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SECTION I: INTRODUCTION

In April 2000,Valero Energy Corporation (Valero) began a major initiative to evaluate cost reduction opportunities associated with externally purchased goods and services. By developing stronger relationships with key suppliers, we believe both Valero and its selected suppliers will enjoy significant benefits. To this end, we are re-evaluating the purchasing supply base in the area of electric utilities and natural gas to determine the best and most effective total cost supply arrangements for Valero as a whole.  The Request for Proposal is laid out in sections by region.  Although Valero is seeking comprehensive proposals that would serve all its loads, suppliers should feel free to bid on whichever region or regions they are best suited to provide service in.  


I.A Purposes of the Request for Proposal

A.1	The purposes of this Request for Proposal (RFP) is are to: (i) collect electric power and natural gas pricing quotes as part of Valero’s program to determine the supplier or suppliers capable of supplying its electricity and natural gas requirements at lowest cost; (ii) establish business alliances with a few key suppliers; and (iii) execute agreements that will. Our objective is to identify opportunities to significantly reduce Valero’s costs of purchased goods commodities and service costs, and to improve the value-added services.

A.2	The responses to this RFP will serve as the basis for any agreements and represent a firm offer by the Supplier to contract with Valero on the terms and conditions described in their response.

A.3	We expect to conduct business with fewer suppliers who will have more of our business. Valero expects to conduct business with fewer suppliers who will have more of our business. We expect that Suppliers will provide aggressive pricing in their responses.

A.4   Valero expects that the key suppliers that emerge from this process will be able to expand their offerings as Valero executes its growth strategy. 

I.B Background Information on Valero Energy Corporation

Valero Energy Corporation is currently owns and operates six seven refineries in Texas, California, Louisiana and New Jersey with a combined throughput capacity of approximatelyof over one million barrels per day, making it the nation’s largest independent refining company. Valero is pursuing an aggressive growth strategy through acquisition and capital improvements. We expect our preferred suppliers to meet our growing supply needs. Valero is recognized throughout the industry as a leader in the production of premium, environmentally clean products such as reformulated gasoline, CARB Phase II gasoline, low-sulfur diesel and oxygenates.  The company markets its products in 34 states through an extensive wholesale bulk and rack marketing network, and in California through approximately 85 Valero branded retail and 270 other retail distributor locations.  Summary load and usage data is provided in Appendix D.
 
VALERO Valero has created a variety of businesses ancillary to its operations, including retail convenience stores. VALERO Valero has maintained a tradition of excellence and has established itself as a leader in the oil refining industry. Valero makes environmental sensitivity and community concern, an integral part of its business everywhere it operates.

The principal Valero operating companies and affiliates involved in this initiative for purposes of this electric power and natural gas RFP are:

.  VALERO Valero Refining Company – TEXASTexas
.  VALERO Valero Refining Company – CALIFORNIACalifornia
.  VALERO Valero Refining Company – NEW JERSEYNew Jersey
.  VALERO Valero Refining Company – LOUISIANALouisiana
.  VALERO Valero Marketing and Supply Company
.  Valero Pipeline Company

VALERO Valero Refining Company – California refines owns and operates a refinery and an asphalt plant in Benicia, California and markets gasoline on the West Coast with ____ 85 Valero-branded retail outlets and through approximately 270 Exxon-branded retail outlets in California. It also operates a second asphalt plant in Wilmington, California.

VALERO Valero Refining Company – Texas operates three petroleum refineries at four sites: The Corpus Christi Refinery in Corpus Christi (two sites); the Houston Refinery, and the Texas City Refinery in Texas City, Texas. 

VALERO Valero Refining Company – New Jersey operates the Paulsboro Refinery in Paulsboro, New Jersey. VALERO Valero Refining Company – Louisiana operates the Krotz Springs Refinery in Krotz Springs, Louisiana. 

VALERO Marketing and Supply Company manages supplies natural gas to VALERO’s 50% interest in the Clear lLake Methanol Plant in Clearlake, Texas. in which Valero owns a 50 % interest and operates six terminals in Texas. 

Valero Pipeline Company operates three pipeline systems in Texas that span distances from Corpus Christi to San Antonio, Corpus Christi to Houston, and Corpus Christi to Edinburg, TX.


I.C  Valero’s Cost Reduction Initiative

VALERO’s Valero’s Cost Reduction initiative spans all of Valero's operating and management units. The program's goal is to significantly reduce significantly the total cost of all items purchased by VALEROValero, while maintaining or improving the quality of products and services. We intend to achieve our goal by aligning with fewer, more cost-effective suppliers for all products and services.

The Procurement Department began its efforts in July 2000. This electric power and natural gas RFP is part of a structured process to determine the best and most cost effective energy supply partners for VALERO Valero today and in the future.



I.D  Evaluation Criteria

D.1	The primary basis for the decision will be total cost to VALEROValero.. Evaluations will be done by region, however, if the total package of electricity and/or natural gas offered by a supplier is the lowest cost overall, that package may be selected over the lowest cost for electricity and/or natural gas in a particular region or at a specific site.  Total cost is defined as the cost of electricity under the provided load profiles as well as the cost of any associated services that VALERO Valero may choose to purchase. Total cost must also include an analysis of the risk management services provided by suppliers with regards to power supply.
 In regard to total cost, VALERO will look favorably upon proposals that address how to utilize VALERO's existing generating capacity (within the constraints of existing contractual arrangements) to minimize its purchased electricity costs.

Suppliers must provide highly competitive pricing - pricing reserved for their largest and most important accounts - both at the outset of the relationship and on an ongoing basis. Valero is now on track to double its refining capacity and greatly expand its marketing operations in less than one year with its pending acquisitions of UDS, Huntway Refining Company and Coastal’s Corpus Christi Refinery. Valero expects its suppliers to extend, if not improve, their offerings as Valero executes its growth strategy and as new, decontracted load becomes available.

Successful suppliers should also demonstrate a capability to provide Valero with timely, market information to enable sound decision making that reduces cost and improves supply reliability. 
VALERO expects its suppliers to work with VALERO to continuously identify opportunities to reduce the cost of these services.

D.2 	Suppliers whose prices are not extremely competitive will not be considered any further and will be removed from the process.

D.3  Valero reserves the right to make a final determination, in its sole discretion, as to whether any of the bids is economically acceptable. 

