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February 28, 2001

The Honorable Jim Battin

California State Senate

State Capitol 

Sacramento, CA 95814

RE:  SB x 47 Letter of Support if Amended

Dear Senator Battin,

The Staff of the Office of Ratepayer Advocates (ORA) supports the overall intent of SBx 47.   We believe that it can provide a reasonable compromise for QFs and consumers in dealing with the issues surrounding the proper pricing of short-run avoided costs with some amendments.  Legislation which achieves an overall average price of 7.8 cents a Kwhr would be a reasonable outcome which reflects utility avoided cost.  When combined with existing capacity payments, the total average cost of QFs would then be in the area of 10 cents per kwh.  However, we believe that certain aspects of this legislation contribute to a failure to reach that outcome, and are not reflective of utility avoided cost. 

Amendments to address cost issues

Amend 391.1(a) which defines burnertip price of gas as the border price (which already includes interstate transport) plus interstate and intrastate gas transport to “’Burnertip price of gas’ means the border price of gas plus intrastate gas transportation costs.”

Rationale:  The current draft double counts interstate transportation.  The border price consists of the price in the producing basin plus the interstate cost to transport that gas to the border. 

Amend 391.4(a) and 391.7(d).  For 391.4(a), this section should be amended to read “…for the period of February 1, 2001 to January 31, 2006” rather than “…for the period of February 1, 2001 to June 30, 2006.”  Section 391.7(d) should be comparably amended.

Rationale:  Unlike the gas related provisions, the pricing for renewables is straightforward, and can be implemented for February 2001.  Renewable pricing is commensurate with 5 year gas strip pricing.  As drafted, renewable pricing will be in place for 65 months, rather than 60 months.  A longer gas strip would lead to a lower price.  Renewable pricing should be based on 5 year prices.

Amend 391.8(c)(2) to replace the phrase "…as that methodology was implemented by the Commission on February 1, 2001" with “…the GP multiplied by the product of 9,821 Btu per kilowatthour divided by 10,000, subject to subdivision (c) of Section 391.3, and added to three mills per kilowatthour multiplied by the average California Consumer Price Index as of December 31 of the year prior to the payment determination, and divided by the average California Consumer Price Index as of December 31, 2000.” 

Rationale: This amendment is necessary to remove a disincentive for QFs to switch from short-run gas pricing to long-run gas pricing.  Under the current SRAC formula, QFs receive in excess of a 10,000 Btu heat rate.  QFs should simply face a choice between longer-run and shorter-run gas pricing, with the somewhat more reasonable heat rate of 9,821 Btu per kwh applying in either instance.  For affiliates QFs, who have favorable payment provisions, the choice is simply between long-run and short-run pricing.

Amend 391.4(d) and subsections:  This section should be amended in order to better achieve management of an SRAC cost level of 7.8 cents.  The most straightforward amendment would be to delete 391.4(d)(2).  The result would be that SRAC for these QFs would be equal to the same 5.37 cents as other QFs receive.

Rationale: These wind QFs in the Edison service area have contract prices below other QFs.  Bringing these QFs up to 7.8 cents is a reason that QFs exceed 7.8 cents.  The exact pricing to conform to overall reasonable avoided cost would be complex.  Consequently, at this time ORA recommends that these QFs simply receive the same 5.37 cents as other renewable QFs.  

Amend 391.8(d)(2) with the language currently in 391.4(d)(2).

Rationale: The current draft does nothing to reduce the cost of affilate QFs, and contributes to exceeding reasonable avoided cost.  ORA recommended that 391.4(d)(2) be deleted for QFs that would already be below 7.8 cents.  This same language can be added where QFs are above 7.8 cents. 

Amendments to clarify application and address issues of equity

 Amend 391.4(d)(4)  and 391.9(a)(2) and (a)(3) to provide for a mutual waiver of consequential damages for non-payment. Also the term “money owned” in 391.9 should be changed to “money owed.”

Rationale: Utilities face consequential damage claims for non-payment.  In the case of 391.4(d)(4), the utilities are waiving their claims, so QFs should do the same.  391.9(a)(2) and (3) subject the utilities to increased payment requirements for the failure to pay by certain deadlines.  Not only is it unclear that the utilities will have adequate financial resources by those dates, the provision is not evenhanded.  In order to get past this crisis, evenhanded application would similarly require QFs to waive any claims for consequential damages resulting from non-payment.

391.3(e)  Amend “The Commission shall provide standard-form amendments to implement the provisions of this article”  by replacing with “PG&E, Edison and SDG&E shall file standard-form contract amendments with the Commission to implement the provisions of this article.  The commission shall review the amendments as to form, and approve such amendments which implement the provisions of this article.”

Rationale:  The standard form amendments would be to standard form contracts, which are not always identical.  Implementation will be facilitated if utilities draft the amendments in the first instance, with those amendments subject to Commission review.

Amend and clarify 391.9(b) to renumber as its own section, say 391.95.

Rationale:  This is the sunset date for the whole article. This sunset provision would be clearer if it is its own section, rather than a subordinate provision of 391.9.  This section also becomes inoperative on July 1, 2006 and is repealed as of January 1, 2007.  The legislation is unclear what regime will be in place between July 2006 and January 2007. 

As a final matter, the issue and cost of credit support is addressed only tangentially by the bill (i.e. general intent language in 391.2(g)).  If credit support is necessary, the costs to provide that support could be very substantial, and make it more difficult to achieve pricing which reflects avoided cost.  It is critical that the need and costs for credit support are evaluated critically, and ORA stands ready to assist in such an evaluation. 

Sincerely,    

David Morse

Cc: Senator Debra Bowen

       Speaker pro Tempore Fred Keeley

       Linda Adams, Chief Deputy Legislative Secretary, Office of the Governor

       Loretta Lynch, President, California Public Utilities Commission (CPUC)

       Commissioner Richard Bilas, CPUC

       Commissioner Henry Duque, CPUC

       Commissioner Carl Wood, CPUC

       Commissioner Geoffrey Brown, CPUC
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