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ORDER REJECTI NG PARTI CI PATI NG GENERATOR AGREEMENT AND METER
SERVI CE AGREEMENT

(1 ssued Cctober 25, 2002)

1. In this order, we reject the California |Independent System
Qperator Corporation’s (CAI1SO filing of an unexecuted
Participating Generator Agreenment (PGA) between CA I SO and Val ero
Refining Conpany - California (Valero). W also reject an
unexecuted Meter Service Agreenent (MSA) between CA | SO and
Valero. This order will benefit custoners because it wll

encour age investnment in new generation, especially custoner-owned
on-site generation. This new generation will reduce the overall
demands i nmposed on the CA I SO controlled grid, thereby enhancing
reliability.

BACKGROUND

2. On June 6, 2002, CA ISOfiled an unexecuted PGA in Docket
No. ER02-2043-000 and an unexecuted MSA in Docket No. ER02-2046-
000 (collectively, June filings) with Valero that it deened
necessary as a result of Valero's construction of a 47 MV
cogeneration unit (Cogeneration Unit #1) at Valero s petrol eum
refining facility in Benicia, California (Refining Facility).
Val ero states that the output of Cogeneration Unit #1 will be
dedi cated solely to helping to neet the Refining Facility's on-
site |l oad requirenents of approxinmately 50MN Valero intends to
continue to purchase fromthe Pacific Gas & El ectric Conpany
(PG&E) all of its additional power requirenments.

3. On April 18, 2002, Valero executed, pursuant to Rule 21 of
P&E s retail electric service tariff, a Generating Facility

I nt erconnection Agreenment (GFIA) with PG&E that provides for

Val ero’ s interconnection of its Cogeneration Unit #1 with PGEE s
230kV/ 12kV transforner at PG&E s Bahia Substation. On May 9,
2002, CAISO sent a letter to Valero indicating that it would

di sapprove this interconnection unless Val ero executed a PGA and
an associated MSA.[1]] CA ISO s position is that Valero's

i nterconnection is on the high side of the transforner and
constitutes interconnection to the CAI1SOgrid and, thus,
requires the execution of a PGA and an associated MSA. Valero's
position is that the interconnection is governed by Rule 21 of



P&E s tariff and that a PGA and MSA are not required

4. On May 24, 2002, CA 1SO and Val ero executed an Interim
Agreenent (Interim Agreenment) to allow Valero’'s interconnection
to PGRE s Bahia Substation. CA ISO and Val ero reserved their
respective positions as to whether Valero is required to execute
a PGA and an associated MSA with CA1SO and, if so, the form of

t hese agreenments until this issue is decided by the Conmi ssion
Additionally, under the Interim Agreenent, Valero provides CA | SO
with certain information related to the operating characteristics
of Cogeneration Unit #1 that CA | SO regards as necessary to
maintain the reliability of the CA1SOs transmi ssion grid

5. Additionally, both Valero and CA | SO agreed that, to the
extent Valero is required to execute a PGA and an associ ated MSA
t hese agreenents should be subject to the outcone of Docket No.
ER98-997-000.[2] CA I1SO al so requests a wai ver of the 60-day
notice requirement so that the PGA and MSA can becone effective
May 24, 2002.

6. On July 31, 2002, the Commission’s Ofice of Markets,
Tariffs and Rates - West requested additional information from CA
| SO to show how Val ero’s Cogeneration Unit #1 is interconnected
to the CA1SO controlled grid, docunments relating to alternative
poi nts of interconnection, and a detail ed description of the
scheduling responsibilities of PGE and Valero for Valero s net
purchases and of the interconnection and operation of Valero's
Cogeneration Unit #1 facility. On August 28, 2002, CA | SO
subnitted additional information (Supplenmental Filing).

NOTI CE OF FI LI NG AND RESPONSI VE PLEADI NGS

7. Notice of CAISO s filing of the unexecuted PGA with Val ero
in Docket No. ER02-2043-000 was published in the Federa

Regi ster,[3] with comments, protests, or interventions due on or
before June 27, 2002. Tinely notions to intervene were filed by
Val ero and the Cogeneration Association of California. CA |ISO
filed an answer on July 12, 2002.

8. Notice of CAISO s filing of the unexecuted MSA with Val ero
in Docket No. ER02-2046-000 was published in the Federa

Regi ster,[4] with conments, protests, or interventions due on or
before June 27, 2002. Tinmely notions to intervene were filed by
Val ero and the Cogeneration Association of California. CA ISO
filed an answer on July 12, 2002.

9. Notice of CA ISO s Supplenental Filing in Docket Nos. ERO02-
2043-001 and ER02-2046-001 was published in the Federa

Regi ster,[5] with comments, protests, or interventions due on or
bef ore Septenber 18, 2002. A notion to intervene in Docket Nos.
ER02- 2043- 001 and ER02-2046-001 was filed by Val ero on Septenber
18, 2002 (Septenber Protest). On Cctober 18, 2002, CAI1SOfiled
an answer to Valero's protest.