I.E  Structure of Bid Proposals

E.1	VALERO Valero’s loads included in this bid solicitation represent a broad range of geographically dispersed facilities typical of a large independent oil refining company with numerous operating company subsidiaries and affiliates. Recognizing that the nature and geographic location of the facilities may impact both the type and timing of competitive electricity supply and natural gas arrangements, VALERO Valero invites suppliers to structure their bid proposals accordingly. While VALERO's Valero's purpose is to develop a national account relationship with its preferred energy supplier(s) to minimize purchased energy costs for all VALERO Valero facilities within the scope of this RFP, suppliers are free to segment Valero's loads for pricing by load type and/or location, taking into account both load profile information and the piecemeal restructuring of the electric utility industry. VALERO's evaluation of bids will be based however, on the economics of each proposal from the standpoint of the overall VALERO load. 

E.2 	To facilitate segmented or time-sequenced bid structures, VALERO Valero is prepared to providing provide detail load data by facility type and geographic location, with greater detail provided for loads in states with near-term customer choice or direct access programs (like California) than for loads in states with indefinite or uncertain direct access programs.  In states where retail access is not implemented, Valero will provide information regarding any current supply arrangements as they become eligible for re-contracting.
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SECTION II: GUIDELINES FOR PROPOSAL SUBMISSION

II.A  Terms of the RFP

A.1	Valero is inviting your company to submit a proposal for the supply of natural gas and electricity to all of VALERO Valero facilities described in this RFP. Your proposal should cover all (and only) of those identified supplies and services requestedfacilities.

A.2 	Please be aware that the results of this RFP process will be an important factor influencing the award of all future business with VALEROValero, and will play an important role in the selection of "energy partners" for VALEROValero.

A.3 	In regard to information provided by or on behalf of VALERO Valero in this RFP or in subsequent negotiations:

A.3.1	No representation or warranty is given by VALERO Valero as to the completeness or accuracy of such information; and

A.3.2	Attached is a Confidentiality Agreement to be signed by your company in the event that you determine to submit a proposal. Upon receipt of a Confidentiality Agreement in the form attached, Valero will provide you with detailed load information. The supplier must keep such information in confidence, not disclose it, and not use it except for the purposes of the supplier's proposal to VALERO in response to this RFP.  Suppliers must execute a confidentiality agreement, which is attached as Appendix ___.  

A.4 	Suppliers and/or their representatives must be available to discuss the details of their proposal during the proposal evaluation process. VALERO Valero reserves the right to negotiate specific terms with its preferred supplier(s) prior to the award of a formal contract resulting from this invitation. VALERO Valero does not bind itself to accept any proposal.

A.5 . 	All proposals must conform to each of the requirements set out in this document. Non-conforming proposals may not be considered. A conforming proposal may contain additional alternative proposals for further consideration.

A.6 	VALERO Valero may require a supplier to provide additional information to allow further consideration of the proposal. Note that VALERO will use the information provided by the supplier solely for the purposes of this procurement initiative.

A.7 	VALERO Valero is not responsible for any costs incurred in responding to this REP RFP or incurred by the supplier in subsequent negotiations.

A.8 	The supplier's electric power and natural gas proposals must remain valid for a period of 90 days and 60 days, respectively, from the required date of submission.

A.9	All electric power proposals must be submitted by 5:00 PM on May 1June 29, 2001, after which time further proposals may not be accepted. All natural gas proposals must be submitted by 5:00 PM on June 25, 2001 after which time further proposals may not be accepted.

A.10	Any person or organization submitting a proposal in response to this RFP, will be taken assumed to have agreed to the terms of this RFP.

II.B  Valero Representative

B.1	All contact and questions with regard to this RFP must be made in writing through the VALERO Valero Representative. Discussion with other parties within or associated with VALERO may result in disqualification from this process.

For the purposes of this RFP, the VALERO Valero Representative is:

David K. Dyck
One Valero Place
San Antonio, TX  78212
210-370-2799 – Tel.
210-370-2304 - Fax

II.C Intention to Respond

C.1	All recipients of who plan to participate in this RFP must return an "Intent To Respond" form stating their intentions with regard to this RFP. A form is included in Appendix A and must be completed and faxed to the Valero Representative by 5:00 p.m. on April 15   June 19, 2001. Should a Supplier decide against responding to this RFP, it should return this document and all accompanying materials to the VALERO Valero Representative at the address indicated.

II.D Questions and Clarifications

D.1	All questions regarding this RFP must be directed in writing to the VALERO Valero Representative identified in Ssection llII.B. Questions should not be submitted by telephone.
A briefing and question and answer session will be held on ________________________at a time and place in San Antonio to be determined, for suppliers who submit "intent to respond" forms.

Additional questions or questions by respondents may be sent via mail or facsimile to the RFP Representative at the address or fax number indicated in Section llII.B of this RFP but must be received by the Valero Representative no later than June 17, 2001. All questions must include:

1. Supplier's name and address;
2. Reference to the specific section and page number of the RFP in question; and
3. Contact name, telephone number and fax number.

RFP Questions Question forms for natural gas and power supplies isare provided in Appendix B.

D.2	Substantive questions from RFP participants and the corresponding VALERO Valero responses may, if appropriate, be provided to other participants to ensure equality in the evaluation process.

II.E RFP Schedules (Dates to be revised)

For Texas Power Supplies Commencing January 1, 2002, and for California and New Jersey Power Supplies with an Open Commencement date: 

June 1		RFP Released to qualified suppliers
June 4 and
June 14 - 18	Valero representative available to answer 
 			questions.
June  19	Suppliers declare their intent to respond and submit an executed confidentiality agreement by 5:00 PM (CDT)
June  20		Detailed load data released to interested 
suppliers
June  29		Submission of RFP responses by 5:00 PM (CDT)
Suppliers not responding by this time may be disqualified.
July  10		Selection of short-list suppliers with 
                notification to each respondent               
July 11-16		Interviews of short-list suppliers
July 18- Aug 1	Contract negotiations
September 15	Contract execution for Texas power loads with New Jersey and California contracts to be executed as soon as practical.

