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PETITION OF SOUTHERN CALIFORNIA EDISON COMPANY (U 338-E)
TO MODIFY D. 96-12-028 to revise transition formula

I.
introduction

Pursuant to Rule 47 of the Rules of Practice and Procedure (“Rules”) of the California Public Utilities Commission (“Commission”), Southern California Edison Company (“SCE”) hereby petitions to modify Decision (“D.”) 96-12-028 in order to revise the interim qualifying facility (“QF”) energy pricing methodology (the “Transition Formula”) approved by the Commission for SCE in that decision.
  The requested revision is necessary to permit the Transition Formula to continue to reflect fairly the impact of fluctuating natural gas costs on SCE’s avoided energy costs.

The Transition Formula was intended to be a temporary pricing mechanism for calculating short-run avoided cost of energy (“SRAC”) payments to QFs during what was expected to be a relatively brief interim period before the Commission implemented a market-based SRAC methodology pursuant to Pub. Util. Code Section 390(c) (“Section 390(c)”).  As originally conceived by SCE and other stakeholders, the transition period was to last no more than eleven months from the inception of Power Exchange (“PX”) operations, and the parties specifically agreed that, if the Commission did not adopt a market-based pricing mechanism by December 31, 1999, any party could petition to modify the Transition Formula.

The “transition” period has now lasted almost four years.  Furthermore, it appears that the “transition” period may not end any time soon.  Although the Commission has recently initiated a Rulemaking for the purpose of implementing a  market-based SRAC to replace the Transition Formula, it is uncertain when or whether the Commission will make a determination that the market is “functioning properly” for that purpose, as required by Section 390(c).  In the absence of such an affirmative determination, the Transition Formula will likely continue to be the mechanism for calculating SRAC for SCE’s QFs.

The Transition Formula assumes a starting energy price, or “Pbase,” of 2.0808 cents/kWh that was calculated using 1995 values in the following areas:  incremental system heat rate (the “IER”); average border gas prices and average interstate and intrastate gas transportation costs (collectively, the “burnertip gas price”); and variable operations and maintenance (“O&M”) adder.  As specified in Pub. Util. Code Section 390(b) (“Section 390(b)”), the Transition Formula provides for the starting energy price to be adjusted monthly to reflect changes in assumed utility fuel costs, as reflected in percentage changes to certain border gas price indices.  Recognizing, however, that the interplay between the starting energy price and changes in border gas prices would have to occur in a manner that permitted the data imbedded in the formula to be represented fairly (D.96-12-028, mimeo, at 14), the Commission also adopted a “Factor.”  The Factor, which in SCE’s case was set at 0.7067, was supposed to account for the actual effect on SCE’s assumed avoided cost of changes in gas costs.  (Id., at 8.)  The ultimate goal was that the formulas adopted reflect each utility’s avoided cost on a prospective basis.  (Id. at 19, Conclusion of Law No. 2.)

Unfortunately, unexpected changes in circumstances, the effects of which have been exacerbated by a longer than anticipated transition period, have caused SCE’s Transition Formula to yield results that no longer properly reflect the true impact of gas price changes on SCE’s avoided costs.  Specifically, because the difference between burnertip gas prices and border gas prices (accounted for by gas transportation costs) assumed in the Transition Formula has declined dramatically over recent years, the Factor established by the Commission in 1996 no longer properly adjusts for the actual impact of changes in border gas prices on SCE’s assumed avoided cost.

The net result is that the Transition Formula price for SCE is currently about 12 percent higher than it should be.
  Accordingly, SCE hereby seeks an order modifying D.96-12-028 to change SCE’s approved Factor from 0.7067 to a monthly value (described in Section III.B.3. below) that would be calculated so as to offset the unexpected decrease in gas transportation costs.  If authorized, such change will permit the Transition Formula to yield SRAC prices for SCE that more closely approximate what was intended when the Transition Formula was originally adopted.


For these reasons and those explained in greater detail below, SCE respectfully requests that this petition be granted and that D.96-12-028 be modified in a manner consistent with the recommendation set forth herein.

