nv""" -

: ALI/BCL/p-¢ “Malled

DEC 1 81991,

Decision $1-12-043 December 18, 1991
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

@BU@UM&&

In the Matter of the Appl;catxon of
Southern California Edison Company

(U 338=E) for Ordexs:

(1) Consolidating this Application

with Ordexr Instituting Investxgat;on

No. 85-11-008, (2) Approving a- L R
Proposed Settlement Between. Ed;son :

)

)

)

)

)

3

and Geo=Energy Partnors-1983 Ltd. )

(Successor-In=-Interest to Steam )

Resexve Corporation), (3) D;smmss;ng )

with Prejudice the Petition Fxled by )

Steam- Resexve Corporxation on )
August 2,. 1985, and. (4). Author;z;ng )
Edison’s Recovery in Rates of ;H

)

)

)

)

)

!

)

)

)

)

)

)

)

 Application 91-06=020"
(Filed. June.ll,.199L)

o
bl

. Payments Made - Pursuant-to the Powex -
Purchase Agreement Included in the .
Proposed Settlement.

T A
Invest;gat;on ‘on the Comma s;on 5

own motion-into-the desirability of
power purchases from cogenerators.

and small powex producera located
outside of-the purchaser’s service )
area . oxr.outside of Califoxnia.and . .) -
the terms and conditions which

should be applxed to such purchases.

5 e
}', [T

o 1.85-11- 008" :
(Fxled November 6, 1985)m

o _-;".VIAipO

' Th;s dec;s;on approves the settlement agreement betweenﬁ
Southern California Edison Company; (Edison), Geo-Energy,Paxtners.
(Geo), Geothermal Drxllmng, Ltd., and Steam Reserve Coxrpoxation
(SRC). The settlement agreement obligates.Edison.to;puxchase
electricity generated by.Geo’s 15 megawatt (MW) power'projoct in
Fish Lake, Nevada, pursuant to a. power ‘purchase agreement (PPA) .
modeled after Edison’s Interim Standard Offexr 4 (XSO 4).::The terms
of the contract are found to be roasonable.‘ Edmson,xs”authorxzedp




A.91-06-020, .X.85-11-008 ALJ/ECL/p.c

Ve e i __" A B
: | R L U L Fe A S N
to recover payments made pursuant to the cttloment agreement under
its Energy Cost Adjustment Clause (ECAC), subject to Commrss;on
review of Edison’s exercrse of xts rrghts and oblmgatlons under the

contract. . \

- .

s tiations th d’ . AT A S S R

In 1982, SRC contacted Edison regardlng the utrlrty*ﬂ v
potential puxchase of power produced.by SRC at.a. recontly
discovered. geothermal site in Fish: Lnke, Nevada. The: smte rs
outside of Edison’s service texxitory.. 'Edison indicated. rt would
be willing to negotiate a PPA if SRC obtained: from Valley Electrlc
Association (VEA), the electric utility. sorvrng the- F;sh Lake aree,
a commitment to wheel SRC’s power to Edison’s poxnt of o
interconnection.

After determining the project to be commorcxally
feasible, SRC pursued wheeling arrangements with VEA and- renewed
discussions about a PPA with Edrson.v In November'of 1984 SRC sent
Edison a written proposal to entexr into an IS0 4- contractw Ed;son
did not prepaxe a PPA in response but remterated that SRC must '
first obtain a commitment from VEA to—wheel SRC's power. SRC was.:
unable to obtain a commitment satisfactory to Edison prior-to
April 17, 1985, the effective date of the Commission’s suspension
of Edison’s ISC 4. On April ‘16, 1985, SRC mailed to Edison a
project summary consisting of the first 4 pages of Edison‘’s I1SO 4
and a check for $72,500 as a deposit for interconnection study’
costs. ‘Edison did not consider this sufficient to" establrsh a
contract or" SRC's rrght to an ISO 45 Edrson returned ‘the- check to”
SRC- e < P .‘..‘ A . . e T . ‘\U“"a‘:

) M}m ey g e e L e

On August 2, 1985, SRC filed a petition~in Appllcatmon
(A.) 82-04-044, et al., seeking“an‘ oxder compelllng Edison” to enter
into an 'ISO 4 contract for powexr generated at SRC’s Fish' Lake *
geothermal site. In the petition; SRC allegéd that it had” " -

Co
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suffrcrently manafested to Edrson lts rntentron to execute an. ISO 4
contract and that its. abrlrty to. executo an ISO‘4 contract was

impeded by crrcumstances beyond SRC’s control ‘ Edlson answered
that it was not requrred to. execute the contract because ln .
Edison’s opinion, SRC had not formed an. IS0 4 contract prlor to the
suspension date and 'SRC had not demon tratcd the abrlrty to deliver
powex generated by the project to the Edrson system.. . The. pet;t;on
was assigned to Investigation (I.) 85— ll 008, the Commrssron s
ongoing anestxgatron into the. terms and condrtxons under whach'
utilities would be requxred to purchase power from out-of-servrce
territory. qual;fyang facrlrtres (QFs) -

\ Beginning in 1985, SRC and Edrson undertook substant;al
discovery, 1nclud1ng the deposrtxon of all major potent;al -
witnesses. . In 1990, both parties served prepared testrmony Ln |
anticipat;on of hearing in I.85-11-008. Ongoing discussions
between the partzes evolved xnto settlement negotratrons. JA/ .
settlement agreement was exocuted by Ed;son and Gco2 on June, 6, ..
1991. It recites that Edison will execute the negotzated PPA upon
a final order of the Commission approving the settlement. agreement,
that Geo will axxange firm transportation to Edrson '8, point of

rnterconnectron, that Geo wrll bear the. cost of transportat;on and
v 0D

1 Decision (D.) 88-04-070 restructured: L1.85-11=008 to- allowufor‘
review on a case-by-case basis of out-of-service axea QF.
interconnection to interties or bulk transmission lines’ when’ ‘such
intexconnection may result in the. displacement of-economy. enexgy.:-
Thexe have been only two such reviews, the above-rxeferxenced .
petition of SRC and the petition of Yankee Caithness Joint Venture '

for Modification of D.88-04~070. The latter pet;t;on was; resolved
by D.90~ 08-046.5 S e

Sepsi o

2 'In-1990, SRC transferred its. interest.in the: Fish:Lake ‘Project
to Geo. Geo is the successor to SRC’s sole and exclusive right to.
manage the project and to enter into agreements for the purchase of
power from the project. Geo is also the successor in interest to
SRC with respect to the petition pending in I.85=11-008.
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any necessary upgrades to the Edison system, that Geo w;ll meet
specified transmission development mllestones,'and that Geo wmll
meet Ed;son s appllcable QF mllestone procedure. By ‘this ~* 770
agreement, ‘the partlcs would also settle ‘their dlspute and‘ly““f;d
termanate the proceedlng pendlng in T.85-11- 008. o ) )
Prior to flllng the instant appllcation, EBdison’ and Geo
conferred w;th the Commission’s Division of Ratopayer Advocatos
(DRA). DRA indmcated that" if Edison wished to conflrm the .
reasonableness of its payments ‘undex the’ proposed PPA for’ ECAC rate
recovery now, rather than waiting until the’ payments are subject to
ECAC reasonableness review, ndison would have to requost a flndlng
of reasonableness in an appllcatlon flled concurrently with ‘the
proposed settlement agreement. DRA relied on Rule 51.1 of the
Commission’s Rules of Practice and Procedure (Rules)} and
D.91-02~044, Sm ixh River Powexr Blggg agggggg;gg‘v Eagigig Qgg angd’
Electxic Company as the basis of its pos;tlon. Edlson does not
agree thh DRA;- Edison makes the instant appllcatlon only to
expedite final dispositlon of tho mattor and in llght of DRA s
cooperatlon. o