For Texas and California Natural Gas Supplies Commencing as early as July 1, 2001 and New Jersey Natural Gas Supplies Commencing as Early as October 1: 

June 1		RFP Released to qualified suppliers
June 4 and
June 14 - 18	Valero representative available to answer 
 			questions.
June  19	Suppliers declare their intent to respond and submit an executed confidentiality agreement by 5:00 PM (CDT)
June  20		Detailed load data released to interested 
Suppliers.
June  25		Submission of RFP responses by 5:00 PM (CDT)
Suppliers not responding by this time may be disqualified.
Jun 26-Jul 10	Selection of winning bids or short-list suppliers 
with notification to each respondent. If winning bids immediately emerge, contract negotiations could commence immediately with service commencing in the next calendar month               
July 12-17		Interviews of short-list suppliers, if necessary
July 18-Jul 24	Contract negotiations and execution

II.F Proposal Response Format

F.1	It is mandatory that all supplier responses follow the prescribed format. Failure to do so may result in dis-qualification from the RFP process. A checklist is included in Appendix FH.

F.2	Responses shall include three six printed copies, along with a letter of transmittal, which bears the signature of a company representative with authority to bind the company. The letter will include the names of the individuals authorized to negotiate with VALEROValero. Appropriate material may be attached as appendices to the printed copies.

F.3	VALERO Valero may request additional supplemental data, discussion or presentation in support of responses to this RFP. Additionally, VALERO Valero may conduct a survey of any supplier under consideration to confirm or clarify any information provided, or to collect more evidence of managerial, financial and technical abilities.

II.G Additional Information

Bidders who require additional information from incumbent utilities must follow the procedure in section II.D.


Section III: Terms and Conditions


A.	Supplier qualifications

B. Supply of electricity and natural gas

C.	Licenses and barriers to entry

D. Timing

E.	Supply period

F.	Payment terms

G.	Competitive & pricing clauses

H. Regulatory changes

SECTION III: TERMS AND CONDITIONS

III.A Supplier qualifications

A.1 Financial: Suppliers shall submit financial statements or reports evidencing sufficient revenues, creditworthiness and overall financial strength to be fiscally responsible energy supply partners. Bidders, which are subsidiaries of other companies, are required to divulge ownership interests holding 5% or more of the subsidiary's voting stock, and the directors and officers of the ultimate controlling entity.Evidence of an investment grade credit rating from a major rating agency is required. In the case of bidders that are subsidiaries of other companies, please state the financial backing of the corporate entity that will be signing the contract?  Will the parent company guarantee performance?

A.2 Physical Assets: Suppliers are asked to identify their interests in generating capacity, natural gas resources, and delivery capabilities that will be used to serve Valero's loads, whether those interests are in the nature of ownership rights or contractual entitlements. In addition, where specific generation resources are available to a Supplier and will be used to serve Valero's loads, Suppliers are requested to describe the type of generation including unit capacities, thermal efficiencies, on-stream efficiencies and the geographic scope of service available from these resources. If resources owned by a third party will be used to supply the VALERO Valero loads, information identifying the name of the third party, the relationship between the Supplier and the third party, and the Supplier's contractual rights and entitlements with the third party should be provided. In the case of natural gas supplied from a pool, the Supplier should disclose the size of the pool under its control in the relevant market area.

A.3 Regulatory Certificates: Suppliers are asked to provide information concerning their authorization to engage in retail electric sales in all VALERO Valero markets they wish to serve. Specifically, to bid for Texas, supplier, must demonstrate that it has:

1.	Certification as a Retail Electric Provider (REP) as specified under Senate Bill 7 (SB 7).
Certification as a Qualified Scheduling Entity by ERCOT; 
          and
3.	Satisfied ERCOT’s creditworthiness requirements.

A.4 Performance: Suppliers are asked to provide any other details that would demonstrate their ability to provide the services detailed in Sections IV.C B (Basic Supply), and VI (Value Added Services) for the VALERO Valero loads covered by this RFP; together with references that may be contacted for interviews by VALERO relative to the Supplier's historic performance. These should include a list of deals signed with other major retail power electric and/or natural gas consumers.  
  Please state the financial backing of the corporate entity that will be signing the contract?  Will the parent company guarantee performance?


III.B  Supply of electricity and natural gas

B.1 It is not necessary for a supplier to quote on every component of the solicitation; however, all other things being equal, a proposal that covers a larger percentage of VALERO’s Valero’s energy load may be given preference.

B.2 VALERO Valero expects that responses will contain proposals for individual components of the solicitation. Where a different price applies for a bundled service, that price and its constituent components should be outlined in the proposal. 

III.C  Licenses and barriers to entry

C.1 VALERO Valero understands that some potential RFP respondents may not be able to deliver electric energy to all VALERO Valero sites without regulatory changes. For suppliers in that position, we are prepared to enter into interim arrangements where contractually permitted until retail wheeling arrangements can be put in place. These include the use of financial instruments such as fixed-for-floating forward swaps contracts contract or tariff rate buydowns to allow price proposals in currently regulated markets.

C.2 Suppliers are expected to provide details and milestones of their efforts to attain the appropriate licenses/authorizations and also to offer proposals to compensate VALERO Valero for the savings forgone as a result of late implementation in the event that implementation is delayed by licensing/authorization issues.

III.D  Timing

D.1 The sites covered by this proposal will become "contestable" for competitive electric and natural gas supply arrangements at different times, depending upon the state in which they are located or based on the term of Valero’s existing contractual commitment.  Please refer to Sections V through VIII.
  In the case of its Texas electric loads, Valero anticipates implementing an electric supply proposal with our preferred supplier(s) no later than January 1, 2002. Suppliers are encouraged to develop creative agreements to afford savings prior to the January 1, 2002.

III.E  Supply period

Please see Sections V through VIII.  
E.1 	Proposals for texas power supplies should be based on the following alternative contract periods being considered by Valero:

· Until January 1, 2003
· Until January 1, 2004
· Until January 1, 2005
· Until January 1, 2007
· Supplier's preferred period.


III.F Payment terms

F. 1 Standard payment terms are net 30 days from receipt of statement by VALEROValero. VALERO Valero will consider altering payment terms where appropriate discounts are offered on the entire invoice value and will consider forms of invoicing and remittance via EDI and EFT. Proposals should contain alternative offers for payment terms along with appropriate discounts.