II.
procedural and FACTUAL history

A.
The IER Methodology


Before the Commission approved the Transition Formula for the three investor-owned utilities in D.96-12-028 69, Cal P.U.C.2d546 (1996), SRAC was determined according to a formula that incorporated an annually-determined utility incremental energy rate or “IER” (a measure of thermal efficiency derived from the incremental amount of energy that the utility would use to generate the amount of power supplied by QFs), the varying costs (including both interstate and intrastate transportation costs) incurred by the utility in acquiring natural gas for generation purposes, and various adders, particularly an adjustment for variable O&M.  Initially, the gas commodity component was determined monthly based on the utility’s actual weighted average cost of gas.  Later, to minimize disputes regarding those costs, the Commission approved an “Index Methodology,” whereby the cost of gas reflected in trade publication indices plus the cost of firm transportation to the California border was substituted for the utility’s individual purchase costs for border gas.  See D.91-10-039, 41 Cal P.U.C.2d484 (1991).  The other components of this IER-based SRAC methodology remained the same following the adoption of the Index Methodology for determining the gas component.  

The IER methodology can be expressed formulaically as follows:

Price (cents/kWh) = (IER (Btu/kWh) * burnertip gas price ($/MMBtu))/10,000 + O&M (cents/kWh)

In D.91-10-039, the Commission stated its “intent to adhere to the adopted index methodology until a broader examination of pricing methodologies could occur.”  D.96-12-028, mimeo, at 4.

B.
SCE/CCC/IEP Joint Comments For SRAC Reform

Beginning with the issuance of the Blue Book decision in April 1994, the Commission commenced its “broader examination of pricing methodologies.”  This process led to an Assigned Commissioner Ruling, issued by then-Commission President Fessler, directing the parties in I.89-07-004 to file and serve proposed market-based avoided cost pricing mechanisms.  Pursuant to this directive, SCE, the California Cogeneration Council (“CCC”) and the Independent Energy Producers Association (“IEP”) filed a proposal for SRAC reform on February 16, 1996 (the “Joint Comments”).
  A true and correct copy of the Joint Comments is attached hereto as Exhibit 1.

Drafted and presented to the Commission for approval during ongoing stakeholder efforts to implement industry restructuring, the Joint Comments anticipated that legislation soon would be enacted authorizing formation of a Power Exchange (“PX”) and other market mechanisms that could be used to set a market-based SRAC.  The Joint Comments refers to the PX and to the clearing price established by the PX as a basis for determining SRAC payments.  Specifically, the Joint Comments provides that QFs would be paid a market-based SRAC “commencing eleven (11) months after initial operation of the Power Exchange unless there is a regulatory or judicial determination that the Power Exchange is not functioning properly.”  Joint Comments, ¶ 2.0, emphasis supplied.

In addition to the concept of market-based pricing, the Joint Comments endorsed the idea of a “transition formula” that would take effect until a market-based SRAC was established.  Specifically, ¶ 7.0 of the Joint Comments provides:

Commencing upon the CPUC’s approval of [this] Joint Proposal and until the Clearing Price sets SRAC, SRAC will be determined using a formula (“Transition Formula”) stated below.  If the Clearing Price has not been adopted as the basis for setting SRAC Payments by December 31, 1999, any Party to this Joint Comments may petition to modify the Transition Formula.  The specific values in the Transition [F]ormula (or the formula itself) would be unique for any utility.

Id., emphasis supplied.  Thus, the Joint Comments contemplated that QFs would be paid the Transition Formula price for a period commencing with the Commission’s approval of the Transition Formula and concluding no later than eleven months after initial operation of the PX.  The Joint Comments further provided, however, that, if the transition to full market-based SRAC pricing had not occurred by December 31, 1999, any party could file a petition at the Commission to modify the Transition Formula.

C.
The Transition Formula

The Transition Formula set forth in the Joint Comments (which was ultimately adopted by the Commission in D. 96-12-028) is as follows:


Pn = {Pbase + (Pbase * ([GPn-GPbase]/GPbase)*Factor)}* TOU.  

