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Subject:  Approval of Resource Adequacy Agreement Between Calpine Energy 

Services, L.P. and Pacific Gas and Electric Company Pursuant to 
Resolution E-4471  

 
Introduction 

In compliance with Resolution E-4471 (“Resolution”), Pacific Gas and Electric Company 
(“PG&E”) hereby submits to the California Public Utilities Commission (“Commission” 
or “CPUC”) for approval an agreement between Calpine Energy Services, L.P. (“CES”) 
and PG&E for Resource Adequacy (“RA”) product (“RA Agreement”).  PG&E requests 
that the Commission approve the RA Agreement and the recovery of costs associated 
with the RA Agreement through the cost recovery mechanisms described below.   

Background 

Sutter is a 578 MW natural gas combined-cycle resource located in Yuba City, California 
that has been in operation since July 2001.  While physically located in the PG&E service 
territory, Sutter is electrically interconnected to the Western Area Power Administration 
Sierra Nevada Region (“WAPA”) transmission system.  The WAPA transmission system 
was integrated within the California Independent System Operator (“CAISO”) control 
area.  In 2005, WAPA left the CAISO and joined the Sacramento Municipal Utility 
District control area.  As such, Sutter is subject to a complex pseudo-tie arrangement to 
move its energy into the CAISO control area.  On November 22, 2011, Calpine provided 
notice to the CPUC, as required under CPUC General Order 167, that it was planning to 
retire Sutter in 2012 due to the lack of sufficient market revenues to cover its operating 
costs.  Simultaneous with its notice to the CPUC, Calpine requested that the CAISO 
provide it a capacity payment sufficient to cover its operating costs and to prevent it from 
shutting down the plant in 2012.   
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On January 25, 2012, the CAISO, citing a need for renewable integration resources in the 
2017/2018 timeframe, filed at the Federal Energy Regulatory Commission (“FERC”) for 
a waiver of its tariff provisions to enable it to use its Capacity Procurement Mechanism 
(“CPM”) to make the capacity payments to Calpine for Sutter.   

In response, on March 22, 2012, the CPUC approved the Resolution, ordering PG&E, 
Southern California Edison Company (“SCE”), and San Diego Gas & Electric Company 
(“SDG&E”) to negotiate to enter into a contract with Calpine for the Sutter Energy 
Center (“Sutter”) and adopting a non-bypassable charge to recover the cost of any 
resulting contracts from all benefitting customers, including bundled, direct access 
(“DA”) and Community Choice Aggregation (“CCA”) customers.  The purpose of the 
Resolution was to keep Sutter online in 2012, and to enable further analysis of the 
impacts of current and proposed dynamic transfer tariff changes at the CAISO.  FERC 
action on the CAISO tariff amendment request is currently being held in abeyance 
pending the outcome of the Resolution.   

As the CAISO stated in its January 31, 2012, comments on draft Resolution E-4471, “the 
principle drivers behind [the CAISO’s filing at FERC] were the ISO’s determination that 
the Sutter plant is needed for reliability by the end of 2017 and Calpine’s submission of a 
sworn affidavit to the ISO stating that, absent designation of the Sutter plant as capacity 
at risk of retirement pursuant to the ISO’s CPM tariff provisions, it intends to retire the 
plant as soon as May 2012.”1  The CAISO also stated that “the Sutter plant needs to be 
procured, either by the ISO or by load serving entities, no later than April 1, 2012. . . .”2  
Customers benefit from ensuring that system reliability is maintained. 

The Resolution found it prudent to maintain the operation of Sutter in 2012 to prevent a 
relatively new, operationally flexible unit needed for renewable integration from retiring 
until further work could be done related to the long-term capacity market structure.  The 
Resolution also found a need to maintain the operation of Sutter to provide additional 
information on renewable integration capabilities using a pseudo-tie and dynamic 
scheduling.3   

Description of RA Agreement 

The RA Agreement with CES has a term of July 1, 2012 through December 31, 2012.  
Under the terms of the RA Agreement, CES will provide PG&E with system RA in an 
amount equal to 45.1%4 of the Sutter monthly Net Qualifying Capacity (“NQC”) during 

                                            
1 CAISO Comments on Draft Resolution, page 1. 
2 Id., page 2. 
3 Resolution, Page 8 
4  See http//www.energy.ca.gov/2012_energypolicy/documents/index.html.  Data from this source 
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the period July 1, 2012 through December 31, 2012.  The RA Agreement is based on 
PG&E’s standard RA confirmation to an EEI master agreement with several changes to 
reflect the unique nature of this agreement with CES. 
 
