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Application of Pacific Gas-and .
Electric Company for an Order =
Approving Amendment “of the Long-
Term -Enexgy .and- Capacity.Power
Purchase Agreement Between Puc;flc
Gas and" Electrxc-Company'and )
Gilroy Enexgy -Company. .

Applrcat;on 91-06-012 _
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Th;s decision approves the contructs thut Pacrf;c Gus and
Electrrc Compuny (PG&E) has srgned wuth BAF. Energy (BAF) and the
Grlroy Energy Company (Grlroy) fox the purpose of. complyrng wrth
Decision (D.) 90- 12 098. The conrract texrms are. found to. be ‘
reasonable. PG&E is authorrzed to recover the cost of. purchases
made pursuant to these contracts through its Energy CostAAdjustment
Clause (ECAC). However, the reasonableness of PG&E’ s-exercrse of
its rights and oblrgutmons under the contracts durrng any ECAC
review perrod will be subject to prudency revrew.wﬁ«K
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IX. edura und U
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BAF operates a 120 MW gas- f;red cogenerat;on fac;lmty

located :at the Basic American Foods vegetable dehydratxon plant 1n

King Cxty, ‘California: Gllroy operates a. 130 MW gas-flredr ;
cogeneration facility located at the leroy Foods Facility in -
Gilroy, California. Both ¢qualifying facilities (QFs) cuxxently

-

puxchase natural gas from PG&E to fuel -theix fac;l;t;es. w?~#~vv?ﬂ‘}

BAF sells its electr;cal outputAto PG&E pursuant to a
30-year interim standaxd offer 4 contract, which was modlfled by
the parties on May 28, 1987. The modlflcatxons requmre BAF to

cuxtail energy deliveries during specified periods. : PG&E‘retaxns' -

the right to issue specific operating oxders during the orxdinarily~
cuxtailed period, and if BAF responds with energy within a stated
pexriod, it will xeceive re;mbursement for the additional cost
incurred to c¢ycle its facility. ) .

Gilroy executed a 30-year intezim standard offer 4
contract with PG&E on December 19, 1983. The contract’ s June 9,

1986 amendment provmdes, ;n relevant part, that PG&E may annual o

elect whether or not to accept energy durang certamn months and
during certain hours of the day. In exchangc, PG&E pays G;lroy

certain costs for cycling the fac;llty plus an energy adder forvﬁ i

deliveries made duxmng the noncurta;lable months.
B. gg-gz-ggg |

" Tn 1989, PG&E exercised xts r;ght to curtall the Gmlroy
plant. ‘The drop in Gllroy's natural gas consumpt*on in’ early 1989
as compared with the same ‘months ‘in 1988, triggered the minimum
bill provision of PG&E’s rate schedule G-COG. Gilroy incurred
large demand charges and brought a complaint to the Commission.
- BAF joined the complaint.

The Commission determined that PG&E had properly assessed

the demand charges pursuant to its natural gas tariffs and denied
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the complaint.  However, the Commission ordered PG&E o renegotxate
the power purchase agreements (PPAs) <o that PGLE’s electric- =
ratepayers would compensate Gilroy and BAF for demand chaxrges
incurred as a xesult of the PPA’s dispatchability provisions. = '~
D.90=-12-098 oxdexed PG&E to submit the'renegotiated contracts
Commission approval.

IIX. Applications: fpr 2250va1 og Renggotaated gPAs

oo
‘

- PG&E £iled Applxcatron (A ) "91~05~047 and ‘A.91-06-012,
seeking approval of its renegotiated contracts with BAF ‘and Grlroy,-
respectively. In each applrcatron PG&E requests 2 Commrsszon order
finding the following: ' T ' L : '

1. The terms ¢f the PPA amendment are
xeasonable and PG&E’s entering into the
amendment is prudent.

The PRA as amended is conclusrvely'presumed
to be reasonable, and PG&E’s payments
required under the amended PPA are: '
xeasonable and may be recovered through. .
PG&E’s ECAC subJect only %o reasonableness
review of PG&E’s performance of its
obligations and exercise .of its rights
under the amended PPA.

3. The application and the PPA, as amended,
are approved.

4. This approval is fxnal and not subject to
'furthcr reasonableness revxew. o

The two applacatzons of PG&E were consolldated for R
procedural purposes. Both of theusubnec;_amendmen;s,requ;re_PG&E,,x,
to compensate the QF for any natural gas use-or-pay. suxcharges. and
over/underbalance.penalties required by PG&E’s natural gas: tariffs..
if the QF incurs these charges as a direg;‘result_of,itsﬁcompliance;ﬁ
with PG&E’s rescheduling of the QF’s generation.. . ..
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. In addition, PG&E would:berrequired .to compensate BAF.and
Grlroy for any extra cost.of incremental quantities of natural-.gas: .
incurred as a direct result of PG&E’s rescheduling-of the QFs’ . ¢
operation on shoxt notice. . The PPA amendments also.altex BAF and -
Gilroy’s payment schedules. -Each PPA amendment is des¢ribed -
below. Ly e

BAF
~ The PPA amendment undex -xeview -here (the: Second .

