ALJ/rr/3n

Decision 83. C3-065%  september 7, 1983

Second Application of PACIFIC GAS
AND ELECTRIC COMPANY for Approval
of Certain Standard Offers Pursuant
to Decision No. 82~01-103 in Order
Instituting Rulemaking No. 2.

)

In the Matter of the Application of

-SOUTHERN CALIFORNIA EDISON COMPANY

for an Order by the California Publie
Utilities Commission Directing Edison
to Purchase Power froz Qualifying
Facilities Based on a Standard Offer
for Firm Capacity and Energy Based on
Long-Ruz Marginal Costs (OIR-2).

In the Matter of the Application of
SAN DIEGO GAS & ELECTRIC COMPANY for
an Order by the California Publi
Utilities Commission Directing SDG&E
£o Purchase Power from Qualifying
Facilities Based on Standard Offers
and to Make Certain Changes or
Additions to its Tariffs Affecting

Purchases from Qualifying Facilities.

)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

Application 82-04-kl

(Filed April 21, 1682:
amended April 28, 1982,

July 19, 1682, July 11, 1983
and August 2, 1683)

Application 82-04-46
(Filed April 21, 19823
amended May 12, 16823
July 11, 1983 and
August 10, 1983)

Application 82-=04-47
(Filed April 21, 1982;
amended July 11, 1683,
and August 2, 1983)

(For appearances see Appendix A.)
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sl w-»INTERIM'OPINIONf;;;

ffers based on-
long-run avoided costs for power purchase con,.acté*ﬁet&éeﬁ*tﬁe:tﬁréé"
largest electric utilities and qualifying facilities (QFY=" “The
utilities are: “Pacific-Gas andizzeét"éfcsmpénnyPG&z)ilsbaehé#nﬂiﬂ’1
California Edison Company (SCE), and San Diego Gas and 1=‘:Lec: ri
Company (SDG&E) :«‘ O GRS S S A o S LUt AR
T ~Befg L cHe procedural Ristory which Has- brought
us to thig < constructive to explain b-iefly why 2
' \tandard offers-ia-view of the”
' QFs-for: thei“ power based onfﬁff
sts. -

R R

DECISION -

dha, is termed Standa*d O fer #u
sifd; Q*s, a’l o’ which a*e based
, “The three
payment o ,Jfferw#n~resulted~from~negotiations.L“'
A negotiat iuB\ Plch Lasted five weeks,-was held at our: 7
direction, wit hvvzgcrousfpérticipationéb&ZutiIities;iQFs;iandéouriiﬁf”
staff.” We: have committed to hold evidentiary hearings, which almost ™"
all parties desire. "However, there is- sudstantial agreement-among™ -
utilities,” QFs, and- our’staff that until a’more permanent-solution is”
found for thb*cbﬁblex*:ésk‘o"‘éi;lyiﬁa’ﬁ‘hg”éﬁdfp;i&iﬁg“Q?ﬁpoGérf B
over' the long-*un, Standa*d 0or e*-#ﬂ “with- th*ee paymen**bptions,
ShOUld"SO into effeew. - LT ToTnU L o . SR S o R el R i s

“ We undertbok‘thefnegotiatidéfébnfé%ehbe~iﬁ3thé‘hbbefbf;:“
¢oming ¢loser %20 an insterim solution which, while not perfect from
all perspectives, could be useful for QFs and utilities. While some
may have hoped to ac¢complish more than the s¢ope of the consensus

reached, or they would have preferred different results, we <hink %the
negotiating conference was extremely fruitful.
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deveIOping s.anda*d offe*s based oz long-run.avoided utility costs
(page 67 mimeo ) Oil and .gas. prices were. steadily rising when_that.
decision was issued, and a_chougn the .hreemlargestqelectric,u:ilities
were. orde*ed to ’i e appl"ca.ions with.proposed.standard. offers. based.
on long-run avoided cos.s, mcsf.o.ﬂour actentioncand that. o-cvhe QF~$:

*nduscry was di*ected to perlecting standard offers. based on.short-ruc

[ER [

avoided cos.s. Many assumed-o .prices, would. continue ,c:rise,ktew;;ﬁ
seemed to. believe they. would. star‘ a decl-ne., As oil_pricessstartegfpo
decline the intepsity of interest in standard. offers which would. .. -

-y - v o

produce prices.based onslong-run ﬁcgd?presgmsply;iess voisti}e)&gvpided
costs correspondingly inc*eased.sw

e T I L S e o o e A
-~ - o AT e e e

If we do not adop, a. s,andard of’e* based on. long-run-.; -
aVOided costs.as an alternative to. the exisu,ng_standa:d,oire.sj;cpegt
pressure for nonstandard cont racts,. bogg ' litlies and QFs.could

~ .

alations pose

problems "‘or_ all‘ \©- up~front price.
security or. ncy~so thf \! utilimieshaze,

’aced with ensu*ing_che el e terms. to...

- P

make it a_ secure venvu*e H ‘u.ther,

RN

opera ins unde“ ou* *egu
ultima e cos, recove*y,,a

M -

cont acts may be success

P .

S

recoverny p*cceed ings.. Alsom o QF.capaci
in che utili_ies' resource pI. _ced by.the ......

existing standcrd o:fe*s which bg p 2ing short-run..

avolded utili y_cost (see D. 82-01 TO:, Cam—e quls, <hen, In ... ....

S e Ao

everyone's interest. that a s asdend offer dased on.lcng-*un avoided ..
cost be adop edsﬂﬂ

e e

-
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' These ‘proceedings fruvolve adopting stasdard cffers based on
long-run avoided costs for power purchase contracts -bDetwéen-the -three~
larsestfelectrié*ﬁtilities”aﬁd3QQaIif§iﬁg facilities (QFY77 "The

tilities é‘é‘“"?aéi 'cﬂéas and"EIeéﬁ‘ié'Cémpéni)CPG§E§5586é€hé“n”'“”“

Company™ (SDGREYL™ -~ o L itT il s oo i

[

~ﬂBerorefexplaiﬁingﬁ,ne”:féceddéél ﬁiS£6§&fwﬁién*ﬁé§~broughﬁ”
us to this point; we think {t fs comstructive 'to explain briefly why ~
weﬂnave~pﬁrSﬁed"develbpihg“SuCBfétéﬁdé*df6ffebsi*é4§ié§”6f3$ﬁe?:‘7773“
standard offers’in=place’which-pay QFs-for their power -based on”
actualshorterun” ut111 vy avoided eosts. T TS T TG wTaon

I SUMMARV OF DECISION ~

This dec sion auvho*iges wha is_ termed Standard O fer #4,
which has different payment options for QFs, 1l of which are based

on forecasts’of the utilities’: resource mix-and costs.” ‘The three
payment options under Standard Offer: #4:resulted-from negotiations.--~
A negotiating conference,:which: lasted: five ﬁeeké;¥§as“he1d"ét our- "=
direction, with’ vigorous~participation-by-utilities;-QFs, -and-our- Lk
staff.” We- have’ committed- £o” hold evidentiary hearings, which almost™-
all parties desire. “However, the“e”is’substant'alfagreemeht‘am0n3f~f‘
utilities;  QFs, and our’ staff that until® a more pe*manent - solition *s
found for the complex task of” £airl ly valuing-and® ‘pricing” ‘QF-power”

over” the long-run, Standard Offer i, wi h th*ee ‘payment- opt*ons,
should”gc fnto effeet:” "0 L ToUToIiL oL nioomToonmemuan wiineuns

- We Gndertook’ the negotiating’ conference-in-the- hope’ of - -
coming closer to an interim solution which, while not perfect from
all perspectives, could be useful for QFs and utilities. While some
may have hoped to accomplish more than the scope of the consensus
reached, or they would have preferred differen%t results, we think the
negotiating conference was extremely fruitful.
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The negotiated standard offér aAnd-three payment options are
approved, with .some . -reasonable.restrictions on their.use set by us
under .our. pre“ogative..»

- s I R R .\.a-&.»u L e T e
BT - - PU [ o

tandard Offer #A a*m this jumcture, is-interim.in-the. :
sense. -,,may u;tlmate ly. be*rep_aced With.a dif’e*en* -eosting . . - ...
ethodology, contract. terms, -ete. .However, until.that bappens,.it. - .-
may e fully relied on by utilities 2nd QFs who find the-options. .
uselui.. Those.who contract under interim.Standard-0ffer.#4:will not
ve sudbject to having.:e:msuqrgp,*cesfchanged;lauer,ﬁex9¢p§333;;; L
naérowiy and specifically o:ge:e¢;bynthisudecision.,.Any-changesﬁmade;
this standard.offer.in the.future. wiﬁ*-only apply.to-those ..

contractiing alter such changes. Potential. QFs who find they- canno*:c
use Standard Qffer #4, as approved voday, sti 1 have the option of
pu'su*ns a nego ted nonstandardcon trac* with us ilities.

.-
S e e s . - . -

fz.f BACKGRO&ND

e - e e
- P - B

- s .~

il les' -short-run avol ded L COSLS have ‘proven~to- be~more s
volatile-than- -Zany-observers. would-have guessed. We have-seen a;ugg;;
drastic run-up. in fuel. ofl and-gas:-prices, followed by-a noderate - -
cecline-in oil prices.- TneﬁQE;indus;ry;ccn:endsfthgtgthe»price
uacertainty posed. under. the existing as~avallable and: firm- capacity. -
s.andard;offers,aboth;based;onlshorzerun avoided costs, makes it .. -
extremely -difficult.to arrange: financing for.potential QF:projects: -
QFs tell.us-that those-who.hold the linancing.purse-sirings, doth.. ..

e

lendeys,andfgqp“ .,nvgszers,.g:e.reluctapq,:q;qommi:vgapi;al\whenway:
projeet’s payment siream is so uncertain. Our Decisfon (D.) 82-01-103
in QIR 2, issued.Januvary 21, -1982, recognized. the- need to pursue

.

C ~ [, [ - e -~ - P e N - - -

- o ~ [— . R - - -

- e -~ - . - o~ -

- - - - - -
-~ - -~ [,
P - . - - -~ ~
- , - - - - .
. - - “ ~

- M

<
4
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developing andard o ers based o2 lomg-run. avolided.utility costs
(page 67, mimeo ).J Oi’ and .gas. prices were . steadily rising when. ,ha
decision was *ssued,,and a..hough the three. larges*.elee.ric utilitie
were. o"de*ed to ‘1 e appl cations with.proposed standand.of e*s based
oz long—run avoided costs, most. of our attention. and,uhat of the QF~,:

P

industry was dl“ec ed .e:pe,, ng standard offers Jbased on. she*t-run

W e

' avoided costs.. Many aseumed~o .prices would continue t0- r*se,.few«;~
seemed. to. believe .they.would. sxarzea declﬁne.ﬁ As oil. prices started. to
decline_ the intens;zy of interese iz standard.oeffers whichﬂwould-; .

o e e

produce prices based on.long-run (and pr esumably_ less volatile) avoided
coses correspondinsly inc*eased. .

- .', oo - - ,,‘.-‘ - s . \»«-\ ey o~
AR R “ .~ e ey Taaem

- I’ we, do nov adop* a. svandard or ermpased on.*ong-run_ -

-

avo‘ded costs. as an alterna ive to the e;is ing *tandard offe*s,»uhe -
pressure for nonstandard contraces bevween.u ilities and Qfs.could . ..
steadily. increase. Sueh nonstandard cont rac. negotl ﬁgqgeﬁpgse
prob;ems for ell° QPs typically ask ‘or*variat ors of. up~front. price.
secunity o certa;nty~so they can Ifinance p*ojecus, axnd u.‘r.il:'_-.*:ie:sr.a.:',e.~

PRy

’aced wi th, ensu*;ng.vhe aonst anda"d contract has su able terns. £o

odhatalls
. v ne

B S ol R

make it 2 secure venvu*e o*_ bem and. vhei ra.epayers,"u*ther, .
ope*a.ing unde* u* ~egu_a ion,.ut* t;es are conceraed. about. ... .. ...
ultima te cos ecove“y, and worry. vh he prudence o‘ nonst andaefL:,h

\.a*.-a.-h-./ -

eontracts nay,be_;uccessfully challenged n.,he*r energy cosL . - . ...

D

recoverny p*oceed ings.. Also, the, long—.evm,value o' new. QF. capacity. . .
in vhe.ntill ies - resource plans is not, fully ref 1ec«ed.by.,he

existing s.andard of ’e"s wh;ch base pnices on flucvua.ing.sho**-run.,;
avoided util_v.,cost (see D. 82-01 =103,..p. 67)- It is, then, in . .....
everyopeﬁs”*nuepesuhthat aes,andaqe o-,e,ibesedeppbgppsfgga,aypigep ~=
cost beledeﬁ;edﬁeﬁ/ L

- -
[ .

‘4r*‘

e

I AN
- e e

R e Yo o ma VI, -~ = e moen T L T - ~




A.82-04-4L e% ALd/rr/in ®

Théﬂthreshéld‘brébiéh'*s hdw'can;léﬁgérﬁn”avéidéd costs be "

t-rpn-avoided” COSLS” Was
the p“ob¢ems were  surmounted and svanda*d offers‘a“e ‘n p’acé.:
However, to-valie QF powe“ “easonab y
many assamp ions about =

terpined. Dealing with shor culs; dut-’
-n shne- ‘ong *un, we mcs.“make"

ture’ gene“a on m_x and

i

‘While we deal exs ent‘ve;y wi:h ’orecas ,he fosure whe**‘

S does not meaﬂ“we cannov

ratemaki ng, the view is- on’y T
“prodeds e‘value“o. QF power“fcr

théimé*hEaZ§Séd

onge*‘pe*iods,‘say 10—15 yearss;:
val ue of Q?*powe~
1inood O”‘
pa&men,s
are compa“ed *o actual’ avo*ded costs
z the »at epaye-'s pe*spec ve, there zust be a“ eve“'chahce .ha -

che foretast-will be < T SN
'The*e'a“é4d

+0 forecass
fased at” the ou se* w‘th
being *00 n‘gh or o0 low whe 4

QFs unde* vhe forecass

400 low.

e*éﬁ*fwéys of ar ing a. eszlméges o. 1ons-

,'rtvm

she” future va’ue o* Qr-p bu‘ a;l

vrs generauion m*x‘and“cosié of 2

*un“avo*ded cos,s and-

prox es or the ereation of a ut:

:“he gene-ation “ésource

ise bas‘s viewed a% some“.d;u*e ‘ime.

plan” approacn for- examp,e, wou-d eva’ua e ,He Cwe ed? capac

NG

and energy cos: s ‘associated wi
resource additions withous the avé£1a531i“
ties) prefer usi
addition that would de- de’e"red'by Lonsdte'm oF powe*.*
zethod, diéc&éséd a‘e*
avoided costs ins

y 5" projecved ‘mix of "

of QF power.
g2 coal'plant a5 whe assuned resource
Aﬁbqhe*'":“
.n s opinion, Iis ’o*ecastins sho"*-“u
0 capvu*e'a p*oxy of fiture °
s app*&ach, vbe value of OF power is compu*ed
ity does not make any‘;éw
ts except in some short run peaking capac
aiztaiz system reliabd

the util

o .be-gene*a*‘assuup
avestmen

s value is gquazn

" Some’ Cno*:”'
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various,op:‘ons~:or-pay‘nsaQFs.'crﬁgpgi; value-are-applied... ... . .- -

Obvi ous;y,'.he longe‘r.he~’orecas ,*hé more-prodlexatical. 1t.ds5-t0 -

rely Tor. valuing QF. power. and. paying QUfs, . in that.we are committed.
to *“ea*‘ng “ne:prices paid under the standard olfice as.per se ...