The RA Agreement is included in Confidential Appendix A to this advice letter and a 
detailed summary of the terms and conditions of the RA Agreement is included in 
Confidential Appendix B.  

Description of Cost Recovery Mechanism 

The Resolution states that the costs of the RA Agreement should be recovered through a 
non-bypassable charge on all benefiting customers.5  PG&E therefore requests that the 
Commission approve recording the costs associated with the RA Agreement through the 
Cost Allocation Mechanism (“CAM”) recorded in the New System Generation Balancing 
Account (“NSGBA”) and PG&E’s Energy Resource Recovery Account (“ERRA”).  This 
method for cost recovery will allow all costs and benefits to be allocated among PG&E’s 
bundled, DA and CCA customers.  The affected tariff sheet for the NSGBA is attached in 
Attachment 1 and PG&E requests that the Commission approve the addition of a 
subaccount to the NSGBA which will ensure the allocation of costs and benefits to 
benefiting customers.  Consistent with other generation contract costs approved for 
recovery in rates, PG&E requests that the costs associated with the RA Agreement not be 
subject to any after-the-fact reasonableness review other than a review of PG&E’s 
administration of the RA Agreement.6   

In the Resolution, the Commission delegated to the Energy Division the authority to 
approve the RA Agreement through a disposition letter, on behalf of the Commission.  
The RA Agreement includes a condition precedent that specifies that the Energy Division 
disposition letter include the following findings: 

1. PG&E’s entry into the RA Agreement is reasonable; 

2. All payments to be made by PG&E under the RA Agreement are just and 

                                                                                                                                             
indicates that in 2010, the total bundled, Community Choice Aggregation (“CCA”) and Direct Access 
(“DA”) retail sales were 84,099 GWh for PG&E, 19,485 GWh for SDG&E and 83,091 GWh for SCE.  
PG&E’s bundled, DA and CCA load represented 45.1% of the total, SDG&E’s bundled and DA load 
represented 10.4% of the total, and SCE’s bundled and DA load represented 44.5% of the total. 

5  Resolution, Ordering Paragraph 5 
6  Public Utilities Code Section 454.5(d)(2) eliminates the need for after-the-fact reasonableness reviews 

of an electrical corporation's actions in compliance with an approved procurement plan, including 
resulting electricity procurement contracts, practices, and related expenses.  However, the Commission 
may establish a regulatory process to verify and ensure that each contract was administered in 
accordance with the terms of the contract, and contract disputes that may arise are reasonably resolved. 



Advice 4034-E - 4 - May 4, 2012
 
 

reasonable and fully recoverable in rates; 

3. The RA Agreement is not subject to further reasonableness reviews other 
than a review of PG&E’s administration of the RA Agreement; and, 

4. PG&E’s portion of the total IOU compensation to CES is not more than its 
proportional load share. 

PG&E requests that in approving the RA Agreement, the Energy Division include the 
four statements above and, in addition, clearly state that the cost recovery mechanism 
proposed by PG&E in this advice letter and the tariff sheet included as Attachment 1 are 
approved.7 

The RA Agreement Is Just And Reasonable Because It Is Consistent With The 
Parameters Set Forth In Resolution E-4471 

Ordering Paragraph 5 of the Resolution requires that the utilities “explain how the 
contract meets the just and reasonable rates requirements under Public Utilities Code 
Section 454.5.”  The RA Agreement meets this standard because it is consistent with the 
framework under which the utilities were ordered to enter into negotiations with Calpine.   

The RA Agreement has a term from July through the end of 2012, consistent with the 
Resolution’s stated purpose of keeping Sutter online in 2012.8  With regard to overall 
compensation for Calpine, the RA Agreement is also consistent with the Resolution.  
PG&E, SCE, and SDG&E negotiated separately with Calpine their respective agreements 
related to Sutter.  The Resolution places a cap on the total contract consideration of $17.4 
million.9  Calpine has represented to PG&E that the total consideration payable by 
PG&E, SCE and SDG&E pursuant to the contracts for Sutter does not exceed the cost 
cap contained in Resolution and in fact is “significantly below what would be paid if the 
Sutter plant were subject to the CPM.”10  Therefore, since the term of RA Agreement is 
consistent with the purpose of the Resolution, and the overall cost of the contracts signed 
by PG&E, SCE and SDG&E is less than the cost cap set in the Resolution, the RA 
Agreement is just and reasonable under Public Utilities Code Section 454.5. 