III.G  Competitive pricing provisions

G.1 Valero expects to be one of your most important customers; and therefore, requires the following clauses to be included in the supply agreement:

G.2 Most Favored Customer clause: VALERO Valero expects to receive prices as favorable as any offered to other similarly situated new or existing customers. If the supplier offers a more favorable deal to any other similarly situated customer, that deal must be offered to VALERO Valero for the same load.
G.3 Texas Price to Beat clause: In no circumstance will the price of power at Valero’s Texas facilities exceed the otherwise applicable Price-to-Beat provided under SB 7 for any specific account.

G.3 Details of these clauses will be developed jointly with the successful supplier, but proposals should indicate the supplier's agreement to include clauses to this effect.
G. 5 Indemnification for Sole Source Natural Gas Supplies: In the circumstances in which a supplier acts as Valero’s agent to schedule and deliver the full requirements of a facility, the supplier should indemnify Valero from any and all imbalance penalties. 

III.H  Regulatory approvals and regulatory changes

H.1 To the extent that there are chargesany supply term or condition is included in a Supplier proposal that is subject to regulatory approval included in a Supplier proposal, Valero expects such approval to be the responsibility of supplier. VALERO expects that it will receive the maximum practical notice of any changes in regulatory charges as well as documentation of the changes. In the event an anticipated regulatory change will materially increase rates charged to Valero, Valero will have the option to terminate the agreement in its sole discretion. 




Section IV:  Electricity

A.	Power Quality

B.	Basic Supply
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D. Electricity Supply 

E. Electricity Supply – Louisiana


SECTION IV: ELECTRICITY SUPPLY—GENERAL

IV.A Power quality

A.1 A reliable supply of quality power is essential to VALERO's Valero's operations and no deterioration of the existing supply reliability and quality is acceptable. Supplier should expect to pay any additional costs or penalties incurred as a result of Supplier's failure to deliver.

A.2 VALERO Valero expects that the Supplier, in cooperation and coordination with Valero, will deal with distributors transmission and distribution providers on behalf of VALERO Valero to maintain or improve the quality of power supply.

IV.B Basic supply

B.1 Under the basic electricity supply arrangement, the supplier will deliver or arrange to deliver the contracted energy to an agreed upon point of delivery into the transmission facilities of the incumbent utility for each of the VALERO facilities to be served under the Supplier's proposal.

B.2 Under the basic supply arrangement, VALERO Valero will be seeking a supplier (or suppliers) who will:

· Meet all legal requirements needed to make power sales to retail customers;
· Supply VALERO's Valero's aggregated load requirements at the overall lowest delivered cost for energy and all delivery services;
· Maximize the value of sales of any excess power that VALERO Valero may generate; 
· Provide load following and all related ancillary services (spinning reserves; standby service, where applicable; reactive power, etc.) to cover VALERO's Valero's electricity requirements net of any available on-site generation;
· Provide scheduling, dispatch, and load balancing services for purchases and sales;
· Arrange for delivery of electricity to and from VALERO Valero sites;
· Invoice VALEROValero in accordance with Valero’s specifications;
· Prepare cost and usage reports (on a specified periodic basis to be detailed by VALEROValero); and
· Any other functions that are required for a basic supply of energy, consistent with all ERCOT protocols in Texas or California Independent System Operator compliance requirements in Californialegal and regulatory requirements, to meet VALERO's Valero's instantaneous energy supply requirements.

B.3 Suppliers shall specify transmission path(s), where applicable, that will be used to deliver power to the VALERO Valero sites listed in this RFP, and shall describe the contracts in place to deliver this power.

B.4  Suppliers may quote prices selectively for the basic supply arrangements based on geography and/or load type. For the Texas market, we have identified in Appendix D the major VALERO loads by type; some of these loads also exist in other markets. To achieve status as VALERO's "preferred supplier" on a national basis; however, Suppliers must quote prices (or pricing mechanisms) on all loads and geographies covered by this RFP using one or more of the following forms:

· Flat commodity price proposal - The fully-loaded unit electric price including energy supply and all agreed upon services - quote in $/kWh;
· Variable commodity price proposal - Fully-loaded electricity unit costs that vary based on time-of-use, seasonality, or other real-time pricing - quote in $/kWh;
· Two part commodity price proposal - Total electric prices determined by separate capacity and commodity charges - quoted in $/kW and $/kWh, respectively.
· Commodity Price indexed to natural gas, power or other common industry indices; and
· Other pricing options - Detail any other pricing option for basic supply services.
In addition, Suppliers must provide one price quote for Texas loads on the basis of a price discount (in % or cents per kWh) from the Price to Beat. [Jeff: Does this make sense?] Please use Table 2 set forth in Appendix E as the template for your price quote for Texas loads. This template is designed to allow Suppliers to quote prices both for individual Texas loads as well as for VALERO's overall Texas load.

In addition, Suppliers are expected to unbundle the services for which price quotes are provided and to provide separate prices for each service component. All applicable regulated charges, including but not limited to, transmission delivery charges, distribution delivery charges, transition charges, system benefits fees and taxes, should be separately quoted.  All other applicable fees should be separately identified and quoted.  Suppliers are invited to describe all other terms they may wish to include in the pricing structure.

VALERO Valero has no predisposition towards any pricing structure, as it wishes to allow each supplier an opportunity to make proposal(s) that reflect their unique competitive advantage. The supplier should therefore provide its most attractive pricing structure for VALERO's Valero's load profile. Pricing structures will be compared on the basis of total cost under the attached load profile. However, to the extent that pricing structures require Valero to face commodity price or other cost risks, such risks will be considered in evaluating the pricing structures.  Proposals that are not extremely competitive will be immediately removed from the RFP process.

B.5 VALERO Valero will be happy to consider any other options the supplier has including pre-contract discounts, hedging arrangements or, any other creative approaches that add value.

B.6 To facilitate price quotations, VALERO Valero has constructed summarized typical annual average loads and peak loads for each facility, hourly load profiles for most of its sites. These are described in Appendix D, Table 1; detailed data sets containing interval data will be provided upon Valero's receipt of the Supplier's Intent to Respond Form and a signed Confidentiality Agreement. Valero will also assist any Supplier that needs additional load data in obtaining the data from Valero’s current utility providers.  While VALERO expects to review and update its load profiles every six months, Valero does not expect to has also provideed detailed a summary of current and future electrical loads in Table 1 and natural gas usage in Table 2. forecasts for Supplier scheduling purposes. <Jeff, what is reasonable in terms of forecasts here?  Should we commit to reasonable notice of fluctuations?>

B.7 Other Information: Proposals should address the following issues:

1. Supplier’s resources for responding to changes in Valero’s electric power requirements (increases and decreases). be addressed?

