that consideration of this evidence in two separate 
proceedings would therefore be a waste of time. 

In contrast to esc, ORA also :believes that its evidence 
of Edison's relations with its QF affiliates.' is ,completely relevant 
to a reasonableness review. According to ORA~ much of its. 
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4It testimony demonstrates how Edison's ratepayers pay more under the 
KRCC contract and bear greater risks than under a standardQF 
contract. In ORA's view, wself-dealingW is a relevant issue to 
this inquiry as it is presumed harmful to ratepayers, even in the 
absence of specific d~ges, and demonstrating its existence is 
necessary to a full understanding of the KRCC contract. 

• 

• 

Related. Discovexy and Issue LilIli tat ion 
MOtions filed in A.8§-02-01§ 

ORA'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 ORA and a 
motion filed by esc seeking to establish the scope of this 
proceeding. 

With respect to ORA's discovery motion, this request was 
filed by ORA in this proceeding on March 23, 198'8. By 1:hismotion, 
ORA seeks to compel production of certain intormation Win the 
possession and contr~l of Southern california Edison Company, 
Mission Energy Company, Southern Sierra Ener9Y Company, Kern River 
Cogeneration Company, various other subsidiaries of Edison, Getty 
Energy Company, and the C09'enerators of Southern calitornia .. w (ORA. 
3/23/88 Motion, at p. 2.) ORA 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 ORA. includes the KRCC 
financial statements, ~cc partnership records, anc1 the names of 
each chief officer of ~ac:h company meDiber of the esC .... In. support 
of its request, ORA asserts that its. review- of. the reasonabl'eness 
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of Edison's purchase power agreements requires Wa clear 
unde~standing of the corporate relationships between Edison and its 
various subsidiaries and affiliates, both organizational and 
operational, at the time these nonstandard agreements were 
negotiated." (ORA Motion, at p. 1.) ORA references the many 
statutory provisions giving the Commission broad discovery powers 
in its regulation of utilities. 

With respect to this information, ORA notes that, at 
DRA's request, esc had disclosed the names of esc 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 
documents. 

According to ORA, 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 esC. This filing is reviewed below. 

In its motion, ORA explains that it is also its 
understanding that GEC had asserted that the sole relevant issue in 
this ECAC proceeding is Ir, a determination of whether paYDents to 
KRCC under its Parallel Generation Agreement with SCE are above 
those which it would receive under a standard otfer.'1r (ORA 
3/23/88 Motion, at p. lO.) DRA believes that this view, shared by 
KRCC, is far Irtoo narrow and short-sighted. 1r (~.) 

Citing the original order establishing guide~ines for QF 
purchase power agreements (D.82-01-103), ORA asserts that' the ' 
quiding principle tor nonstandard contracts is. that the contract 
terms, taking into account the assoeiated'risks,. 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 ORA, must ascertain whether such risks 
were reasonable or fair~ ORA asserts that in order to understand 
the full extent of such risks, the Commission lDust understand the 
context in which the proj ect was unclertaken. 

ORA notes that in O~82-0l-l03, the Commission stressed 
that the burden is on the utility to clelDonstrate why the 
nonstandard offer is in the ratepayer's interest~ FUrther, ORA 
states that the Commission has also indicated its intent to provicle 
greater scrutiny of utility operations related to utility ownership 
of QFs. Accorcling to ORA, this approach was taken to protect the 
interests of both ratepayers and QFs who might be disadvantaged 
competitively by such partial utility ownership. (O.82-01-l03~ at 
p. 12.) ORA therefore states that the reasonableness review of 
nonstanclard agreements, particularly those involving Edison's 
subsidiaries, is not limited to the face of these contracts, but 
lDust necessarily consicler the overall costs, risk, and obligations 
of those transactions. 

On March 31, 1988, esc filed a motion to limit discovery 
and to establish the scope of this proceecling. In this motion, esc 
asks the Commission to deny ORA's discovery requests related to esc 
members. Additionally, esc asks the Commission to define the 
NSCOpe of (thisJ proceecling as a determination of whether Edison's 
payments to nonstanclarcl contracts were reasonable in light of the 
payments it would have macle under the stal~dard offer contracts or 
projected avoided costs as available at the time of execution~n 
(CSC Motion, at pp. 21-22.) esc is also concerned that the 
Commission understand that three of the projects under 
consideration in this proceeding are NnonsubsidiariesN of Edison. 

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

In its response, Edison states that based on GEC's 
objections, it has refrained from producing the material requested 
by ORA. 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, ORA replied to the responses of esc 
and Ed~son 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 material. 
Additionally, ORA in its reply again rejects any attempt 

to narrowly define the scope of the reasonableness inquiry related 
to nonstandard contracts. Specifically, ORA asserts that N[wJhile 
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. N (ORA Reply, at p. 8.) Citing 
0.83-10-093 in OIR 2, ORA states that N(tJhe terms of a negotiated 
contract which alter the risks to the ratepayer are no less 
important than the pricing provisions. N (1£., at pp. 8-9.) 

