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3 Hutton Centre Drive
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Santa Ana, CA
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February 14[ 2007 Tel 714.429.2000
Fax 714.429.2050

Mr. Bill Pfanner
Project Manager D 0 C K ET
Systems Assessment and Facility Siting Division O
California Energy Commission G-AFC;GL
:13516 o Sttree(tfllld 98554 5512 DATE 2 Sl

acramento, - FEB 1 4 2007

RECD.™ *

Subject: LSP South Bay, LLC - South Bay Replacement Project AFC (06-AFC-3):
Docketing of February 13, 2007 Letter from LSP South Bay, LLC to the San
Diego Air Pollution Control District and the California Energy Commission
Regarding the Possibility of Simultaneous Commercial Operation of the SBPP
and SBRP

Dear Mr. Pfanner:

On behalf of LSP South Bay, LLC, please find enclosed 12 copies and one original of copy of
the February 13, 2007 letter from LSP South Bay, LLC to the San Diego Air Pollution Control
District and the California Energy Commission regarding the possibility of simultaneous
commercial operation of the existing South Bay Power Plant (SBPP) and the proposed South
Bay Replacement Project (SBRP). For docketing purpose, also find attached the Proof of
Service declaration.

We will coordinate this submittal with the Commission’s Docket Unit.

LSP South Bay, LLC appreciates the continued opportunity to work with CEC staff on this
important project.

Sincerely,
CH2M HILL

M aghruo—

&\/ Robert C. Mason
Project Director

Attachments

cc: Docket Unit - California Energy Commission
Kevin Johnson, LSP South Bay, LLC

E0720030235C0O CEC DOCKET LTR SIMULTANEQUS OPERATION.DOC! 032120007
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Docketing of February 13, 2007 Letter from LSP South Bay, LLC to the San
Diego Air Pollution Control District and the California Energy Commission
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and SBRP

Dear Mr. Pfanner:

On behalf of LSP South Bay, LLC, please find enclosed 12 copies and one original of copy of
the February 13, 2007 letter from LSP South Bay, LLC to the San Diego Air Pollution Control
District and the California Energy Commission regarding the possibility of simultaneous
commercial operation of the existing South Bay Power Plant (SBPP) and the proposed South
Bay Replacement Project (SBRP). For docketing purpose, also find attached the Proof of
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We will coordinate this submittal with the Commission’s Docket Unit,

LSP South Bay, LLC appreciates the continued opportunity to work with CEC staff on this
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Project Director
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LS POWER GENERATION, LLC
1735 Technology Drive Suite 820
San Jose, CA 95110

408-572-1300 main

408-392-9757 fax

February 13, 2007

Tom Weeks

Chief, Energy Division

Air Pollution Control Dristict
County of San Diego

10124 Old Grove Road

San Diego, CA 92131

Bill Pfanner

Project Manager

California Energy Commission

Systems Assessment and Facilty Siting Division
California Energy Commission 1516 9 Street, MS 15
Sacramento, CA 95814

Subject: LSP South Bay, LLC South Bay Replacmeent Project

Gentlemen:

This letter responds to concerns expressed by California Energy Commission (“CEC”)
air quality staff in their October 31, 2006 data requests as well in the San Diego County Air
Poltution Control District (“SDAPCD” or “District”) staff’s letter of November 22, 2006,
regarding the possibility of simultaneous commercial operation of the existing South Bay Power
Plant ("SBPP”) and the proposed South Bay Replacement Project (“SBRP”). The CEC staff
raised concerns that the California Independent System Operator (“CAISO”) reliability must
run (“RMR”) status of the South Bay Power Plant (“SBPP”) does not permit LSP South Bay, LLC
("LS Power”) to control whether the SBPP and the new SBRP operate simultaneously or not. As
described below, there are multiple independent reasons to conclude that simultaneous
commercial operation of the SBPP and the SBRP cannot and will not occur.?

To begin with, the SBRP will request and accept a permit condition from the CEC and
the SDAPCD prohibiting simultaneous commercial operation with the SBPP following
achievement of commercial operation of the SBRP. With such permit conditions in place, the
CAISO cannot enforce the RMR contract to operate the SBPP or the SBRP in violation of the

1 As used in this letter, “simultaneous commercial operation” means the operation of both the SBRP and
SBPP at the same time more than 30 days following the commercial operation date of the SBRP. As
documented below, such simultaneous commercial operation will not cccur.
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permit condition. Moreover, even without the permit condition, simultaneous commercial
operation of the SBPP and the SBRP is not possible for several reasons, including the following;:

The expected air quality offset limitation for the SBRP will not allow simultaneous
commercial operation of the SBPP and the SBRFP;

The electrical interconnection agreement for the SBRP would not permit simultaneous
commercial operation;

The gas interconnection is insufficient to allow simultaneous commercial operation of
the SBPP and the SBRP;

The existing Cooperation Agreement and the proposed Option to Lease between the
Unified Port District of San Diego (“Port”) and LS Power provide that the SBRP will
replace operation of the SBPP as soon as possible; and finally,

The SBRP must comply with the California Coastal Act, which requires cessation of the
once-through cooling used at the SBPP and demolition of the SBPP.