"easonab¢e, o be Passed.on.to *atepaye*s.,- =

P ;,<.,.m.‘-._p, Py L Yeoa PR
PR

DRI . -

R ,Some_m;ymconvend that prices- ixed under long-.erm .
fc;gpa:ts:ca;,ga‘ least at times, bde. above ac.ual«avoided~costs, and. -
therefore botkh: - (1) PURPA. will.be violated in that payments.will. .
exceed avolded costs, and (2).:the raiepayers- will.pay. too, much. ~We
:n;pxi;ng.p'ope* v‘ew.and.iesz i5.whether.over.the, course.of. 2. long-:

[}

\.,,'-~A

N,
RadE

Lk

term conir y- desplte pericdic sw*ngs -n actual. -avoided. costs. both.. -
above ap;hbelow a. lorecast, the.prices “easonaply_ppmpgn;a,gﬁﬁpsﬁrb,;;
,hg*,x alue in aveoiding a utilisy' 5.¢0sts,. and keep. the ratepayer.. ..

economically. indifferent ¢ oiwhgzb_rf:pe;ggpe: vlon was performed by .
the utility or 2 QF. 4s long as there is egual ikelinood. that. ..

swings in actual aveided costs are both be’ow and above the ‘o*ecast

over the term of ’o*ecasv*based*prlceSM"we ink the spirit and
tter of PURPA are followed. Tomeme

More  Lroublesome,: perhaps, for some’ is that we. are adopting
long=-tern standard ¢ffers based on forecasts ©7- escalatingavoided o
utffity.dds:wabeaizhérevis‘no"currea:vcapacizyﬂsho rtage among Tt SN
California’utilities.. The gquestion decomes: why stimulace: QFL: .
projects whieh ecannot 20w proceed in the generatiom marketplace’, -~

Lo

under the ‘existing as-availadle or firy £apatity offers hased onoon
shor

T=run costs, by adopting offers-basédibnflong-run'uti?&tyiavoraéﬁ
costS?'”Tﬁevanswérfis»thaﬁ‘sﬁandardfdffers~ba&édloh?IbngArunﬁanided?f
costs -are ‘for long~term contract conriiments. We would rather err on
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the side of-trying to’ have-QF capacity- steadily’ coms® on”line” bver - ¥
time; than-on-that of tliimately risking a’eriticalicapacity shortage’
becatse we did mos’ "ake*;eas%ablé"%‘ei:%*' £o afford an- OppoOrtunity for’
QF power; patticularly-long-tern capatity, to belsteadily develdped.::

Many ©f the QF projec..s .ha"'may ma‘:.eria ize® because of *he’ standard "
offers we adop"\today T2y zOL come~ 0B 1 ne~ for” several yea*s. Also,

developing- QF- power means® California will  be betier adle Lo meet Ity -
power- needs’ from- within its’ bord’e-rs,"and~ the S...a.e- s’ resources will "7
De more- fully” and . efficlently usedl” Finally, we have” never said thzs’
QF- power mast be- developed’at” ah¥ cdst; but’ rather <that! ¥4™ Showld be s
devel bpe'd--‘- with- reasonable’ cost- 1o ratepayens’ when” viewed 1@ thett TUU
longer-tern pe*spec‘.::.ve. “In " the” """oﬁ‘sf "rx"n“; 177 e" do* a- réasonable job
of valuing ard prd cing QF power, “ehe ra.,epaye*s shou’d’ Ve indifferent
as %o whether evert ua’ ly ‘needed’ capac *y is supp Ted by QF s o"' SELe

electri”c‘t’t 't...es. PN ,- PRI S S O Coo B o U U A
) '_;;I, °RoczDURAL‘“_sroav e
A. General ' ST IlAT e EEUI A et

~_-=~2, A first. prehearing. conference was 2eld. on July ~1Q, 1982
be“o*e Administrative Law Judge ~(ALJ): Myers. -Although-hearings. were. -
20t scheduled, -procedural. dssues: were ratsed. O November 18, 1982 -1
we issued a reporst on the genmeral: issuves favolved in devising ~~-~-- -

standard: offers: based: o2 lomg~-run avoided -costs, aad requested: - i~z
comments.:.We: did This primarily fo -stimulate -thinking among the - - -~
parties on- these .lssues;, and 1o -see. - il there was: any comsensus -on~the
very. tentative conclusions: we. had: reached: -as- that time..~ Eighteen ...
parties .£iled comments.  Then,--on--May &, -1983 we issued 1)_._«3—_3-05—038:,: -
walch set a negotiating coaference starting on May 23 at Hastings

College of the Law. It was our hope that wisth good fait
P
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negotiations. between the utilities, QF Terests, our stalf?l,; and
other interested: pariies, . omertenta:ive;ag:eementfcould:bewreacbedzq
about a_standard-offer(s);-any: agreed upon.standard:offer would,cof 7.
gourse, require-our-ratification.r:z , .~."n oo

s
. .o - Nt

~:The ground~rules of the_ negotiating conference ‘weresthat: .o
any standard-~offers to-be:proposed-to us:forrconsideration should-be.-
completely: worked out-4p- fimal. form;:and that the assent of all~~. -
interests. at-the negotiating c¢conference was-required before.a - --.

standard:. offer would. be . proposed;-this: was:essential to protect:the -~
rights  ofall. parties.since there were no;evidfa:iary;hearings;:the-w

-

goal,. among the parties, was:' 40: attempl =0 develop. an:interime o ~nzx!

e e L e

tandard - offer which,mwhile not: perhaps. the perfect preferred..~" .oz

solution from thelr individual: perspectives): would: be:oner which:ithey: .

could comforiabdbly’ Zolerate: and-work -under. while: refinementcand ~o-:1:~-

"perfection™ c¢ould be pursued in subsequent evidentiary: hearings.

Their unde*suandins, based on our p-ocedu*al plans~as~c¢mmunicé@ed by
our- ALJ, was *nat if‘we approved 3o agreed Upon standa*d offer it
would De an interim measure, subject only to ¢hamge prospectivelyt Y

afterxforﬁafﬁhéé“*ngs; T Te wa~ aT SO‘understood‘,hau the "eimarm v

PR

tandard Offer #4 resulting fromw ev*denzia“y hearings con’d‘:**- rmes
appropriate after furtner evaluatiozn,’ e’ based“on an” avofde€ eosy T
me~‘°d°1osy and/o* p“ ng st ucvu*e vhat d-..e*s om “‘the’ _nve*fﬁ'"”

RV [P

- N P - RN e
Or‘de e P - . L - [P L e R

L
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- The.negostiating conference concluded or June: 24,:1983.. Thex
ALJ directed the three utilities to:amend=thelr . respective ~nzin: ~ozzn

[RSRVERN

applications no:later-than:July. 11, 1983: their amendments~would .2
contalin proposed standard offers, complete with: contract-lasguage, . -’
that precisely refllected thel consensus” agreemen:t reached at- the
negotiating conferences~:-The ALJ then set:a second prelearing::.
conference on Friday, July:22,:1983t0 allow.parties an.opportunisy "
0 indicate whether the proposed” standard offers should:berallowed: %to.
g0 into’effect by thistCommission pending: evidentiary-hearings-on: the:
multituder ofissues. surrounding pricing: QF power.:-Again, parties -~ .~
understood. throughout: the negotiating conference: that: - it produced: -
some "negotiated”  standard offers; which:othe Commission subsequently: -
approved, . they would: berafforded: an:-oppors **ytthroush:thefhearingxr;
process to propose. modifications-Lor: prospective applications.co

B. Tne‘Nego-tia'ting*::-,;,::‘ S iy viowwmlr o am sl Mmante e
... Conference °*oce¢°

£ - I e T S e - ma e e ey e ~ o~

[P AR

is was‘ohe ’z*sv negotiaoing conference formally arranged

and hos ed by.ug., _nesome *espects it,‘s a frus rating,process,‘.

— e S

because consensus. bul dingwﬁn,a *elatively unstruetu*ed arena.ias
compa*ed to. oun hea*:ng p*ocess) can, be”cumbersome. On .he othe*

I

-
Nr e

hand, particu arl ~it,:ime "miys are. set,, some Lonsensus can,be-w,_\

- -

reaohed rela ively,qu*ckly, whe eas adve*wa**a’ hea*ings“on .such, 2.

-,_.._4._.

complex subject with a polarity of positions can take months ;ongehh_
This is not to say the negotiating conference was nonadversarial; we
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understand it was.adversarial.. In fact, a, critical ipgredient.of.
this process is-that all.sides are represented.with neare-equal.....
rcsou;ces‘and elouta. .. .- o e ee e am N

- ! t o . P - B - -

N We were.fortunate.to. bave .our. sta coo*d vatved.and. - .
represenved by the. Direcvor of_the U tilit ies Division. .. We. would be

- o ot

greatly concerned if our staffl had not been an aggress-veqandnkgy;'
negotlating party, Tor it would raise the specter of utilities ..~
perbaps ultimately reaching the point with QFs_ om“sax.ng$_in,e frect:

your proposals: do.not soundfair;-butisincerour: costirecovery is
virtually guaranteed  if- prices are’ paid under: Commission ratified:r.n
standard: offers, what do-we: care-=we will: go” along.  ‘Howeveri ~-'
neither consensus resolution of issues. nor’ routinely: seeking: to- split”

-

the difference, necessarily guarantees the best resolution frox  ther ™
standpoint of he public-intere "which i why:we must- be- guarded

BEES P N

and very 3elect1ve in.dec‘dipg.whe“’.o use vhe nego iating conference

S e

procedure, aad in evaluating its-*esults.~aWé note’ ’romovhe
prehearing confierence: Lhat. some Q-..ep*esen.atives seem.uo feel that

too much emphasis s-placed oﬁ.wbe*he* oué‘sva‘-, as a pa ticipant in
negotliations, agrees on how*an {ssue: *Sfresolve¢. Vigo*ous stafft

P ekt

parst icipauion is an essentia -ng*&dién* i any a*ena, and i’ sone

partiési’*nd své5¥;s d‘rec, pa ticipa oublésoﬁe,‘it is prodvadbly

-

a good iﬁ&icauzbnwou* sva'f *3 doing Vhe agg*essive and *horough'job

- Sa

]

. . . L 2o Ll A lan
..... e o~ e e - - . v . - . 5=37 " = . e b

we expec,. . -

- - o

- -

“he most orit ical‘aspec. o‘ ihis process *s tha, ‘cach

.4,.,,. -..,‘.-‘M», g

oy -
w L e

-~‘- o

g*eed upon svanda*d offe* *eSulting from .be nego ia ing con.e*ence

e . -

Ny g [P ~ e = oW

is p*esented vo LS o0 a vake- -o*é’eave—*t bas*s. 'Each was uly T

AT e

negotia.ed as a package"; comp*ised o; cost fo*ecas.s, p*ices, and’

contract terms, etc. We are, is juncture,” WAthout - BhmnEews
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an evidentiary record’upon which® to weigh vabiols proposals and’ adopi”
2 standard-offer ‘reflecting’a eareful wefghing-of various -EITIN I LIS
componeats. Essentially, then, we face either accepting or’rejecting”
each of *héﬁthree~s candard” of e*~payment*optibﬁsséézné&&éi&ied and

AN N e

we do not; in’ *a-rness to the par:ies have the" la tude To° make‘~'
nodifications.” T - .- S :

C. The Second-: ehea“ing
-Conference- - -

T

-

At the- second~p*ehea’xng conference on July 22,_1983,a- Lo

aupder of QFs-indicated that-while-there was-substarntial~agreement: ~_
that two of the: payment options: under- tandard,; Qffer, #4-were: complete:
and;accep;apleguthe;epwereyseriou35reservations;remainingcwith EERE AP
respeet-Lor - - o T N e

Ly Am oy
- ER— - - P [ P v

- 1. - Option #3, or. the~ forecasted: ineremental- -
Hene*gy rate option, as filed by PG&E and
'SDG&E;” they found Edison s’ acceptable

wfbecause they. liked: Edison's forecast.. -:

s Optdon: #4, Liled: by PGEE only,: whicheds-ai~cs oaovoo e

'_forecas:ed energy <Sloor price payment .
option. "This was an option mot fully MLl
"developed ‘or: addressed; cu*ingmhe* Sarmn wmeiziroaeas

. '\nesovia ng confereace. o '
. Q.s, essent y, asked. vha“, he negot ating con ence be .

et -

- ..,.,;.,...,.\‘..‘,..»

“esumed or tha*_ hey be'allowéd o pu*sue ad, héc de36¥~é%io“s wi 'h '

utils ties. ”hey stated a pre ference not o pu*sue~*efining Op ons #1
ané #2 unuil al ;ssues . Srow their perspective, “ela ving to al
payment thions are *ééolved.w Also;“N“W» oressed the o

the "Reguiatofy Authd&ity“ clause *n‘faisbn s and SDG&?'sﬂperosed

.anda*d of e* must be e’im_na ed, andv.he *ssue abour conurac*
swl.ching must be -esolved. ,

PRR

[N T -~
L. PR
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... -Alter conferring. with. the. assigned: Commissioner,-the ALJ
ruled that- the: prehearing conlerence would: be-continued: to- August &, .
1983, Zfor. the. specific- purpose. of allowing utilities to.address:ni~i. -
concerns: QFs has about. contracs: .lan-guage percaining- o~ Options #3.and-

2.; . hlso,.he announced: thal ¢
negotiating: conference- would de., ?-slﬂ-rea.sﬁ,da by: ?h.e:‘ Commi_ssi.op: ,in .t,hi&; .
decision.. . (F. representatives then listed the particrlar.contract:-:o~-
language. and- areas which,  from thelr perspective,. needed.. -~ -7 -~
aonsubstantive changes, so the contracts,.mechanically, conformed: to-: .
the agreement reached al, the: negotliating. conference.. - Given. the.list
of specifiied contract language. "problenm areas”, the ALJ directed. the:
utilities to. review thelr coptract. lasguage: with. QFs and.starl,. and. -
o 'distr;:bx;r,e“ any. . revised page before the p_reihearin-g‘ conference | .=
continued.,..JThey were directed not to.-"negotiatel, bul,. rather, 1o .
work together £o exsure that the contract ;l‘a.n:zuase 4s; clears :,8!1{5:;1:;:
carries out the. intent. of the.negotliated- settlementy- The. ALJ
announced. that the Commission would address the interrelated issues:-:

of contract switching and. the.- contracts’- ;-fe;gula tory- autherity- clause -
in its decision; those.-issues are discussed later. in this opinion.. --

- - Om .;Au-g_usq 8. the. :pr'e.he,.a* ing. &Onb@f’.e.n.ce:' :‘esémed‘” Ao~o zczomz

opportunity. was extended o all: lparties o address: whether the: -- .
proposed- Standard Offer. #4. payment. options: should- go- into- effect, . ~-
whether evidentiary. hearings .should be. held: and,: if so,::what: Issues -
should be addressed... There was, an- array,of posx.:ionsc- op- these..,. -
matters, as well as on whether ihe negotiating conference: should:-de: -
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"' - Edison: and’ SDGIE tWink  the three’ payment: options: p*oposed
with Standard’ Offer- #4~should- go into” effect,” and that’ Yefore & -~
hearings:are held the  reaction and experience. under Yhose" paymen
Opuions should- Ye’ studied” and eval u-a.—tedf.v me-i\t‘nerk «u@ili@y proposed art

".a ‘conceptual -~
payméh"& option needs- co:x-sicrerable ‘study.” -PG&:: thinks: allt four of Lts:
proposed” payment- options should go iato effect’’ and ¥ too thinks we -
should hold off going to- Wearing’ until’ we-gair some marketplace - -*7. -
experience: with interim’Standard” 0£ficer FY. ° Wnile some QFs think -
further” -n»’eg'o‘tia%ion‘sf on” PGEE" s" incremental’ energy rate forecast would
be fruitful’ (e.g., result i a more favorable forecast)s” °G&““"' BRI
indicates: further negotiations world be Cutile (PHC 'tradscript, page -
156). Edisorn indicates that at some point the entitel areas of C - ° 77
cosTing Mmethodology, payment: 'stream options” and, more narrowly;- - 0T
security provisions Tor contracts, ‘should be scrutinized i‘n-‘bearings‘:."

Qur stafs thinks 2lll the payment opfiors,” ‘except the floor®

price mechanism' ‘proposed by PGEE, should go {nte effect -on-ar "5'iif‘é‘ér:iin"‘
basis.< The Tloor price mechanism warrants' thormough review Lrom the -°

tandpoint of ersuring ratepayer econoric ind_..erence Ead -t TS -
protection, and’ staffbelieves Some ~"wo:~kshop"~:‘orum~ I *“con-juc:ion
with or before evidentiary hearings might' Be froftful. -Staff is mot °
conviaced- that this® particulart -péirheh’*‘-*-“csptfioﬁ 6&63 fe %iui%k-‘.t:&'; ﬁésb“l‘v‘e‘dz
by negotiatioms.  Staff believes that
the incrementzl” energy rate forecasts of -SDG&B ‘and -?u&“- 's'o- ‘they ‘are
acceptadle Lo more QFs would prodadly not be fruftful. - Staff +hinks ©
at this juncture the entire sudject of costing methodology, valuliang "
long-terz QF power, and pricing streams should be the subject of
evidentiary hearings.
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;oo ~After conferring with- the- assigned: Commissioner,:the ALJ
ruled that-the: prehearing conference would: be~continued; Lo~ August &, ..
1983,. .for. the specific purpose. of: allowing- utilities to. address; rons o
concerns: QFs ‘has about. ¢contract: language pertaining. to- Options #3:and:
#2.- Also,. he announced: thal the-QFs': request to reopen-the .- ~~- ~z- "

negotiating: conference- would be.addressed- by the. Commission-in this. ..