On April 21, Edison responded to esc's motion to limit 
discovery and establish the scope of proceeding and to ORA's 
response. In this filing, Edison states that it supports a 
Commission ruling defining the scope of reasonableness review of 
nonstandard QF contracts. Citing D.82-01-10~, it is Edison's 
position that the Commission has established Navoided costN as the 
reasonable basis for payment by a-utility in purehasinq'powerfrom 
QFs. Edison asserts that this standard·' of reasonableness. is also 
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applicable to the evaluation of nonstandard contracts and that, 
once having ~et that standard, Edison is entitled t~ recover 
through rates payments ~ade under such agreements. 

Edison also notes that both Commission decisions and 
federal legislation have permitted utilities t~ own up to sot of a 
QF project and to receive payments at full avoided cost for that 
project. With respect to both its affiliate QF and nonaffiliate OF 
agreements, Edison states that it has already provided ORA with 
"overwhelming proof" that all of its QF contracts were prudently 
executed and administered. 

On April 22, 1988, esc replied to the responses of ORA 
and Edison. For the first time in any of these filings, esc is 
joined ~y GEC. In its reply, esc again argues that the information 
sought by ORA is "far outside the scope of this proceeding and 
border (s J on harassment." (esc Rep:Ly., a't p. 4.) esc also· 
expresses concern regarding confusion on the issue of esc's 
membership as opposed to those companies included as Edison's 
subsidiaries. esc claims that listings by the Commission and ORA 
of these members and subsidiaries may not be accurate. With 
respect to ORA's reference to O.83-10-09l, esc 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." C~., at p. 4, emphasis original.) 

In an ALJ ruling of November 17, 1988, the parties were 
directed to meet and confer regarding ORA's March 23 discovery 
request. According to a letter dated December 22, 1985, from the 
attorney for ORA, this meeting took place on December Z, 1988. On 
December 13, 1988, ORA reeeived a letter from certain of the 
parties offerinq a eonditional response to ORA's reqaest. DRA's 
attorney indicates that this otter is. unaceeptableto ORA on· the . , .. , 

ground that the terms of the offer would .unreasonably lilnit the'. 
, , ',', 
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scope of discovery. ORA's attorney concludes the letter by asking 
that its March 2~, 1988, motion to compel production be qranted. 
J)j.~ZZion 

In 0.88-01-063 in A.87-0S-007, the Commission approved 
Edison's proposed plan to reorganize and create a holding company 
strueture. Our approval, however, was eonditioned on Edison 
following certain guidelines in the operation of its holding 
eompany_ These conditions for approval were largely the result of 
compromises and accords reached between DRA and Edison. 

The primary purpose of these conditions was 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.* (0.88-0l-063, at pp_ 21-22.) To this end, 
these conditions were designed (1) to ensure that all costs 
incurred by Edison resulting from its affiliates' activities were 
recovered from the affiliates, (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 co=mission currently has 
over Edison's activities, and (5) to ensure the financial health of 
the utility'S operations. 

In A.87-05-007, ORA had expressed concern regarding the 
potential for self-dealinq between the utility and its QF 
affiliates to the detriment of the utility'S ratepayers. ORA had 
therefore recommended that a condition be imposed on the 
reorganization which would have prohibited Edison from entering 
into any new contracts ror power with QF a:ffiliates in Edison's 
service territory. 

We :r:ejeeted this recommendation finding: .. that, we had 
addressed this matter in om 2 through> the adoption ota.;: QF -bid.dinq 
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'. 
process. Specifically, this process requires th~t an electric 

" .. 
utility a~quire any needed deferrable resource additio~s from QFs 
through a bidding proeess. Utilities were also permitted to accept 
bids from their QF affiliates. (See, 0.86-07-00~, 0.87-05-060; 
0.88-01-063, at p. 34.) 

In 0.88-01-063, we acknowledged, however, that ce~ain 
unique issues might arise with respect to t~e operational. 
relationship between an Edison-affiliate QF'selected in the bidding 
process and Edison. We chose in 0.88-01-053, howevor, "not to 
specify broad rules for those relationships at this time." 
(0.88-01-063, 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 
with all QFs; we will be Prepaxed to ~ 
.,ny ev.i.d¢.nce to thQ contJ:oAY..li. g;nsl,.whc;,nJt M 
2~ese~teg. The other conditions we impose 
should preserve the information relevant to 
such an investigation as well as our staff's 
ability to examine such information. I. 
(0.88-0l-063, at p. 35; emphasis added.) 

ORA, 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, ORA has 
indicated that it intends tc introduco this evidence .in the 
reasonableness review in this ECAC proceeding. 

Although ORA may eventually prove instances of self­
dealing by Edison in this ECAC, its current statements are merely 
allegations which have yet to be subject to the hearing process~ 
We believe that, under these circumstances, any change in the 

, conditions adopted in 0.88-01-063 or our approval of Edison's 
holding company would be premature and inappropriate at this time. 

