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Straw Proposal for Resolution of
Short-Run Procurement and Rate Issues

1	Utility Generation Assets

a/	The utility would retain the entitlement to the output of generation plant owned as of December 31, 2000.  The entitlement would be exercised, at the CPUC’s discretion, through (1) retention of plant ownership or (2) plant divestiture conditioned on the execution by the purchaser and the utility of a full output power purchase agreement for a minimum term of two years.

b/	The retained output of utility-owned generation would be committed to serve all of the utility’s load, including both small and large customer load.    

c/	Whether retained or divested, the plant output would be included in the utility portfolio at a kWh price determined through an interim valuation.  The interim valuation would be based on the price at which the plant was or would have been divested, an amortized portion of projected capital investments over a two-year planning horizon and a reasonable level of return reflecting the risk or market conditions.  

2	Forward Contracting

a/	The utilities would be authorized to execute forward contracts to serve their native load.   With the entitlement to existing generation assets committed to serve native load, utilities would be positioned to procure from [XX%] to [XX%] of their total portfolio in a mix of spot and forward contracts.		

b/	The reasonableness of utility purchases would be determined using the following principles:

(1) 	Reliance on spot market purchases for 100% of the utility’s peak short position in the market would be deemed unreasonable.	

(2)	Forward contracts for up to two years in term would be deemed reasonable if transacted through a reliable, transparent market; 	

(3)	Bilateral forward contracts executed prior to December 31, 2000 and submitted to the CPUC for approval would be deemed reasonable in light of the extreme level of volatility in the electricity market and the strong regulatory directive to secure forward contracts.	

(4)	Bilateral forward contracts executed between January 1, 2001 and December 31, 2001 for a term of 1 to 10 years would be deemed reasonable provided that:

(a)	The contracts were a result of a competitive solicitation that was designed to ensure broad participation among regional generation resources; and 

(b)	The MW total of bilateral forward contracts does not exceed [XX%] of the utility’s [peak load]; or

(c)	To the extent that the MW total of bilateral forward contracts exceeds [XX%] of the utility’s [peak load], the utility has submitted the contract(s) for review by the CPUC and the CPUC has, within a 30 day period, either approved the contract or failed to issue a decision on the contract reasonableness.

f/	The CPUC would institute a proceeding to develop and implement a long-term performance based benchmark mechanism against which the reasonableness of the utility portfolio price would be measured.  The benchmark mechanism may include, among other features, a composite price benchmark, a mechanism to self-correct to the market’s direction, a “dead band” around the benchmark in which purchases would not be deemed unreasonable, and a “stop loss” provisions aimed to place a reasonable ceiling on shareholder risk. 

e/	To minimize the risk of further “stranded” costs resulting from the execution of long-term contracts and the subsequent departure of customers from the utility portfolio: 

(1)	The utility would receive flexibility in developing its total portfolio, as described above;

(2) Large customers would be required to commit to a minimum service term of one year; discontinuing service prior to the end of the committed term would result in a true-up of the price paid by the customer and the actual portfolio price during the term.

(3) If during any year migration of large customers from the utility portfolio exceeds [XX%] of large customer load, offset by growth in utility-served load, the required term of large customer commitment would be increased to [two] years.

(4)	Upon termination by a customer of the utility commitment in favor of a direct access arrangement, a customer could not return to the utility portfolio, except on a spot-price basis, for a period of [one year].

3 Rate Stabilization

a/	The rate freeze would be deemed to have ended on [August 31, 2000; October 2, 2000; January 31, 2000; March 31, 2002 or other date or conditions].	

b/	Following the end of the rate freeze, the utility would provide a stabilized rate option to all customers.

(1) The stabilized rate program would remain in place for [five years or specified conditions].

(2) The applicable rate level and structure would be:

(a)	Rates would increase by 9.9% from June 10, 1996, with periodic adjustments to reflect under or over collections, and the utility’s recovery of procurement costs would continue to be determined on a residual basis [SCE Proposal; NRDC opposes residual method]; OR

(b)	The commodity portion of all rates would be set at 6.5 cents/kWh (or some lower level), adjusted for load factor, subject to periodic adjustment.  [PG&E Proposal]; OR

(d)	Integrated Portfolio Approach (attached) [PX]; OR

(e) [CLECA/CMTA Proposal].

(3)	Under- and over-collections resulting from the divergence of the stabilized rate and actual procurement costs would accumulate in a balancing account.  Balances would be allocated through periodic adjustments to customer rates to the extent of their participation in the stabilized rate program.  Under-collections accruing following the end of the rate freeze, but prior to the implementation of the stabilized rate program, would be included in the balancing account for future adjustments.  

b/	The utility would continue to offer a spot price product for customers who choose to receive clear price signals and mitigate the accumulation of under-collections.

c/	The utility would, on a monthly basis, publish the actual average procurement price for their portfolio since the inception of the rate stabilization option to provide a point of comparison for utility customers considering competitive options.

d/	The Commission would implement a proceeding to develop and implement additional utility products to provide customers a greater opportunity to hedge their total purchase costs.

4	TRA Under-Collections

a/	TRA under-collections preceding the end of the rate freeze would be strictly separated from any under-collections accruing following the end of the rate freeze (the treatment of which is addressed in 3, above).

b/	TRA under-collections accruing prior to the end of the rate freeze would be borne by the utility shareholders. 



California Energy Solutions Group
Straw Proposal Draft121200
For Discussion Purposes Only
Page 5