2. Allocation mechanism for costs and profits resulting from imbalances created by load variation.

3. Risk assumption by Supplier for imbalance penalties.

4. 4.	Nature of indemnification provided to Valero by Supplier in the event of a failure to deliver firm capacity and/or energy.What maximum and minimum hourly (15-minute) loads are covered in the pricing proposal?
5. 
6. What maximum and minimum monthly energy usages (MWh) are covered in the pricing proposal?
7. 
8. What is the price to be paid for energy usage above the maximum takes assumed in the pricing proposal?
9. 
10. What is the price to be paid if energy usage falls below the minimum takes assumed in the pricing proposal?
11. 
5. Provisions for handling scheduled and unscheduled Valero plant shutdowns.

6. Notice requirement for load growth or adding 
     additional facilities.
7. What are the notice requirements for changing contract maximums and minimums?

7.  	Supplier’s arrangements for providing real-time
               scheduling services through a Qualified Scheduling Entity.


To be clear, Iit shall will be the Supplier's responsibility to schedule or arrange for scheduling sufficient volumes to meet VALERO's Valero's full requirements throughout the contract for any specific load being served. Uncertainty or variations in the load profiles should be addressed in the supply arrangements. If a Supplier deems that there is a cost associated with this requirement, it should be detailed in full. Any savings opportunities arising from the exercise of operational control over intermittent loads, where possible, should also be detailed.

IV.C Relationship to Valero’s Generation Assets

Five of Valero’s sites include power generation assets. These sites are: the Texas City, Houston, Corpus Christi (two sites) and Paulsboro Refineries. A summary of the power capacity and historical operating performance of the units is presented in Appendix E. Also please be advised that Valero is now developing a 51 MW cogeneration project at its Benicia Refinery. This project is expected to be completed by no later than April, 2001. Valero’s expected supply requirements after this plant is operational are estimated to be up to 10 MW. 


IV.D Electricity Supply 

D.1 Texas Requirements:  

Specifically, to bid for Texas loads, it is preferable that a Supplier demonstrate that it has:

1.	Certification as a Retail Electric Provider (REP) as specified under Senate Bill 7 (SB 7) and Public Utility Commission of Texas (PUCT) rules; and/or 

2. 2.   Certification as a Qualified Scheduling Entity (“QSE”) by ERCOT or evidence of a satisfactory contractual arrangement with a certified QSE ;  
and

3.	Satisfaction of all PUCT Rules, including T&D Terms and Conditions, ERCOT protocols and creditworthiness requirements.

Valero may also consider self-providing REP services if purchasing supplies from a wholesale entity is more economic.

D.2 California Requirements:  

Specifically, to bid for California loads, a Supplier must demonstrate that it has:

1. 	Registered as an Electric Service Provider (ESP) as specified under Section 394 of the California Public Utility Code and satisfied all FERC and California Independent System Operator requirements.

2.	Executed an ESP Service Agreement with Pacific Gas & Electric Company.

3.	Satisfied the CPUC’s creditworthiness requirements. 

D.3 New Jersey Requirements:  

Specifically, to bid for the Paulsboro Refinery load in New Jersey, a Supplier must demonstrate that it is:

1. 	Licensed with the New Jersey Board of Public Utilities to act as a Third Party Supplier (TPS).

2.	Certified with PJM and has executed appropriate PJM and FERC applications, credit reviews and agreements.

D.4	Timing:  

In the case of Valero’s Texas electric loads, Valero anticipates implementing an electric supply proposal with our preferred supplier(s) no later than September 15, 2002. Suppliers are encouraged to develop creative agreements to afford savings prior to the January 1, 2002. Timing of agreements for California and New Jersey loads could be implemented earlier if economic to do so.

D.5	Loads:  

Appendix D, Table 1 identifies the major Valero loads by facility for Texas as well as other states. At this time, Valero is not seeking bids for its retail marketing operations in California.

D.6  Regulated Delivery Charges/Credits:  

Valero expects to receive all charges that are regulated by the PUCT at cost to the supplier without markup.  These charges include transmission and distribution charges, unrecovered fuel charges, competitive transition charge, other transition charges, system benefit fund fees, and any ERCOT administrative fees.  The amounts for these charges should be itemized.  Similarly, any credits due, such as over-recovered fuel balance credits, excess stranded cost mitigation credits, and negative stranded cost credits, should be refunded to Valero without reduction within fifteen days of receipt by Supplier.  


    D.7	Market Delivery Charges:  

Valero expects to receive very competitive pricing for all market delivery charges.  Such pricing should be broken out by type.  These charges include but are not limited to ERCOT congestion management charges, ancillary services charges, charges for scheduling anomalies and generation and load imbalances, load following charges, and any other charges incurred to deliver the commodity that are set by market forces. Suppliers should describe their competitive advantage in minimizing such costs from a resource perspective as well as proposed terms for contractual commitment. 

D.8	Commodity Charges:  

Valero expects the electricity commodity pricing to conform with the specifications contained in Section IV. B. of this RFP.  

D.9	Risk Management:  

Suppliers should explicitly identify any and all risk management services that could be provided upon Valero’s request and the costs for such services, if any.  

D.10	Price Quote Template:  

Please use Table 2 set forth in Appendix G as the template for your price quote for Texas loads. This template is designed to allow Suppliers to quote prices both for individual Texas loads as well as for Valero's overall Texas load.

IV. E Electricity Supply - Louisiana

Louisiana is studying an optional retail electricity competition for large industrial consumers.  Although there are no existing programs in place, Valero is interested in what suppliers may be able to offer in the event that the legal and regulatory regime in Louisiana allows open access in the near future.  Suppliers are encouraged to include indicative proposals for Valero’s Louisiana facilities which are now served by Southwest Louisiana Electric Membership Corporation.
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Section VV:  Natural Gas


VV.A.  General Gas Supply Sourcing Strategy

At those sites where Valero is served byconnected to more than one pipeline, Valero prefers to maintain diversity of supply multiple pipelinesby sourcing natural gas from at least two pipelines. A preferred bidder would be capacble of delivering on more than one pipeline. Alternatively, Valero may split the supply between more than one supplier in order to maintain such diversity.