K1

language; and- areas which, from their perspective,.peeded.. - .. - ..o
aonsubstaniive changes..so the contracts, mechanically, conformed to-:..
“Be agreement reached.at the negotiating. conference.::Given,the.list -
of specilfied comtract language. "problem areas", the ALJ directed.-the.
viilities to. review their contract language with QFs and..staff,.and. ..
“o distridute any revised. page. before the prehearing. conference |
continued., . Jhey were directed not to."negotiate’, bul;. rather, £o-.--
work together o ensure that the. contract language -is. clear-.and ‘~ic .-
carries out the Intepl of- the.negotiated- settlement. . The.AlJ
announced that the Commission would address;the interrelated::issues:-:
oI contract switching and the. contracts’. regulatory-authority- clause -
in 1ts decision; those. issues are discussed dater. in this opinion.. - .
- - Oz August .8 -the pr Qhea,rin_gf.ppnfc:e_npe: resuned... ADvg-coroes

-
o

- -
~ m

epportunity was extended to all: lparties. to address. whether: the.:
proposed Standard Offer. #4 payment options- should- go.into- effecty: . -.-

whether .evidentiary hearings..should- be.held andy: L so,: what- Issues -
should -be. addressed. - There was an array.-of. positions. on.these .. -
matters, as well as .on whether. Lhe negotiating conference should:: be -
r‘eODf-'.nf-td-r STl Ty e OIS el nnD It Un noins

- e e P . . e e - PR P N - " . LI -
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The California.Energy-Commission and:the State~Solid-Waste .
Managment Board doth want.us: to-direct further: negotiavions aimed

~~~~~ - ~ -

specifically at havs ns SDG&? and ?G&” develop inc*emegcal energy rate
forecasts more ’avo*able to. QFs, and"adop.ing a:floor price mechanisnm
payment option. RSO IS R S :: nnirreue oot B

- [ o ek A

~ . [ e I PR

None of he QF- febresenvatxves who made st auements at the
prehearing c¢onference:-had.any” object on*to—?aymen* Op*ions #1 and

- h

#2 going into effect. or a’l three uiilit‘es;i’Ihey aII uhough*

a e - . ERR g PRI .

Edison's Option #3 was accepuable, because .bey~prefer Bdison s
inerenmental energy *ate ’orecas*'over .haw o“ ei ther’ SDG&” or PGEE.

Contrary to the views of. °G&E SDG&”-and St aff,-QFskaliosu unifornly

believe if we direct more negot ations on vhe'incremeﬁ'al energy rate

Torecasts of PG&E aad SDG& the’ end 'esul* will ‘be” mo*e “tavorable

w-\,,

forecasts.’ We note this junc ure that i’ we” o*de*ed more

n»‘ -

negoti .1ons on the incremental- ene-gy “pate’ forecast s o’“only " Two” o.'
*he*.h*ee u.ili ies, our action wou’d”be ;aken as a srrong Ei%nal o
that we have reason %o believe the*r"c"ecas.s a“e)voonﬁi?QVOrabiéazbﬂ
QFs. We have no’ ’acus or ev‘dence”.o lead as %o such 2 pféé&mpvlon,

- -

all we know is’ uha°'some Q“s say vhey néed‘énd would“pre e- mo*e‘"'“';
favorable *orecas.s. QFs all seem vo _ndicate uhav i’ we do nou i

authorize <the *nc*emen,a”“éne*gy rate Torecast payﬁent optxon as -

T -dA’\ -~

proposed by SDGAE and PG&E because some Q?s may be able” to- use those
payment options. eI T

i

AR Y

i\l
4

D — v b e

- e ~ e

QFs think <he laves*“lob.;b ce medhapism.payment option
proposed by PG&E is accep.able, and *ha* i‘ we do not o*a’ly approve

"xf.,. P ]

1t, znd diredt the other L% Es ‘<relude” 1t in their *espective

svandé¥h'o-_e*s, then we’ shouﬁd“a. least clear y embrace +he concept -

- P

atd ‘@irect it to be the subject of further’negotiatioms. " TS

- 14 -
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Other points raised dy. some QF representatives are: .. .’

" 1. "Werought.totclarify-whether utilities-:-: -~
.. .. . Gam_sriil pu*sue nonstandard convrac.s
’ witn potential QFs~who  do no%  find oxne’

R “thecstandard:offerstuseful.o: :li ~-s-n  <e

- o .-

2. The question of whes he* Q”s already o
under _centract zay swi to_St anda*d
Trer” #4 should  de’ add*essed and - -

'*esolved,hpre’erably with:the-resple oy ==

... . delng freedom to_switeh; and,.

-0 Standard:0ffer.#4 that . may result.
- .after hearings shou,d then be Ireely . . .. ..
’ ava ladble retroazct ely to” Q?s‘who S
’ igned: aacon.racv~under nego iateds cwulo oo
D Svawda*d (34 Ter #4. .

Both issues are add*essed *a ter in :h LS op*n-on-

D oA e s - -

— '..
- - "

- e N

Some Q” s want eviden iary. hear*ngs, primari:y to deveﬁqp,a-l
permpanent cost ng me:hodo;ogy ’or,yalu ngv*ongyfe*m Q° power, o .

LY - ot . -

likewise, wheiher- sudsequent versions o R

e

~

el

|~

”esclve .be need for security prov~sions in. cont acvs,,and‘,o pursue I

adop:ing_me.hodo*og es. and/o" :o*ecas s thau a“e "ead y ver:

-f"-l

d.-ch

Cn th*s ¢a::er pa 2%, one goa’ a_mos. all QFs sha e. _s hav ng

u.ilities use a, common ’o*ecas. o‘“’ong-*un.ma“g*na’ cosus ’o*

pri cins QF powe*'and ’cr ut l~ty *esouéce p-a&n-ng pu*poseg. -

.hey say, would *esnl* i“ Q‘s 30, *cnge* be ngnfwh psawed" by

I~

able.(

e

1lit es,. whicb are .he u’“‘ma e daua *eposi:ories us*ng~dif'e*en

forecasts ’o" diffe“en. pu*poses. B

R

IV. LIMI ATIONS ON TEEZ AVAI ABILITY T
- ... . .. QF TZE ADOPTZD STANDARD. OFFEER..
DR 'AVZ COV”RAC“ SWiTCF'NG’ T

- ~ - .

o o B — e

PRSI

e

uti ities’ shc* -“uu avo‘ded costs, and vhey set pr_ces which ca*
-
- by

u tuate, byt wh -3 c-oselyﬁparal’e‘ acs uaﬁvavo-ded.couvs.

Vo e e

L _”he suanda*d offe*s we have already adopued a*e based en

1

¢

7 e e

Howeve‘,
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the standard offer addressed by this opinior idvolve projections, "
assumed proxies, and payment ‘strear Certainty which can’-have a - iiTol--

visible “impact ‘on electric BI1ls. ' 'This standard offer is the first -

with such characteristics, and -there will Undoubtedly be refinements -
and modifications ‘adopted, for prospective application, as “time goes -
by and experfence Ls gakmed. (TTT I WD i wminl nsidr o

-~" -We -will “adopti-som€ ‘overall Iimitatidns On the use of this -
interim standard offer An recognition that we aré rov convimeed that
it 'Is-a permanent all-inclusive SOIUTLCD.  Partfes ‘agreed; "at the ™S ':°
negotiagting conference, to reécommernc Xhat the megofiated standard™” "
than two -years. W It will probdadbly "be dt Teast six months before :@ -
hearings conclude, so0 - we ‘have o difficulty ‘ordering the -offers " ..~
ratified by this decision to be in effect for at least sixmonthsy. -~

and until further order:. =7 . orwTo LRI o Ifuniom TIIW

o 'SDGEE requestsithat itscforecast ‘of ‘marginal operating. ~ ¢
costs underlying {ts~energy-prices de used  for a maximum-of~six® =~ I-.
months; - that-issuve will be.addressed -later in this opinfom_o™s = ovul
An Iimportant point for our resolution is whether existing~. -
QFs, already in production’and under contract, should be eligidble for
the standard offer adopted in this''decision. - At thelnegotiating ~t.ia
conference the utilities asked for some clarification; wanting eo =i~
avoid a ‘morass of uncertainty and:contract-administration problems:il:
None of the participants-had-specific suggestions at the.negotiating -
conference, but-all seemed %o -want sometclaristy.. ALJ Alderson’. o.. T°

promised- to bringthe-matter. to-the: Commission’s attention-for .
resolusions - . LT lat LNI L nInoTmINIO toTNnIanon o smte soessne
m 7 In" the- past, when thelentire subject of devisingistandandis:
offers was in'its infancy and the existing standard offers based oni«:
short=run” avoided ¢osts were. evolving, we-allowed-QFs-under-eontract--

[

X R F A - . . L
PRSI - . . - v v P . P Wt A . -

P T . . I [ - . pm . - . P v -~ -
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0 switch %o .,ne standard offer. -oased on . -short~run ¢osts -which - o .
ultimately evolved (.82~ 01~ 1037.mimeo-page.JMS),.SLbsequen»ly.wem;f;_
said: "QFs pay not. switeh. fror one-standard offer to another, dut may .
adopt- the final version ofl the particular. offer. signed”. (D.82-12-120,
Lssued Decemder 30, -1982, -in A.-_&;Z—O;&-_ZS: ev-al., mimeo page 118)..--

We think there are overall p*ob’emsuwizh,contraetw_", SRR
swis ch;ng, and the preﬂe:red-approach in.this . instance, particu arly
since -the.-s o
contract terms and comp,ete wi:h Fixed p qeq”7ismiqr;Qngpqgevaluate;
it from the basis of -making -a .long-term-commitment, for a.15-year... .
minizum .term Is -involved. - Accordingly; -QFs who-sign-up -under one-of -
the optioms under -this standand o0ffer, aldbiet interim in-one- 3ense, - - -

will not-be-allowed -Lo-switeh -later; -they -must wait until-the end.of.
thedir contract term. " . - et e e e

With respect %o QFs already iz production, we- w*l‘ allow D
ther %o sign up under-this-standard~offer-only-Iif they are 2o loager
under contract; . Qfs -who have_.decided -to_produce -under existing-.

tandard offers, and who entered a:contract, .should be-bound-dby:their-
decision.: - - .- T LRI TR S,

y ~ -,_‘.,... .....l‘M.,.,-......". ..-
- - - - - PR, W R

<o .. - Some standard and nonsvandard contracts have provisions | -
which allow‘QFs 0 - elect standard. offers which:-may be approved.. .. ..
subsequeqt“toutheir_ente:ing;theﬁnonstandard;contract.; However,~the: -

standard-offer-approved by this-decision represents _only.an~interim... .
solution, -subject to change. after:hearings, for:prospective. TToLo
application. -As such, since:we.are adopting a-standard- of’e*nwithout-
arn evidentiary record, -we-are-not-confortable-allowing~QFs vader: oo~
contracet, even noastandard contracts, the switeh. QFs under~standard~
and-nonstandard.contracts, with provisiors clearly: allowing® them o
switch, may switeh after 2.final.standard.offer-comes.into existence- .
after-hearing,-but-for the-time deing-they will- have to- honor-their---
conmitment under the contracts they eantered. A critical factor in

our thinking is that this standard offer, and the procedures leading
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to Lt, resulted primarily. ’rom our, goal Lo: encourage,new Q? projects
which have not yes obtained nanc‘ng o* otbe*wise en,ered a contracet

R -

and started p*oduction.l::gt: PR DN P S P B T

PN . [ . - e . N ,.._..‘A

Finally, we, will limit 4hé7ié¥e zation payment op.;on
under this standa“d offer to new QF facilities or those- which have
never produced and sold.power. 7"Ih‘s*is ‘because’,” *h~some;a"
reluctance, we approve: the‘level izati on op.ion as a stimu us Tor new
QF projects, and it 4s not: reasonabdble for-ra epayers uo~bea~ the cost
of levelization in the ea*ly yea*s to bene'i a Q? projecv o“

(U

facility which has alreédy*managed to- ob alnﬂf‘nancingfand~sua“*
p“Qduction- .. R RN S SITLLT T T uT LW

-~ . ~ e e -,-.,,\- -
. . o

A subject~so«c osely rela.ed ﬁo?ébntFactAava labi“ity and
switehing warran*s-d 3cnss on a*~,h-s po n.,‘*s a*e éonce*n about QFs

RN

breaching, ternmi nauing, or otherise. alt eving,vhe contracts: entered
under Standard Offer #Li. A

: PGRE's -amended  application summarizés- the overall’
underlying concern about’ fixing QF payments dbased on"a’ forecast or, -
for that matter, any proxy of anticipated utility avoided costs: '

7T.wie’ cap be’ certain that actual’ avoided- costs < - ST

~ will. differ from; the forecasts.:  Locking - o ~l:.:
into a forecast in a rigid way assures that |
there will' be economic losers--either QFs or -
ratepayers--in the future, bdecause actual
avoided costs will ei:her be above or delow
the forecast. Staflf bdelieves that 2
disadvantaged party woa't zind, because
there had been an equal chance of dbeing the
economi¢c 'winner' at the time the contract
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«was executed.: This iz good. «beor’y,”but I A .
defles. experience.. I one, party Is.

......

seriously disadvan.aged by a cont ract, it

- “ - e m

+3

will have strong motivation to breach.or: T oIt IuIm.lloIT
.. .alter the contract, regardless.of how, .  ..-- . .-
nT reasonable uhe cont ac*_appea*ed when 1t was . A
- ‘3igned.,, oo - . e W Ly LD DL L anD Ll
"Sizilarly,- PGandE expects that. 1f- QFsZEre ST LonSIeTT T
.- ..- Cisadvantaged by.the forecast. price.options, .. ... -- .
e they will do everything possidle <o D .
T 7 renegotiate; vermina.e, or:otherwise escape 10 .17 InT .
. thelir obligat ons,nhwe have, at tempyed BO- L el

write-the contract to avoid this; but with ™ _ -
- the amount: of. money potentially .at stake, .~ "oinw it
ways may be found. Conversely, if e e
“atepavers are harmed, we expec: accusing o
fingers - to be” pointed at PGandE and-at-the - ... =
.Comm.ssion. We trust.a, future ecOoRmISSIOn .. amiy e ane
would abide by a dec‘sion of this oge and .
2o rrallow eosts to be” recovered. T T {(PGEE amended~""w R
application, Exhibit A, page 4). L meT T sk e T v
We-think, QFs may. be."winners" at. times. and "lose*s“ at
others,.when,.at any point in. time, originally. forecasted.avoided. . ..
costs are.compared to.actua.l.i Eowever,. the receat volitality in.- ..~ .

short term ut -aveoided costs caused by oLll-.price. fluctuations
will prodably be bo*ne~*n m nd: by QFs elec:ing one oﬁ~thenro*ecas*

w«,‘.‘

based payment opti ons-unde‘:Standard O Ter. #L Accord‘ngly, we

<
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believe they will,.hink lons and~ha*d-be ore: seriously -attempting <o
terminate early or

PGEE that. some, QFs- .under,long tern S acggpd;pfc ;:f5:99n§g§cts may

o

seex o, ge* cu* oc,yhose ccnz act; ir actual avoided ccst conq*ticnsl
particulaf;y_ove. ai*ly lcng du*a.ion, wou’d be *o. checr advantage-

- e A PR

(despi vhe pot encial ’o* damages generally and spec;';c minimug - -
damages, clauses in some o’N the, conuracts). '

e e ke

- P ,.-. . v n e .:-‘ 3 A.,.. ,\. -

.ty e

B We think i .is feasonab evto orde" he; uvi’i ies .are. unde“

- S b [PARSUNE T v

no oblisationv.o ence") nuo any. power. pu"chase con racc,~even uncer. |

e - o N

one o the o.he-wise ava‘lable Comm_ss‘on app*oved standa*d

H‘ﬁﬂf‘ -y

—— e

~
T e e o e e e

of ers w*.h 2 QV who has e*m_naved early or b*eached under. Standarc..

Offer #L, paymen~ Qpcions app*cved by this. dec on,.if damages have

e v o o

nos been collected. By Qam;gec we. mean uhe ucilcty either. having

o PN, -~

o’lecued at leas* ,he m*nimum damages, if *ne concrac\ has a_m*n_mum

P m o - B A T

damages clause, and 'creeeeable damages i’ here‘ﬂs 20, applicab’e.-,

o

minimum damages clause. Pa :ies should hono* their. coc accual

[ - RN v -,..-.u‘ P I

commi ments, and we ,h nk ou“ maklng ‘* unat ac;ive Tor. Q”s <0,

R

5o
-

W m = Lt e e Mo

[N Sl e e

te*mina e o* swi ch cont*ac.s ;s only fa-., as ii balances %éﬁ‘?isk,

e

ratepaye"s are, assum ag at he ou set with this, long—cerm,

-,.,_'- )

based & xed price,"s,andard of e.,u While vhisyicsue was, nct,, on

specifically faised at he.negot-ating.conferencey wewmhiqg,iu, is our
prerogatl ve o take “easonable.s,eps *o minimize contract evasic;,_-:f

indeed, .;.zn_de:f_._ - .,he“. circumstances. It ,_13 our. duty to. the ratepayers. .. .

P

.-

L Minimum damages clauses apply to0 capacity payments when the firnm
capacity option is selected for capacicy payments, and for energy
payzments when a levelized payzent option is selected. Aside from the
ninimum damages ¢lauses, utilities may pursue foreseeadle damages as
apply in any breach of coatract situation.

=~ 20 -




' THE- STRUCTURE  OF STANDARD® OFFER #4 sND -~~~ =77 °~
FUTURE CONTRACT LANGUAGE CONSISTENCY- ~: ~ou :z. .

P -

-

"l add*ess what istéé*léﬁus‘3£dézajo e“ #2"
wnieh contalas-several” paymen* options: S‘anda“d Drfer # “was”
adopted by D;82-"2-120 and” is for- as-ava ab”e ene*gy paymenvs &ra \
is for Tirr eapact iy asd #3°%s for smelier QF p*ojec 5" (under 100"~

kW). The Standard Offer #1 contraclépb"oposed b] éach 6’“.be three
utilities has some” common &on,rac terms” that : app y ’or all’ opt ious

R A

and"specific terms” cover ng“tbe nd*vid:a’ bayﬁe*?'dpulons. “‘?&!"

Tiled conti: racts are com p_e.e wity’ ‘he ag*eed‘upo o*ecés.s,’

~ -~ -

upon

wh\iﬁch;i C&S V‘l”“be .pa ~towlsie ool ouoanonew B0 TIla,

"Each us ility chose” tis own format and‘conzrac anguage,
with 'he goal hcwbve 'o’ all bé :g coasistens in sustance (witb
< uiility specifi ‘ie*ms suéh PR

cur ta*lme“.). Ks experience is gained witn s,anda"d of e*s,'éd&“QF

sower purChase ccntracts se;erally, unifors svandaﬂf ‘conty Facy T

B

o e -

~ -~ -_.‘-

_aaguage sho“’d'be used by all Lti;ities, excep. for Yerms wh’éh musy

~~~-ma R R L

clearly be u:ili:y specific ecause of substant t‘vo g«vrerenges_*~=“

- e

~ o .—»--n-—N

The convenience oF suandéﬂd ;anguage w*ll gr eava aid‘,hose who ‘zusY

-

review standard offers. de are di sappo ‘aved this cou*d not have'bee“

~

dome for Standard 0ffer #4 inm the comtext of *he nego** 1ng““*-”€77

conference, but f3 appears Time €id not permit iT. “RatMer whan g

simply TioK ome’ of she utilid¥est consracts ‘and Grder that Tamguage -

used by the others, we will direct the utilities te work together,

with our staff, ir proposing one form of Standard Qffer #4 with
uniforn language (except where serms must bDe utility specifie).
montas will e allowed Tor this undertaking, an

presented during the subsequeznt hearings for :

ix
the produet shall be
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That, we-think, is. adequate time for the three:utilities’-and our
stafl tozharmoniously~come 0 some _common -termss. QEs willchave-an -~
opportunity to address the urniform:-Standard:0ffer:in:subsequent " -
hearings;r;Once,adopted standard offers are uniform-for. -allL’
ucilities; it -will:be far-easier .torreview:and consider-proposed~ =
¢hanges, and to-subsequently review:any:filed~standard offer -: z. .77