B .
.t

m n - 51 - : nt

‘Before signing the proposed settlement, Edlson ‘and’ Geo
(the settling parties) convened a sottlement conference pursuant '©o
Rule 51.1. Notice of the settlement conference was provided to all
appearances of recoxd in I.85-11-008 and all othex pexrsons known to
have an interest in this proceeding. None of the notified parties
indicated any opposition to the: proposedisettlement;‘ BEdison and
Geo met with reprosontatlves of. DRA on March 26, 1991 to dlscuss
the case and the- proposed settlement. ~After the- meetlngr DR& w.;
advised tho settling parties that it would not contest the proposed
settlement. . Co R P ‘::/HA.: e Wuf

The application for Commission approval of the proposed
settlement was filed on June 11, 1991. .The: applmcatmon.includes a

copy of the’ settlement agreemont, the slgned P?A, and the prcpared
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testimony of an Edison engineer which offers a, comparat;ye COST
analys;s of the settlement and the possrble outcomes of lltlgatron.
No protests . have been recerved DRA has filed comments. on. the.-
proposed settlement put does not protest At - N
' Edison requests ex_parte approvsl of the settlement. It
has followed the notice and comment procedure requlrcd by .. .
Rule 51.1, and no protest was f;led.” Undex these c;rcumstances, no
purpose would be served by subject;ng the applmcatron To .
ev;dent;ary hear;ng. The application will be considered on an.
ex parte basis. L
ngolidation wit =1 ‘ L

Edrson requests the Commrssxon to consolldate Lts
‘appllcat;on for approval of the settlement .agreement (A. 91—06 020)
with I.85-11-008, the proceed;ng in wh;ch SRC S, August.2, 1985
pet;tlon is pendlng. Undcr the terms of. the settlement, ugreement,
Edison w;ll purchsse power. from SRC's Successox. in. 1nterest undex- a
modified ISO 4 contract. In I.85-11-008, SRC asks the Commission
to ordex Edison to execute an ISO 4 contract fox the Fish Lake
project. DRA.objects to consol;datron as being unnecessar;ly
complex}

Both the pet;txon and the appllcatron for approval of the
settlement agreemont concern the right of SRC to an ISO 4 contract
with Edison. DRA did not explarn what it meant,by "unnecessar;ly
complex" or indicate what buxden would result from consolidation..
The issue presented by SRC is the only controversy subsisting
within I.85-11-008. This proceed;ng will be conso;rdatederth
1.85-11-008.

, on August 20, 1991, Ed:son frled rts "Motron for 4
stmrssal thh Prejudxcc of ‘the Petition f;lcd by Steam Reservo
‘Corporatxon on August 2, 1985". - The. Motion rcallcges the partros'
axgument in support of the pxoposed settlement agreement. = .
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the Settlement Aqrecment

The settlement agreemcnt prov;des for Geo’s sale” to
Edison of up to 14 MW of contract capacity, plus assoc;atod energy,
over a 30-year term. Edison’s firm'purchase. oblxgat;on is" limited
to 10 MW until 1994. Thereafter, unt;l the’ exp;rat;on of S yeaxrs
from the effective date of the PPA, ‘Geo will have the’ opportun;ty
to increase the total contract capacmty ‘undexr the' PPA to a maxzmum
of 14 MW. Firm capacity payments wxll be 3187 per kxlowatt year
ovexr the contract texm. ‘ : '

Assuming the plant begins doliveries in 1992, ‘its firm
energy payments for the first 10° years of operat;en wmll be 82%. of
payments it would have received had it executed its ISO 4 in 1985.
Durlnq the next five years of operat;on, energy payments wzll be at

partial compensation for the prxor years’ dmscount.‘ Durxng years
16 through 30, energy payments wxll be based on Edlson s publ;shed
avoided cost.