In thi.s reg¢xd., we note th4t the record developed in 

A.87-05-007 clearly substantiated our approval of Edison"s " 
reorganization and the conditions of that'approval. As, 

, I' - ",: 
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acknowledged by ORA, the ~evidence~ which it claims requires a 
modification of 0.88-01-063 was not presented during our 
consideration of Edison's holding company proposal. 

We therefore find no reason at the present time to modify 
0.88-01-063 nor to reopen hearings in that proceeding. This 
conclusion is reinforced by the fact that, as ORA has even noted, a 
forum presently exists for the presentation of this evidence-­
Edison's current ECAC reasonableness review. While we indicated a 
willingness in 0.88-01-063 to examine evidence of unfairness by 
Bdison 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 r~asonable forum for hearing this 
evidence. 

In this regard, we note that an ALJ ruling was issued in 
this proceeding on January 19, 1989, establishing a hearing 
schedule for Edison's 1988 ECAC reasonableness 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 ORA's Evaluation Report Reasonableness Review for 
the 1987 Record Period and the reasonableness of Edison"s execution 
and administration of the KRCC contract. ORA's report addresses 
all issues to be raised in this proceeding other than those related 
to Edison's standard 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 standard OF 
contracts during the 19S5, 1986, and 1987 record periods. Hearings 
in Phase I commence on February 21, 1989. 

This schedule is well-suited to our consideration of 
ORA's asserted evidence of Edison's self-dealing. We disagree with 
esc's suggestion that some additional phase of the ECAC proceeding 
should be established to examine claims of "self-ciealin9'~",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 pa~y 
will be significantly disadvantaged by this approach. Further, 
Edison's ratepayers will be better served by a process designed to 
promptly address these issues. 

• 

By including ORA'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, ORA. 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 esc, we concur.with DRA that it 
is irrelevant whether Edison's negotiation and execution of the 
KRCC contract predated our issuance of 0.88-01-063. 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. We would not be 
fulfilling our duty to protect the utility'S ratepayers if we did 
not ensure that the safeguards we imposed did in fact address 
potential abuses by the utility. 

We therefore conclude that no modification of 0.88,-01-053 
is appropriate at this time and that the reasonableness review in 
this ECAC is an appropriate forum for consideration of ORA's 
asserted evidence of Edison's self-d.ealinq. '1'0 this end,. we will 
issue a decision in A.S7-0S-007 denying as premature ORA's petition 
for modification of 0.88-0l-063. 
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Having reached these conclusions, however, it is now 
necessary to address the arquments of Edison and esc which would 
essentially limit the scope of the ECAC reasonableness review in a 
manner which would effectively exclude DRA's wevidence. w 

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

Both Edison and esc 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 
compar~ble price streams between the nonstandard agreement and the 
applicable standard offer. 

We are surprised at Edison's and esc's assertions 
especially given that both parties represent long-time participants 
in the development of our rules qoverning QF power purchase 
aqreements. As these parties must De 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 ag'X'eem.ents 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 ex~ned 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 neqotiation, 
terms, and execution of nonstandard contracts, Dut also utility 
ownership of QFs. Those decisions make clear that, while price 
might be the most significant issue in a review ot a nonstandard 
aqreement with a nonaffiliated QF, the introcluc:tion of: the utility 
as a partner to the aqreement necessarily raises other. se~arateand.· 
distinct issues which the Commission has committed·. itself'to 

, ~, , 

- 17 -



• 

• 

• 

A.88-02-016 ALJ/SSH/jt 

examine in each instance. These issues include (1) the impact ot 
utility ownership of the QF on competition and the regulated 
aspects of its operation, inclu~ing the impact on its ratepayers, 
(2) the terms of the agX'eement as compared to the applica:ble 
standard offer, and (3) its approach in negotiations with 
affiliated QFs and nonaffiliated QFs. 

Consideration of these issues has stemmed trom our long­
time concern related to the impaet of utility ownership of QFs. 
Edison and CSC are correct in noting that utility ownership, of QFs, 
up to a sot equity interest, has been established under both 
federal law and our decisions. (D.82-01-103, at p~ 11.) 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 ~eep 
avoided costs high and to take steps "toward utility 
diversification into unregulated activities." (~.) 

On this latter point, we have expressed reservations that 
such diversification into unregulated 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: 
"(SJuch involvement will re~ire greater 
scrutiny ot utility operat1ons on our part •••• 
Any utility may come forward with ~roposal tor 
partial ownership of a QF and we w1ll review 
these matters on a case-l:>y-ease basis, with the 
intent of protecting the interest ot both 
ratepayers and any QFs who might be. . 
disadvantaged com.petitively.'" (D.82-01-103', at 
p. 12.) .. 
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• With respect to contract terms, we have determined that 

• 

• 

the objeet of nonstandard negotiations is to produce a contract 
which was the 'economic equivalent of the standard offer.' 
(0.82-01-103, 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 '(tJhe quiding 
principle for nonstandard contracts upon which applications (for 
advance approvalj 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 otfer.' (0.82-01-103, at 
p. 103.) Any application for approval of a nonstandard offer, 
however, is required 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 ratepayers_ The 
application is also required to demonstrate why ratepayers should 
either ~e 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 demonstrate why the nonstandard otfer 
is in the ratepayers' interest.' (1£.) 

