SCE and QF Parties Blueprint for Reforming QF Energy Pricing

(January 24, 2001, 4:30 p.m. Draft)

1.
Objective


The objective of this Blueprint is to modify Pub. Util. Code Section 390 to accomplish the following:  


a.
To secure the stability of California rates at reasonable levels;

b.
To assure the commercial and operational viability of California’s existing QF generating resources in order to sustain delivery of generation from existing generating facilities;


c.
To facilitate the restoration of the financial health of SCE.

2.
Forbearance Issues  [Under development and negotiation] 

3.
Pricing Principles Applicable To All QFs

a.
The pricing methodologies set forth in Sections 4 and 5 below shall be in force for a period of five years commencing on the Effective Date.

b.
Contract capacity provisions in existing contracts shall not be modified. 

c.
Current time-of-delivery and seasonal payment allocation factors, as determined by the Commission, shall continue to apply. 

d.
Energy line loss factors (at both the transmission and distribution level) shall be set at 1.0 unless otherwise specifically set forth in a contract.

e.
The ability of QFs to exercise the one-time, irrevocable option to elect Power Exchange-based SRAC pricing pursuant to Pub. Util. Code Section 390(c) is terminated.

f.
Unless otherwise agreed by the parties hereto, five years from the Effective Date, the SRAC pricing methodology shall revert to the SRAC methodology as approved by the Commission

g.
The parties hereto agree that the pricing methodologies set forth herein yield rates of payment to the QF Parties which are just and reasonable, and that any and all of the costs to SCE associated with the implementation of such pricing methodologies are deemed reasonable for all purposes.

4.
Pricing Methodology for Gas-Fired Generators

a.
The methodology described in this section is applicable only to QFs which use natural gas as their primary fuel (“gas-fired generators”).

b.
The purpose of the methodology applicable to gas-fired generators  is to link the prices for SRAC provided by gas-fired generators to the long-term cost of firm burner tip gas prices.

c.
Except as provided in Section 4(e) below, the annual average SRAC energy payment for gas-fired generators shall be determined pursuant to the following Energy Pricing Formula, expressed in cents/kWh:

[((9,821 x GP)/10,000) + (0.30 x CPI)]


Where 

1.
GP is a five-year firm price for gas delivered at the Southern California border, which price is actually available to the seller, plus the SoCalGas tariff intrastate transportation rate (including all surcharges).

2.
Operation and Maintenance payments shall be set at $0.003 per kWh and escalate annually beginning on the first anniversary of the Effective Date and thereafter during the period during which these principles are in force at CPI.

3.
CPI shall mean the most applicable Consumer Price Index.

d.
Except as provided in Section 4(e) below, beginning on the Effective Date, and extending thereafter for a period to be agreed upon by the parties (the “Posting Period”), SCE will post a price of $5.60/MMBtu (the “Posted Price”) for delivery at the Southern California border for a five-year period inclusive of SoCalGas tariffed intrastate transportation rate (plus surcharges).  Each gas-fired generator will be randomly pre-assigned to a specific tranche in a manner to be agreed upon by the parties.  Each gas-fired generator within a particular tranche will have three (3) days from the commencement of the tranche within which to either (i) accept the Posted Price or (ii) claim a higher actual procurement cost.  Each gas-fired generator claiming a gas procurement cost pursuant to Section 4(d)(ii) shall, within 30 days of the posting date for the applicable tranche, have the burden of establishing the actual cost of gas procured by such generator in a manner satisfactory to both SCE and the Commission.  Information provided to SCE and the Commission pursuant to this section shall be accorded confidentiality protection pursuant to P. U. Code Section 583 and General Order 66-C.  In the event that a gas-fired generator claiming a higher gas procurement cost pursuant to Section 4(d)(ii) fails to provide information satisfactory to establish its actual cost of procuring gas within such 30 day period, then the gas price applicable to such gas-fired generator shall be the Posted Price for the applicable tranche.

e.
The pricing provisions in this Section 4(e) are applicable only to Kern River Cogeneration Company, Sycamore Cogeneration Company, Midway Sunset Cogeneration Company and Watson Cogeneration Company (individually, a “Project” and collectively the “Projects”).

1.
Within 30 days of the Effective Date, the pricing terms and all other necessary terms of the existing bilateral contracts between SCE and the Projects shall be modified such that the annual weighted average energy and capacity payments to such QFs in the aggregate does not exceed 7.8 cents/kWh at an assumed burnertip gas price of $5.60/MMBtu.

2.
The actual gas price used for the purpose of modifying the pricing provisions in each Project’s contract with SCE shall be the greater of either (i) $5.60/MMBtu or (ii) the actual price incurred by a Project to procure natural gas.  Each Project claiming a gas price pursuant to Section 4(e)(ii) shall, within 30 days of the Effective Date, have the burden of establishing the actual cost of gas procured in a manner satisfactory to both SCE and the Commission.  Information provided to SCE and the Commission pursuant to this section shall be accorded confidentiality protection pursuant to P. U. Code Section 583 and General Order 66-C.

3.
A tracking account shall be established on the Effective Date or as soon thereafter as is practicably possible to true up, on each anniversary of the Effective Date, the actual total payments made to the Projects for energy and capacity to the product of the total kWhs of deliveries (as reflected on the monthly statements for the Projects) and the True Up Price.  For purposes of this Section 4(e)(3) the True Up Price shall be the greater of 7.8 cents per kWh or the value defined by the formula:  


(7.8 cents/kWh –2.12 cents/kWh)
*(actual gas price in $ /MMBtu/$5.60/MMBtu) +
+ 2.12 cents/kWh


where the “actual gas price” is the weighted average price on an aggregate basis for the Projects expressed in $/MMBtu.  


The balancing account shall bear interest at a three month commercial paper rate compounded monthly.  In the event that the resulting balance on any anniversary date shows that a portfolio price in excess of True Up Price  has been paid by SCE in the preceding year, then that amount, plus accumulated interest thereon, shall be paid to SCE within 15 days of SCE’s invoice for same.  

f.
Any gas-fired generator or Project which elects the gas pricing option pursuant to Section 4(d)(ii) or 4(e)(ii) above shall be subject to periodic audit by SCE to confirm that the generator’s actual gas procurement costs have not deviated from the pricing disclosed pursuant to Section 4(d)(ii) or 4(e)(ii), as applicable.  The parties shall support legislative initiatives for enhancing the creditworthiness of the revised contracts.  California state entities or other entities may secure, at the option of the QF, gas supplies for QF resources and provide gas pursuant to bilateral contracts.

g.
Except as expressly provided herein, nothing in this Blueprint shall be construed to require a QF party to divulge proprietary cost or price information, or to provide access, either physically, financially or contractually, to actual gas cost acquisition arrangements.

5.
Pricing Methodology Applicable To Non Gas-Fired Generators

a.
Except as provided in Section 5(c) below, this pricing methodology is applicable to all small power production facilities and cogeneration facilities, the primary fuel of which is not natural gas (“non gas-fired generators”).

b.
The short run avoided cost of energy for non gas-fired generators is 5.37 cents per kWh for five years from the Effective Date.

6.
Best Efforts And Mutual Cooperation 


SCE and the QF Parties shall take all good faith actions to assure that these principles are fully adopted and supported by all state and federal regulatory, legislative and executive entities.

7.
Effective Date


February 1, 2001 is the Effective Date.

8.
Signatures
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