In SCE’s case, Pbase, expressed in cents/kWh, was calculated based on an assumed IER value of 9,140 Btu per kWh multiplied by an assumed starting burnertip gas price of $2.0578 per MMBtu plus an O&M adder of 2 mils per kWh.  The resulting Pbase is equal to 2.0808 cents/kWh.  GPbase is the starting border gas price, and is equal to $1.3975 per MMBtu.  GPn is the border gas price as reflected in the applicable indices for the period being considered.  The formula thus computes the percentage change in the current border gas price relative to the starting border gas price  in the applicable period and uses this relationship to adjust Pbase up or down.    

In addition to the starting price and the percentage change in the border gas price, the formula proposed in the Joint Comments applies a Factor to the percentage change in the border gas price to regulate potential volatility in gas prices.  The Factor set forth in the Joint Comments, 0.7067, was calculated as the ratio of the border gas price in 1995 and the actual SRAC prices yielded by the IER-based methodology for 1995.  Finally, the equation incorporates time-of-use factors.

D.
Enactment of AB 1890

In September 1996, Governor Wilson signed Assembly Bill 1890 (“AB 1890”) into law.  Resulting from a collaborative effort of industry stakeholders, the Commission and the Legislature, AB 1890 incorporated the basic framework of a Transition Formula that eventually would be superseded by market-based SRAC pricing.  Specifically, Section 390(b) of the enactment provides as follows:

Until the requirements of subdivision (c) have been satisfied, short run avoided cost energy payments paid to nonutility power generators [QFs] by an electrical corporation shall be based on a formula that reflects a starting energy price, adjusted monthly to reflect changes in a starting gas index price in relation to an average of current California natural gas border price indices.  The starting energy price shall be based on 12-month averages of recent, pre-January 1, 1996, short-run avoided cost energy prices paid by each public utility electrical corporation to nonutility power generators.  The starting gas index price shall be established as an average of index gas prices for the same annual periods.

Subsection (c) in turn provides: 

The short-run avoided cost energy payments paid to nonutility power generators by electrical corporations shall be based on the clearing price paid by the independent Power Exchange if . . . the commission has issued an order determining that the independent Power Exchange is functioning properly for the purposes of determining the short-run avoided cost energy payments to be made to nonutility power generators. . . .

Unlike the Joint Comments, AB 1890 does not provide for an automatic transition to market-based SRAC pricing within a specified period following initial operation of the PX.  Rather, the legislation requires an affirmative finding by the Commission that the market is “functioning properly” in order for the market clearing price to become the basis for SRAC paid to QFs.  Given this particular aspect of the legislation, it is possible that the Transition Formula will remain in place indefinitely if the Commission is unable to determine that the market is “functioning properly” for the purpose of establishing a market-based SRAC.

E.
Commission Approval Of SCE’s Transition Formula


A few months after the enactment of AB 1890, the Commission adopted the Transition Formula set forth in the Joint Comments as the basis for SRAC energy payments to QFs holding contracts with SCE.  The Commission considered whether the Transition Formula described in the Joint Comments complied with the supervening legislative enactment, specifically subdivision 390(b), stating that “we must evaluate the parties’ proposals according to these new requirements, in order to fully comply with the law.”  D.96-12-028, mimeo, at 11.  The Commission concluded that the Joint Comments did comply with the requirements of Section 390(b), stating:

The formulaic proposals have several components in common, the most significant of which is that each formula pegs the variable component of the starting prices to monthly adjustments based on simple averages of specific market price indices, as published in various trade publications.  These border price calculations are based on robust, published indices that reflect changes in market conditions; therefore, these formulas meet our goal of market-based pricing, as required by § 390.

Id., at 11-12.  Pursuant to an agreement reached among SCE, Watson Cogeneration Company, CCC and CAC, the Commission decided that it was reasonable to adopt the average of the weekly border price indices for a specific market location published in Natural Gas Week, Natural Gas Intelligence, and Btu Weekly for the “purpose of deriving SCE’s formula.”  D.96-12-028, mimeo, at 13.  The Commission directed SCE to use the Transition Formula in determining posted SRAC energy prices as of October 1996.  Id., at. 20 (Ordering Para. 2).