At those sites that Valero is served by only one pipeline, Valero prefers to depend on a single supplier which can supply gas from more than one producing region feeding into the delivering pipeline. 

In Texas, Valero requires at least one supplier for each of its four contestable facilities (the Houston Refinery, Texas City Refinery, Corpus Christi Refinery - 1300 Cantwell Lane and the Clearlake Clear Lake Methanol Plant) to provide pressure controlled-swing supply.

At its plants in California and New Jersey Valero is seeking a single supplier that will provide natural gas as well as load balancing and scheduling services. Natural gas supply at the Krotz Springs Refinery is not included in the RFP at this time.

Please note that for the Paulsboro Refinery in New Jersey, Valero requires that between 500 – 5,000 MMBTU/D be delivered through the Refinery’s interconnect with the local gas utility, South Jersey Gas. All remaining demand should be met by deliveries via the Refinery interconnect to Texas Eastern Transmission Company (TETCO) in Zone M-3. If useful to the supplier, the supplier may use Valero’s 8,000 Dth/D of transmission capacity on TETCO. The receipt points for this capacity are: Eagle Station 79922 and Zone 3 Chester, PA. The available delivery points are: Valero (formerly Mobil Oil Corp) 
    #73127, PECO #72004, PECO #73153 and PECO #73154.


VV.B. Supply Commitments 

Supplies should be firm and delivery service should be supported by firm transportation contracts held by the supplier to the point of delivery.

VV.C. Pricing

Valero is seeking locational, indexed-based pricing for its baseload and swing natural gas demands. Valero also encourages innovative approaches to minimize positive basis differentials from Henry Hub at certain sites and maximize negative differentials at other sites. Fixed price proposals will also be considered in addition to indexed approaches. 
 
V.D. Impacts of Petrochemical and Methanol Markets on Natural Gas       Demand in Texas

    Valero sells refinery-produced gas (“offgas”) at the Texas City and Houston Refineries. This offgas is used by Valero’s customers to manufacture petrochemicals. Additionally, Valero manufactures methanol at the Clearlake Methanol plant. These markets are particularly sensitive to the price of natural gas. Please be advised that the natural gas demand at these sites is subject to variation based on the economics of the petrochemical or methanol markets as the case may be. The natural demand values in Appendix D, Table 2 are indicative of usage during healthy petrochemical and methanol markets.

VV.E Indemnification and Other Terms for Full Requirements Supplies

For its California natural gas loads, the Benicia Refinery and the Huntway asphalt plants in Benicia and Wilmington, as well as for its New Jersey-based Paulsboro Refinery, Valero is seeking full requirements supply agreements in each state. The agreements for these loads should provide scheduling and load balancing services on the delivering pipeline(s). The successful bidder(s) should also provide Valero with an indemnification from imbalance penalties. The core terms and conditions of such full requirements sale and purchase agreements are set forth in Appendix F for the case of indexed based pricing. Variations on these general terms for fixed prices coupled with daily swing supply pricing will also be considered. 

V.F  Term 

As with power supply, Valero is seeking bids for terms of one, two, three and five years. For Texas and California loads listed in Appendix D, Table 2, service would commence in the first month following execution of a sales and purchase agreement. For the Paulsboro Refinery load, service would commence three months following execution.



Section VIVI: Value Added Services


A.	Value added service proposals

B.	Desired Services

C.	Additional Services


SECTION VIVI: VALUE ADDED SERVICES

VIVI.A Value added service proposals

A.1 VALERO Valero believes that its energy supplier may be uniquely qualified to provide a range of value added services. VALERO looks to the Suppliers to provide full descriptions of the costs and benefits of the types of services that Suppliers may wish to offer.

A.2 Prices and details of service must be included separately stated for each service proposed in order for it to be considered.

VIVI.B Required Desired Services

B.1 Bill Consolidation. To the extent practicable, VALERO Valero requires desires consolidation of the hundreds of bills into one or several bills containing the accounting and billing information necessary to allocate and track costs. This information should be exchanged via EDI and funds transfer via EFT (electronic funds transfer.)

B.2 Conjunctive Billing. VALERO Valero has many loads with peaks that occur at different times. Aggregating several or many of these bills loads will result in reduced demand charges since the coincident peak demand of the sum of the individual accounts will be less than the sum of the non-coincident peak demands. Valero's supplier should maximize opportunities aggressively exploit the developing rules for conjunctive billing to reduce Valero's costs. 

B.3 Metering Analysis and Installation. VALERO Valero recognizes the need under current regulatory policies for installation of interval meters at its Texas/California sites in order to participate in the direct access program. Suppliers shall describe arrangements for installing and pricing interval meters for these loads. Indicate the date that you can either: (a) install hourly meters either on your own or in co-operation with the UDC; or (b) if practical and allowed, install tele-communication devices on existing UDC meters. In addition, Suppliers are asked to provide information about load profiling and other statistical means of estimating hourly loads that would obviate the need for the installation of meters at all sites.

B.4 Tariff Review. For those facilities located in states where electricity and natural gas facilities are fully regulated, VALERO Valero will consider retaining a expects the  supplier to who can provide expertise and recommendations so that the best, lowest-priced tariffs available are being used at all VALERO accounts.  

VIVI.C Additional Services

C.1 Several examples of supplier proposals that may be included are listed below:

C.2 Account manager. VALERO's Valero's annual energy expenditure requires the attention of a full time account manager. The account manager should have a detailed understanding of developing distribution and retail markets as well a detailed understanding of the proposed supply arrangements. The account manager should have sufficient technical background to identify opportunities and should have an understanding of all services potentially offered by the supplier. In the absence of a dedicated account manager, describe how you plan to service Valero's various accounts.

C.3 Provision of maintenance/safety/training support. Provide expert(s) to assist plants with developing/updating electrical maintenance, safety and/or training programs for high voltage equipment, major electricity consuming equipment such as compressors, chillers, etc.



