Duke committed to California for long haul
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Duke Energy intends to remain a player in the California wholesale power market and remains confident that the West will develop into a stable and profitable marketplace, despite calls for lower price caps and reregulation, the company's top California official said in a teleconference this week. 

Company officials detailed commitments to plant projects, expressed worries about transmission of sufficient gas supplies and talked about long-term forward deals. 

"We're convinced long term that, [with additional generation] and forward contracting, markets [in California] can work," Duke Energy North America (DENA) Vice President Bill Hall said. 

As evidence, Hall pointed to four steps Duke has taken to bolster its position in California and to add needed stability to the volatile wholesale markets there. Most significantly, Hall announced that DENA's trading and marketing division had agreed to a power delivery contract with Pacific Gas and Electric (PG&E). Hall also gave an update of DENA's progress on upgrading its San Francisco-area plants at Moss Landing and Morro Bay in and Chula Vista in San Diego. 

Hall and Nancy DeSchane of Duke's western trading operations would not reveal the terms or size of the PG&E deal for "proprietary reasons." PG&E, in keeping with its policy of not disclosing contractual agreements because they are market sensitive, would not even confirm that it had signed a contract with Duke, nor would it confirm a contract that Calpine said it signed with PG&E on Oct. 11. Calpine said the contract was for the delivery of 400 MW at $51.50/MWh for three years. 

In proposals made to Gov. Gray Davis in August, Duke said it would sell up to 2,000 MW to California utilities at prices around $50/MWh over five-year periods. Hall did say the contract reached with PG&E was consistent with earlier proposals. The delivery point for the power will be NP 15, DeSchane said. 

The deal allows PG&E to hedge against market volatility, DeSchane said. Both she and Hall said this would help stabilize California's wholesale market. Duke was able to take advantage of liquidity in the marketplace in staking a long position, DeSchane said. The company is not concerned that wholesale price caps would erode Duke's profits, she said. The California Independent System Operator (Cal-ISO) last week proposed caps which would push market rates closer to cost-of-service rates. 

Duke plans to strengthen its position in California through involvement in local generation projects, Hall said. Duke currently has interests in three facilities that the company is upgrading or replacing. 

Duke has now received all the permits needed to begin upgrades to its Moss Landing Power Plant that will add 1,060 MW to the plant's capacity by summer 2002. The company filed an updated proposal to completely replace a current plant at Duke's Morro Bay Facility. According to the proposal, Duke will build a new 1,200-MW plant that will come online by summer 2003 and demolish the older, existing plant by 2007. 

Finally, Duke says it will speed up the demolition of a plant at Chula Vista that it has under lease until 2009. Terms of the contract say that Duke must replace the plant by 2009, but the company intends to release within a year proposals to build a new plant between 2005 and 2007. 

Hall expressed some concern that the state's natural gas delivery infrastructure might be insufficient to serve added generation facilities in the future. Duke will increase gas usage at its Moss Landing plant by 30% to 40%, Hall said, adding that, in that case, the company was confident that PG&E could furnish the amount of gas needed. 

The Morro Bay plant will not use any additional gas, and all output increases will be due to efficiency gains at the plant. 

Duke will continue to work with local authorities to bolster the state's gas infrastructure. At present the company holds a "balanced portfolio of contracts and a strong position in the West," DeSchane said. 

Uncertainties in California's power markets would not stop Duke from expanding there, Hall said. "Obviously we have concerns [about California's markets]," he said, adding, "the fundamental issue is the gap between supply and demand." When that gap is filled, "volatility will subside." 

"Duke continues to be optimistic in the West," he said, adding that while "infrastructure has not kept pace with growth, [there is an] opportunity for markets to develop to help consumers." 