For these and other reasons, as elaborated upon below, the SBRP and the SBPP cannot

operate simultaneously once the SBRP achieves commercial operation.

L

The RMR Contract cannot Compel the SBPP and/or the SBRP to Operate in
Violation of Permit Conditions

Although the CAISO can generally determine when RMR generation facilities operate,

the RMR contract does not permit the CAISO to require operations in violation of contractual or
permit conditions. Section 4.6 of the pro forma RMR contract explicitly and unambiguously
prevents the CAISO from doing so:

46  Limitations on ISO’s Right to Dispatch

ISOY's Dispatch Notice may not request Owner to, and Owner shall not be

obligated to:

) Provide service from a Unit at less than the Minimum Load for the Unit;

(i)  Provide service from a Unit for less than the Minimum Run Time;

(i)  Start-up a Unit after less than the Minimum Off Time;

(iv)  Start-up a Unit unless the time between the delivery of the Dispatch
Notice requesting such Start-up and the commencement of the applicable
Requested Operation Period equals at least the Start-up Lead Time for the
Unit and the Dispatch Notice provides sufficient time to satisfy the
Ramping Constraint of the Unit;

(v)  Provide service from a Unit in excess of its Unit Availability Limit;

(oi})  Provide service from a Unit when to do so would violate environmental
limitations applicable to the Unit as set forth in Section 3 of Schedule A;

{vii)  Start-up or provide service from a Unit in violation of any applicable law,
regulation, license or permit; or

(viii))  Start-up or provide service from a Unit to the extent that doing so would cause a
breach of an Existing Contractual Limitation; or

(ix)  Deliver Energy or Ancillary Services to the extent such Delivery would
cause a breach of a contract for capacity made available through an
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Upgrade or a Capital Item or Repair for which ISO is not obligated to
make a Surcharge Payment or pay ISO’s Repair Share. (Emphasis
added).

Accordingly, the CEC staff concern regarding the CAISO RMR authority is
misplaced. Any restriction in the permits for the SBRP regarding simultaneous commercial
operation or total emissions from the existing and new facilities after commercial operation
of SBRP would be fully enforceable notwithstanding the RMR status of either facility.

1L LS Power Will Request and Accept a Permit Condition from the CEC and
SDAPCD Prohibiting Simultaneous Commercial Operation of the SBPP and
SBRP.

The SBRP requests and will accept a permit condition from the CEC and SDAPCD to
ensure that simultaneous commercial operation of the existing SBPP and the new SBRP will
not occur. The SBRP proposes the following language, to be included in the CEC conditions
of certification and the SDAPCD permit:

Prior to the Commercial Operation Date (COD) for the South Bay Replacement
Project (SBRP), the operator? will operate the SBRP equipment simultaneously
with the existing South Bay Power Plant (SBPP) boilers only to the extent
necessary to carry out required commissioning activities, including acceptance
and performance testing. During the commissioning period, the operator will
operate the SBRP equipment such that the combined net electrical generation by
both SBRP and SBPP units does not exceed 706 MW.

Not later than 30 days after the COD for the SBRP, the operator will not operate
the SBRP equipment at the same time that any of the SBPP boilers are operating.
Prior to that time, and commencing with the first firing of the first SBRP unit for
commissioning purposes, SBRP will operate the SBRP units in such as way so as
to ensure that the combined emissions from the SBRP and SBPP units do not
exceed the annual emission limits specified in Condition XX (reference to SBRP
annual emission limits).

This condition prohibits outright any simultaneous operation 30 days following the
commercial operation date of the SBRP. Moreover, the condition further prohibits the SBPP and
SBRP from simultaneously operating prior to that time in a manner where the combined
emissions of the two plants would surpass the emissions limits of the SBRP alone. Therefore,
even if the SBPP and SBRP temporarily operate at the same time during testing and
commissioning, combined annual emissions would be less than or equal to those of the SBRP
alone.

o1,  Simultaneous Commercial Operation of the SBRP and SBPP is Impossible even
without a Permit Condition

2 References herein to “the operator” or “the applicant” refer to LS Power its successor (if any) in either
role,
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In addition, even without a permit condition like the one proposed above, simultaneous
commercial operation of the SBPP and the SBRP is not possible for a number of reasons.