In D.96-12-028, the Commission expressly acknowledged that it was approving the Transition Formula on an interim basis and that the formula would eventually be supplanted by a market-based pricing mechanism once the Commission determined that the market is “functioning properly” for that purpose.  As stated by the Commission:

In our Preferred Policy Decision in electric restructuring (D.95-12-063, as modified by D.96-10-009), we established that the Short Run Avoided Cost . . . price would be based on the clearing price of the Power Exchange, once that entity is deemed to be functioning properly.  Section 390 provides guidance regarding this pricing mechanism.  Future implementation issues will be considered in subsequent phases of our restructuring rulemaking and investigation . . . .

D. 96-12-028, mimeo, at 2, citations omitted.  

F.
Rulemaking Into Implementation of Pub. Util. Code Section 390


On November 18, 1999, after a comment period, the Commission issued an “Order Instituting Rulemaking Into Implementation of Public Utility Code Section 390.”  The Presiding Officer issued a Scoping Memo on January 4, 2000, bifurcating the Rulemaking into two phases.  In Phase I, the Presiding Officer will issue a proposed decision by September 5, 2000, with a final decision anticipated in October 2000.  The Phase I decision will establish the criteria to be applied in Phase II for determining whether the market is “functioning properly” for the purpose of setting SRAC based on the market-clearing price established by the PX.  In addition, the Phase I decision will establish the market-based SRAC methodology itself and, as stated by the Commission in D.99-11-025, will likely eliminate the trueup for QFs receiving the day-ahead market clearing price instead of the Transition Formula price pursuant to the “one-time” option permitted by Section 390(c).
  The Phase I Decision will also address the issue of whether the current line loss factors remain appropriate for QFs and, if not, what methodology should be used to determine line losses.

The Commission has conducted extensive evidentiary hearings concerning all Phase I issues.  The matter now stands fully briefed.  Two parties, the Office of Ratepayer Advocates and SCE, have requested oral argument pursuant to Rule 8(d).  As noted above, a final Phase I decision is currently scheduled to be finalized in October of this year.

In Phase II, the Commission will take up consideration of the conditions for transition of all QFs to a market-based price, including application of the specific criteria adopted in Phase I for determining whether the market is “functioning properly.”  According to the Scoping Memo, the schedule for Phase II of the Rulemaking will be established following release of the proposed decision in Phase I.

III.

DISCUSSION
A.
This Petition Is Timely
Rule 47(d) of the Commission’s Rules states:

Except as provided in this subsection, a petition for modification must be filed and served within one year of the effective date of the decision proposed to be modified.  If more than one year has elapsed, the petition must also explain why the petition could not have been presented within one year of the effective date of the decision.

Although more than one year has elapsed since the issuance of D.96-12-028, this petition to modify is timely.  Only with the continued passage of time, and the relatively recent declines in certain gas transportation costs, has it become apparent that the Factor no longer appropriately regulates the impact of changes in the designated border gas indices.  Indeed, it is the unanticipated duration of the transition period that now justifies modification of the Transition Formula.

Furthermore, D.96-12-028 itself anticipated that the parties might seek changes to the Transition Formula and specifically authorized petitions to modify the gas price indices used in the formula.  D.96-12-028, mimeo, at 15.  As a condition precedent to such a petition, however, the Commission required that parties seeking a change in the gas price indices used in the transition formula “confer regarding the accuracy and robustness of [the] new indices.”  Id.  Recognizing that the obligation to confer might be construed broadly, SCE, on July 7, 2000, notified all parties in the I.89-07-004 and R.99-11-022 dockets that it would convene a conference on July 18, 2000 to discuss potential changes to the gas price indices as well as other possible modifications to the Transition Formula.
  This conference took place as scheduled on July 18.
  Following the July 18 conference, SCE concluded that a change in the border price indices is not needed at this time if the Commission approves the modification of the Factor requested in this petition.

B.
The Commission Can And Should Modify The Transition Formula
1.
The Commission Has Both The Authority And The Discretion Under Section 390 To Modify The Transition Formula.