Edison prov;ded the present value of payments under three
scenarios. Assuming Geo preva;led in its petition, it ‘would’ be .
entitled to payments under ISQO 4 w;th a present value of s129 7
million. IXf Ed{son provailed it would ‘make payments to Geo undex
Standard Offer 1 (SO 1) with a present value of $74 mxll;on. Under
the settlement agreement, payments would tetal a present value of
$114.4 million. o

The reduction in capacaty from the 15 Mw proposed by SRC
in 1985 to 14 MW contained in the settlement results in” a $3.7
million savings; the deferral of 4 MW of capacxty over the 1992 -
1993 period results in a $3.4 mill;on sav;ngs, and the reductmon in
scheduled enexgy prices yields a '$7.5 m;ll;on savangs. Altegether,
these modifications to Edison’s 1SO' 4 result Ln $14 6 mallmon less
than the payments Geo would have received had it l;tagated its
right to an ISO 4 contract and won.
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In.addition . to these economic terms, the settlement: ' :o-
agreement specifies how the project: will interconnect with the - ..
Edison grid. ..XIt provides some milestones for meeting.transmission
requirements and adopts Edison’s currently effectxve project
development milestones. T T RO
Comments of DRA S ‘ S SRR TR

‘DRA-does not object to the reasonableness of the texms. of
the amended PPA. or the settlement. agreement.. . However, it.claims -
that Edison is requesting .approval of payments that. have.not yet- ..
been made. DRA fears that such approval would . preclude theo ..
Commission fxom reviewing tho .reasonableness of the utility’s: ...
exercise of its rights and'obligations undexr the PPA. .Accoxding to
DRA, the Commission can approve the contract terms, but' cannot
approve payments until it .reviews the circumstances undex which the
utility made the payment. DRA recommends speclfic language for -
approval of the settlement agreement and amended PPA. ... e

Geo believes that DRA’s concerns. are legxtxmate.
DRiscugsion : x S e
~Rule S5l.1l(e) provxdeu that the Commission will not "
approve a settlement unless the .settlement is.“reasonableniﬁrlight
of the whole record, consistent with. law, and in the public. .:
interest." ' We will balance the various factors considered by the
civil courts in class actions when determining whether-a settlement
is fairx, adequate, and reasonable. (See. Apglagggggg of gggg xe-
QLQQLQJQ_;!QQ 30 CPUC 2d 189, 222.). . = . OAD.

: . Hexe, each party could:claim that public. polmcy existed
in support of its position. SRC could validly argue that . its. . o
acceptance of Edison’s ISO 4 was sufficient to createia.contract
bQCause.the.timevforvperformancér i.e., the firmecapacity delivexy
date, was. five years after contract formation. - The:QP arguably
could have arrangéd for wheeling and interconnection to the -Edison
grid within the.five=-year period. Edison, on the:othexr hand, could
legitimately argue that it should not be compelled to.enter into:a
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contract if, at the time of contrxact, perxrformance.is.impossible
because the existenco of such contracts would only oxacerbato »
uncextainty in utility resource: planning and imposethigher: capac;ty
costs on ratepayers. . z T L T S A AT R A2
The difference between ISO 4 payments and SO 1. puyments
to Geo is $55 million. Edison’s ratepayers would be'at riskifor
that amount if the matter were litigated. “The amount offered in
settlenment is a zreasonable compromise of 'that risk. 'Discovery has
been ongoing since 1985; Edison and Geo. had served their proposed
testimony in I.85-11-008; and both parties axe .represented by .
counsel who are well versed in QF matters. It appears that the
settlement has becn reached through arm’s-length negotiations.
The circumstances ¢f the proposed settlement: agreement’
assure the Commission that the settlement is fair to the parties,.
within a reasonable range of possible outcomes,: and. protective of
ratepayer interests. For these reasons, the settlement. agreement
and the attendant PPA should be approved... - . =
DRA has distinguished approval of the terms ofra:
sottlement agreement or amended PPA from preapproval of payments
made thereundex. The distinction is. a valid one.  Here, the PPA’ .
negotiated by Geo and Edison stands in the place of a standard.
offex. Like a standard offer, the amended. PPA requires the. ut;lmty
to make payments to the QF which the Commission deems to be”
reasonable. The utility may book payments made under an: approved
PPA to its ECAC balancing account. . ... .7 7% ATRRATETIRR I
Standard offers, amended PPAs, ‘and: approved’ nonstandard
contracts set forth a reasonable value for the QF”s energy and -
capacity, under specified cixcumstances.  However, the:fact of 7 -
payment may not have been reasonable, as the payments may not-have
been required by the contract. Thus, the utility’s ultimate .
recovery of payments under such a contract is still conditioned on
a finding of reasonableness of the utility’s administration:of ‘the
contract in an ECAC proceeding. : -~ ot 0 7o a i v g0
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’ We find that. the texms and conditions .of the; settlement
agreement and the amended JPPA. are.. reasonable.,_Payments made s
pursuant .to the amended PPA will be.subject to reasonableness ...