- T

contracts~in-the future for-compliance with-Commission-direesives.: 2

As it-now’stands, for-example, we,-our:staff,-and-interested.parties,”
nustoreview three-very-thick:-contracts-and engage:in~cunbersonme, ». .. -
confusing-and time- consuming -cross-checking. - We:-think-consisteney .~

would:be an-enlightened step:which; in-the long run,; will-work-%o:--.

everyone's. advantage.~: ool vl et Iienacmons Carowe

vzif‘ﬁiniﬁb;vv‘AND‘LEvvn*zED“LONGZvER&“ENERGYG3
. _AND- CAPACITY PAYMENT: OPTIONS:UNDER-- ~.-
__ STANDALRD OFFER #4 (OPTIONS #1 AND #2)

Two energy payment options under the standard: offer-were::
proposed whichrwarrant separate-discussion: because they- share the
same;costingymethodologyyﬂbutahayg differen;ﬁpaymentgstreamsu;

s Option #1-~~°aymen§ stream-fixed for. 10 .« -

.. . .. Yyears," and ’ollows 2 *amped-
T oy forecast. R

Op fon #2:° - Payment ‘strean’ fixed,for 10 -
' years and-levelized,.w--_-~->

-

-

A. Common nlements-

_,,,."v A m -, ,1.,'.. ~

.. . .>efore addness*ng ,he specific diffe*ences, (p -4ﬁ ;.
iSS}Je, O..._ Secu‘“i y) wle_ will- desc:‘ibe .he common elemen.s. ] x

PRI

S -

-(‘\ b ]

2 . Ten yea*’s <& '*:.pe ‘con act ternm :i.s* 20 years o* more‘” but” ‘1/ 3 o*"* ok
,he cont*ac - Term % .he *otal.co“ enm.is ess ,nan.ao yea‘s.:

- o

iu;)t

> 0.
Poortl

1]
'
€343 Vakd bt a oy
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“.: .Contraect term: The miaimum term isciS.years,.and the~ .7.°07
maximuz is°30 .years-(Usilities should amend their - comtracts.vo:: " . o’
specify 'thezagreed ~upor maximpum termys .. 30 CuotIil 1l uILrLTmIIo:

Operation rdate:. The QF - project: must beroa:lineswithin~.~ .-
5 years from-~the-date:the-agreeneni:is~executed. EHowever; the QF... "
agrees To the' payment. stream, based~on - the forecast;.whea the . = ~--c
contract- -Is:signed. - :Thislmeans utilities:must have.a 1S-year:i:.~I-
forecast when 'the ¢ontract is signed. %o allowf:orfafmaximumas-yea*;
hiatus. . before operation and payments~start-afier.contract executions. .
QFs can;~however,runder~vhe:negov;ated:scandardzof. ry.make an~.iLinte
election within ninety days before production:starts-on.whether:they:w
will be paid under the ramped-up or levelized forecasti ~Thus, while::
both payment sireams:are.known.and- ’1xed when «hemQR.signs-a

- v S am

contract, a QF can hold offl' th-its” *nal payment Streanm electio

g N A

and evaluate s—*equ**ement wand—con&rt;on-shor*‘yubefo*e

L

production Begins.r oo ot oworno LncUTrn roemenz o cmeine oWt
~FPorecasts Underlving.Contract Prices: "The togal-~» . "I7777

utilicy avoidetfcos*funde*ly ng: the payneni: streams 1s” vechuica'ly

composed of two elements. (J) avoided sno*tage costs, related 40 the

-

peaking capacity the GLili Ty can avo d (based on the rental value of
a combustion ,urb-ne),-ang;_ﬁ;);§y§fngpaysip;,;opg;atﬁggrpgsts,
called the "energy" portion“df‘:neftozalfavoided cost 3 The

forecas S accompany-ng .he. iled suandard o e*s we*eiégree§1¥5;ét

the negowiating confe*ence, whi Ie - some may vh nk *hey are” £oo h‘gh,

W s P

and others that’ hev are t0o low, never theless” uhey’we“e‘ag*eed to.”
Whether the forecasts should be revised, for prospective

3 The appropriate standard for evaluating future utility and QF
projects is a forecast of a2 utility's marginal energy cost plus
shortage cost.This is only a proxy for a forecast of average marginal
composite energy ¢ost and capacity ¢ost. The shortage cost is not -
literally the:"capacity” payment nor ZXs the systen marginal-:operatiag
cost the "energy" cost, bubtrthat termimoloty has evolved imto-Akls -
long=-run standard offer proceeding from the short-run standard offer
proceedings. 7This is one complexity among zarny relating to avoided
cost forecasting that will be addressed in the evideantizry hearings.

- 23 -




application o new contracls,

- e

c&
hearings. The followisg schedul

n be acddressed.in the subsequent
es saow Lhe forecasi- enengy: poriion

0f the total avoided cost for eaeh utility. For illustrative
surposes, the tables for PG&ET shows the price by time of delivery as

o -

weil 28 the-annual average pnice.“only the annual average prices for

Edison and SDG&E are shown: M S

- Pacif:c Gas_and Electric Comgeny
TOrecastoc Treorey RPrice Senedulé

Year of ‘ .
Exergy Forecested Enerov Prices* e/kwn "L

li- Perind 4 (Winm~er) - Pariod B !Surmas) Annual -
veries Om-FPeax Parzial-Deak Jff-Peak On-Pedk Part:a.-Deak Cif-Pesy AvVerase

.

252
1954
~585

-

Lran
& fv ¥
ay < 2

m :J .‘
LTS I 19 j-
[T I B
o (O W0

urmunin
wmobh o
wt ~) (o

ununaan

-986
1587
1988

o tn
- L]

~y s )
O (M

5.72 98
€.08 .47
£.€2 e

o (h tn
L] L]
~§ -
2 <1 O

*
*

[

1689

1 ]
»

Ty

0 ~) )
. e

~J o )
w0 O

13

W (o v
U tnoun

o ~1 -}
~)
~1 ~) ~)

.24

e

m ~1 -}
. .

0.
.65

o141

)
i

lﬂc]

-
Uy O 0

W (N

4
H

[ 28

O 0 (o
i)

Y

.

)y O DD
TR}
T s

LR
»
v

.
&
o

{

’J } &
-2

L]

)
Y

11.7¢ 21.25 10.8% _il.68

S12067 T I20090 TUIYVest -12les ~T rZssen v U ;
w3281 L0 12,98 - :012.54 7120760 1248 - 1335 O

B
N1 OWww

B g i

IR
N
v

"Ihese prices.are cifferentisted Dy- the Tume-periods astdefined W ~20 13017
PGEE's stencard offer: the time periods are suDject to change in

with how peak, partizl peak, and of< PesK is defined in
Taralf schedules applicable o large imdustrial customers.
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" PG&Z, Edison, and SDG&E
Forecasted’ Ene“gv Price-Schedule; -Annual Average
A (é/kwn)

IV

Edisoﬁ\;. . w;. ;SDGéém;

5.30 .- o 5 oTem
5.60 5.90
5.70 6.40
6.00 6.40
6,40 . 6.30
6.90 7 6.70
W_T .90

ol s i

. e 8’-,*7:Q“: i e

9 20
10. 00
1030
11.70
11..80
12.60
1340
. * The p*eced*ng schedules show the 15-yea* *o*ecas s of fff

avo;ded ma“ginal ene“gv costs, which _s, R=24 cou*se, one componenw of
Total avoided costs.

P

" In unde*s.anding how tovah con ract p*ices are &e-ived, it

.

=s c*it*cal to keep in:mind there are & Sinder of mix-and-mater U-
options for both energy and shortage cost or capacity paymen,s.-bef




»
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example,.a. QF.can elect %o _sell.part, of-its-output.under the terms of
one of the existi

ing standard. offers.based on.short-rua.ayoidec costs;.
if he did so, the enmergy: s0ld under.shori-run-as avallable or firm
capagcity s:andard offers,. would. be. subject to.price.variasion,
whereas the portion sold under the. ’orecast would have za fixed

price. A’so,‘di ferent shoriage:cost or capacity paymen. op ilons are

available to Q?s signing uﬁ‘iﬁEEl ary of the energy payment options.
Capacity pavment price: &Fs may_elec Lo del;ve*

either firm or- as-delivered: capacity. The QF-can selecffhbw mueh

firm capac :y he will be cont*acted to provide, and any‘excess

delive wi l receive the- as-del‘vered capacity price" These

capacity paymenvs are de*e—mined and paid unde* the same*,erms as

those in existing Standard 0ffers #1 and #2,: for as-avax Lable and

firm capac*b&i'*espec* y--~Ihus, firm capacity paymen s can be

levelized as prov‘ded oy Svandard Qffer #2, and are subjec* Lo the

per o*mance bonus when the Q:~demons: aues a- firm capacity factor in

-

excess of 85%:. 21l capacity payments are made mon.hly.__ﬂm.
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The following- tadle shows the annual average’ capaci:y

payme’ in

-

¢/kw“ 'o-as-avazlab1e capagitys™ iTosn TILSvin

-fTe- . U PGEETTEdAson amd SDGETTT T T RY Sl

"Fbrebastedvcapac tV\Przce 5cbecu’e. Anﬂna’“Ave*age L SRR

LrleRWe): S s f oo

TYeaw UTTonT. _‘* T L A ST "*SDG&E“" R I

1985, - o~ ..798- -

198 A _.86(~ . d o @ T i .'TOO
168500 1 Ut gRhv. L il CTrmeen _4__._71;o~

_1986.. L .00% - . . .893 . | 800~

1987 1.084% 1,073 0 - .870

RS M= 2< - SN TR, NRC V-9 [ S G B - CR R ..950.,
1989, - - 1.255 .. o LL2K4. . L ..1.020 .

1090 1.386 T 1.700

_199.1:‘. oo "1 L38 S B -1 310.
1992 -~ TR 10690 -- o- it - 1200

1093 ) o . o "1.500.

- & nooT R D Y, 7 Rt

1995: - - 1.8T10 o~ 0 2,055- - - o nioAT20-

1898 zloos L ziars T teae T

1998 . e =L privorio 124 1‘00f N

Tor payment purposes the arnual average rate will

be converted to seasonal ltime of delivery rates
consistent with the Commission approved method applicadle
to as-available capacity. The annual average rate
expressed in ¢/kWh, rather than $/kWh, is developed

for the utilities' capacity payment forecasts, applying
thelr allocation factors and hours per period currently
in use. ’
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B. Forecasted Ramped-Up Payments
zased o* Energy or Systex Marginal
gpe-a ing Costs (Op-ion #£1)

- -~ P

Op,ien #1” s the "amped-up paymen, s eam, wi.h'.he paymen*

. e oyt

va*ying with season and uime of delivery. “h s p“ovides a d ee* o
Prlce'Sisna’”to'encou*ase peak pe*iod delive“y by Q?s. T T e
| ’ During the xed p"ice pe*iod (maximum 10° years) the Q?

[P, o m e e

*eceives a series o’ p"ede e*mined ene*gy p ces ‘o* p*oducvion,

Dk B

broken down by yeae and cos ing p riods.” These xed pr ices pe* kWh

o m oy

are pa‘d *egardless o’ Qhevhe* he Luili y s ac.ual avoided costs

I A ....,..f .,,w-.,-.-.‘ R

vurn ou, %o ‘be higher or lowe i Q”s can choose vo‘take a’ ac**on j"

R R

(in 20% -nc*ements) oi_theib ene*gy paymenvs unde* th s op.ion, and

—— i Ew o ww

the remai nde— unde*' he full 'sbort raa” avo*ded cos s applicab e under”

-wll,«"u s

Standa*d‘o e*s #1 and #2. O‘i or gas-*i*ed cogene*a ion” .acili

olulioke

are 1iz ed «o recel ving 20" more ,han 205 o0f theiy ene*gy péyments
under .he ‘o*ecas ed energy price op:ion, wi h .he'*ema ndér pa‘d a ]

T .-..,A,. - . e ’ﬂ¢an-

the ’ull Sho* -*un avo*ded ope*a ing ¢ ‘ g 'i"
,andard o ers, or undew Opdion #3 (which is desc‘ibed 1ater}.._y
Keger *he 'ixed price pe od, (e [33 10 yea»s) “he’ Q?'““”

oy S . o~ s

receives paymen"fo* ‘energy de‘ive“ed at *he ‘u’l sbe*“-*un avoided

o o

operating costs wh..eh are also paid vo Q?s unde*“S*andard"O’ ers #1

Eatelalinde

.hrough #3._ w~~:; n' NS - b

. -, - -5‘4,4

" This option conva ns no d scoun s,”*equi*es no securi.y,

P

and has no 'o*mu_a fo* ca’cu aving damages fh'“he event o. :‘“'“'

nonper oruance or b“each.‘

R

-.n‘
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C. Levelized Payment

(Cption #2) : o S -
o Jring the Tixed P ce“pe od‘:.he Q* wfrr“"ecefve pr:bes
level zed ove*  ha. pe*iod | s ese lizee

e sl dot

PR PR

prices are derived ,.be same as a* used n uhe ’o“ecas; o* ramped-
up esergy. p*ice opt on._ Pr ces aretvime-differen ated, and will be

paid th*oushout .he fixed price per;od ,_;“_s opwion also does nov ..
*equi*e any d‘scoun s 'rom the util y s avoided cosv._ Howeve., i*

w o — e

does requm*e tha*. he Q“-posv securl y vo p*o;ec . atepayers in the
event nonpe formance. occu“s and éa -y pe*iod ove“paymenvs have been  “
zade. And “nvhe utilisy accep.s a _esse“ g*ade o.,secur1Qy, :Eh* )
may. not fully gua-antee p*ovection 9’ he ra,epaye  .hen'g . 5»
discoun rom vhe leveiized pvzces is_ app ed ove*N the ._kedlﬁ; -
pe“iod (speciricé conce*n.ng secu*‘ty and 1evel za:_on a*e d‘scussed
below in_this seetion). e

‘A‘.-‘.,_‘ S s '-—-.‘- v “'111.‘\'! -

~

o

This op.ion unde* °G&“'s broposed coavrac S, conva*ns a 'crmu’a 'o“

may al so 3eek *o collecv fo*eseeable damages allowed a‘ law 4"or'

b*each o’ cont*ac b»yond ,hose specif;ed py vhe ’O“mula.hh

,1,-, .. Level za . - \ ,‘_F,,
' Thfs is an opporsune place to discuss Levelizat: tion
generally, because the distinguishing feature of payment QP
a levelized paymen, s* eam_ : oI onin

S, -~ E - - -

v o - - ,,.,,,,.» -

Leveli za*ion is a payment sirean whe*e periodic_paymen,s o
are constant over a period of time, and are based on forecasted
values and the value of money. It works roughly as follows:

Forecasted value and
paynment streanm

1
r
[

levelized
Ppayment strean

e e - ——— 1,..___..-.__.__...~...m~..
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_“he payor (e.g., vt i. ies. and u timat elyuthe‘*_“atepaye“s)
applies a discoun, raue Lo the -ampqd-up paymen o*ecas" in o-der,vo

- e e ke

derive an "equ valen““ leve-ized_paymen* vream, As.ind cated_gn.thc
adove d agr am*_vbe *esn-.ﬁ f ’eveli”a on _s that he payo‘~paxs a
his;er eve’ 0% paymen s ea*lie* in vhe time period (area‘A on .

diagram) in exchange fo* lowe* paymen *a e- o, (area B .on,

-

WD
oo

diagram). The paymen streams aze “equ valen“" k given uheﬂpayor s
oppor uni ies o inves _ unds (o* cos, o' cap al),.vhe sav ngs in

the late“ years (a*ea B) are. equ‘valen to.. .he *e.u:n ghat theﬂpayo*

could have ea“ned investing. .he dsze“ence be ween the 'orecas,ed and

P

levelized payments (a“eaik) ea*ly on._.Ihe discount-rate is that, rate

ke a

£ “’o*egoneﬁﬁcompound inte*est a“ wh‘c“. pe payo* ‘s w“ling_vo

rade wo“ the bu”den o. paying more soonern . han would othe*wise be
.he case.

Applied to QF-utility contracts, levelization means .he o
utility will be paying more in the earlier period, and electric rates
" for cousumers in the early period will be incrementally higher as the
periodic levelized payments are passed on in the utility's rézes.
Also, if the QF quits production defore the end of the levelization
overpayaent, (time X on the above diagram), the utility and
ratepayers.are left having paid more than the commodity was valued.
Qur concern 2bdout levelization stems fronm these factors.

In simplest terms, levelization for QF pricing is~am*o*m~o’“*atepaye*
”loan"~co make ar perhaps ot he*wise noaf nanceable QF project~viable

- R ne ~

enough to' at tract conventiona’,finaac;ng.. QVs say the option of

.