Section 390(b) offers general guidance concerning the Transition Formula, but does not expressly require the Commission to adopt any specific formula.  Rather, the statute directs the Commission to implement “a formula”; it does not tell the Commission the details of the formula to implement.  The specifics are left to the Commission.  For example, the Legislature did not instruct the Commission whether to use simple or weighted averages, or what specific period of pre-1996 pricing data to use in establishing the starting energy price.  The statute also does not state what border gas price indices should be used for the purpose of establishing a starting gas index price or a current natural gas border price, and the details of how the latter should be used to produce a future SRAC energy price based on the starting energy price are left unspecified.  (The incorporation of the Factor in the formula is an example of an unspecified detail in this area.)  Nor does the statute provide specific direction as to the timing of the implementation of the Transition Formula.  These aspects of implementation of Section 390(b) are left to the Commission’s discretion.  

In addition to the obvious lack of detailed direction in Section 390(b), the Legislature’s use of the phrase “based on” in relation to both the formula itself and the derivation of the starting energy price allows for flexibility in the implementation of the Transition Formula.  As alluded to above, the extent to which the legislation provides the Commission discretion in implementing the Transition Formula is amply demonstrated by the Commission’s approval of the 0.7067 Factor from the Joint Comments, which was intended to moderate SRAC prices against undue volatility in the border gas indices.  Section 390(b) itself says nothing about such a factor.

The Commission’s incorporation of the Factor into the Transition Formula equation is highly significant.  It both establishes a precedent for including components in the Transition Formula that are not specifically prescribed by the statute and provides authority for modification of the Transition Formula to incorporate a revised Factor as proposed by SCE in this petition.  The Commission’s approval of the 0.7067 factor is also an acknowledgment of the extent of its discretion under the statute.  By this petition, SCE requests the Commission to exercise that discretion again by updating the Factor to more closely align the Transition Formula with current fuel costs.

2.
The Current Transition Formula Overstates The Effect Of Increases In The Border Price Indices, Resulting In Substantial Over-Market Payments To QFs.
In D.96-12-028, the Commission believed that it was adopting an interim SRAC formula that would reflect each “utility’s own avoided costs prospectively, and . . . meet statutory requirements.”  D.96-12-028, mimeo, at 19 (Conclusion of Law No. 2).  The Joint Comments pending before it provided specifically for a finite transition period and further provided that, in the event the Commission had not adopted a market-based SRAC by December 31, 1999, any party could petition to modify the Transition Formula.  

In late 1996, the values used in the Transition Formula yielded an SRAC that was reasonably consistent with the pricing produced by the methodology it replaced, the IER methodology.  As incorporated in the Pbase (starting energy price) and GPbase (starting natural gas price), those values were established with reference to 1995 data that reflected a difference between burnertip gas prices and border gas prices of about $0.66 per MMBtu.
  Today, however, that difference is closer to $0.406 per MMBtu.
  This represents an approximately 40 percent reduction in assumed gas transportation costs.  For some generators in the California market, the reduction has been even more dramatic.
  Due to this change in circumstances, actual burnertip gas costs and costs for border gas purchases have begun to converge in a manner that was unanticipated when the Transition Formula was adopted.

A principal impact of the foregoing is that the Factor in SCE’s current Transition Formula no longer imposes the appropriate, expected restraint on SRAC volatility caused by rising border gas prices.  This phenomenon is illustrated by the following hypothetical.  Assume that, in a particular time period, the border cost of gas, as indicated by the relevant border price indices, has risen by $0.25 per MMBtu.  Assume further that, during the same period, the cost of gas transportation has declined by $0.25 per MMBtu.  Under these circumstances, the effect on the utility at the burnertip (the relevant delivery location for avoided cost pricing purposes) is zero because the increase in the border price is exactly offset by the decrease in the transportation cost.
  Nevertheless, under the current Transition Formula, the facts in this hypothetical would produce a material increase in the SRAC price paid to QFs, equal to approximately 70 percent of the $0.25 per MMBtu increase in the border gas price.  Again, this would occur even though the utility’s real (i.e., burnertip) fuel cost had not changed.

SCE believes that this result was unintended.  Given that both the parties to the Joint Comments and the Commission undoubtedly assumed that the Transition Formula was to be a short-term interim pricing methodology, it is perhaps understandable that neither accounted for possible fluctuations in gas transportation prices over the long term.  This assumption would have been reasonable because gas transportation rates are established by tariff, and are not changed frequently or lightly, but rather must be changed through the process of lengthy biennial planning proceedings of the gas utilities.  The Transition Formula, however, has outlasted the biennial cycle of such proceedings.

