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The IOUs typically approach restructurings using what has been called the restructuring value approach.  The approach reduces the CTC related to QF contracts and accelerates the transition to a competitive marketplace by replacing must-take QF power with purchases from the power exchange. This restructuring value approach involves estimating the potential benefits to both parties of reaching agreement to restructure a particular contract. 

This process attempts to share, on a fair basis, the potential value from restructuring contracts between ratepayers and QFs.  Through voluntary, bilateral negotiations, the utilities individually analyze the payments to the QF above replacement costs (PARCs) and the QF’s estimated net operating income (NOI) over the viable life of the contract.  If PARCs exceed the QF’s estimated NOI, restructuring value exists and there is a potential for both parties to voluntarily negotiate a contract termination.

Currently, the utilities administer approximately 800 QF contracts.  Many of these contracts do not have payments above replacement costs (i.e., SO1, SO3) and therefore are not targeted for restructuring by the utilities.  For those contracts with PARCs (i.e., ISO4, SO2, certain negotiated contracts) the utilities are targeting those contracts that have substantial amounts of restructuring value.  As provided in the CACD Workshop report, Edison has  targeted 45 contracts for restructuring, PG&E has targeted 40 contracts, and SDG&E has targeted 8 contracts.  These 93 contracts represent over $2 billion in restructuring value, and over 80% of the total estimated restructuring value for the three utilities.  

Using the restructuring value approach, the utility calculates the PARCs associated with a QF contract.  The utility also estimates the QF’s operational and economic viability, including an estimate of NOI, using independent experts or best available data from public sources. It is helpful, although not required, that the QF provide financial data to the utility.  If applicable to the QF’s situation, the analysis also may consider other factors such as: minimum damages, transmission impacts, plant salvage value, transmission and distribution bypass, and potential QF income from operation after contract termination such as renewables credits. 

Generally, the buyout price is negotiated between the utility and the QF based on a range of the QF’s expected NOI over the viable life of the remaining QF contract plus a potential sharing of the restructuring value. The utility endeavors to pay the lowest possible buyout price and the QF equally endeavors to receive the highest possible buyout price.  Through bilateral negotiations, the parties attempt to reach agreement on a buyout price which represents a fair sharing of the restructuring benefits. 

The Energy Division’s June 27, 1997 QF Contract Modification/ Restructuring Workshop Report contained a simplified example of a 100 MW project buyout using the restructuring value approach (Attachment 13).  That attachment is included here for illustrative purposes of how a typical win-win buyout can occur.