review whexe the.Commission will detexmine whether the payments.
wexe consistent with the utility’s prudent exercise-of. its .xights
and obligations under the PPA... - - . . T T S AN S
Eindings of Fact . R PR TR TSNS
1. 1In 1982, SRC.contacted Edison-regarding the potentiala,.
puxchase by Edison of power producad by SRC's QF. outside of:
Edison’s sexvice terrxitory. . .. - S U I T T S A B

. 2. Edison required SRC.to obta;n a -commitment, £xom the QF s
serv;ng electric utility to wheel the QF’s power to:Edison’s..point
of interconnection. . . SV S AT PURPIRCETREN

3. . SRC was.not able to ‘obtain a wheel;ng commitment .
sat;sfactory to Edison by Apxril 16, 1985. .. .. i ool

4. On April 16, 1985, SRC mailed to Edison a prodect summazy
consisting of the first 4 pages of Edison’s ISO 4 and a-deposit for
intexconnection-study costs. . T PRIV Ao o

S. Edison did not considor SRC’ s Aprxl 16,,1985 transm;.tal
to be sufficient to establish SRC‘’s right to an ISO. 4 contract.

6. On August 2, 1985, SRC filed a petition in A.82-04-044
seeking an oxdex. compelling Edison £o onter into an. IS0 4 contract.
The petition was assigned to I1.85-11-008. - S ST

7. SRC and Edison undertook substantmal dxscovery and .
prepared testimony in anticipation of evidentiary hearing. .

8. Negotiations between SRC and Edison have resulted in a-
PPA between Edison and SRC’s suc¢cessor in interest, Geo.

- 9. On June 11, 1991, Edison filed .an application for. .
Commission approval of its settlement agreement with Geo, dated - ..
.June 6, 1991, and the related PPA. . e -

. 10. On August 20, 1991, Ed;son.fxled a motion for d;sm;ssal
with prejudice of the petition filed by SRC,on.Augusth,Jlassmﬂ_mw
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" 11. Edison and Geo have provided'noticeand’opportunity for
comment-on the preposed'settlement“pursuant'to“RuIe‘Si“I of 'the” '~
Commission’s Rules. No protest to the settlement agreement ‘has”
been filed with the Commission. - R T TR

" 12. The Commission’s DRA has' filed: comments ‘on’ the propesed“
settlement agreement but does not protest it.’ EERE

13. The petition of Geo claiming a r;ght to an Ed;sonAISO s
presents the only pending ‘controvexsy in'I.§5-11- 008. :

14. Both the petition filed'in I.85-11-008 and-theinstant
application concern SRC’s right to an ISO 4 contract with Edisen;w

15. Edison’s payments to Geo under the prepesed settlement
agreement are $14.6 million less, in present: valie’ terms; “than
payments Edison would make to Geo if Geo preva;led in its” pet;t;on.