First, the expected air quality offset limitations for the SBRP contemplated by the
applicant would not allow simultaneous commercial operation. As discussed above, SBRP has
proposed, and will accept, a permit condition restricting operation of the SBRP units to ensure
that the maximum combined emissions from the SBPP and the SBRP during commissioning of
SBRP will not exceed the annual emission levels shown in Table 8.1-34 of the applicant’s
Application for Certification (“ AFC”) for the SBRP alone. This condition is enforceable for the
following reasons:

- Emissions of oxides of nitrogen and carbon monoxide are measured through
District-required continuous emissions monitors at the SBPP, and will be
similarly monitored at the SBRP.

- Emissions of volatile organic compounds, sulfur oxides, and particulate matter
are determined through measured fuel consumption and District-approved
emission factors at the SBPP, and will be similarly determined at the SBRP.

- The proposed permit condition restricts operation of the SBRP, rather than
restricting operation of the SBPP, thus addressing any theoretical concerns that
the SBPP might be dispatched by CAISO without regard to these limitations. (As
discussed above, the RMR agreement for the SBPP explicitly prohibits the CAISO
from dispatching the SBPP in violation of environmental permit conditions.)

Therefore, the SBPP and the SBRP can only operate simultaneously during the
commissioning of SBRP and then only to the extent that the combined annual emission levels
would be less than or equal to the emission levels of the SBRP only.

Second, LS Power has proposed to interconnect the SBRP with the SDG&E grid as a
replacement project only and none of the interconnection studies and agreements contemplate
the delivery of energy from both SBRP or SBPP post commercial operation of SBRP LS Power
has not sought any right to simultaneous commercial operation of SBPP and SBRP and such
condition has not been studied.

Third, because LS Power has always intended that the SBRP truly replace the existing
SBPP, it has not requested natural gas interconnection rights that would allow simultaneous
commercial operation of both units and does not intend to do so. Moreover, LS Power
understands that the existing natural gas infrastructure would not allow deliveries in sufficient
quantities to allow such operations.

Fourth, the proposed Option to Lease between LS Power and the Port is for a Project
that is licensed by the California Energy Commission that includes “as a condition thereof, the
demolition of the Existing South Bay Power Plant.” Such condition ensures the SBPP and the
SBRP will not engage in simultaneous commercial operations. The Option to Lease plainly
contemplates that the SBRP will replace operation of the SBPP as soon as possible. This is also
consistent with the Bay Front Master Plan and related local land use plans.
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Finally, the project's compliance with the Coastal Act is predicated upon prompt
cessation of once-through cooling at the SBPP and demolition of the project. Simultaneous
commercial operations would not achieve this important objective.

For all of the above reasons, the project proposed in the AFC is plainly and explicitly
intended to promptly replace the SBPP. Simply put, the concern regarding simultaneous
commercial operation of the SBRP and the SBPP does not reflect the project proposed by LS
Power in the AFC. As such, it is also inconsistent with virtually every aspect of LS Power.
related development activity.

Iv. Temporary Operation During Commissioning

As requested by CEC staff, the LS Power is analyzing the potential worst-case combined
air quality impacts of the SBPP and the SBRP during the SBRP commissioning period. This
worst case analysis was based on the following two operating cases for the two plants, even
though such operation is both unlikely and physically constrained by both gas supply and
transmission constraints: (1) operation of both the SBPP and the SBRP at maximum output for
one hour; and (2) operation of the SBRP at maximum output and the SBPP at 65% capacity? for
twenty-four hours.

In addition to such worst case operation cases being unlikely and physically restrained,
such operation would be prohibited by the proposed SBRP permit condition above, which
would restrict the combined output from both the existing and new plants to the rated capacity
of the existing plant during the commissioning of SBRP. The results of these analyses will be
submitted to the District and CEC staff later this month.

V. Conclusion

For many independent reasons, the concern regarding simultaneous commercial operation
of the two plants is unwarranted. Fundamentally, the concern reflects a misperception that the
authority of the CAISO under the RMR contracts can compel violation of permit conditions,
environmental restrictions or contracts. As shown above, the RMR contract contains clear
provisions ensuring that the CAISO cannot do so. Moreover, to put this issue to rest once and
for all, LS Power is prepared to accept the permit condition prohibiting simultaneous
commercial operation set forth above. As just discussed, this condition would be fully
enforceable through the RMR contract.

Even without this proposed permit condition, there is ample reason to dismiss the
possibility of simultaneous commercial operation. Such operation is inconsistent with the
project proposed by LS Power in the AFC. Simultaneous commercial operation is similarly
inconsistent with expected air quality restrictions as well as local land use policies and the
Coastal Act. Furthermore, simultaneous commercial operation is inconsistent with virtually all
of the agreements LS Power has entered into regarding the project, including its gas supply
agreements and its Cooperation Agreement with the Port.