Appendices


A.  Intent to Respond Form

B.  RFP Questions Forms

C.  Valero Facilities Locations

D.  Load Profile Information

E.  Valero’s Power Systems Generation Capacities 
Generation Resources
F.  Core Terms and Conditions of Full Requirements
    Natural Gas Purchases and Sales

G.  Format for Electric Power Bids 

H.  Checklist for Responses

Appendix A: Intent to Respond Form

To:	 Valero Energy Corporation
Attn: David Dyck

Fax Number: (210)370-2304


________________________ intends to submit a proposal to
   (Company name)
Valero Energy Corporation’s RFP for Electric Power and 

Natural Gas National Supply Arrangements.  The proposal 

will cover the following area(s):

________	Electric Power Only

_________	Natural Gas Only

_________	Both Natural Gas and Electric Power

BY:	______________________
TITLE:_____________________
DATE: _____________________

Appendix B:	RFP Questions FormAppendix B: RFP Questions Form

RFP QUESTIONS – Natural Gas


David Dyck, Valero Energy Corporation

Fax Number: (210)370-2304


Date: ____________________
Time: _______________

From: Company Name: __________________________________________    
Contact Name: ________________________________________________
Telephone:	_____________________________
Fax: ___________________________

______________________________________________________________

Reference to Section ___________ of this RFP

Question:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________




Total Number of Pages (including cover): __________

Appendix B: RFP Questions FormFAX COVER PAGE

RFP QUESTIONS – Electricity


David Dyck, Valero Energy Corporation

Fax Number: (210)370-2304


Date: ____________________
Time: _______________

From: Company Name: __________________________________________    
Contact Name: ________________________________________________
Telephone:	_____________________________
Fax: ___________________________

______________________________________________________________

Reference to Section ___________ of this RFP

Question:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________




Total Number of Pages (including cover): __________









Appendix CC: VALERO Valero Sites Facility Locations in RFP Scope

A confidential siteBelow is a list of VALERO Valero facilities within the scope of this RFP: will be sent to you with the detailed load data after you have returned the Intent to Respond Form.

Corpus Christi Refining:
Location #1 	5900 Up River Road
P.O. Box 9370 (78469-9370)
Corpus Christi, TX  78407-1001
Location #2 	1300 Cantwell Lane
Corpus Christi, TX  78407

Texas City Refinery:
1301 Loop 197 South
P.O. Box 3429 (77592-3429)
Texas City, TX  77590-5560

Houston Refinery:
9701 Manchester
P.O. Box 5038 (77262-5038)
Houston, TX  77012

Benicia Refinery:
3400 East 2nd St.
Benicia, CA  94510-1097

Krotz Springs Refinery:
Highway 105-S
P.O. Box 453
Krotz Springs, LA  70750

Paulsboro Refinery:
800 Billingsport
Paulsboro, NJ  08066

Retail Marketing:
1333 N. California Blvd.
Suite 440
Walnut Creek, CA  94596

California Asphalt:
Location #1	3001 Park Road
Benicia, CA  94510
Location #2	1651 Alameda St.
Wilmington, CA  90744
Valero Pipeline Company: 
1 Valero Place
San Antonio, TX 78212


Appendix D: Load Profile Information
Appendix DD: Load Profile Information



Provision of Detailed Load Data

Upon receiving your faxed notice of intent to bid along with a signed Confidentiality Agreement, Valero will send you detailed power and natural gas consumption data. 

General Description of Loads

Valero has several types of including: refinery operations, terminal operations (?), a 50 % interest in a methanol plant, as well as retail service stations. At this time, Valero is not seeking supplies for its retail service stations in California but will revisit this issue in the 4th Quarter of 2001. 

Refinery Operations: Include the seven refineries and three asphalt plants listed in Appendix C. Natural gas supply to the Corpus Christi Refinery (Location #1) is now under a long term contract and therefore is not included in the scope of this RFP. Similarly, Valero is not actively seeking new a natural gas supply agreement for its Krotz Springs refinery. 

Terminal Operations: VALERO Valero purchases electricity to power its terminal and pumping operations, associated with the Valero Pipeline Company assets. The bulk of the energy purchased for terminal operations is located at

Methanol Production: Valero purchases a portion of the natural gas used as feedstock at the Clearlake Methanol Plant. This natural gas supply requirement is part of the scope of this RFP. Celanese will act as agent for procuring power for this operation. Therefore, power supply to the Clearlake Methanol Plant is not within the scope of the RFP.  

A summary of the natural gas and power loads for these operations is presented immediately in Table 2. 

Appendix D: Table 1

					            MW 
                           Normal Operations           Interconnected
                    		      Ave        Peak 	       Utility

Benicia                                   	     45                             55		                      PG&E

Corpus Christi                             70                              115	                                  AEP
               		Location #1

            		Corpus Christi                             6                                45 	                                 AEP
                                    Location #2

                                    Houston                                       3                                30                                      HL&P

                                    Krotz Springs                              12                              15                                      SLEMCO

                                    Paulsboro                                    4                                30                                      Connectiv

                                    Texas City                                   22                             52                                       TNMP

	                        Valero Pipeline                          N/A*                        N/A*                                   AEP and Others

                                     TOTAL                                     162                           342




     * 	Currently gathering data on these newly acquired loads. Cumulative peak load should be less than 10 MW. 

Appendix D: Table 2

NATURAL GAS DEMAND AT VALERO’S REFINERIES
AND THE CLEARLAKE METHANOL PLANT
(Billion BTU/D)


                		    Normal Operations 
         			Ave        Peak            Min      Interconnected Pipeline

Benicia	         22	   65	           3	PG&E

Corpus Christi         27               35               10         HPL (full load) 
  (Location #2)   	                                               and El Paso GTT (for 12 MMCFD)

 Texas City               32              38               20         HPL, EP GTT, and Coral         

 Houston                   31              36               23         HPL, EP GTT, and Kinder Morgan

 Clearlake	          35              38               27         HPL,  EP GTT and Kinder Morgan   

 Paulsboro                 17              25               10         TETCO (M-3) & South Jersey Gas    

          TOTALS       164            237               93    



Appendix E: Valero Power Systems Generation Capacities



	Plant
	Total Installed 
MW
	Name Plate
MW
	Historical MW 

	
	Capacity
	 Ratings
	Production

	Benicia
	N/A
	N/A
	N/A

	Corpus Christi
 (Location #1)

Corpus Christi
 (Location #2)
	65

 
44
	2 x 28.6   1 x 7.5


2x22
	32 to 39  (low output due to steam quality)

39


	Houston
	 27.5 (G.T.) 
34.3 (Gen)
	2 x 13.78 (G.T.) 
   2 x 17.15 (Gen)
	25 to 27

	Krotz Springs
	N/A
	N/A
	N/A

	Paulsboro
	59
	1 x 29    2 x 15
	45

	Texas City
	34.5
	2 x 13.78 + 1 x 7
	30



DETAILED LOAD PROFILE INFORMATION

Upon receiving your faxed notice of intent to bid, VALERO will send you diskettes containing detailed billing and power consumption data. An outline of these data and the format of the data files will accompany the diskettes.