Amendment) requrres BAF t0o remit to PG&E the demand charges it
incurred . in 1989, which total $1,621,212. . BAF will then receive
$1,621,212 from PG&E in six monthly payments as compensation. foxr -
PG&E’s dispatch of the facility in.1989.  The amendment ... .. .=
restructures the curtailment schedule so0 that PG&E will be relieved
of its obligation for a number of start-up payments. . 'Accoxding to
PG&E, this will provide ratepayers wzth sav1ngs that total a net
present value of $2.62 million. The Second Amendment’ S net present
value to ratepayers is $1 million, expressed in 1992 dollars.

The parties had prevrously agreed that the curtailment
provisions would terminate on Aprrl 29, 1999, although the PPA
will not terminate until 2018. PG&E now has an option to extend
the curtailment provisions for up £0 two years beyond‘the current
10-year term. | o ‘ B
B. Gilroy

Gilroy’s PPA amendment (the Fourth Amendment) contarns a
nunber of provisions to s;mplrfy curtallment procedures. To the
extent Gilroy fails to comply with tlmely operatmng orders from
PGS&E, its firm capacity payment will be’ reduced. Curtarlment
adders were shifted to the time of year during which ' B
dispatchability is: most’'valuable to PG&E.: By'changrng the
incentive from an energy price adder to a capacity’ prrce adder, the ”
parties avoided the risk that’ the cost of the adder would escalate |
if enexgy prices increase. - R s s
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"PG&E calculates the net ratepayex: benefits  from the " . "
Fourth Amendment to be approximately $864,000. This benefit
results from changing the load following reward from: a- percentage
of energy payments to a percentage of capacity payments.: Moreover,:
Gilroy will pay PG&E the entire amount of the' gas demandﬁcharges
disputed in the complaint, or $1,231,650. e ‘

The Fourth Amendment, with its dispatchability ° 7.
provisions, will terminate after 1998, which is the end of the -~ "~
fixed price period under Gilroy’s existing PPA.

Iv. omments of Division of Rate &y dv tes

The Commission’s Division of Ratepayexr Advocates. (DRA)- « -
filed comments on the renegotiated contracts. 'DRA believes -that
the amendments as a whole warrant'Comm£SSionﬁapproval;walthoughiDRA-
characterized PG&E’s obligation to reimburse the QFs for gas' ' -
surcharges as imposing unnecessary ratepayer risk;l-?PG&E*replied
that the provisions on reimbursement for charges or penalties "
imposed under the PGELE natural gas tariffs are proper,- sincéuthef-
Commission’s rules are intexim- and the' partmes wish to avoid
frequent renegotiation of the PPA. R Do T

'DRA questioned the provisions in the amended PPAs which"
grant the QFs recovery from ratepayers of any cost above PGE&E‘’S:
average UEG tariff rate when the QF is required to obtain: spot gas
to comply with a PG&E operating ordex; DRA proposed. that the QF
should refund to ratepayers any spot gas savings it might enjoy
under those circumstances. PG&E replied -that the situation is- .
unlikely to occur and electric ratepayers are indifferent to -

1 Under the Commission’s gas industry restructuring order,
effective August 1, 1991, full-requirements natural gas customers
are not liable for use~-or-pay charges. DRA believes that PG&E
should not offer to compensate the QFs for use-or-pay charges.
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whether QFs can obtain gas at-a ¢cost lower than the benchmark
price. o C e T R AR oR
DRA;was,also~concerned«that the:xenegotiated~PPAsfcould»”g
establish a precedent for imposing on. xratepayers. the: risk of _
fluctuating gas costs to dispatchable QFs.- PG&E xesponded that- ...
these agreements wexe negotiated in response to a- gspecific .

Commission decision and should not be xnterpreted as sett;ng any

precedent. - T O I S S BTN St

V. Discnssion

The renegotiated PPAs accomplish what PG&E was directed
£o do in D.90-12~098. In the event that the QFs. incux; surcharges
or penalties. as a direct xesult of PG&E’s rescheduling of..theixr .|
facilities operation, PG&E will reimburse. them for.the natural gas -
surchaxrge or penalty.. ) A ERT R

The mnatural gas demand charges that were the subject of o
the BAF and Gilroy complaint were related to the unpredictability: .
of curtailment. This problem should be resolved by PG&E’s: - o
agreement to provide an estimated dispatch schedule to the QF by -
May 1 during the period for which the QF must secure gas deliveries. .
(the "gas year"™ - August 1 through July 31). PG&E:will update the
estimated schedule by July 1 each year. The QF will use the. -
estimated schedule to plan its probable natural gas needs .and
contract for sufficient supplies. o e RV