3.
The Proposed Solution.
In order to mitigate the unintended inflation in SRAC prices that the foregoing circumstances have produced, SCE proposes that the Commission modify the Factor in SCE’s Transition Formula.  As discussed above, the Factor is not mentioned in Section 390(b) but was instead adopted by the Commission in D.96-12-028 pursuant to the discretion accorded it in the statute.  Modification of the Factor is now required to prevent changes since 1995 in border gas prices from being overstated in the SRAC prices that result from the Transition Formula.

SCE submits that the appropriate modification would result in the Factor being reduced, on a monthly basis, from its current level of 0.7067 to a level that offsets the decline in transportation costs and thus more appropriately accounts for the true impact on SCE’s avoided cost of increases in border gas prices.  The following example, using actual data for June 2000, illustrates how the new Factor would be set.  

In June 2000, application of the current Transition Formula, including the 0.7067 Factor, resulted in an average SRAC price of 5.1525 per kWh.  Based on the overstated $0.66 per MMBtu gas transportation cost assumed in the Transition Formula and the actual June border gas price of $4.3167 per MMBtu, the implied burnertip gas cost for the month in question was $4.9767 per MMBtu.  In actuality, the burnertip cost was only $4.7227 per MMBtu (the sum of the $4.3167 per MMBtu June border price and the actual transportation cost of $0.406 per MMBtu).  If the actual burnertip cost had been used in conjunction with an IER of 9,140 Btu/kWh and an O&M adder of 2 mils/kWh, the resulting SRAC energy price for June 2000 would have been 4.5165 cents per kWh rather than the 5.1525 cents per kWh rate calculated under the current SRAC Transition Formula.  On the other hand, in order to realize a SRAC energy price of 5.1525 cents/kWh using the actual  burnertip gas price and a 2 mil O&M adder, one would need to assume an unrealistically high IER of 10,487 Btu per kWh.  Under SCE’s proposal, this unintended price inflation would be dealt with by resetting the Factor so that application of the actual border gas price results in a more realistic assumed burnertip cost and, consequently, restoration of the 9,140 Btu per kWh IER value.  For June 2000, the Factor would be reset to 0.5604 to produce an SRAC price that is approximately 12 percent less than was calculated using the current Factor.  See Appendix A-2
. 

Although the recommended approach would result in a monthly reevaluation of the Factor, such reevaluation would be based on a completely mechanical calculation based on input data objectively verifiable by all parties.  Accordingly,  adoption of this approach would not require the on-going supervision of the Commission and should not lead to disagreements requiring the Commission’s intervention. 

IV.

CONCLUSION

For the foregoing reasons, SCE respectfully submits that the Commission should modify D.96-12-028 to authorize SCE to reset the Factor in the Transition Formula on a monthly basis utilizing the approach described above.  This modification to the Transition Formula should be made prospectively only.  Finally, the Factor should be subject to further modification upon a showing of good cause by any interested party.  

Respectfully submitted,

RUSSELL C. SWARTZ

JAMES B. WOODRUFF

ELIZABETH M. MATTHIAS

By:
Elizabeth M. Matthias

Attorneys for
SOUTHERN CALIFORNIA EDISON COMPANY

2244 Walnut Grove Avenue
Post Office Box 800
Rosemead, California  91770
Telephone:
(626) 302-1924
Facsimile:
(626) 302-1904
E-mail:
woodrujb@sce.com
Dated:  July 28, 2000
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� 	In compliance with Rule 47(c), SCE served this petition on the service list for I.89-07-004.  In addition, SCE served the petition on the service list for R.99-11-022, which concerns related QF pricing issues.  Because this petition addresses a decision issued in proceedings filed before January 1, 1998, the rules and procedures for compliance with SB 960, as set forth in Article 2.5 of the Commission’s Rules, do not apply to this petition.  See Rule 4(a).