In 0.82-01-103, 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 OF partners. In this 
regard, we have concluded that '(t]he"best evidence of good faith 
is a collection of written documentation compiled along the way.' 
(0.82-01-103, 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.' (1£.) Obviously, a measure of a utility'S 'qood 
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faithW negotiations with QFs would also be whether the utility has 
engaged in favoritism between QFs or wself-dealingW to ensure or 
improve its own QF-related interests. 

These principles relating to the negotiation and 
execution o! contracts by utility a~!iliates have been amplified in 
subsequent OIR 2 decisions. In D.83-10-09~, we rejected a utility 
request for authority to alter nonprice provisions of the standard 
offer without jeopardizing the status ot that ofter. Specifically, 
we concluded that W(c)hanges in nonprice terms can have very real 
economic effects on ratepayer$ and the parties to the contract. w 
(D.83-10-093, at p. 78.) We further stated that the weconomic 
balance represented by the standard offer should be maintained in 
negotiated contracts" and that this weconomic balance is not 
limited to the exchange of dollars between the parties. w (1£.) 

In a subsequent order addressing a utility'S unilateral 
addition of a provision to the standard otfer, we found that the 
provision, though a nonprice term, impacted QF development Wt~ the 
same degree as our establishment of capacity prices.w 

(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 Wa 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 li~ility .. " (lSi., at p. 37.) 

In D.83-10-093 and D.84-08-031, we al$o, reiterated the 
utility'S obligation to negotiate in goOd taith. 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 o~ individual applieation~!or approval of 
nonstandard contracts and changes to, existing" stand.ard otter 

I " •• ', 

agreements also refleets that our inquiry" into the reasonableness" 
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~ of those agreements has reached far ~eyond comparing the price 
terms of those nonstandard agreements with those of the applicable 
standard offers. Specifically, we have examined and considered the 
negotiations leac1ing 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 system; the operating 
~lexibility a~~orded the utility by the QF (i.e, dispatcbability or 
curtailment); and the manner of payment. (See, e.g .. , Decisions 
82-04-087, 82-01-021, 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 questionable 
viability. (0 .. 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: 

WUtilities are held to a standard of 
reasonableness based upon the facts that are 
known or should be known at the time.. While 
this reasonableness standard can be clarified 
through the adoption of guidelines, the 
utilities should be aware that guidelines are 
only advisory in nature and do not relieve the 
utility of its ~urden to show that its actions 
were reasonable in light of circumstances 
existent at the time. Whatever guidelines are 
in place, the utility always will be' required 
to demonstrate. that its actions are reasonable 
through clear and conVincing evidence ... A" , 

(0.88-03-03&, at p. 5.) 
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All of these orders lead to the obvious conclusion that 
our examination of nonstandard contracts in an ECAC reasonableness 
review is in no way ltmited to the issue of price as urged by 
Edison and esc. For transactions ~etween a utility and an 
affiliated QF in particular, we are obligated to review the 
negotiations, all contract terms, and the ownership relation 
b~tween 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 between the utility and the QFs with who~ it has 
entered nonstandard agreements. The evidence of self-dealing which 
DRA seeks to introduce in this proceeding is also clearly 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 0.88-01-063 and all of the decisions issued in OIR 2 and related 
power purchase applications that the utility would not use its 
nonregulated activities to hinder our legitimate inquiry into its 
regulated activities. 

We further reiterate for Edison, as we did in D.88-03-03& 
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 0.88-01-0&3, 
we concluded.: 

*We remind TORN and emphasize to Edison in 
particular that it is the utility'S burden to 
prove its contentions in any proceeding before 
the Commission. To fail to proauce 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." (0.88-01-063, at p. 29.) 
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Consistent wi~h our previous findings, we deny as 
premature and inappropriate ORA's motion ~o consolidate this 
proceeding with A.S7-0S-007 and all other relief requested in that 
motion. The evidence summarized by ORA in that motion, however, 
can and will be considered 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 nonstandard 
contracts. Close scrutiny will particularly be applied to· those 
agreements involving Edison and its QF affiliates. 

ORA's March 23, 19S8, motion to compel production of the 
information listed in that document is granted. Edison shall 
produce all of the information requested by ORA 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 clarify for the COmmission the 
composition of its membership. CSC is quick to po·int out ou:: 
misunderstanding of this organization. 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 December 5, 1985, ORA filed a petition in A.S7-0S-007 
which, among other things, sought to modify 0 .. S8-0l-0&3, in whieh 
the Commission granted Edison authority to establish a holding 
company. 