 

                                            
7  If SDG&E or SCE seeks CPUC approval of its portion of the Sutter contracts in a manner other than a 

Tier-2 Advice Letter, PG&E may withdraw this advice letter and re-file for approval in a manner 
consistent with that taken by SDG&E or SCE. 

8  Resolution, p. 1 
9  Resolution, p. 1 
10 Resolution, p. 8 



Advice 4034-E - 5 - May 4, 2012
 
 
Conclusion 

PG&E respectfully requests: 

1) With the authority delegated to it by the Commission, the Energy Division 
approve the RA Agreement as reasonable; 

2) The Energy Division expressly state in its disposition letter that all payments to be 
made by PG&E under the RA Agreement are just and reasonable and fully 
recoverable in rates;  

3) The Energy Division expressly state in its disposition letter that the RA 
Agreement is not subject to further reasonableness reviews other than a review of 
PG&E’s administration of the RA Agreement; and, 

4) In approving the Advice Letter, the Energy Division explicitly approve the 
recovery of costs associated with the RA Agreement in ERRA and through the 
CAM, recorded in the NSGBA, as described in this advice letter. 

Confidentiality 

In support of this Advice Letter, PG&E submits Confidential Appendices A and B, and 
will submit Confidential Appendix C as a supplement to this Advice Letter as soon as it 
is available, in the manner directed by D.08-04-023 and the August 22, 2006, 
Administrative Law Judge’s Ruling Clarifying Interim Procedures for Complying with 
D.06-06-066 to demonstrate the confidentiality of the material and to invoke the 
protection of confidential utility information provided under General Order 66-C.  A 
separate Declaration Seeking Confidential Treatment is being filed concurrently with this 
Advice Letter. 

Confidential Appendices: 

Appendix A –RA Agreement 

Appendix B – Summary of RA Agreement 

Appendix C – Independent Evaluator Report (Confidential Version) – To be 
provided as a supplement to this Advice Letter as soon as available 

Public Appendix: 

Appendix D - Independent Evaluator Report (Redacted Version) - To be provided as 
a supplement to this Advice Letter as soon as available 
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Protests 

Pursuant to General Order 96-B, Section 1.3, PG&E respectfully requests that the protest 
period for this Advice Letter be shortened to ten (10) days, and that anyone wishing to 
protest this filing may do so by letter sent via U.S. mail, by facsimile or electronically 
any of which must be received no later than May 14, 2012, which is ten days  from the 
date of this filing.  The protest must state the grounds upon which it is based, including 
such items as financial and service impact, and should be submitted expeditiously. 
Protests should be mailed to: 
 
   CPUC Energy Division 
   Attention: Tariff Unit, 4th Floor 
   505 Van Ness Avenue 
   San Francisco, CA, 94102 
 
   Facsimile: (415) 703-2200 
   E-mail: EDTariffUnit@cpuc.ca.gov 
 
Copies of the protests also should be mailed to the attention of the Director, Energy 
Division, Room 4004, at the address shown above. 

The protest should also be sent via U.S. mail (and by facsimile and electronically, if 
possible) to PG&E at the address shown below on the same date it is mailed or delivered 
to the Commission: 

Pacific Gas and Electric Company 
Attention: Brian Cherry 
Vice President, Regulation and Rates 
77 Beale Street, Mail Code B10C 
P.O. Box 770000 
San Francisco, California  94177 
 
Facsimile: (415) 973-6520 
E-mail: PGETariffs@pge.com 
 

I. Tier Designation 

PG&E is designating this as a Tier 2 Advice Letter, in accordance with the Resolution. 

II. Effective Date 

PG&E requests that the Energy Division issue a disposition approving the agreement no 
later than May 25, 2012.  Pursuant to General Order 96-B, Section 1.3, PG&E requests 
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this expedited approval for the purposes of utilizing the product being purchased in the 
RA Agreement during the months intended by Resolution E-4471.  Pursuant to General 
Order 96-B, the advice letter will be effective upon approval. 

III. Notice 

In accordance with General Order 96-B, Section IV, a copy of this advice letter is being 
sent electronically and via U.S. mail to parties shown on the attached list and the service 
list for R.10-05-006, R.11-10-023 and R.12-03-014.  Address changes to the General 
Order 96-B list and electronic approvals should be directed to PGETariffs@pge.com.  
For changes to any other service list, please contact the Commission’s Process Office at 
(415) 703-2021 or at Process_Office@cpuc.ca.gov.  Advice letter filings can also be 
accessed electronically at: http://www.pge.com/tariffs. 