~Both EAF and Gilroy. have. agreed to contract for natural
gas transportation sexrvice under the :full requ;rements“optzon‘of_xg;;
PG&E’s natural gas taxiffs, which wexe implemented August 1, 1991. . .
The gas purchase demand charge was replaced on August 1, 1991, with
an annual use-or-pay charge. This will apply only if on an annual
baszs, the QF has taken 75% or less of the natural gas contracted
for. ‘
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We find that electric ratepayers would be unlikely ito: o ™
incur any responsibility for demand-related-penalties:because under
ordinary circumstances, it is unlikely that PG&E would make i "
significant changes to the estimated-operating hours.' BaF and = -
Gilroy would only incur natural gas penalties if PG&E‘requires:the
facility to operate a significantly different number’'of hours'than“““
specified in the schedule. The coordination of the QF’s.. operatmng
hours and the new annual use-or-pay charge will sagnxfzcantly
reduce the risk of the PPA amendments to. ratepayers.:: s

- The -changes in the calculation of start-up payments and
curtailment adders also will result in net ratepayer benefits. ' As
a whole, the amendments are reasonable and should be approved.::f =i U

DRA had argued that the preapproval. language requested by
PG&E is overly broad because the applications request approval of -
the payments before they have been made. - PG&E disagrees;: it
stresses that it is seeking only approval of the reasonableness 'of
the terms of the amended -PPA.  PG&E agrees with DRA that- its . .
administration of the amended PPA may be subject to reasonableness
review in its ECAC proceedings. .~ .. SIS e

DRA has raised an important point. PG&E acknowledges- the "
difference between preapproval of a PPA and preapproval of all .
payments made under that contract. 'This decision addresses only
the reasonableness of the texms and conditions of the amended PPAS.

' e \v
.,*,,/mr e

gonclus;gn ,
We fxnd the terms . of the amended PRAs,to-bewreasonableifrf*
Payments under these PPAs are subject to.rxecovery in PG&E~s ECAC. '
However, any concexns about the reasonableness of utility - -
administration of the agreements must be satasfactoraly addressed
in the ECAC reasonableness rev1ew.‘.u,. o : g




ZA_Qangs Of FAGE o oot LU nnle Do il
.. The amendment to.the PPA between: PG&E and BAF complies "

with D. 90 12-098,. safeguards  ratepayer: interests,’ and results in'
ratepayer benefits having a mnet present value of $1:0 million::

2.  The amendment to the: PPA between PG&E-and Gilroy «#/+ -
complies with D.90-12-098, safequards: ratepayer interests,“and?
results in ratepayer benefits having: a 'net present value of
$864,000. SR S K ' o

QFs to plan their natural gas purchases in the most: econom;cally

efficient -mannex. o RSP Sl e e D
Conclusions of Law - 2 ARSI e S
1. . .The-texms of the Second Amendment to -the BAF PPAlare
reesonable.-~ S RS ST s e ey
2. :The terms of the Fourth Anmendment to the' leroy PPA ‘are
reasonable. - .- . o Ve SR T
3. PG&E’s execution of the Second Amendment to the  BAF“PPA
was prudent..: . .- R TIE R A S S VPR s S PR o
4. PG&E’s execution of the Fourth’ Amendment tofthe leroy
Hﬂvmspmﬁmmw-‘.' S S P P SRR
ORDER. . @ o0t Lo b

IT XS ORDERED that:
1. Pacific Gas and Electxic-Company’s (PG&E) May 22, 1991
application for an order approving the Second Amendment to the BAF

Enexgy (BAF) Power Purchase Agreement (PPA) is: granted £o ' the

R Yt

extent indicated in this - -decision..

2. PG&E’s PPA.wzth.BAF, ‘asg: amended by ‘the -Second" Amendment, -

is approved.. . - .. ¥ i SRRy N s
3. PG&E’s June 6, 1991 appl;catxon for an .order approving

the Fourth Amendment to the G;lroy Energy Company (Gilroy) PPA is

granted to the extent indicated in this decision.

4. The Gilxoy PPA, as amended by the Fourth Amendment, is

approved. '
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3. This oxder should be‘effective*immediately“te”enable the

o~

e
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5. The terms of the BAF PPA, as amended by the Second
Amendment, and the terms of the Gilroy PPA, as amended by the
Fourth Amendment, are reasonable, and PG&E’s payments required
under the amended PPAs may be recovered through PG&E’s Energy Cost
Adjustment Clause or any other mechanism the Commission establishes
which provides for recovery of such payments, subject only to
reasonableness xeview of PG&E’s performance of its obligations and
PG&E’s exercise of its rights under each of the amended PPAs.

6. The Commission’s approval of the settlement is final and
not subject to further reasonableness review, except as otherwise
provided herein.

7. This approval of the BAF PPA and the Gilroy PPA shall not
be cited as precedent for the reasonableness of any utility PPA
that imposes upon electric ratepayers the side of fluctuating gas
costs.

8. Application (A.) 91-05-047 and A.91-06-012 are hereby
closed. '

This oxder is effective today.
Dated November 20, 1991, at San Francisco, California.

PATRICIA M. ECKERT
President

DANIEL Wm. FESSLER
NORMAN D. SHUMWAY
Commissioners

Commissioner John B. QOhanian,

being necessarily absent, dxd not
participate. :
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| CERTIFY THAT THIS DECISION

WAS APPROVED BY THE -ABCVE

commxss‘:o&sgg TCDAY
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