
 

 
 

 Board of Directors 
Engineering and Operations Committee  

10/14/2014 Board Meeting 

8-7 
Subject 

Authorize the General Manager to execute the Fifth Amendment to the District-Edison Service and Interchange 
Agreement 

Executive Summary 

This action authorizes execution of a contract amendment to the District-Edison Service and Interchange 
Agreement that will reinstate contract provisions that allow Metropolitan to purchase energy for the Colorado 
River Aqueduct (CRA) from Southern California Edison (Edison).  The Amendment also establishes the energy 
market index to be used to set the price of the energy. 

Details 

Background 

The District-Edison 1987 Service and Interchange Agreement (Agreement) between Metropolitan and Edison 
provides for the integration of the CRA electrical system, including its entitlements to Hoover and Parker 
generating resources, with Edison’s system.  The combined electrical system is operated to the mutual benefit of 
both parties.  The Agreement allowed Metropolitan to purchase supplemental energy directly from Edison for use 
on the CRA, known as Edison Purchased Power; however, these provisions have been suspended since the state’s 
energy crisis in January 2001.  

Originally, the method of valuing Edison Purchased Power utilized Edison’s incremental cost of producing the 
energy.  Typically, this cost was derived from the costs associated with Edison’s oil/gas-fired thermal power 
plants.  As part of the deregulation of California electric utilities, Edison sold its thermal plants, thus eliminating 
the basis for valuing Edison Purchased Power.   

To replace the original valuation method, an earlier amendment to the Agreement provided for the use of 
published prices from the Power Exchange, a quasi-state agency created to act as an energy marketplace.  During 
the energy crisis, the Power Exchange ceased operations and the Edison Purchased Power provisions were 
suspended.  There now exists new energy price indices published by the California Independent System Operator 
(CAISO) that can be used to value Edison Purchased Power transactions.  These indices are hourly energy prices 
published by the CAISO on a daily basis under provisions of a federally approved tariff.  The indices provide a 
public, transparent pricing methodology for establishing the cost of energy at various locations throughout 
California.  These indices are already being used to value the exchange of energy between Metropolitan and 
Edison under the Agreement. 

The Fifth Amendment will reinstate the Agreement provisions for Edison Purchased Power and provide for the 
use of CAISO indices to value the energy Metropolitan purchases from Edison.  This will increase flexibility and 
economic benefits to Metropolitan by: (1) allowing Metropolitan to purchase wholesale energy for the CRA from 
Edison; (2) reducing dependence on energy purchased outside of the state; and (3) providing a transparent basis 
for valuing Edison Purchased Power transactions.   
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Policy 

Metropolitan Water District Administrative Code Section 8122(e): General Manager’s Contracting Authority in 
Specified Circumstances, Power and Transmission Contracts 

California Environmental Quality Act (CEQA) 

CEQA determination for Option #1:  

The proposed action is not defined as a project under CEQA because it involves continuing administrative 
activities, such as general policy and procedure making (Section 15378(b)(2) of the State CEQA Guidelines).  In 
addition, the proposed action is not subject to CEQA because it involves the creation of government funding 
mechanisms or other government fiscal activities, which do not involve any commitment to any specific project 
which may result in a potentially significant physical impact on the environment (Section 15378(b)(4) of the State 
CEQA Guidelines).  
The CEQA determination is: Determine that the proposed action is not subject to CEQA pursuant to 
Sections 15378(b)(2) and 15378(b)(4) of the State CEQA Guidelines.  

CEQA determination for Option #2:   

None required  

Board Options 

Option #1 
Adopt the CEQA determination that the proposed action is not defined as a project and is not subject to 
CEQA, and authorize the General Manager to execute the Fifth Amendment to the District-Edison 1987 
Service and Interchange Agreement under the terms described herein to reinstate Edison Purchased Power 
using an hourly pricing methodology under the CAISO tariff to value the transactions. 
Fiscal Impact:  There will be increased flexibility and economic benefits to Metropolitan, as this amendment 
reinstates a right to Edison Purchased Power while providing a new contractual basis for valuing transactions 
between Metropolitan and Edison.  Reinstating this right and using the proposed CAISO market energy price 
will enable Metropolitan to potentially reduce its costs and dependence on energy purchased outside of the 
state. 
Business Analysis:  Metropolitan will have increased flexibility and options for acquiring the supplemental 
energy needed for the CRA.  

Option #2 
Take no action.  Staff would continue CRA energy operations under the Fourth Amendment and the 
purchasing of supplemental energy from outside of California.  
Fiscal Impact:  Metropolitan would not have the option of purchasing power for the CRA directly from 
Edison.  This would prevent Metropolitan from acquiring energy within the state at what might be a lower 
cost. 
Business Analysis:  Without the Fifth Amendment, Metropolitan would be unable to use the Edison 
Purchased Power provision thereby reducing its flexibility to serve the CRA pumping system most 
economically. 
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Staff Recommendation 

Option #1 
 
 

 9/30/2014 
James F. Green 
Manager, Water System Operations 

Date 

 
 

 10/1/2014 
Jeffrey Kightlinger 
General Manager 
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