2. The relief requested by ORA in its petition was largely 
based on evid.ence which ORA intends to present during the ECAC .. 
reasonableness review in this proceeding and included a request to 
consolidate A.S7-05-007 with this application~ 

3. To ensure proper consideration of all of the 'allegations 
included and relief requested by ORA in its Oecember.5petition, 
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ORA was properly directed by the assigned ALJ to file its petition 
in this proceeding as well. 

4. On December 27, 1988, ORA tiled a document in this 
proceeding identical to its Oecember S petition changing only its 
title to a motion for consolidation and other specitied relief. 

s. In related matters in this proceeding, DRA has filed a 
motion to compel production ot certain intormation and esc has 
filed a motion to limit discovery and establish the scope of 
Edison's pending reasonableness review. 

6. The motions and petition tiled by DRA in this.proceeding 
and A.87-0S-007 and esc's motion in this proceeding directlytmpact 
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 Oecember S petition in A.87-0S-007 and its 
December 27 motion in this proceeding, ORA claims that it has 
uncovered evidence in its reasonableness investigation of selt­
dealing by Edison in its negotiation and execution of no~~tandard 
contracts with affiliated QFs, in particular the Kern River 
cogeneration Company (KRCC). 

9. Based on its evidence, ORA seeks to modify 0.88-0l-063 t~ 
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 0.88-01-063 in A.87-0S-007, the commission conditioned 
its approval of Edison's holding company structure on Edison 
following certain guidelines and safeguards in the operationo~ its 
holdinq company. 

11. The primary purpose of the conditionS adopted in 
D.88.-01-063 was to ensure that Edison's holding company'structure 
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4It 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." (0.SS-01-063, at p. 21-22.) 

• 

• 

12. In A.87-05-007, we rejected ORA'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 
process. 

13. In D.88-01-063, we indieated our expectation that Edison 
m1n1m1ze the cost of service for its regulated operations and deal 
fairly and evenhandedly with all QFs and that we would be "prepared 
to examine any evidence to the contrary it and when it is 
presented." (0.SS-01-063, at p. 35.) 

14. Although ORA may eventually prove instances of self­
dealing by Edison in this ECAC, its current statements in its 
~otion and petition are merely allegations which have yet to be 

subject to the hearing process • 
15. The record developed in A.S7-05-007 clearly substantiated 

the commission's approval in 0.SS-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 findinqs, any change in the 
conditions adopted in O.SS-Ol-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 order in A.S7-0S-007 
denying DRA's petition tor modit:ic:ation of 0.8'8-01-063 as 
premature. 

18. A forum presently exists tor the presentation by ORA of 
its evidence of self-dealing referenced in its motion and 
petition--Edison's current ECAC reasonableness review~ 
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4It 19. Although the Commission in 0.88-01-063 indicated a 

• 
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willingness 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. 

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

21. Consideration of ORA's evidence in the reasonableness 
review as eurrently struetured 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 nonaffiliated QFs. 

22. Upon the issuance of our decisions in the reasonableness 
phase of this ECAC, ORA may then decide, based on our ultimate 
findings, whether it is appropriate to renew its request for 
modifications of 0.88-01-063 • 

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

24. The Commission does not intend to iqnore 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 0.88-01-063. 

26. No modification of 0.88-01-063 is appropriate at this 
time, but ORA's asserted evidence of Ec1ison's self-dealing .is 
appropriate tor consideration in. the pending' reaSonableness rWiew, 
in this proceeding. " .. 
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27. In order 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 esc and addressed by Edison and ORA. 

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

29. Contrary to this position, beginning with 0.82-01-103 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 ownership of QFs. 

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 commi tt'ed to 
examine in each instance and which require greater scrutiny of 
utility operations. 

33.. In dealinq with Wll:'equlated ventures by utilities, the 
Commission has recognized its duty to protect the financial .. 
inteqri ty of the regulated entity, to prevent any .subsid1zation by 
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4It the regulated entity and its ratepayers of the unregulated 
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 applicable 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* negotiation~ 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 contract 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." (0.83-10-093, at p. 78.) 

38. In decisions addressing individual applications for 
approval of nonstandard contracts and changes to existing standard 
offer aqreements, 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 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 
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societal benefits of the development of a particular project; the 
timeliness of the capacity being added to the utility's system; the 
operating flexibility afforded the utility by the QF (i.e, 
dispatchability or curtailment); and the manner of payment. 

39. Based on the preceding findings, it is clear that the 
Commission's reasonableness review in ECAC ~f nonstandard QF 
contracts is not limited to the issue of price as urged by Edison 
and esc. 

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

4l. The evidence of self-dealing which ORA seeks to introduce 
in this proeeeding is clearly within the scope of the Commission's 
reasonableness review. 

42. 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. 