 
Brian Cherry 
Vice President – Regulation and Rates 
 
cc: President Michael R. Peevey 
 Commissioner Mark J. Ferron 
 Commissioner Catherine J.K. Sandoval 
 Commissioner Mike Florio 

Commissioner Timothy Alan Simon 
Frank Lindh, General Counsel 
Chief ALJ Karen Clopton 
Edward Randolph, Director, Energy Division 
Energy Division Tariff Unit, Energy Division 

 Service List for R.10-05-006 
 Service List for R.11-10-023 
 Service List for R.12-03-014 

 
Limited Access to Confidential Material: 
 
The portions of this Advice Letter marked Confidential Protected Material are submitted 
under the confidentiality protection of Section 583 and 454.5(g) of the Public Utilities 
Code and General Order 66-C.  This material is protected from public disclosure because 
it consists of, among other items, the contracts themselves and price information of the 
RA Agreement, which are protected pursuant to D.06-06-066 and D.08-04-023.  A 
separate Declaration seeking confidential treatment regarding the confidential 
information is filed concurrently herewith.  
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Attachments: 
 
Confidential Appendix A:  RA Agreement 

Confidential Appendix B:  Summary of RA Agreement 

Confidential Appendix C:  Independent Evaluator Report (Confidential Version) - To be 
provided as a supplement to this Advice Letter as soon as available 

Public Appendix D:  Independent Evaluator Report (Redacted Version) - To be provided 
as a supplement to this Advice Letter as soon as available 
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FS. NEW SYSTEM GENERATION BALANCING ACCOUNT  

 1.    PURPOSE:  The purpose of the New System Generation Balancing Account (NSGBA) is 
to record the benefits and the costs of Power Purchase Agreements (PPAs) associated 
with generation resources for which the Commission has determined that the costs and 
benefits will be allocated to all benefitting customers, including bundled, Direct Access, 
and Community Choice Aggregation customers.  Subaccounts shall be established in the 
NSGBA for each PPA associated with an eligible generation resource or a category of 
generation resources for which net capacity costs have been identified as recoverable on 
a non-bypassable basis. 

2.    APPLICABILITY:  The NSGBA shall apply to all benefiting customers and customer 
classes, except for those specifically excluded by the Commission. 

3.    REVISION DATES:  The balancing account shall be trued-up annually. 
4.    RATES:  The Cost Allocation Methodology (CAM) rate recovers the net capacity costs 

associated with NSGBA resources and is set forth in the applicable customer rate 
schedules. 

5.   ACCOUNTING PROCEDURES:  The CPUC-jurisdictional portion of all entries shall be 
made at the end of each month as follows: 

a)    Revenues – the following entry reflects the revenue entry equal to the CAM rate 
recovering net capacity costs from all CAM-eligible resources.    

A credit entry equal to the revenue from the CAM rate from non-exempt retail 
customers during the month, excluding the allowance for Franchise Fees and 
Uncollectible (FF&U) Accounts expense; 

b)  Net Capacity Costs - the following entries reflect the net capacity costs associated 
with eligible resources, by subaccount: 

a.   QF/CHP Program Net Capacity Costs 
i.   A debit entry equal to the capacity and energy costs for eligible QF/CHP 

Program contracts; 
ii.  A credit entry equal to the energy revenues as established in Appendix A of 

D.07-09-044, Section IX.B.2 for eligible QF/CHP Program contracts. 

b.   Sutter RA Contract Net Capacity Costs 
i.   A debit entry equal to the capacity and energy costs for Sutter RA contract; 
ii.  A credit entry equal to the energy revenues, if any, as established in Appendix 

A of D.07-09-044, Section IX.B.2 for the CAM-eligible Sutter RA contract. 

c)   Interest – the following entry equals the interest applied to the sum of revenues and 
net capacity costs for each subaccount for the month.   

 
a.   A monthly entry equal to interest on the average balance in the account at the 

beginning of the month and the balance after the above entries, at a rate equal to 
one-twelfth of the rate on three-month Commercial Paper for the previous month, 
as reported in the Federal Reserve Statistical Release, H.15 or its successor. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 (N) 
I 
I 
I 
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