3 The 65% capacity limitation during 24 hours is set by the maximum allowable temperature in the
cooling water discharge channel into South Bay.
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Accordingly, LS Power would readily accept a permit condition confirming that the two
projects will not operate simultaneously once commissioning of SBRP is complete. Moreover,
LS Power will not agree that it is reasonable to assume for any purpose that simultaneous
commercial operation will occur as described in the CEC data requests or in the SDAPCD letter.
While LS Power will provide an analysis of temporary “worst-case” simultaneous operations
during commissioning as described above, for the reasons set forth herein it does not intend to
model impacts from a post-commissioning simultaneous commercial operation scenario that
cannot legally or practically occur.

I trust this explanation fully addresses this concern. We would be pleased to discuss this
matter with you at your convenience should you have any further questions.

Very truly yours,

LSP South Bay, LLC

(&,:,

Kevin R Johnson



BEFORE THE ENERGY RESQURCES CONSERVATION AND DEVELOPMENT COMMISSION OF THE
STATE OF CALIFORNIA

APPLICATION FOR CERTIFICATION
ForR THE SOUTH BAY
REPLACEMENT PROJECT

Docket No. 06-AFC-3
PROOF OF SERVICE
(Revised 2/8/07)

INSTRUCTIONS: All parties shall 1) send an original signed document plus 12
copies OR 2) mail one original signed copy AND e-mail the document to the web
address below, AND 3) all parties shall also send a printed OR electronic copy of
the documents that shall include a proof of service declaration to each of the

individuals on the proof of service:

DOCKET UNIT

Send the original signed document
plus the required 12 copies to the
address below:

CALIFORNIA ENERGY COMMISSION
DOCKET UNIT, MS4

Attn: Docket No. 06-AFC-3

1516 Ninth Street

Sacramento, CA 95814-5512

* * * *

In addition to the documents sent to the
Commission Docket Unit, also send
individual copies of any documents to:

APPLICANT

Kevin Johnson

LS Power Generation, LLC

1735 Technology Drive, Suite 820
San Jose, CA 95110
KJohnson@LSPower.com

COUNSEL FOR APPLICANT

Chris Ellison

Ellison, Schneider & Harris
2015 H Street
Sacramento, CA 95814
cte@eslawfirm.com

APPLICANT CONSULTANTS

Robert Mason

CH2M HILL

3 Hutton Centre Dr., Ste. 200
Santa Ana, CA 92707
robert. mason@ch2m.com

Sarah Madams

CH2M HILL

2485 Natomas Park Dr., Ste. 600
Sacramento, CA 95833

INTERESTED AGENCIES

Electricity Oversight Board
770 L Street, Suite 1250
Sacramento, CA 95814
esaltmarsh@eob.ca.qov

INTERVENORS

*CALIFORNIA UNIONS FOR
RELIABLE ENERGY (CURE)

Marc D. Joseph

Gloria D. Smith

Adams Broadwell Joseph & Cardozo
601 Gateway Boulevard, Suite 1000
South San Francisco, CA 94080
mdjoseph@adamsbroadwell.com

gsmith@adamsbroadwell.com




Environmental Health Coalition
Osa L. Wolff

Kevin P. Bundy

Shute, Mihaly & Weinberger, LLP
396 Hayes Street

San Francisco, CA 94102
wolff@smwlaw.com
bundy@smwlaw.com

ENERGY COMMISSION

JOHN L. GEESMAN
Presiding Committee Member
jceesman@energy.state.ca.us

ARTHUR ROSENFELD
Associate Committee Member
pflint@enerqgy.state.ca.us

Garret Shean
Hearing Officer
gshean@energy.state.ca.us

Bill Pfanner
Project Manager
bpfanner@energy.state.ca.us

Kerry Willis
Staff Counsel
kwillis@energy.state.ca.us

Margret J. Kim
Public Adviser
pao@enerqy.state.ca.us

DECLARATION OF SERVICE

|, Jeannette Harris, declare that on February 14, 2007, | deposited copies of the attached
February 13, 2007 Letter from LSP South Bay, LLC to the San Diego Air Pollution Control
District and the CEC Regarding the Possibility of Simultaneous Commercial Operation of the
SBPP and SBRP, in the United States mail at Sacramento, CA with first-class postage thereon
fully prepaid and addressed to those identified on the Proof of Service list above.

OR
Transmission via electronic mail was consistent with the requirements of California Code of
Regulations, title 20, sections 1209, 1209.5, and 1210. All electronic copies were sent to all
those identified on the Proof of Service list above.
| declare under penalty of perjury that the foregoing is true and correct.

?/ZWMW s

[signature]