43. My misunderstanding by the Commission or ORA of the 
membership composition of esc can only be corrected by esC. 
&QnelMsions of Law 

1. ORA's December 5, 1988, petition tor modification of 
0.88-01-063 filed in A.S7-05-007 and its Oecember 27, 1988, motion 
for consolidation of this proceeding and A.87-05-007 and for other 
specified relief should be denied without prejudice as premature. 

2. An order denying ORA's petition for modification of 
0.SS-01-063 should be issued in A.S7-0S-007. 

3. It is reasonable for the evidence summarized by ORA in 
its December 5 petition and December 27 motion to be presented in 
upcominq hearings in the reasonableness review to: De cocc:tucted in. 
this proeeeding_ 
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~ 4. The scope of the Commission's reasonableness review in 
I ' 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 OF affiliates. 

6. DRA's March 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 requested by ORA in its March 23 motion to the extent 
that it is within the utility'S power and control. 

S. esc's motion in this pro,ceedinq 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 order 
should be made effective the date of issuance. 

QR,DRR 

IT IS ORDERED that: 
1. The motion for consolidation of this proceeding and 

A.87-0S-007 and. for other specified relief filed by the Division of 
Ratepayer Advocates (DRA) on December 27, 1988-, in this proceeding 
is denied without prejudice. The same document filed by ORA on 
December 5, 19S5, in A.87-0S-007, but entitled "Petition for 
Modification of 0.88-01-053," should be denied without prejudice by ~ 
an order to be issued in A687-05-007 .. 

2. DRA's motion to compel production of certain information 
filed on March 23, 1985, in this proceeding' is qr~ted. SOuthern 
California Edison Company (Edison) is, directed to produce all of 
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the information requested by DRA in that motion to the extent that 
it is within Edison's power ana control. 

3. The motion to limit discovery and to establish the scope 
of this proceeding filed by the Coqenerators of Southern california 
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 
eontracts. In particular, the Commission will apply close scrutiny 
to those nonstandard agreements entered between Edison and its QF 
affiliates including consideration of any evidence o-f self-dealing 
by Edison in these transactions. 

- , 

This order is effective tOday. 
Dated. ,'AN 2:7 1989' ' , at San Francisco-, California. 

, ~ . ., 
. , ........ ' ... '".\., Y·' .. ", 
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On December 27, 1985, ORA filed a document in this 
proceeding identical to its December S petition changing 0 y its 
title. The title of the filing made in this proceeding ads: 
HOivision of Ratepayer Advocates' ~otion in ECAC for C solidation 
of A.S7-0S-007 with A.88-02-016 to Consider MOdifYinq,~.88-01-063 
and Other Specified Relief. w Parties to Edison's Eole were 
directed to respond to both the petition in A.17-O -007 and the 
motion in this proceeding by January 3, 1988. 

The relief requested by DRA in its E e motion and 
holding company petition includes the fOllowi~: 

(l) The Commission should modify 0/.88-01-063 
to prohibit Edison from ente~n9 into any 
new purchase power aqreeme~c with OF 
affiliates or, alternative , should 
'require Edison to apply to the commission 
for permission to enter i*to any new 
nonstandard agreement wi~ a OF affiliate. 

(2) The commission should A~ect the holding 
company to divest itse~·of all ownership 
in all OF/Edison ventures which sell 
eleetricity to Edisont 

(3) If divestment is not!ordered, the 
Commission should ~der a ratemaking 
adjustment Whieh~' terms an wAffiliate 
Cost Adjustment. w This adjustment would 
flow throu~h to ison's ratepayers the 
profits Ed1S0n~QF affiliates earn above 
Edison's author zed return or, as an 
alternative, p of its in excess of the 
average returnfearned by California QFs. 

(4) If the commi~ion declines to take any of 
the precedi~ actions, DRA asks that the 
commissio~ireet that all future Edison 
QF affilia e transactions be limited to 
standard ontraets. 

(5) To the~t that Edison is permitted to 
purchas electricity from aftiliatedQFs, 
the Co 'ssion should increase reporting 
about uch dealings. DRA suggests that . 
Ediso 's current ECAC reasonableness 

inelude information, among"other 
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discovered related to the KRCC contract nor would they prevent 
similar contractual arrangements in the future. 1 

Except tor its request tor the Commission t~ prohibit 
Edison from entering new OF contracts with atfiliates, ORA asks 
that any Commission response to its other recommendations awa' 
conclusion of hearings in Edison's current ECAC reasonablen 
review. ORA believes that presentation of its evidence 
demonstrating E'dison' s affiliate abuse in this proceed' the 
most expedient way to provide support for reconsiderat'on of the 
holding company decision. To this end, ORA asks tha A.87-0S-007 
and A.88-02-016 be consolidated. 