- R

levelization, which is compa*ab-e o "a:epaye*s than their
"financins" ol utility~owned projects, is only fair. Staff thinks a
solid QF project should be Tinanceadble if it has a guaranteed price
streax, as under Option 1, and that a bank or other investor should
make the "loan" needed in early.vears inmstead of the ratepayers. But
stalf agreed to this levelization option oa an interim hasis 40 see
how effectively it facilitates new QF projec¢ts and o see how risky
L% a¢tually is to ratepayers.
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-~

“Tne discount rate ‘negotiated at the conference, o be used .

in the utilizies™ leve d;fbn“éé*cﬁléﬁidhs;cﬁaé ‘S':&*‘If‘
somethl ng ’ess *han rirst class’ security (as ¢ scussed”*a er)

up by +he QF %o ensu re'*a:epaye* recove*y for ove*paymen.s i “he

[

evenst of nonperfo*mance,'an addi:iona’ Y% Ls uake" di“ec*‘y c :he
levelized payme ¢ streax "o compensate -atepayers ’64~55€ i \
corr espcnd ng y‘h gher risk resuls ng from 2 lesse* gradeor: T -
security. ” There wais co“s‘de*able ‘debate among par:fes as so the -
appropriate Mopportuzity cost of capfzal" for ratepayers iz © T
Tevelizing payment streans ’o*‘projecvs of va*y~dg*,echn_ca¢ and -
financial risk. If the discousnt rate used Lt Too high, unen“ - -
ratepayers -are not fully compensas ed for the cve*paydéﬁ oS- iiﬁfﬁé"
early yvears of the comtract; that is, the Tevelized payment "‘eam‘ié
so0 high. : B o LA
; eeielLl i {l’

. PG&E .included:levelization-based payments with- both - a<13x%:and . :."

15% discount rate; however, i shal use 15%, consis .e“u,witn‘

agreenmen?y regched at the nego:i ng con’e*e“ce.

o - s - —~ o~ e
- . -

*c

the |

.~

-

- a wa
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discountizg, .securiy *y-requirements.and-terzination.penalties.-is. ... ..
vsome;ning.which..in a\pe*’ectxworld we-would-prefer‘notgzogdeal::o?ﬂ;
with, particularly-in the- -context ol a-standard.offer. .We-have:- ..
several concerns aboygj;gvggizgurqn asjgcgeamurgeo,;evgnfan¢interimf;;
standard. of er-‘~~ e e e e T I TP

- W - e LNl O N R R

(1) the precedent. may. lead. parties to believe~ t-is.the.normj- .~ -
(2) administering <the securi:ypp*ovisions of .andard offer.contracts.
;with lgve;iza ion, €22,  as. the.zumber. of~Q?s _acrease, be- an»ongoing

-

admin strative.chore of some magni*ude ormuu*li,iesﬁ(whichtglvimayg;y
anslaves into. adddl z;ona’ - COSTS_ L0 ratepayers);.andi--ascu as oz iae -

(3) COSts- Lo atepayers- T omﬁearly contract period.Toverpaymeni”™ caused

bymlevel* v*onmacerba:es the oyerall level of.electric-rates, which::

are 20w highe“-than we-prefer.-~ . .- a..- R Ur.

~~evelization and, its attendant problems-posed.by.the use of

- .. Ve woader.why 2 large numbe._o- QF~projec,s cannot~bel~:
nanced with- the s;mplgh,oregasyedgpayment,s;ream,;whiph;1sg o
guaranteed1xassumingnperformance, up- to. the.first, ten-years-or e e

specter of many levelized standard offer cpp;:gc;s:concepns;usgg
particularly since we have no evidentiary- record  thatishows-solid
viadble QF: projects: cannot be-deve oped“or-'inanced w‘.hou*‘level zation.

s b e ~ - Ea—

o - DI N
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- Ourisolution”fs®to allow utilities to ebter”levelized .

tandard-offer-based contracts’ for a’maximim~of” one- year alfter’ the’ *- -
effective: date of the this-orderi As inditated” inm the'“bliéw*iélbrﬁé:y
we will address lissues-relating $0°this’ payment option’as”early as~-*
possidle in"evidentiary bearings. Andf_thiS‘op:;oﬂ'may‘be“éx*ended
though 2 subsequeat interim order, if we determine tha:tiégiﬁd 2§ Tor
levelizasion® in-a” standard” offer is in-<he’ continuidng Pudblic - SR
interestiThose who répresent QFs-have <the” barden off showing way -
levelization is” necessary. ibﬁﬁ'goé13i§*nbt5tbfen§t%e”EVE%§:§6§s »le” QG
project and/or technology Ls”financeadbles r&*helS b&:‘éoal 45" «0‘“**4”

‘nhave®a reasonable” opportuniiy to'be financéd th»ough prices” pai d-by
utilities:and  ratepayers.. It is no%t our task <& compensate;-*h*ough -
standard offer payment terms, for all concerns’and relictance o0f°”
lenders-andsequity investors. ” Ours 4s a’world of risksi” znd we have no
business easuring*that some have little or” virtually no’ risk” asthe - -
expease of others (i.e., ratepayers).: Waile we Wwill- ratis - U
levelized option for-Use- for one” year, one” purpose of this dissussion” .
is toralert parties” directly” that we have- ser bu%j*é%é*%%ﬁ*bééiéiBﬁepr
continuins~to'prov;de~for*;evelizatio~ in' 2" standard: offer . TISITT
- Securit y'wav*s:bh%'a;“ ToTTOATLSL IumIowvas TIRSE LT OmoTnLTe
Levelized-Option #2 - ~-~o: o0 v oy sz

- -

{3

PR PG&,-ye*y 2pily~ sunmarizes: how. the issue-of‘securi*y*
provisions evolved iz the context of the levelization option:

"Ikis proved to be one of the most
troublesone issues in the Settlement
Conference. Commission staff wanted QFs
to provide very solid, substantive
security ia order to assu*e-*avepaye*s
would be made whole in the event of




. .- ~-termipation-or-nopperformance. -QFs wanted--
. the _opportunity .o substitute lesser ,
“security (e.g.5 ens ‘on-their equipment)-- -
~which: is,mo“e“*ead a’fordable, an¢é-£o- -7 -
allow utilities to exercise discret ion in
*ejecting any "nadequa.e'~secur ty-that
--might-be offered.. Utilis es were not c:. .
zxious Lo have, sueh <L seretion within 2
tandard. 0ffer, becatse-it appeared to“~”
- present - a-ne-win:situation.- The-QF .
deve,oper whose p*oposed securit Ly was o
rejected by the utility  could” complain 1I-"
that the usilit y ‘Was- being- unreasonable;:
_if security that the utility accepted
- eventually- turned out’ £of be- inadequate,~-
its- prudeance could be questioned by- the..
C9¢$is§i°n-,.".« Cm o a e e s ,
The result is a comp"om.se. Two **e*; of i
securit y*w*ll*be*accep,ed'*“QVs**ha***'*"*‘ e
provide. firsi~c1ass security-will-ve abdble-: -+, -~
%0 avoid price discounts; those that | e
provide lesse*'securiuy w_ll be subjeet” tO”"“’
“a 1 Sp,energy p ice: discount: in: the: fixed-.
price pe iod. This lesser security-- .
‘essentiall y'co*po“a e gua*an ees and - -
equipment liens--is sudject Lo acceptance
by the utility. PGandE agreed to thi
ciscretionary authority because QFs
insisted they needed the option of
providing lesser security. PGandE
reluctantly accepts this discretionary
role in this Standard Offer and hopes that
in any future recgovery proceedings, the
Commission will view its exercise of such
discre:ion within the greater context of
promos ng alternative energy *esources."
(PG&E's third amended applicastion, pages
15 and 16 of Appendix A).

The higher quality security, the amount of which changes
each year as ratepayer exposure is reduced until the levelization nmid
or crossover point is reached, is any or a combination of the
following: A letter of credit, performance bdond, paid-up
noncancellable project failure iasurance or a2 solid corporate
guarantee acceptable to the utility. Lesser security Is other
security which is acceptadle %o the utility, such as: a less
solidecorporate guarantee, and liens or a2 morigage on the facilis
and/or the land oz which 1t is located.

P

- 3 .
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taff believes that if the ut i’ities"have'd*sd*é ion %o

- R N

reject second level-secu;iiy;'.ha'Lpo ent al Q?s sbou1d~no~ .be adble
t0 appeal the utilit;es“dec*szon vhe Commission.{"we agree. The
ability <o provide second‘ievél secn ty is. a- major éodcession %0
responsidbility of judging hAAE The u.i’ities should not~be ‘second-
guessed, and we do not waniﬁthe~fésp6ns‘biiity,ﬁor-Judsins securizty
in individual cases. We expect .he eviden ary"hear‘ngs to- develop

L

even clearer securit *equi*ezen.s-for this, s.andard offe,._ A
standard offer should not have disc*e iona*y iterms in»_..ff

Nakalinl

Eaving utilit ies admﬁn sﬂe.u hése-secur y p*ovisions is
¢irectly analagous $o their serving in the nole as” a~ﬂende*- which in
a real sease they are (with -he ratepayers’ money)._ We can

e Ao

uaderstand their d*scom.or-ﬁ_n—*h‘ ;*oﬁe, bu* h_nk.yhe _guidelines
are clear enough vhey-can *easonab ~adm_n sve* “he secu y

e - P -

provisions. _,*ma.e-y, howeve we would p*e:e‘ more conc*e Le
security provisioas if: leveliza onvop,io are’extended,’ 2nd we

o

expect this issue to de addressed Mhe ev dentiary hearings.

ey~

St KT -, B T T - Ny e N

.-+ aom
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directly analagous o .heir serving intthe’ “ole~as as -ende* which in
a real sense they are (wi ;he ravepayer*' money) T We can

ey e

understand their ¢i scom.ort *n»th s.role,*bn. we'.h.nkmvhe guidelines
are clear enough they can” *easonably adm is *'the secu*;ty

o

provisions. Ultimas ely, however, wenwould pre’e;,more~conc-eve

e e m e *e

security provisions i"levelﬁZd onwopvions are gxzénded‘ and we

T

expect this issue Lo Dbe add-esse¢‘-np he~ev£dentiary"hea ings.
D. Curtailment Provisions - . . o. o7

—a.,.q.'.

(Under All Pavment Options). L )
The negotiated curva‘lmen. prowlsions ’or S~anda*d Offer #4

e s

rﬁ.

- e

are utility specific, wi h °G&~_s provis;ons cons*s.ing of the

e e

following 2 options: PR A aimiomnlios

a) Curtailment under ™negative avoided costm "~ 17

conditions and a lower "hydro spill rate"

.. under hydro spill conditions with no . .
“hourly limi+. This option refers directly -
Lot this Commission®s defiition of negative cur:-
‘avoided_costs and. hyd*o sp_ll

coxi ions."

s limi* o’ 1 OOO hcu*s of *eal time prices
per year fo“ negative avoided cost, hydro

.. spill .and non-oll/gas urits at the . ..

" margin. This second option” *equfres some
Surther explanation, as PG&E explains:

"PGandE will mot curtail:-the: Qft.when . o~
these condizfonS“occdr,”bug:w*ll“‘ s
insteadoffer o con~'nue“purchazes
au a p*ice eqnal O Lhe. current-:

ctual avoided: enetsy‘cost,“f*ne -QF: .
can then make its ‘own .operating - 17u.
decisions; -PGandE and ratepayers.
will be indifferent.. PGandE will '
limit the 1 000 ‘nour Yo~ “"‘-peak
periods,’ and Increase ;he price’ in
the other off-peak hours o account -
Lor ithe fact that these -low-oost - -

-~ periods are no.longe . belng averaged .
1n. © N
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“"PGandE's unique system-means: it
will have to_have maximum operat g
flexidbility £9 <he-coming years o
cefficiently utilize:<he: ava.labie:z:rz;:
resources. “he 1. oco-hou*vop
helps provid ehis necessary - o
I ‘lexibil'ty while-*ema_n g ’a_zh‘ul :
the avoided cost framework. SCE,
and”SDGand? are no+” providing the-
copportunity- for the: QF: 4o remain.
operational and recelve actwal =
avoided costs, but are instead *j:'f"'""
offering anaual hourly curtailment.:
Do limits-~ PGandE:does not“bel~eve‘,;p:u"¢~“
- -such. an approach is appropriate *n
T its. ¢case; and would obdject to one" Teom T e
being imposed". (PGXE's Amended cutzoicas O
Application, Exhibdit A, pages 11~ .. _ . .. -
12). B ) - ,- R e e [P,

P I T

R . = .
~ IR NP S .. o R
At e EEE A PR

-

P~ . “ P

-y

SDGAZ's negoti :ed stéhda;d bffe ) nc’udes p“ovfs_o“s +0
curtall QF p*oducuion.for up: to: a tot al of- 300 o.'apeak~ hours per
year where suck purchases result“;n "negative avoided cos*ﬁ~ to SDG&E

Sl Ll L

"as such term is defl ned by the CPUC (SDG&Eﬂs.Amended applicat*on,

pRapp— e e e

page 22)." s ;::": SR e I ST R U OE

- " om Yoo - ~

Edison's o’:er curtails’ The Q”s,p“oduc fon *o*'up_:o 300

off-peak.hours when: ;xﬁ",”fi* PomT Ll aans "-Jt:, ﬁf:;é;;

e~ - [

"(i) purchases would result -in costs Tnomnles
greater than those which -dison;would~:t A el
incur i it did. mot purchase energy. Trom -~ >
seller but iastead -utilized an equivalent
azount ©f energy generated -from another
Edison source (emphasi swaddeC), or L

ii) <he Bdisonm 1-‘lec:‘c**ﬁ.c Svs“em ¢emand
would requl e‘*hav ‘BdX ison hydro—ene“gy be _
spilled to reduge ene*a*~on“’ (°dison~s
Amendnent, page~2 e ' .

In D.82-01=- 103, Dv82p0h-011; and D 82-12-120 ‘we defined
"negative avoided costs™ as 2 sitwat ‘on ‘where,” due To Qpe*a tional
irecumstances, purchases from QFs would result in costs greater than

5

The phrase "generated ”“om another Edison source™ is interpreted
(by both SCE and the Commission) to exclude economy energy
purchases. Sence, it confo*mq with Commission policy oz this issue.

- 37 -

o
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directly analagous %o their. serv*ng inthe’ role as’'av ’ender, which in
a real sense they are (wiv“mvhe *a,epayerQ‘ money).; We can

PR

understand their di scom.ort ,n,thisrrole, buv we .h.nk ,he gu*delines

provisions. TUltima: ely, howeve wedwou’d pre'eﬁﬂ o*e concrete
security provisions if '.l.evel.ma om op..i_ons ar-e ext‘ended, and we

ERRTAR A — b

expeet this issue %o be add“essed“ ...'n~ the evidentia*y‘ hea“ings.

D. Curtailment Provisions ~ ” L e T LT
(Under All Pavment Options). e e

P - Lo n.v,“-’*ﬂ-

- e e by S

The nesouiated ctrr..aiﬂ.men* provisions' “or Standard Offer #&

Cpw o m m ay

are utility specifiec, wi‘:.h 1DG&:’“:’, p cvisions cons ing; o“‘ the
following 2 options: R B TS

a) Curtailpent under ™negative avoided cost™
conditions and a lower "hyd*o spill rate"

- under hydro spill conditions with no _
“hourly limiel. "This” o‘p,ion refers directly -
o this Commission’s defilition of negative . u:
. avoided. costs. anc. hyd“o sp...ll
condi ions. o '

. ) K linit of T, 000 hou-s o real time p‘*ices
per year "o* negative avoided cost, hydro

.. spill.and non-oil/gas. units at the . . .

| a*gin " This second option requires some "’

rther explanation, as PG&E explains: =

"PGandE will: not curtail the QF.when' <
these concri;‘;ibns:'tocczrr,ﬁ but wEIlo oo
insteadoffer to continue: purchases S
at a p":.ce equa.l o tThe current .
actual avoided energy cost. . The QPA .
can then makeclis lowx . operating . ..
decisions; PGancE ,a.,nd ratepayers. . ..
will be indifferent.. PGandE will'
limie *ha fafl OOO hou:;s ro. ‘o“‘-peak
periods, and inecrease the p:-*ce Ln
the other off-peak hours to account
“for “the ‘fact that these -low-eost . - -

- periods are no longe-*be*ns averaged .
in.

- e om o, - - e - P
——

e e

e
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those which the utility would 4ineur. iflit didsnot: make-sueh:’”

purchases, but:instead generzted. an.equivalext’amount of-energy
tself. " We:cite such:acconditioncas:being.when a~baseloadiorlargers’

eil=fired intermediate:load plant is shutsdown-at anight~duetotan on:

excess of QF elec.*ici.y bat:then cannos be: -es.arted and b*ough* up
%0 1ts rated output for the” nex; day s peak load thus neeessi* ting

[P - e e .

instead the start=up of:.a: plant with veryeh.gh gene*a.ing“costs

E S s - o

(e.g., a gas turbdbine peake“) o“uan expensive'eme*gency pu“chase of

B ]

capacity. In D.82-0%-071.% heHCOmmission concludede:hat**while
curtailment was not”appropria te” ‘o hyd*o sp Il con ;one,ﬁa lower
"hydreo savings” pr s _appropri aee.n The dec;s-on d ¢ not, however,

[ v e a

pernit. a. owe* p ce .o be eSQabl*shed du*insqpe-iods when .economy. ...

- I L L -

ene*gy *s purchased o* whe“ ayo ded cosvs e“e_posi#ive.,ﬁ icipa.ed,ﬁ
the avo_dee cost, appl ed, ’o

e mw e QDA

- P“oyosalsh.o *es::;c*: the. number. ol hours..
that ailmen* and_ 2ydro. spiil’_eopdi ions applyﬂwe*e denied

»-..-._....t-u N e

D. 82-01 103 and D. 82-0&-071 However, in D. ,82-12=120 we directed.....

-

t‘l;.ies to undereake studies wnich would be eonside*ed ip-reviewing

PRER

‘uture p*oposa_s Lo, eseab sh such ,im.v i e L emn

[

the ent:re me pe*iod._

-y
N - T TR
[ o L

o Only °G&“'s cu a‘lmen* op.ion a) confo*ms uh our..