APPENDIX F: CORE TERMS AND CONDITIONS OF FULL REQUIREMENTS NATURAL GAS PURCHASE AND SALES

1) Initial Term:    Beginning: July 1, 2001 and ending _________. 

2)	Performance Obligation and Contract Quantity: Supplier shall provide Firm supply to meet 100% of the Buyer’s daily gas requirement, up to the Refinery’s maximum daily quantity.

3) Contract Prices: Buyer shall pay Seller  the Baseload Price for the Baseload Quantity elected by Buyer. If Buyer’s actual meter usage exceeds or fall shorts of the Baseload Quantity, then Buyer shall pay Seller the Baseload Price for the Baseload Quantity, and the Imbalance and/or Flow Order Provisions below shall govern any additional payments between the Parties. The Baseload Price shall equal the Inside FERC bidweek index for the point of delivery minus or plus $______/MMBTU

4)	Imbalances: If Buyer takes more than the Baseload Quantity on any day in which no Flow Order is in effect, then Buyer shall pay Seller the Gas Daily Midpoint index price for the difference between the actual quantity and the Baseload Quantity. Conversely, if Buyer takes less than the Baseload Quantity on any such day, then Seller shall buy back the difference between the Baseload Quantity and Buyer’s actual usage at the Gas Daily Midpoint index price.

5) Flow Orders: If the delivering pipeline declares a Flow Order event of restricted balancing tolerance, Seller shall notify Buyer and Buyer shall, if necessary, submit a Revised Quantity. Seller and Buyer shall work together in such cases to minimize imbalances. Imbalances relative to Buyer’s Revised Quantity shall be cashed out in a manner not dissimilar to Paragraph 4 with consideration given to whether the Flow Order event is one in which the pipeline is over-packed or over-drafted.

6) Indemnification: Seller shall indemnify Buyer against any and all imbalance penalties including, but not limited to, any flow order penalties arising out of an operational flow order OFO or an emergency flow order EFO.

7) Delivery Point(s): In the case of the Benicia Refinery, the Delivery Point is the interconnection of the refinery and PG&E and/or the Ruby Pipeline or the Sonoran Pipeline for supplies of greater than two years’ duration. In the case of the Paulsboro Refinery, the Delivery Points are the interconnections of the refinery with TETCO and with South Jersey Gas.
APPENDIX EG, TABLE 1:  Format for Electric Power Bids

1. Price
a. PUCT, CPUC, BPU or FERC-regulated charges as the case may be for each particular case
i. Transmission
ii. Distribution
iii. Point of delivery
iv. Metering
v. Excess mitigation credit
vi. Transition charge
vii. Competitive transition charge
viii. System benefits
ix. Nuclear decommissioning
x. Municipal franchise fees (if not embedded in other delivery charges)
xi. Fuel surcharge (not sure how this will be handled)
xii. Negative stranded cost charge (may become an issue)
b. Commodity
i. Fixed and variable charges
ii. Pricing index
c. Ancillary services
d. Imbalance charges
i. Above the bandwidth
ii. Below the bandwidth
e. QSE (Texas), Scheduling Coordinator (California) or TPS fees, if any 
f. Congestion charges
g. Unaccounted for energy
h. Renewable energy credit
i. Gross receipts taxes

2. Non-Price
a. Offer Terms
i. Validity of indicative prices
ii. What specific factors will affect the indicative pricing
iii. Lock-in date
b. Contract term
c. Renewal terms
d. Imbalances
i. Bandwidth
ii. Resolution (e.g. settlement interval, hourly, daily, monthly etc.)
iii. Impact of holidays and scheduled plant shutdowns
iv. Advanced notice for changing schedules
e. Real time scheduling
i. Feasibility
ii. Costs
iii. Discounts

f. Billing and invoicing
i. Payment terms
ii. Consolidation
iii. Bill format
iv. Accessibility of load data
g. REP (TX), ESP (CA) and TPS (NJ)  Protocols
i. Construction and line extensions
ii. Outage reporting and power restoration
h. Supply diversity
i. Generation resources/Power purchases
1. Fuels
2. Location
ii. Renewable resources
iii. Emissions
i. Force majeure
j. Liability
k. Changes in contract demands
i. Increases
ii. Decreases
iii. Lead time
l. Accessibility of real-time ERCOT (TX), CAISO (CA) and  PJM (NJ) information
m. Financial guarantees
i. REP, ESP, or TPS 
ii. REP, ESP or TPS’ parent company
n. Use of a nonaffiliated QSE or Scheduling Coordinator
i. Feasibility
ii. Impact on quoted prices, if any



APPENDIX HF – Checklist for Responses

General

· II.C.1 Intent to respond form submitted by 5pm June 19
· II.A.9 Proposal submitted by 5pm June 25 for natural gas supplies and by June 29 for electric power supplies.
	II.F.2 Six printed copies of the proposal submitted
	II.F.2 Letter of transmittal signed by representative with authority to bind the supplier
	II.A.8 Proposal states that it will remain valid for 90 days for power 
	III.B.2 Details of efforts to obtain licenses
 	III.D.1 Proposals for specified periods have been 
submitted
	III.F.1 Payment terms under the proposal are 30 days (although alternatives may be offered and considered)
	III.G.2 Intention to include clauses III.F.2 and III.F.3 is stated in the proposal

Electricity

	IV.D.10 Quotation for basic supply in the specified format provided in Appendix G.
· IV.C.5 Cost of load review are detailed in full

Natural Gas 

· V.B  Proposal specifies that it is supported by firm supply and transportation
· V.C  Proposal is based on at least one of the preferred pricing mechanisms.
· V.E. For the case of the Paulsboro and Benicia Refineries, the proposal provides the indemnification.

Value Added

	VI.A.2 All value added services are detailed including cost
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