ORA believes, however, that the commiss'on should act 
immediately to prohibit Edison from entering in 0 new affiliate OF 

quired given 
and the potential for 
ards were adopted by 

contracts. Accordinq to ORA, this action is 
Edison's abuse of its holding company status 
further abuses. ORA acknowledges that sat 
the commission in 0.88-01-063 and OIR 2 r the purpose ot ensuring 
the propriety of Edison's relations wit It is 
ORA's position, however, that its evi nce of abuse demonstrates 
that Edison's ratepayers have not b n protected by these orders 
and that a reexamination of 0.88-0 -063 is therefore required. 

On January 3, 1988, Ed' on and the Coqenerators of 
Southern California (esC) respo ded to ORA's motion and petition. 
Although the esc tiled its re onse in both A.87-0S-007 and this 
proceeding, Edison initially, tiled a response only in A.87-0S-007. 
On January 11, 1989, the e response was tiled by Edison in 
A.88-02-016. ask the Commission to deny ORA's 
requested relief. 

1 OIR 2 was Commission's qeneric proceedinq,esta))lishinq 
guidelines for s clard otfer and nonstandard offer>contracts 
between utiliti and OFs. This etforthas. been continued'in' 
A. 82-04-044 , e al. . 
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process. Specifically, this process requires that an electric /, .. 
utility acquire any needed deferrable resource additions from 
QFs through a ~idding process. Utilities were also permitted t 
accept bids from their QF affiliates. (See, 0.86-07-00~' . 
0.87-05-0GO: 0.88-01-063, at p. 34.) 

In 0.88-01-063, we acknowledged, however, tha certain 
unique issues might arise with respect to the operati~al 
relationship between an Edison-affiliate QF selecteo'in the bidding 
process and Edison. We chose in 0.88-01-063, how~r, Wnot to 
specify broad rules for those relationships at ttris time. w 

(0.88-01-063, at p. 35.) Instead, we found a~ollowS: 
WIn keeping with all relevant Comm~sion 
decisions, we will expect Edison/to minimize 
the cost of service for its re~ated 
operations and to deal fairly ~d evenhandedly 
with all QFs: we will be pre~ed to examine 
any evidence to the contra~ it and when it is 
presented. The other cond~ions we impose 
should preserve the info~tion relevant to 
such an investigation as Jwell as our staff's 
ability to examine such nformation. w 

(D.88-01-063, at p. 35 emphaSis added.) 

ORA, in its motion i this proceedinq and its petition 
for modification of O.88-01-~ 3, claims that it has now uncovered 
evidence of such self-deali~ by Edison. Further, ORA has 
indicated that it intends tro introduce this evidence in the 
reasonableness review in~is ECAC proceedinq. 

Although ORA ~y eventually prove instances of self­
dealing by Edison in ~is ECAC, its current statements are merely 
alleqations which ha~ yet to be subject to the hearinq process. 
We believe that, under these circumstances, any change in the 
conditions adoPte~in D.88-01-063 or our approval o~ Edison's 
holdinq company Ioulcl be premature at this tillle. 

In #s reqard, we note that the record developed in 
A.87-05-007 c~arly substantiated our approval of Edison's 
reorqanizati/n and the co~ditions of that approval;. As' 
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acknowledged by ORA, the HevidenceH which it claims requires a 
modification of 0.88-01-063 was not presented during our 
consideration of Edison's holding company proposal. 

We therefore find no reason at the present time to modi 
0.88-01-063 nor to reopen hearings in that proceeding. 
conclusion is reinforced by the fact that, as DRA has even 
forum presently exists for the presentation of this evi 
Edison'S current ECAe reasonableness review. While w. indicated a 
willingness in 0.88-01-063 to examine evidence of fairness by 
Edison in its dealings with all QFs, the forum t consider'such 
evidence was not limited to the holding comp pplieation. We 
also believe that this pending ECAC applicat'on currently provides 
the most expeditious and reasonable forum 
evidence. 

In this regard, we note that n Al::J ruling was issued. in 
this'proceeding on January 19, 1988, stablishing a hearing 
schedule tor Edison's 1988 ECAC re onab1eness review. That 
schedule calls for this review t take place in two phases, as 
requested by Edison. In the fi st phase, we will be e~ining all 
issues raised in ORA's EValua ion Report Reasonableness Review for 
the 1987 Record Period and e reasonableness of Edison's execution 
and administration of the ce contract. DRA's report addresses 
all issues to be raised n this proceeding other than those related 
to Edison's standard a d nonstandard QF contracts. In the second 
phase, the Commissio will consider issues related to the remaining 
nonstandard QF con acts and Edison's administration of standard QF 
contracts during e 1985, 1986, and 1987 record periods. Hearings 
in Phase I eomme ce on Fe~ruary 2l, 1989. 

This chedule is well-suited to our consideration of 
ORA's asserte evidence of Edison's self-dealing. We disaqree with 
esc's sugges ion that some additional phase of theECAC proceeding 
should be tablished to examine claims of Hself-dealing.' By 

including the XRce contract in the first phase of the .. 
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reasonableness review, the Commission can quickl~ consiaer the 
validity of DRA.'s primary claims and determine their impact, if 
any, on other nonstandard aqreexnents. We do not see how any __ '_J 

will be significantly disadvantaged by this approach. 
Edison's ratepayers will be better served by a 
promptly address these issues. 