. e -
Ca e - _—

pg;rey y,de'ined nega ve ave‘ded cost_ apd hydro sp‘l condi tioss. .

- o om

establi shed fo* anda*d or e*é cbn:races #1 and #2.,_We acknowledge
ube noneon’o*m.*

R R

o N e e PR

o’ °G&?‘s opt qn b) and vhe pehe ‘ptil ties'. ..

cur lmenv p*ov s‘o Howeve,, we-

conside“‘ hese d spa*i es 2s pa*t o 5. he nego at‘on p*ocess an¢*uw,-

o Ja

ategral to the‘pa iesmar*iv 2g. at, a negq ed "paekage.. ¥e_alert.

[N

parties vha,:‘ these provisi cns will e, *ev*ewed and evaluated. for. .

PR

e Mo =

p*ospective s.anda*d o ‘e*s *n eviden a-y hea ngs.,"ﬂv

e e e e b -
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The "Regulatorv-Authoritv" Clauvse: ~.
~~Edison and:SDG&E have.what are’commonl y‘.e*med "Regulavory~—

cerms. I

Authorityr-clauses,-which-allow-for:.changing:-cont
directed:by a-regulatory~agency:: Edison's reads:as-follows: >0~

. MThis Contract shall at-all
_to_sueh change* as _any.. *egulavory agency ..

times:be subdects o

oo
-

-

may direct in the exercise of’its’
-If there is:anyrconfliet .
tween the provisioms_of tais Contract
-any” changes directed” by such regu_a*o*y
.ageney, the Parties shall amend.this
.Contract i a.mazper copsisient w

jur*sd_c tion:

“*egulatory changes.

-

Both uwtil:
ﬁent‘wi th” p*
s.anda“d o
because t

*ndicaved .hey Inel udé& this” clausé_w‘
for Commission” di*ectiveé with *esﬁéc: £o” ear ‘ér"
" PGEE" indicated it was w*lling <o d*éb‘vh”
“seems” incompati 2vle wi ong- e*m forecast” Baseé aid -
bind'ng'con rac*“~p rticu’a*ly if’th:s Comm,ssion élea
allow‘utility cos

invends to "
ecéve“? Zor” P“icess Daid under” st sandard-offer -7

contracts.

“In-view of our holding” that contracis eot

e*éd under” -

-\\'--P\Ah

tandard Offer #4 will not ve " subjec*'@o *e:*oac' ve chan
prospective’ developmen s in ek e continu ng saga o“ p cins Q? power

.........

ge based‘én i

In’

nk“*be “egu ato*y au*hori:y lause” shoul d“be deleved.
words’" .he quid’ pro’ quo” ‘o* g‘ving QFs ce*ta,n:y'with *espec“ <o al

contrac. te.ms;"and elimina

------

R e e R

ng vhe “egu ato*v atthority” ¢lause,’ is -

S

that QFs 'way not freely'sw tek” £o’ other cont acvs',aver,

4-4""“4-

U-n--l-

con**éé* e“m is up; subsequent‘con“ ac.s or terms appear
T“us, we are "eally exchangin

zy"or certal

é ‘cer a;n:y o.
ty ot comm_.men“‘and‘given ou“ rea
recovery’ Wil be allowed ut '
power purchase cont
that with the regulatory authorisy clauses
and SDG&Z

ties ’6* a1
nk this is only fair.

chere will be ZLzsurmountadble hesis

e

(9]

[

o*e'“"
‘con* syt T
rmasion
standa*d:of'e*
contend

the contracts of Zdison
ation by lenders because of
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uncertainty. In ordering the ¢lauses removed«we'recosnize"zha*‘we‘
¢annot order retroactive changes-to dnterim Standard- 0ffer: #4-:

contracts. but, given the: restrictions: placed on the use and:~ - .0 77"
availability Of: this  negotiated standrd . offer, we: are«willing LO nr T
commit. £o thad. loss im- flexidAlity.  -:2: .o~ o ~: o3

Foo- SDG&E’S Forecast of:Marginal- Energy-: -=:.:

P*oduction Cosus and Ugdating;?orecasus

SDG&E requests- thav its 15-year- ’o*ecast or. ma*gina’ energy:
and ‘production- costs and its.corresponding: incremental: energy. rate- de:
availadle to- price-QF power under this:standard offer for a- maximun. -

T six months after filing its amended application wkhich was: filed:on:
July 11, 1983 (SDG&E's amended application, pages 5, 9 and 12).

Nezar the conclusion of the negotiating c¢conflerence there was
disagreedent about the energy rate forecast SDOXE would use in
conpection with its standard offer. Ultimately, SDGEE filed the
forecast most parties thought was agreed to. It did this, according
to 1ts amended application, in the spirit of cooperation; however, it
indicates its most current forecast is lower (SDGXE's amended
application, pages 5-6). ?Proposing the consensus agreed upon
forecast, one SDG&Z prepared in Mareh 1983, but requesting a maximum
six month period for its availability for QF contracts, was
done,according o SDGEE, at ALJ Alderson's suggestion. Our ALJ
offered that suggested compromise as a means of avoiding what seemed
t0 be a looming and substantial impasse.

We bdelieve the substance of our ALJ's suggestioz has
merit. EHowever, rather than impose a hard aad fixed time cap for use
of SDG&E's filed forecast, we will direct that it be applied *o

tandrd Offer #4 until further order; and one of the first issues we
want considered at the evidentiary hearings, for expeditious
consideration and decision, Iis the reasonableness of SDG&E's

forecast, particularly vis-a-vis the level of Edison's and PG&E's
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This approach: is preferred decause we do not want €O get imte ahe -~
situation of having a hiasus, where:prices based on SDGIE"s filed:~~.:
forecast have lapsecd,” and a forecast- o replace it has’ not- beer " :
approved.- - Qur. solution reasonadlyaddresses’ SDGEE's comeern.- (ii.. Y2
We are not prepared today. 4o address: the «"e‘lfa*decr'i'«"qu'e’s‘;&.dds" -

of the Irequency of updating the Torecastsiof’all uwiil Lvlesy’ ap;f;the- g
procedural forum or vehicles-’or;vp&mﬁgf;—-"‘hose"*étrﬁsa%{e’s‘,"
however,. that-are. deserving of all’ parties' attention during
hearings. - The forecasts- underlying prices in interim Standard 0ffer
#4,= for: the’ respective utilities: shall,  in the’ meant ime, be  used as’
¢irected: inthe’ following: order.: \ A




L.82-04-4% et al. ALJ/rr/in *

v:_:..: POR“CAS.....D INCREMENTAL. ENERGY:--
R PA"MEN"‘S (O“"IIOL #_3)

AR EE - - ~ -
- R - Ce e

Ca.paci y pay:nen..s x.nde* ‘c.h is option are. .he same. as. those
described for Option #1 and #2 (as d..s-puss.e,c.:_)_.  However,- up._g.;gpg;'_gy?
prices under this option are dased oz (7). 2. forecast-of. the- .
uuilities' J.ncremen..al energy..rates. aad,. (2) actual utility costs for.
incremental- fuel. The incremental. energy rate has beez. referrec. ~o,
by sqm_é\-parties as. the. derived and/or incremental.heat rate,, which ig,:
incorrect.... The. imremen...a,l -energy. rate is. derived. from marginal --.

energy: .90_3‘5 forecasts taken from utilities' p;rpd.u_cvipn_, simulation: . .-
nodelss. the;e models include estimates. of -the. costs ol all projected -
reso_u_rcés at, ne margin. over the ters.of ,be.«forecas.tr.‘ .,.(e.,g.»« « 35
yea'—s) Once ~he ma*gina.... energy. cost. ro"ecas" is made iv i then

analyzed o determine. the primary fuel.for the Tesource. Jnos"_-

-
‘m

frequently at the margin, whick has. turned out thus Jar.io de o‘l. or. -
£3s. . I’ne ove*all anaval. ...a*gina.l energy Cost. is then..divi ded Dy- »he .
projected incremental- “uel ¢ost. for that. periocL o, produce, for.any. .-
iven year, a forecast of the incremental energy. rate..(which is . ....
expressed..in Btus/kWh). - While this is similar to bow heat rates are.
expressed, as-derived it does not reflect. a systex .incremental heqv,: 2n
rate, decause it is derived by oaly one fuel/resource.anc nov a. - -
weighting .of all resources that may ,329_9&_;?-'57 the margia at .‘.::‘..mes- :
over the forecast period. TFor consisi:ency anong, .utilities,.‘. _ami t_q. <
avoid prolonging confuslion, this payment option .shall be. -e:'e red €0
incremental energy terms, and
Language shall be axmended _a-f:f-‘.ortca;as Y—- SHEE 2oal
> Aqsun;;ﬁg_ oil _9:-\. sa.s, generation .is the ma*g..na.l,, »
incremental, swing generas

. o o -~
- o

utilities are the product -._Qil_-.»h,e .-_nf-t_:‘_emen_»w?-,l “‘eﬁ.e:w‘.:" a;p; a__n.d; *vhe L
price paid for oil or gas. This pricing forzula and payment strean
is most sought by oil and gas cogenerators, as while the forecasted
utility incremental energy rate is fixed, the cosvy of fuel will de
actualyss and o. cou*se, :!.:." the cost o.. u.il:’.‘;y o‘“l‘ and— ‘navu*&r "gas

RN pon

rises or-_:ja.l.., there 1S 2 diredt correlation for .he QEvs- LT

"
v

e - e Y

- k2 -
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rresponding cost PGLE- likes .h s paymen*~ op h“ because hig A .
.hinks there 1s less ’1ke‘.t*‘hood“‘“over Time; ‘"tha't“"payments to Qs will

deviaghte from actual’ realized usi i“y avoided c:os'cs* (%&“s ‘a:nended
applicasion;” Bxﬁibiz’-ﬁ, page 9‘). Sk TAITL ST ogwi.man

e
PR

incremertal’ energy rate, based 'b'n a’ "‘de:-ived" ‘4 neremental” he\a't’-‘ rame -
forecast and the @ctual pritcel’of marginzl’ fuel- (L. e., natural gas or -
0i1). - Eowever, there are revisions for makiag adjustments SHOUILE
PGEE's- actual incrementdl energy rate dLffer ITrow the projection. o7 -
The QF,~when the comtract” is’signed,  can” elect' 2 ‘serfes’ of anmudl" "~
band’ widths, expressed 4g 100S° ¢f Btu/kWk,” WhLCH are’ ¢onally applied ™
above and below the’ "ut':.-'ty-"sf forecast of Incredental energy’ ratessT
The lower dand serves as’ & floor,’ anc‘. The uppe~~band 2 eefTing. A*- E
the end of each yeaw PGEE de.e*n:*nes s actuzl price of ofY aad”
natural’ gas for its fossil’ fuel gene*a ing plax‘:,s gl dividés ‘i‘-"s'—
weighted cost in.o the energy payments made to -the QF -over ahe -year.'”
The' result of t s calevldsion is the u"ility*-s‘ nactual ™ (derived) “T 7
ineremental’ edergy ratéd. T the acturl’ derived Wezt'ratel factor Tor
the year {s below the elected lower baad,  PG&E will makKe s -ome-times”
payment s¢ the QF receives the ~vé::u"e O the lower ‘band for that yéar;
1€ it £3lls’ above the upper 1imis of the band <the QF makes o ‘simi lar
one-time payment to PGEEF -finally, :Lf‘" x4 ..s within "‘.::e 14 zies of She’
band ne’ pawe,n* adjustmen L8 madeL t Y T L onater rroauemoTownnomeve
0*he- than tHE Specifics descrided above, “the “domtract --
terns Tor Lom #1 z2pply to this option. T THUS,C thEs op‘;fon ‘contEins
no d:‘.scoun-s, requires no security and, while probably most s - -T-
attractive to 04l ‘and gas cogemerators, is available -to-all QF
technmologies. Once the 3‘.‘.‘6:‘e<§a€* based paywdent streéam ends, ‘the QF T -
w:z.ll *eceive the ‘thén” current’ o'r ded ener‘gv P‘iﬁs. R

e e R - PR P . s

- —~

6 hough PG& *s amended application calls thi S«Opvion #&

consistency with the ovhe“ usilizy :‘ilings, and si nee °G&E s
designated Optlom #3 iS5 not -approved by this decision, we -refér to -
this energy payment Option as #3.

- L3
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- PG&E:proposes. the-one-time-annual-reconciliation~- : =
adjustment, ~while-Edison would simply compute-the prigcevand:any... - -

adjustment month_y. PG&E-explains-why.i% bhas a~di..erent.approach;asc
followss~- = e N R

- [ ~ -~ - - ne

e "PGandB's heav rate-opt ion differs from-SCE's
in that it contains 2 si ngle value per year,
rather-than"one~for- each costing period,© and~~7
it .applies annually-rather than monthly.-
PGandE dvell eves that these diffe*ences
reflect utility-specific differences and™
~that-41t would be . inapprop*iate to-require-
PGand’ to adqpt SC“'s _approach. . .
Specificall ere’appears to be-an -~ -
~asymmet*y across months for-EFRs on - -PGandE:
,systemn. For Instance, a typical yea* could )
see 2 or’ 3"mon *hs” (*n'.he 'spriag)- we’l velow-~ "
the anmnual fixed ERF, aad the remaining ¢ or
10 months. nea* or s"ght y.above it. Given
- 2" bandiof- che propen- w‘d.,..'," this~ co ld-- v
trigger payments- to- the-QF-in. the-spring, -
witk ne compen;ating payments the res;hof
-the-year.” PGandE’ could-develop a monthly-~-
mechanism such as.SCE's;-however,.we.believe.. .:
\tha. a) 1t would be unnecessa*ily complex,
DYt PGandETst structure- provides  sufficient
- prieing- certainty. for Q?s, and~¢) further..-
analysis would be required, and lower nR?
[sic] values would likely result.” (PGEE'
amended application, Exhidit A page 4).

We recognize the benefits of having oil and gas
cogenerators on the systen o displace the utilities' ineremental oil
and gas generation units, but only o the extent that: 1)
cogeneration results in a more efficient use of fossil fuels (i.e.,
the cogenerator's actual incremental energy rate 1s lower than the
utility's) and, 2) California's resource base, no mastter how well it
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carn be diversified, may:requiresome-cil and gas generation uniss %o

option could, ‘over time,; provide:incentives to oil and gas< T miziliy

meet demand. "We-are concerned;chowever, - that this:énergy~payment:i .

cogenerators that are not commensurate with the denefits deseribed i "

adbove. Whereas Op ions #T and #2 pIace the -ent i*e riskfvha* 2 Q?'

..,....,-.

costs, Op,zon #3 *emovevahe r;sk associated with fuel-price

-~ ~—\.

variabilicsy from fos sil-.uel cogene-a o*s.%.;ns,ead, a,epaye*s are
exposed to all of the: 'uel-pricejvagia ions, ‘which® ‘ean- be very

D

significant for oil and gas.. :ur hermo*e,ﬁp“ov‘d ng,a—bandra*ound
the incremeatal energy “a,e forecast m.tigates~some of ‘the? *potential

efficlenty benefi;“ﬁ.ha* oi’ and gas cogne*ato*s .ean.. add to the

system. T R T T e N

=
- - N LA P O
oo a -

The issue of.the utili es' ’orecas- oL nc*eme“o 1 energy

rates was not esolved at .he-negot*a*ing~conference uo~the~

o

satisfaction of some QFs.v Av~~he preheaning con'erence QFsﬁ*nd‘caved
they found Edison's- f*}edf’o*ecast aceep! able, whi -°G&E’s and

qn,a‘-.-...,,

SDG&E's were nots QFs'rehues. 0. reopenavhe,nego ing*con erence
%o pursue what, Ironx ahe~r perspecvive, would"be a‘“be’ue*”j’o“ecas*

~
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;1,WPG&E;proposes;thevoneetimefannual:recqnciliationﬁgvn; s vt
adJjustment,-while-Edisos would simply-compute the pricevand-any. .. - - -

adjustment monthly. PG&E-explains-why.it-has a different approach.asc
follows:s~- - - ..o . L.

e = Ly - - n e A e R TR VRN
v - - - - - - S

. - T e e ba B N

T -"PGandEﬁsﬁhea;;ra:eqoption;differs from-SCE"s - «.~y
.in that it contains 2 single value per year,
‘rather’than” one-for each costing Deriod capd® Tl
it applies annually.rather than monthly.-..-

PGandE believes that these ¢ifferences
reflect ntility-specific differences and-""
~that- it would-be inappropriate-to-reguire-
PGandE to adopt SCE's approach. =~ =
Specifically; there-zppears to be an <7+ -7
:asymmetry across-months for:EFRs on-PGandE's
_ system. qFQr“;nszgncg,_a_typical.ygar could .
'see 2 or 3 months” (in-theé spring)-well below <
the anauval fixed HRF, and the remaining ¢ or
10 months near or slightly abdbove it. Given
‘2 band ol the proper- widthl-this~ cogld - - oF
rigger payments-to-the-QF-in-the-spring, - ..
with no coaxpensating payments the rest of
" - the-year.  PGandE’coulddevelop-a monthly™ " i
- nechanism such as- SCE's;. nowever, we.believe. . .-
. that a) it would be unnecessarily complex, o
"7b%*PG&n&E’§U3tructﬁr%*§?dvi&ésisufffbient ce
- pricing- certainty for QFs,-and.e) fursher..-
analysis would be required, and lower ERF
[sic] values would likely result." (PG&E's
amended application, Exhidbit A page 4).