16. The amount offered in settlement is ‘a ‘roasonable
compromise of each pnrty 3 rxsk that the-other party ‘woulXd’ prevnml
in lltlgatlon. | s SRS s 2

' 17. The proposed settlement‘provides Edisen'With*gfedter'
certainty about the availability of capacity from Geo than
otherwise would be available because the: settlement agreement
establishes transmission milestones: ‘ T e

8. The circumstances of the proposed settlement agreement
show that the settlement is fair to the parties, within n R
reasonable range of poss;ble outcomes, and protectzve ef ratepayer
interests. : ' e e
19. The settlement agreement and the related PPA should'be
approved. S A

20. Approval of the‘terms'and”conditioné”of“a‘?ﬁa’niieﬁégtne
utility to book peyments mnde-under the PPA to xts ECAC balancmng
account. R . . e T R w

21. Approval of the terms and conditions of -a’ PPA does nef‘z'
constitute’ approval of ‘the reasonableness of the ut;llty s -
administration of the PPA. ' S BRI
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. 22. The prudence of the utility’s exercise .of itsrrights and
performance of its obligations ‘under a PPA is subject toxeview in
an ECAC oxr other proceedxng where;n the reasonableness of: ut;lmty
acts is reviewed. , ‘ S AT L

23. This decision should:be effective as soon as possible to
remove any financial uncertainty that may intexfere with- the -~
development of Geo’s alternative energy project. L

anCl‘ﬂS,LODS O: Law

1. It is reasonable to consider thms appl;cat;on on.an.:.

ex parte basis. . N B

2. It is reasonable to consolidate A.91- 06-020 with'.
1.85-11-008. o C S S I T

3. fThe terms and conditions of the proposed settlement
agreement and PPA between Geo and Edison are reasonable.

4. A finding that the texrms and conditionsof a PPA is
reasonable authorizes the utility to book payments undexr that
contract to its ECAC balancing account.

5. A!finding that the contract is reasonable does not,,
constztute a finding that payments made thereundex are reasonable..

6. deson must obtain a finding that payments,maqeqpursuant'
to the subject PPA were reasonably made before it may pérmanently
recover those payments in rates. :

IT IS ORDERED that: o

1. Investigation (I.) 85-11-008 is consolidated with.this
proceeding.

2. The settlement agreement dated June 6, 1991 between
Southern California Edison Company (Edison) and Geo-Enexgy
Partners, Geothexmal Drilling, Ltd., and Steam Resexve Corporation
is approved.
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:3.. Edison. is authorized :to book expenses incurred puxsuant
£0 the power purchase agreement (PPA) -agreed to in . the Settlement
Agreement ‘to its Energy Cost Adjustment Clause balancing account.:
Payments made pursuant to the amended PPA will be subject-to.
reasonablencss review where the Commission will detexmine whethex
those payments were consistent with the utility’s prudent exercise
of its rights and obligations under .the PPA. Edison’s permanent .
recovexy of those costs is conditioned upon a finding.that those -
expenses were reasonably incurred. . R .

4. The "Motion for Dismissal with Prejud::.ce of the Petition
filed by Steam Reserve Coxrporation on August 2, 1985" fxled.by
Edison on August 20, 1991 is granted. EREORVIR Y

$. I1.85~11-008 is closed. ..

6. This proceeding is closed..

- This order is effective today. SCRR RN
Dated Decembex 18, 1991, at San. Pranc;sco, Cal;forn;a.v

R ~PATRICIA M. ECKERT cu .
{ CERNIFY WAT THlS DEC!S:O'\& L L Pres:.dcnp e
WAS APPROVED BY THE ASOVE " JON B.OOHANIAN T
o S o s, . DANIEL Wm.: FESSLER .
COW‘M"SS:O\ ;\"° TODAY o . 'NORMAN D. SHUMWAY .
‘ T e Commissioners
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