DI SCUSSI ON



Procedural Matters

10. Pursuant to Rule 214 of the Commission’s Rules of Practice
and Procedure,[6] the tinmely, unopposed notions to intervene in
Docket Nos. ER02-2043-000, ER02-2046-000, ER02-2043-001 and ER02-
2046-001 by those who filed serve to make them parties to

t hese proceedings. Rule 213(a)(2) of the Commission’s Rules of
Practice and Procedure prohibits an answer to a protest unless
otherwi se pernitted by a decisional authority.[7] W are not
persuaded to allow the answers filed by CA | SO and accordingly
will reject them

Docket Nos. ER02-2043-000 and ER02-2043-001

11. CA 1SO contends that a generating unit of 1 MNWNor greater
such as Valero's, is subject to the gross netering requirenent of
the CA1SO Tariff, and to avoid | nbal ance Energy charges, nust
schedule on a gross basis as well.[8 CA ISO states that to
obtain the right to schedule over the CA 1SOcontrolled grid, a
generator nust sign a PGA

12. CA 1SO al so contends that Valero nust sign a PGA because

Val ero’s Cogeneration Unit #1 is interconnected with the CA | SO
controlled grid. CA |ISO argues that no generator can generate at
a transnission voltage directly without using internediate step-
up transforners. CA ISOclains that |ike other directly
connected generators, Valero' s Cogeneration Unit #1 is connected
fromthe generator output through a step-up transforner to the
230 kV bus.

13. Val ero disagrees and notes that the Conmi ssion recently
rejected a CAISOfiling based on sinmilar circunstances.[9] It
argues that the CA1SO Tariff only requires entities that seek to
participate in CA1SO s narkets (neaning to sell power) to sign a
PGA. Specifically, Valero states that in both the pro forma PGA
| anguage and Section 5 of the CAISOtariff, the term"generator"
is used in context as any generating unit interconnected to the
CA 1SO-controlled grid and planning to participate in CAI1SO s
mar ket s.

14. Valero states that it will not participate in the CA 1SO
markets. It will not use the output of Cogeneration Unit #1 to
participate in CA1SO s market by scheduling Energy or Ancillary
Services or by submitting Bids through a Scheduling Coordi nator
Instead, Valero states, it intends to use the output of
Cogeneration Unit #1 solely to satisfy its on-site refining |oad.
Val ero states that it has denonstrated its intention not to sel
Energy or Ancillary services in the GFlA that it executed with
P&E. Paragraph 5.1 of the GFI A provides that the power produced
by Cogeneration Unit #1 shall be used solely to serve Valero's
onsite load. In its Septenber Protest, Valero also adds that it
has installed a negawatt control systemthat will regulate the
out put of Cogeneration Unit #1 in conjunction with its refinery

| oad so that at no time will output from Cogeneration Unit #1
exceed its refinery load, thereby ensuring that electricity from
Cogeneration Unit #1 will not be sent onto the CA | SO controlled



grid.

15. Inits Septenmber Protest, Valero further states that CA | SO
has nischaracterized the manner in which Cogeneration Unit #1
connects to the CAISOcontrolled grid. Valero states that
during the planning for the installation of Cogeneration Unit #1,
it determned that it was not economical or logistically feasible
to directly connect to CA1SO (i.e., PXRE s 230kV Bahia
Substation). Valero established a nore efficient way to optim ze
the distribution of power produced by Cogeneration Unit #1 by
constructing a 12kV substation facility that allows Cogeneration
Unit #1 to serve refinery loads at distribution |Ievel voltage

wi t hout having to use the CA ISO controlled grid. Valero
contends that contrary to CA 1SO s assertion, the design of this
substation facility elimnates the need to generate directly
through a step-up transfornmer. Specifically, the newy installed
substation intercepts three feeder lines at the 12kV portion of
the Iines between Val ero’s 230kV/ 12kV Switch House. Therefore,
Val ero argues that the power is produced, distributed and
consuned entirely on Valero's facilities w thout having to use
any portion of the 230kV I SO-controlled grid.

16. Valero states that because Cogeneration Unit #1 will not
produce enough electricity to meet the Refining Facility’' s needs,
Valero will need to remain connected to PG&E s Bahi a Substation
Val ero states that it draws its net power requirenents from one
of three feeder lines that connect its 12kV facility to P&E s
Bahi a Substati on.