We recognize the benefits of haviag oil and gas
cogenerators on the systen o displace the utilities' incremental oil
and gas generation units, but only to the exten:t that: 1)

cogeneration results in a more efficient use of fossil fuels (di.e.,

the cogenerator's actual incremental energy rate is lower %than the
utility's) and, 2) California's resource base, 10 matter how well it
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from PGEE and SDGEE.. .So, -at.this Juncture, .we .see-our . choices with

respect to payment .Option .#3.0f.being the following:  -1).. To .approve
E¢i$°n‘3 Option.#3, .and reopen tne;nesotiasinsrconﬁerenoq;vqgcqnsiden:

urther -the other utilities” forecastsy 2) to put -all these forecasts.
back into.the .negotiating conference;WB)Jtoﬂa .low -this payment -~ oo

op*ion,~rorﬁall utilities, to. e -taken.up io .evidentiary hearings and .
approve nothing today witk respect.to Option #3 or,hﬁ)ﬁ.o»app*qve:,hqc
use of Opt ion 3 Lfor all utillvies,ﬂas ’iled, on the positive

o

assumption thav somenQFs may find it use'ul pending~a complete review
of St andawd orre* #L and all paymen* opt ions du*ing ev dentia*y

RN el

héarings, uring which Vhe ’easibilfty.o’ 'u he* nego ia*ions

always an op»ion.' T - T I

A e e e e

We .h nk the lat ‘e“ app*oach s by ’a- hg«gos*

cons,ructive in view of’ou* policy “ese“va ions concern ag th‘s

- y - - ---.«-

option asd’ our decxs*on, discu3§ed la e., no* t‘ *eopen thg

-~ o

nego ia ing con e*ence (ou- *easons fo* noz reopen_ng vhe nego ia g

-~ - ..‘,..‘-...-'w

con.e*ence are ¢l §cussed lave.); QFs,'we no e, who a*e d ssat;s ed

with vhe inc*emen.al ene*gy *ave forecasts may compensa e to'some

[ . Ty m , r’.fv-‘ _- ,«..,-A. .
degree by select‘ng a “wi de* band a*ound .he u_ l y s ’o"ecas,, thus,

while uhei* el n*mum paymen,s”could be -owe ;hei4 poten ugl méx mum”

s e . - - - . - m-*"

payment cou’d be h‘ghe ;n any even., we find allow*ns vhis paymenv

e s W e

0p~ion to so in.o effecv ngends Lo Q?s anovhew opvion and R

A .,,‘hm T mmmm e

opporsu ty not now presen,.‘ ?ven i only a por*ion of oil and gas )
cogenerator QFs. can use vh*3 opt oz, i is a ma*g*ia; imp*ovemen*"‘
over not having .he' ;onnavailable., AI;o, as d scussed la ) Q?s

.o e

may seek a nons andard contyact 1‘ hey “1nd Op on #3, o. anv ovhe* -

S - - \-(—-' "ﬁ“'

option or’ standa-d of e,, “does’ no* sui their needs. The cont nued h

ava‘lability o. nonsvanda*d contrac s is d scissed iave**_n“;b* -

. e E_— - -,

op_nion. [ R | - e e F—_—— P o .- '.-.‘u...v o S

-

e ey
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-

- Inview-of the rese*vaﬁfons'd*ﬁci;sedaabo;é?fﬁe'ireﬁ“:m
imiting the availability -6f <

of~one'year7affér”tﬁéféffé‘,ivevdaveﬁo. Vbedfollow_ngﬁoidééi: As we-<Z

de‘e“iiﬁéd—'d‘“ﬁaydén‘lop‘“oﬁzfzTJﬁbfwfIﬁ ﬁd”-éxtéﬁd “ﬁéffpe*fod**dé;“

issues “and we dete*mxne'tha* con ~nu*ng“an~incremen a* energf—rave43~

option” beyond one ‘year ‘s ;n"*he public’ inte*esv.*“ TORRLTTER VeI

- - -
~ - e e “*," o,

JVII_. TTILITY COST RECOVERY OF PRICES. PA;D UNDER -

“77 STANDARD OFFER 'CONTRACTS WITH SQESVETE TOhT IToiimLan.

- e o - ...a,ﬁ- - —- o

P "-b"“ _,__‘_‘_,,,.4'_" T

} ﬁ“he negotiating co erence .he ﬁt;lities *a*sed conée*ns
about their cost recovery in 1“nos:'*g:y ‘Coss ‘Adjustament C1 auqe (ECAC) "

Do R

proceedings, assuming we app"ove the nego a.ed inter m standard
offer. Ihey -epea he conce"n *n vhe » amended app 1cations.

.hought ie was we’l unde*svood .ha, p"ces paid*éf‘:"-:w

under svanda"d offe*s approved or. manda,ed by us wé*e pe* se

-

o

~easonable ’or *a emaking pu“poses.ﬁ That is one o N he hallma“ks o;w;

e - - -

the suanda—d ‘of e* ) I* wou’d be -nconsis e&; and un’a** fo* US vo

~

app*ove ,be use o- a s anda*d o e* and aue“ qpes on *he

~~..~..._.~~w .

reasonaileﬁess o: the p*icesn

- '

| w-‘
Lo

While ,be _world ﬁay no,.alwayv be ;.LNH
fa_r, in ou* regu ato-y real vh 3 Comm_ss‘on wou’d neve* e e

D

subsequenuly d‘sal’ow'cos s necessa lv *ncurred.;o §av QFs _ uﬁder

s.aq¢§*q_q e* contracvs wh*ch we exp*essly ‘ound *easohable a‘ t
outéet:““f_ ' ’ . ‘f ) o ' S

S - WY ey gt

o *he only possib*l  for én ECAC rauemak ng adjusAﬁéh*'M;'L

wou’d be if7a uvlli y did not d‘ligently en force, ali cohérac* .
p*ov ons wh c‘n p*o the ra epaye*s. Fo* examp*e; iﬁ vhe evenu

DR

of QP b-each or nonpe o"mance, we. can easiay ’o&esee a *a emaking
adjusumenu £ the utils Ty did a0t .ake all *easonab e measﬁres o
collect damages or to have security called on and applied %o m iga*

a loss; damages and called upon'security inure to the ratepayers by

- -

P
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v

a credit to” the' ECAC balancing: account.”:We would be” derelict-4f-
wedid not- ensure - usilities remain diligent iz adm¥ nistering power™ "
purchase ‘contracts’ on° behalf of° their ratepayers. ~rS »iiTI I8 fTwrnin
-2%=1.. But, with-respect to theutilities” greatesbico'ncerh-i wer o -
¢an only: say ‘that we- cannots envision—-vhis Commissio&, ’or its

disallow prices paid QFs:under: Commn.ssion approved standard’ of“ers.

ot

[, R el

Tx. © CONTRACT TERMS OF INTERIM STANDARD OFFER #4 ~

Ml

© SUBJECT TO' RETROACTLVE- INCORPORATION w1727 Twil v s
__ RESULTING FROM. A.82-03-26-ET-AL. ». - <o . c-mon <ans

- = ety Cn e

‘' Sincel the regulatory’ authority clause of Standand Of'f'é%"- L2k
is being elimimated,- we” mus4t- bBe very' specifie” abou. any contract
termsi-that are subject to retroactive change.” -

#4 contract language was p*em sed or existing” S"anda“d-»o:‘.‘fer:s”%‘r and- -
#2, which 'will® be subjeo* o apother order iz’ AVB2-03-26 et @It Tt IvT
Although Standard: 0ffer #4,°as pr'oposed,~ is’ ve"y *nclu@ ve, there are
¢certain conir ac*‘-te*ms“-wnich‘shourd*beﬁeasonablrcons..stenu with
other standard offers:: we: can” directs consistency without changing the
substance of negotiated: Standard Offer: 4. Those” contract- terms: fall-

im the ca-vegor...es- S - SN S
.. PGETs line loss factor (PG&E -l
B A ST LT T ey

. -2) Interconnect ion procedu*es and 2

requirements -...nvolving l"u \.re 1
> and .system upgrades.t - TT0C

Cfuture: line:and system upgrades. - "L
E 3”-)"1- Right of .first refusal- and: righ - P bl
. purchase on abandonment. .. -: - . .. . )
10 “Iasurance “equirements. . Ceen Tan
we are aware, however, .of. the difliculty “or sone, Q'~"s 3
proceed with their projec.,s without; a«de“inite c ar* ﬁcatipn of these

final contract terms. We a ic*patd a ciec:"S‘r on o, AJ&-O3—26 in the
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near future.  .Eowever, for those. contracts signed by-bdoth: parti -
prior-to- the-effective date of.a. dectsion. on. k.82-03~26- et~ al:-:.wi;«.
respect to these terns,. . we. will. grant- the QF discretion. 4o~ decide, -~

- s -

within 30~days-after the effective date of our decision on 4.82-03-
26, whether- or-not- the terms shall- be. retroactively. changed:-4n- -~ =
his/her c¢ontract.- In zniSyway,;auQF;that?is~readywtomproceed~~gwr~-

D

immediately- following this. order. will-have the.def Anitive. contract o

terns with whzchwyo approach ’inancial insvztu dons anc the option to

have them changed retroactxvely;- ﬁowever,5’or'any'éont*act signed by

both parties_a*zez“,he“e freesive date of Jour decicion.on A. 82—03—26
we: order utl,

contract. language and .e*ms; for “ezroact‘ve applica ion,-on the .- -
above: poinls. consistent with the outeome- in. 4.82-03-26 et.alu:: CNOT::"‘; s
other terms shall.Dde.changed- by order of this Conuission, for.

B
B R

ret oacvlve-applﬁcaylon 0. executed. standard of icew#u-contracpsa;

e

P T T |
wl

BETW”EN U&IuITIEs AND Qrs S ontanrll

o - -"-wv,_,-
- e . -

[ — Q. o

: u-5—~Dur1ng uhe prebearing-conference QFs asked'thab~we~add"ess~»
whether-utilities-may. still negotiate noostandard. contracts Lfh- -

-
R

proposed Stancard 0ffer #4 goes into effect. Our-originmal: direction
on this point in D.82-01-103 remains- in effect;;rhat s ut il ties

o

shall negotiate im good faish w‘th pouen QFs who do ﬁot want %o

e
-

contract under a standard offer
abide by that order. We recent ly addressed~and amp ified some
signilicant procedural and: sudstantive: points relating to nonstandard
contract negotiations,  which are: worth: meatic ng:again?fow'*he

benefit of all parties (D. 83-06-709, in C 83-05-12' -.lanu vs
PG&E, pages 4=5): : L

T LUs{lities were told =o negotiate
s proposed nonstandard. convracts. dn good;~
. oh with QFs not want ing to aceept 2
*standa“d offer,- YUt we did not mandate 2~
result. The mandated obligation in
terps of end result which utilities do
have 1s to contract under the applicadle
adopted standard offers. As long as
utilities negotiate in good faith with

3 - -
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- -

respect:itocnonst andard -eont racts, they - ‘;,

’ul‘il._pu,“manda iwith respect tO -2l 2

those types of cont racts. If we allow
”;Q?s'seeking“non-standard'contracts“.o“

‘bring:-their . -preferred-proposals-before.

‘us Tor *a“"cat‘on, instead of

utilities applying-for-approval- onl

after their.management . thinks- a~~~ L

nonstanda*d contracet nas meri bu' wants

“our-ratification in view-of cost , -

recovery-~ congcerus, - the eatire. TR

nego {ating process would ,ake a ve*y

different- tura-from-what-we- enavisioned.:

For-then,- QFs~and utilities.would. . in . ..

essence ultimately 'negotiate' with us,

and not each other. We refuse %o s0

directly interject ourselves into the

arena of QF-utility negotiations.

Accordingly, we will not order 2

"result' based upon a QF's complaint,

but we will impose sanctions on a

utility for bad faith negotiations.

"Although the distinctlion we draw may
seem t00 subtle or witnout solid basis
’rom Friant's perspective, it is deeply

0 rooted- in: the: role: of: the-regulator- - - -<.
-_vis—a—vis invesvor-owned~public g
- -utilities. Fors ordinarily;,. in- the.
,absence-o compell ng. circunst ances,
- utilis y,manasemen“'should apply- L -
. expertise and. judgmenz wizhinAthe» ?f'
~.regulatory parame~ers we.se . We. muss.
- .ensure the parameters. are ’air-and i; o
.- the overall- pudlic 1nteresv, but. we ﬁ;:'
should nos di*ectlyk'manage. Bykuhe ——
. .pature of the. relief. Frd Zant requests it . ..
‘A;is-ask ng us-uo-subs itute our-.judgment.-.
. for t..0f the utility's zanagemeat... . ..
“we-qw*l’-howeve“ make, a. ratemaking. . '.
- -Adjustument 1L we. ’ind adutil Ly--had a. -
- .-~ lower. cost opsionTfor power. .(e.g.. QF oo

. power) which it did pot-exercise,. or.. - . ..

_uovhe"w se-acved-imprudentlya A

RIS

R I FY RN I O

LRI
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I. REOPENING THE NEGOTIATING-CONFERENCE:AND - -
SCHEDULE -FOR -EVIDENTIARY HEARINGS - -

A . .,-4...,._-»-.—.;\ 'n. -,‘-—'-‘ .u,ﬁ-..\(.:

QFs want %o réOpen *he~negotiating confe*ence -tozpursue
different derived heat” a*e~’o*ecasts rox °G&°~and SDG&E with

,-v-ﬁl‘-

respect o0 payment Optlion #3,- and~uo develop a ’ou*th bayment

option.’ We have decide; nov .Qargopeﬁ the negot*atins con'erence,
but as the evidens a4y hea*ing p*éceeds, we leavem-t Qﬂuhg@ass_gned
Commissioner to deterzine whevhe* -~any negot :§9n§;pgggg§§ng Option
#3 will comtribute to f¥e.ultimate, dedisiorn.a f:égﬁiﬁéﬁih&%fﬁture of

Option #3 beyond the one-year-period provided by this'order:

[
v
'
?

. .~ e - e

1
5
I

%

Zarly in the negotia iugt con’e*ence PG&» propoaed“anhenergy ’loo"
price mechanism, which had a Tixed price period and:a discounting
mochan*sm in later years Lo compensave- for’ the«guaranteedwfloor i

ring the fixed price pe*_od ~°T“en, ve*ywlate«in the‘negot g
conference, a variation waS*p"oposed—by TS WE ndpowe*-"b t was 20t
developed to the point of he~varxons pa**‘es~(util ties,Sistals and
QFs) being able to reach’z’ consersus.” ‘0 the  three utilities only
PG&E developed this payment optioa in’ the' amended applfbations.
Edison and SDGXE, as our 'staff: y, Think .he concep may’ wold: some
promise but that it needs conside*ab e sty ng*eas~a11 ‘“he other
payment options have p*ices~tha*ia*e-based efther comple‘ely or
substantially on a Ifixed: ’o*ecast, PG&E's" proposed Tloor price
mechanisn makes paymen 0 QFs,- ‘over time, based ‘ox actuzl  utility
avoided coscs. However. Lo .he-eé.ly~yea~s ‘of the” contract the
prices can set as a ’loo*vw ich ¢can be above'the-levél*zed~paymen*
strean prices in Option 2 the*e 4's” a2 ‘long paydack’ pe-iodhp*ov‘ded

.....

for in later years if ea‘ly year paymeh.sﬂsubs*ant ly'exceed actual

avoided c¢osts. The payback pericd, depend*ng'OQr*he—conyract tern
and amount of ove*paymen can be substa al y longe“ than the
payback period in Option #2. Thus, despi iscounting factors in
laver years, the issue of risk assessment and security provisions
becore even more critical for this proposed payment option than
Option #2.
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' When: we“announced ‘the settlément conference we stited Lt
would run for four weeks. Oar-ALJ allowed ££3ge for five weeks: ' -Wec~
knew.at the-outset some-parties; -at the conclusion of the-negotiating”
conference;, would probably’either bYe dissatisffed:with the resultsor~
want it torgo longerif not everything-was“"settled".: That'sTthe -7
essence of a'negotiating” session' ‘there arecinderent-frustrations
built into-that’ process. SOowNInTI e emuITSUL o wInz DA L neIrmouTIand

Tbe'negotiatzng-cbnfebénééibéqéired—é Iot of sgafes’ To.In
expertise and-the partﬁéiﬁéﬁion:of?éuf?Ut*Ift‘és Di&iﬁionﬁdiiééﬁdrii*’
Five- -weeks-is” enough.--
for only the period specified at the outset, otherwise partieSJwilI;**
cor good reason; have the-expectation thas If they-26-ndt like she
results the conferente-éan go on“and op-until they’do:-TAnd there-Lsd:
always-the® real, "but undesirable; possinility’ of~Parkinson's ™ Thira "~~
Law starting to aphly whea we hold’Regotiating conferences;-which) in®
essence, is: work always fills the time allowed for it. “Another i<
aspect’ of reopening” the-negotiating conferende-For the Specififc
pu*poéés—babiéséd b& Q”S‘is :ﬁét: ‘fﬁéuldfiena";67bé”tékéﬁ7b§féi*53f‘7

and ‘G&” Should™raise their ‘derived” _nc*emenual energy- *aue3*'*’5*5“7‘
(forecast), or that ﬁéfcbnceptually“embrace~a~payment'op._on; shchras®
the floor” price ' mechanisi. -We“have no-reason-to-believe any” ofither-*
energy rate forecasts- are too low: (oriforithat matteritoohigh)iior
that the floor price mechanism’ payment option-has’conceptual merit.