� 	This petition concerns only SCE’s current Transition Formula and thus is not directed at similar formulas that were also adopted by the Commission for Pacific Gas and Electric Company (“PG&E”) and San Diego Gas & Electric Company (“SDG&E”) in D.96-12-028.


� 	Workpapers showing the derivation of this are in Attachment A-1 hereto.


� 	An additional, independent factor that causes SRAC payments to be overstated is that they continue to include an adder based on assumed line loss savings that are plainly overstated for virtually all QFs in today’s market environment.  This petition does not address this issue because the validity of the current line loss factors is presently under review in the Section 390 Rulemaking (R.99-11-022).  In that proceeding, SCE advocates replacing the present transmission level loss factors with the QF-specific generator meter multipliers (“GMMs”) that are determined by the California Independent System Operator for those QFs that are eventually paid a market-based SRAC pursuant to Section 390(c).  However, to mitigate the impact of the unwarranted subsidy that results from continued application of the current line loss factors during the remainder of the transition period, the Commission should order that line losses for QFs who are paid under the Section 390(b) Transition Formula be determined prospectively in accordance with the methodology that has been recommended in the Section 390 Rulemaking by the Commission’s Energy Division in its “Final Report on Line Losses Workshop” (“Report”), dated April 7, 2000.  Based on that methodology, the current factors would be replaced for QFs who remain on the Transition Formula with a factor equal to the ratio of the QF-specific GMM divided by the ISO system average GMM on an hourly basis.  Report, at 25.  SCE believes that the record in the Section 390 Rulemaking would support this change being effectuated in the Commission’s Phase I decision in the Rulemaking.  If not, the Commission could solicit supplemental comments from the parties on this issue prior to its issuance of the Phase I decision.


� 	PG&E, IEP, CCC and the Cogeneration Association of California (“CAC”) filed a similar joint proposal on June 25, 1996 (the “PG&E Proposal”)


� 	Subdivision (c) also requires an affirmative finding by the Commission that either of two additional conditions have been met before SRAC pricing is determined based on the market-clearing price.


� 	In D.99-11-025, the Commission granted IEP’s motion for market-based pricing for QFs that exercise their option to elect, prior to a Commission finding that the market is “functioning properly,” to be paid SRAC based on the market-clearing price.  See Section 390(c).  The Commission ordered that the SRAC for such “one-time switchers” would be the zonal day ahead market clearing price established by the PX, subject to a true- up based on the market-based pricing methodology ultimately adopted in R.99-11-022.  The effect of that decision is that QFs can elect to be paid the zonal day-ahead market-clearing price, but such payments are subject to retroactive adjustment when the Commission ultimately adopts a market-based SRAC methodology.  As of this filing, no QF under contract with SCE has given notice of an election to receive the day-ahead zonal clearing price as SRAC.  As a result, all QFs holding contracts with SCE providing for SRAC energy payments are currently paid on the Transition Formula.


� 	SCE forwarded this notice both electronically and by mail to the R.99-11-022 service list, and by mail to the I.89-07-004 service list, for which there is no electronic list.    


� 	Participants in the conference executed a confidentiality and nondisclosure acknowledgment pursuant to Commission Rule 51.9.


� 	This value can easily be derived by subtracting GPbase (the starting border gas price) from the burnertip gas price used in the Pbase calculation:  $2.0578 – $1.3975 = $0.66.


� 	The difference is due in part to the substantial reduction and/or elimination of certain interstate transportation costs that were assumed in the starting burnertip gas price and in part to a reduction in the tariff rate for intrastate transportation.  See SoCalGas tariff Schedules GT-F6 and G-MSUR.


� 	SCE believes that many generators are able to negotiate discounts to the standard intrastate tariff rates or are able to bypass intrastate transportation costs to some extent or entirely by directly connecting to gas transmission pipelines or by using “off-spec” or waste fuel gas.  


� 	Even if the border gas prices in the hypothetical had risen to a greater extent than the decline in the transportation costs (as is the actual case in today’s gas markets), a failure to take into account the transportation cost decrease would cause the impact on the burnertip gas cost of the increase in border prices  to be overstated.


� Attachment A-2 shows the difference between SCE’s SRAC Transition Formula payments and what the payment would be if actual transportation costs were applied to the IER methodology.