17. Valero also argues that its refusal to sign a PGA will not
undernmine the reliability of the CAI1SO controlled grid.
Paragraph 5.1 of the G-I A provides that Valero shall attenpt in
good faith to regul ate the output of Cogeneration Unit #1 to
P&E s electric system |In addition, Valero states that it is
installing a megawatt control systemthat will regulate the

out put of Cogeneration Unit #1 to satisfy the requirenents of the
GFlI A and Rule 21 of PGE s electric service tariff.

18. Valero contends that requiring it to take on the obligations
of a participating generator would deprive Valero of its ability
to plan and direct the operation of Cogeneration Unit # 1 for the
benefit of the Refining Facility. Instead, CA |ISO could
effectively expropriate the capacity of Cogeneration Unit #1 for
the benefit of other entities in CAI1SO s control area

19. Consistent with our previous finding in California | SO we
find Valero’s argunments to be persuasive, since the |anguage in
the CA1SO Tariff and the pro forma PGA (as discussed in
paragraph No. 12) is directed to generators that are
interconnected to the CA ISOcontrolled grid and that plan to
participate in the CA | SO nmarkets.

20. In addition to the fact that it will not participate in the
CA 1 SO markets, we find Valero' s arguments persuasive that the
output of the unit will not reach the CA I1SO controlled grid, but
is rather distributed over Valero' s 12kV facilities and used
entirely to neet refinery |loads. Therefore, Valero is not



required to execute a PGA with CA |1 SO for Cogeneration Unit #1.

21. W note that CA | SO has not shown that Valero’ s operation of
the generation unit at issue will inmpair reliability. As part of
the InterimAgreenent, Valero agreed to coordinate with CA1SOto
provi de gross telenetry, scheduling of outages, respond to CA I SO
operating orders to alleviate system energenci es, and conpl yi ng
with applicable standards and agreenents of the Western

El ectricity Coordinating Council to enable CAI1SOto fulfill its
responsibilities as Control Area Operator. W will direct Valero
to continue to coordinate and provide this information to CA I SO
since Valero is a net purchaser of supplenental requirenents. W
also find that the operating characteristics and telenetry data
will assist CAISOin maintaining reliability given the potenti al
fluctuation in load froma schedul ed outage of Cogeneration Unit
#1. Thus, we direct Valero to continue to provide CAI1SOwth
the information to assist in nmaintaining systemreliability.

Docket Nos. ER02-2046-000 and ER02-2046-001

22. Valero also challenges CA1SOs attenpt to inpose a MSA for
the sane reasons it opposes the PGA. Valero argues that the MSA
is not applicable to Cogeneration Unit #1 because Cogeneration
Unit #1 does not neet the definition of an "I SO Metered Entity"
inthe CAISOtariff and the pro forna MSA, since Val ero does not
intend to participate in CAI1SO s markets

23. W agree. According to the tariff definition of an "I SO
Metered Entity," an entity nust neet several conditions, one of
which is that the entity will participate in CA1SOs narkets
Valero will not participate in CAI1SO s narkets. Accordingly, we
find that Valero is not obligated to execute a MBA with CA | SO
The Conmi ssion orders:

(A) The California | ndependent System Operator Corporation's
unexecuted PGA for Val ero Refining Conpany’s Cogeneration Unit #1
is rejected, subject to the conditions described above.

(B) The California |Independent System Operator
Corporation’s unexecuted MSA for Val ero Refining Conpany’s
Cogeneration Unit #1 is rejected, subject to the conditions
descri bed above.

By the Conmi ssion.
( SEAL)

Li nwood A. Watson, Jr.
Deputy Secretary.

Foot not es

[1] The PGA establishes the terns and conditions to govern the



manner in which participating generator facilities will interface
with the CA1SOcontrolled grid. Requirenents include the
certification of bidding and scheduling and data requirenents
relating to major incidents including energencies that affect
reliability. The purpose of the MSA is to establish terns in

whi ch those CA | SO Metered Entities will nake netered data
available to the CA | SO

[2] This proceeding is addressing the appropriate form of PGA for
Qualifying Facilities under the Public Wility Regul atory
Policies Act of 1978.

[3]67 Fed. Reg. 41,709 (2002).

[4] 67 Fed. Reg. 41,710 (2002).

[5] 67 Fed. Reg. 58,409 (2002).

[6]18 C.F.R * 385.214 (2002).

[7]18 C.F.R * 385.213(a)(2) (2002).

[8]CAISOrelies on Section 5 of the CA1SO Tariff, which
provides that "[t]he |1SO shall not be obligated to accept

Schedul es or Adjustnent Bids or bids for Ancillary Services
relating to Generation fromany Generating Unit interconnected to
the 1SO-controlled grid unless the rel evant Generator undertakes
inwiting to the ISOto conply with all applicable provisions of
this SO Tariff as they may be amended fromtine to tinme ..."

[9]California | ndependent System Operator Corp., 100 FERC *
61, 055 (2002) (California ISO.