Taking- the extraordinary- steptof:ordering-negotiations: reopened®under-
the'se circumstances” would: not” ¢ Justicevto the’ concept:os: dllowingh s
par ties~a~’ixed~ ime" to *each a*negotiated consensus. s As this"is™ ours

. S e oy
R S T ~ - - - R - - f T - DY -y P )
. Te e . . B T S e A e e e
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first experience with.a-negotiating-conference-in.a-generic,.and
complex. proceec ng,-and-sudstantial results have .alreacdy been... . -,
accomplished, we do not,.hlnk it .is-elther-necessary- or-desireabdble.to
reopen it.-~ We;a:e;so:ryfi:;some:ane disappeoizted.dy our.decision. on.-
this poins,-but as we .said earlier, -that's the negotiating-process.--

.~

-~We would have been surprised-had.some.not Deen. -~ .-~oons

-t s

as sappoin ed. At this juncture we think It is wmost. -const ruc«ive for..-
parties to-.spend.their :i@erQ;sta:tfpreaa?ens::pe@§¢%vgs¢€9r

evidentiary.hearings, 50 their -prepared.showiags-are complete and.. ...
well developed. . Theyfa?ezﬁrgevfi§f§°453:t¥15’;t°.e¥9?§38?;i§9§$wa?d:T
CORCEPLS. s~ niiaeasic sour h :

PR R

. E . ,..-_\"-——-‘-.,-..v.A P -~
. - o e - - ) - -, - e e L m -

- To ameloriate.some-frusir ion, sappo*n.meav,xand ;c:;
poss‘ble economic-’orebea*ance, -we-are,.as.ciscussed.adbove, .
authorizing- vhefinC;emenvql;ene:syc:avempaymen;fop;*on,#Byfor;albg:~--
three.utilities, and.not.just Edison, so that option.is.extended..
throughous.nost of the state.. . ' .

..X,.'- - e N . e -
A it -

TR

.

~All.parties. mus.v.ealize that. while .We.are. approv*ng:tpgﬁ;m.

negotiated standa*d -offler, they. should not assume .he me,hodo logy. -~

[

unde§%¥i§8:3P9 ¢???Y¢dﬁP?i??sxé?éa:Pe:°9n~r§¢t:tﬁ?m§:ha?? significant.
precedential value.in our coatipuing. process of.adoptiag: a,standard:. .
based. oz long-run:avoided costs.-.Waen.evidentiary hearings - - o

e T
-t W e oo

begin,parties should.-be-prepared.vo.examine and:address all.the. ~ .- -
conceptis-embodied-in: the- negotia ved standard offer.: ~o~n2m n;

o S -
b9 N .

di scussed above, are- exuremely~anxious for hear ingSyuo¢syart¢alm95;ﬁ‘r
immediate-y,~the-uwilities would .prefer. a- pause,-in. essence; to:cateh. -
vheir-breath and gain.some-experience.with-the negotiated.standard-. .-
offer. Wiile we are aaxious to proceed u*th our convtiauing and

evolving endeavor of valuing and pricing QT power, and estadblishing a

-




lasvi
would be very useful for ..he par:ies %0 dises,, evalua_._e,,»;ar_zg ;g,;gppf
on wbat has.been.done-thus.far. in.preparing for hearings.: Hearings,
we Dellieve,. should .s;art_in eaz}lym 1984, with another prehearing -..
conference ia. Décembe*. of-1983.. The. prjehga:'_;g; ‘cpgfgreng-:_e;y_i;l be. ..
set by 2 sepa*ave notice.. h

~ -
ceam - B W - \,‘A,Aq‘"‘-" co

- - R U TRt e

I oo~ XIT. ¢ EFFECTIVE DATE OF TEIS OPINION: AND ORDER® & i:™

- R e ,_.-‘.-'.ﬁ -,..aa......'s

1” We think "ha..._' andar‘crl O' er #U and i s three paymez;"
op.ions, wh* ch are approved and adOp.ed by this op..n::.o:_z an’g the‘ .
following order, are a significant step toward valuing and pr'i'c“...h‘s Q:

- -

power ove“ the long ve.z_n. QFs have ga..ned some more 's*andard—o..e“*"—

-..,-_.‘

options, wh*’c‘*‘“c‘an on y he’ u"aue new p*ojec‘:.s ar;d “;c‘l ties.
G*’ ven ,he consensus reached we do no< ant c..pa.e "ece‘ving

REEIEN

"'.“ fin)
e a

. ~ mm s Sl

app‘ications for ¥ rehea* .ng on .h...s inter ..m décision. Accordd ngly, we
will make the following order effective the-date of signature. We

also do this because we %hink 4t is ia the- publde-dinterest-to have

tandard, O““ér #4,-2lbeit a negoriated. and Interim: standard: offer,

availabdble for use @ soon- as-possible.: However,. £t.is:possible.that.~-
applications .o»-_rehea*..ng may- be- filed: within. the. time: period after::
the onder_, s.effective, date as set- out- in- Public Utilities- Code §-.----
1731, and, we. expect utilities not Lo actually eater.or.sign. pcrp,_érac;s:
under. Standard Offer. #4 for. atl. least. 30.days. afiter; today,.and, until.. -
any such applications. _“o* “.ehearing,ﬁ i“. they. are filed, .are acled on..
by us.. A_We ,ax;_:,ms measure. as, a, p“ocedural sal egua“d, A3 a_r,ness.-:

%o al’ parties, in view of our z20ting without an evidentiary recor d::;-.

upon which to make findimgs of fact suffici en"_ %0.-issue 2 dec...sio“ I
withstand Jjudicilal review.: "7 7 '
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.~ _~XIII. FINDINGS.OF. FACT.AND. CONCLUSION OF:LAW-~ -

Tiadines of Paee Lo Vw L ILUnIIoIoc.oortrono mIT AT e

U174 D.83=05-038" anhounced 2 negotiating- conference’ foz-these”
consolidated prodeedings. ~That  conference was® publitcly®noticed:- open”
to thé public,”and lasted from’ May 23 through” Jume® 24, 1983. 777N

2. Tne amended applications in these proceedings, with ‘the - -
changes noted on-the record during thersecond prehearing conference,
contain St anda*dﬁp;;e* #h. That standard of er, and three payment

options unde* iz, are’ accepvable .6 .he *eSbec %e L.ilzties, QFs,.

-
SToLlw L iTTalTe

and sta.-, ’o“ lnvé}’& Lse.

. . ag o w e e . . PP v, e W e e i -
JRE o [ ho e e a me T N PR . R .

Canclus‘on or’ Law

;e _.‘..._ . o .,,. ,“.- ~ o Vv e

”he svanda?d offe*s :-led by -he appl cant lelit es shbﬁ d

be ;atifzed ’or use_ by 1 ies and Q:s n convractua’ powe*
purchases, a; au.ho*ized and “es ic ed by vhe ’o*low gs o*de..,,.

- _— SR

< - . %s - .INTERIM ORDER - -.-
TITSTIS ORDERED that:™s =l . ToorloT

“1L:% Standard: Offer #%,° Payment- Options #1 through #3,°
DropoSédfby4th%7°ac‘“ichasfa§a E”'"*fic#C6mpany-(PG&?%- "San Dmego@*’
Gas and Electric Company” (SDGEE),- and Southerz California ?d*son'~4"”"

Coxpany (adison)~—shall be’ used’ by- those uwtilities’ urtil’ further -
order  of

“his- Commission, bu.¢~*n any~eve**-“*o. 2 nimus of Fix - -
months and for'z maximum of two yeabs after” tbe effective dave of “*7F

tee s

t5is order. " However, {n exercising those payment: op.ions unde*;°‘
tandard 0ffer #U +the following restriciions or condis ions shal"‘*

. . - “ - teom NPT ~ . -~,..,-.~u
. T e e - - Lo I . e . « .

Qualifying facilities (QFs) who aye - -7
under a power purchase contract,with-a - - -
utility, either a contract under a

standard offer or a nonstandard

contract, shall not enter a contracs

based on Standard Offer #4 vntll their
existing contract term is up.
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‘b." Only“QFs who-are not under contract’
and who have not completed -their --.::

Tacility as of the effective da“e o",__,
this order may eIec*“Payment Op v
#2000 sz o L

- [ . - ca e e -

-¢. ~The "regulatory -aut ho-ity":clause:in e
SDG&Z's and Edison’s Standand Offer #%.
“shall~be elimfnaged. -~ 7 - - o T

QFs who’enter*contracts:dﬁdé§7 candard - -
-Offer-#4 will-not~be-allowed to-swite
S to a subsequent version of St tandard
- Qffer #L; or ¢0 other standard 'or --- -
- nonsvanda*d cont*acts, until-the-term: -
‘.‘ hei“ contract Is, up. J N Ty

€. °aymenv Opvions #2 and_ #3 shall be 5 )
o extended -and exercised by utilities for
a maximum peried: of onenyear:alter:.ibe.
ec.ive da.e o Jehd s o“de..

o

S e

£. The terms in S:anda*d 0ffer #h Opvions' B

f#4, Options #1, vh“ougn #3; a.e subjecs
" %0~ change- andhﬁe:roac ive: app*icat on-~z
in contracts_signed by dbotk parties =
afier the“effective date of a decision™ AR
.57 A.82-03-26-e%:-al,-and- depending oA LI~
the out cone_ in .hav p'oceed ing,. wi
“espec tor " - B

'7*”*PG&°'s line” 1oss  factor

-Interconnection”provis*onS’;”
 involving: Sfuture: lines:and:
system upgrades. .

Insd*ance.-

-

B I

_Rlsh“_to first refusal and _
‘right %o purchase - v -
- andabandeonment.s - -~ -

o - s -

:o“~contracts~smgned~by both. paw~‘es S
(QF and utilis y) prior to the effective
date of a decision o the” above™’ ve*ms

ia A. 82-03-26~e* al.- vhe*QF has- the."
option of dec*ding £o keep the ve*ms as
set forth in the signedecontract Ii7

QF no:ifies the utilisy of this -

decision in w“ sing within 30 days

after the ef ive date of-the -~ -
Commissioz decision'on K. 82-03—26;

g. DPG&E shall use a 15% discount rate for

ts levelized payment stream under
Option #2.

o
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Any other ordered .changes to _Standard Offer #4 will de for
prospective appli cavionhonly innew: con.racus."“ Sreom
2. A QF which enters a’ ¢on aév ﬁnde*' anda“d O e* #R as approved
by this order, may no: ski,ch Lo ano.hé* contract untll .he term of

ntil: (1) minimun? damages are’ paid i"a m*rimu* damages clause in

-

the con%tract is app’icab’e,~or C2) if,*bere 15 no app&icable ninimum

damages clause, until® o*eseeabze damages “have~beenipalid Lo the

-

tility. The payzent of m*nimal damages éhall not-dzscharge the
breaching QF frox. ultima e’ paymen*‘ofu“o'eseeable démages caused by

e e = )

the dreach. Uti ities, on behals of % ir;ragepayers; shall

L

vigorously pursue “ecove—y of all ’6“eseeab’e damages in the event of

‘---.“ <.

2 QF breacking a powe— pu“chase cog ract 1O Tions

A..,..,‘.v"

3. Prices pai .d. 0z QFs  for péwe**pu*chased unde :andard Offer

.,-».. ,.,-_-,_

#& provisions, and‘cop.rac;s as under” any,svanda“d o eT, i1l bde

TR e o e om e

recovered *h*ough une ECACfbalancing accounv,-andfany collection the

utilities make wi “espec Lo’ *E&B%e"ng for’ ééhages o* ¢alled on
security shall de credized-.outpggjba;ggc;ng;;gcoyn,; However,
utilities will be sudbject.to0.ECAC. ratemaking. adjustment if it is
demounstrated they did:not: d:ligeﬁ;;§;é£35§ééfa;l contract provisions.

L. Another prehearing conference shall " e scheduled and held

before evidentiary hearings begin. ts pﬁrpose will be <o determine
the order in which I sues sha__wbe.add*esséﬁ;-da.es for exchaunging
prepared testimony, and to set hearing-dates.” The Lssues that shall
be addressed as ea*ly as poss b’e _n eviden ary hea*ings, and which
we may address by ano*he“ Ln~e orde-, are.i

2. SDG&E's ~¢o-ecas,~o°'energy v*odncvion»1,~
COSLS.ITT T LI Tl T s nlion - rzotes

e i - o~

b. Whether .,‘ne, leve ized ene. Y- pa.ymen" .
and the incremental enmergy rate = .I. .. . .7
payment op-ions<should Be. exsended. LT
for Standard- 0ffer #L beyond,,ne one .
year pe*iod as o*de*ed above. '

L R BRI

P o P
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5. PG&E, SDG&E, and Edison shall confer among themselves and
itk our staff to devise uniform Standard 0ffer #4 contract language,
except for the very few terms which must be utility specific due %0
different operating characteristics. They shall jointly submit their
proposed uniform contract language as a compliance filing in these
proceedings withia six moaths from today (making the £iling with the
Docket Office and serving all appearances). Their proposed uniform
contract language shall not dDe effective or used in contracts until
it has deen approved by this Commission.

is order is effective today.
Dated September 7,1983, a%t San Franecisco, California.

LEONARD M. GRIMES, JR.
: President

1 abstain. VICTOR CALVO

® /s/ PRISCILLA C. GREW DONALD VIAL

Commissioner Commicsioners

Commissioner William T. Bagley.,
being necessarily absent, did not
participate.

LAYINGVN
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APPENDIZ A
2age 1

Zist 0f Avnearances

licants: Ila-ry C Mount, Attorney at Law, for Southern

California S4ison Company; Werne 2. Sakar:as, John R. Asmus,

Jr., and Vinceﬁ- D Bartolonucei, ATtorneys at Law, for San Diego
Gas & Electric Compazy; end Charles W. Thigsell anéd Jo Aan
Shaflfer, Attorneys at Law, for Pacific Gas ané ITlectric Company.

nterested Parties: Roy Alver, Attorney 2% ILaw, Zor Independent
Dower Co*po* v*o,, Chickering & Gregory, dy C. Eayden Ames,
Atsorney at law, for Geothermal Gene:ation, -nc.; rPillsbhury,
Madison & Sutro, by Michael R. Barr, o-ney at Lew, for
Pillshury, Mad_son & SuTro; sanna & M rton, Yy R. Lee

Roberts, AtTtoraey at law, and Zenwood Aysociates, inc., By Devid
§-anc5 omb for Ulsre Systens, Ine., ané Occidensal Geothermal,
Zne.: Donald C. Davis, for Zerzog Contracting Corporetion:
Nicole A. Clav, ‘o* San D1 ego Zuer Recove*v 2rojecy

(SANDSZ ) : crank P. Dugue=ze, Tor M¢ Doug_as,

oseph Egan, 0T Universisy Znergys Pa~‘ E. Zichenherger,

Tor SAL gng‘nee.u, Inc.; Mark 2. Farman, *o* Resource

Managemen Ternational, .ac.; Michel Petzer Florio, aAttorney
at Law, Jon dlllo... and Sylvia Siegel, for Toward_Utility Rate
Normalization (TURN); Lee Freeman, Douglas Porxter, ané Jon
Castor, Astorneys at law, *o- °ac-*'c Lighting nergy Systems
Janice G. Zamrin, and Dan Richard, Attorney at law, ’or
Independent Bne-gy Droducers Associa:ion, Richard C. Zill, Lor
ﬁosco Co*po*a ion; Nossaman, Gu:hner, Xnox & L.z .v, by ”ete“
C. 20ffman, o*ney at Law, Sfor Applied Power Technology, -nc-;
Neal A. Johnson, Lor Ca_: ornia Solid Waste Management Boards
Jim kaiser, Jor Sierra Energy and Risk Assessment; Iaura 3.
King, For Naztural Resource Defense Council; Jane S. Kumin,

<or Natomas Company; C. M. Ilaffoon, for Geothermal

Generators, Inc.: Mar¥ Lyvons, Avworney at Law (New York,
Washingsoa, D.C.), Zor Uivrz Syswtems, Inc.; P. R. Menn &
Associates, by 2rilin R. Mann, Atsorney at law, for California
Manufacsuress Association; Willia: 3. NMareus, for Californi
Iylro Sysvems, Inc.; Kenneth 2. Mewer, for Znergy Comsuliing
Group; Martin C. Recchuite and Michael J. Myers, Attorney av
lew, for ARCO Solar, Izc.; 3Brown, Vence & Associates, dy Tom
Re-llv, for 3Brown, Vence & Associavtes; Donn Ruotole, for
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Thesco Servisces,Inc.; Jexmes Samis, for Therzonesics, nc.;

Gere D. Simen, for Sigme Group; Granes & cames, by cexes D.
Scuevs, A-to-ney 2% Law, Zor Unioxn 0Il Compeny of Celifornise;
Vessrs. Jowney, Zrend, Seymour & Rokwer, by Prilis A. Storr,
Assorner 2% Law, Zor Pederel Paper Boaré, Znc., 2nc ocwaer.ané,
Lshill zmd Brennen, ATTOTREFS &T Law; illiex E. Swansoz axnd
Sesver Willisms,AT4orney &t law, ToT Stenford Tniversisys
Samcell M. Cinmkerman, For Americer Bnergy 2rojects, Inc.;
TTececicE 5. WEeLss, ATtorney 2t lew, Tor Sseuiler Chemicel
Tompeny; Grefs waeztoend and Kethy Welnieimer, ATsorneys av

Tew, for Ce.izornie snergy Commission; Cooper Zngineers, by Mark
Whize, for West Country ASency; Zarry Winzers, for Universivy
S Ralifesniz; ¥atthew J. Wristdridze, AwsoTner 2% lew, ZoT
Genewsl TlectriT LODDEDNTS wOnE.C G. Selow, Zor Sione &
Webster: Ma-geret I. Pueger,20r u. o. KLICDOWET, Zac.send
Reet T. SEREicT 286 horzan ROSS Burgess, ZoT shexselves.

Commission Swall: wipn 7. Crpzz, AttorTner 2% law, and cohn D.
D. Quinlevw.
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