By including ORA's proposed evidence 
the current ECAC proceeding, the Commission will 
advantage of hearing all testimony relevant to. __ ,_~~ 

----,D .. --" to. 

in 

the issuance 
ECAC, DRA may 
it is 

negotiations and execution of its QF contracts. 
of our decisions in the reasonableness phase 
then decide, based on our ultimate findings, 
appropriate to renew its request for modit of 0.88-01-063. 

In response to. Edison and concur with ORA that it 
is irrelevant whether Edison's and execution ot the 
KRCC contract predated our issuance D.88-01-063. The Commission 
does not intena to ignore eviaence ~iCh, it adduced during 
hearing, would have or should hav,,~mpacted the conditions for our 
approving the holding company structure. We would not be 
fulfilling our duty to protect~e utility'S ratepayers if We did­
not ensure that the safeguards we imposed did in fact address 
potential abuses by the uti~ty. It is significant to. note ORA's 
continued claim that the current conditions and safeguards adopted 

! 
in OIR 2 and A.S7-0S-007

j
did not address nor would they prevent the 

type of abuses ORA cla~ arose during Edison's negotiation and 
execution of the KRCC c'ontract. 

I 
We therefO~ conclude that nomoditication ot 0.88-01-003 

is appropriate at tb1s time and that the reasonableness review in 
this ECAC is an app'ropriate forum tor consideration of ORA's 
asserted eVidenc~/ot Edison's self-dealing. To this end, we will 
issue a decision/in A.S7-0S-007 denying as prematureO~'s petition 
for moditicatio~ of 0.88-01-063. ", 

/ 
/ 

/ ," 
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consistent with our previous findings, we. den as 
premature ORA's motion to consolidate this proceeding ith 
A.87-05-007 and all other relief requested in that The 
evidence summarized by ORA in that motion, howeve , can and will be 
considered in upcoming hearings in the reasonab ness review in 
this proceeding. The scope of this review sb include a 
consideration of all facets of Edison's nego ation, execution, and 
administration of its nonstandard contract Close scrutiny will 
particularly be applied to those agreemen s involving Edison and 
its QF affiliates~ 

ORA's March 23, 1988, motio to compel production of the 
information listed in that docu:ment :iI.s granted. Edison shall 
produc~ all of the information requ/sted by ORA to the extent that 
it is within the utility's power ~d control. 

We also encourage esc ~ seize the opportunity presented 
by this reasonableness review to clarify for the Commission the" 
composition of its membership;' esc is quick to· point out our 
misunderstanding of this orqJ:riization. We tind, however, that this 

'I 
misunderstanding, if one e~sts, can only be effectively corrected 
by cSC~ Based on our preceding findings, csc~s motion in this 
proceeding to limit dis,tvery in this proceeding and establish the 
scope of this proceedi~ as defined by CSC is denied~ 
Findings of Fact I 

1. On December S, 1988, ORA filed a petition in A.87-0S-007 

Which, alnong otherfings, sought to modify 0.88-01-063 in 
which the commiZs, n granted Edison authority to establish a 
holding company_ 

2. The r lief requested by ORA in its petition was largely 
based on eVid?Ce which ORA intends to present during the ECAC 

. reasonableneSr review in this proceeding and included a request to 
consolidate .87-0S-007 with this application. 

3. ensure proper consideration o~ all o~ the Alleqations 
d relief requested by ORA. in its December Spetition; 
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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 
nonstandard contracts. 

5. In the pending reasonableness review, cl e scrutiny 
should be applied to those nonstandard agreement 
Edison and its QF affiliates. 

6. ORA's March 23, 1988, motion to com el production of the 
information listed in that document should granted. 

7.. Edison should be directed to prfuce all of the­
information requested by DRA in its Marc~ 23 motion to the extent 
that it is within the utility'S power ~d control. 

8. esc's motion in this proceeding to limit discovery and 
establish the scope of this proeeed~~ as defined by esc should be 
denied. /_ 

9. Because of the commencepent of hearings on February 2l, 
1989, in the reasonableness rev~w in this proceeding, this order 
should be made effective the te of issuance. 

1. The motion for consolidation of this proceeding and 
A.87-0S-007 and for ~er specitied reliet tiled by the Division o~ 
Ratepayer Advocate;!CDRA) on December 27, 1988, in this proceeding 
is denied without/prejUdice. The same document filed by DRA on 
December 5, 1988; in A.87-0S-007, but entitled 6Petition for 
Modification Of/D.S8-01-063,6 should be denied without prejudice as 
by an order t~ibe issued in A.87-0S-007. 

2 _ D"it.]l~ s motion to compel production of certain information 
filed on Mafeb 23, l.988, in this proceeding is qranted.. Southern 
california/Edison Company (Edison) is directed- to produce all o't· 

/ : 
J 
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