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SECOND INTERD[ OPDaON - COMPLIANCE PRASE: 
~)XDABLE IlEGAWA'M'S. REINSTATEMENT' or STANpARD 0FlleR 2 

Following Decision (D.) 87-0$-060, our first interim 
compliance phase opinion, in which we dealt with certain pricing 
and ~idding issues, we held turther hearings in this proceeding in 
June and July. These hearings concerned resource planning ~nd 
contract drafting for final Standard Offer 4 and possible 
reinstatement of standard Ofter 2. Today's. decision addresses only 
the most pressing of these issues. We find (1) that there are 
presently no avoidable resources for purposes of final Standard 
otter 4, and (2) that Standard otfer 2 should be reinstated for San 
Diego Gas & Electric Company (500&:&) .. 

1:. Ayoisiable ResourC§ 

Final Standard Offer 4 uses a simplified generation 
resource plan methodology. (See D.85-07-022 .. ) We presently 
implement this methodology through review of utility resource plans 
based or.~ assumptions from the then-current Electricit~ ~eport (ER) 
of the california Energy Commission (CEC) and such alternative 
planning, scenarios as the utility may wish to present in order to 
test the effect of uncertainties in the forecast •. Our review 
determines whether, tor each utility applicant,. there, are any 
wavoidable* generation resources (including construction by the 
utility and power purchases: from others).. If we find such 
reSOUrCI!S, we would direct that utility to, make a. final Standard, 
Offer 4 ava'ilable for bidd1nq by Qualifyinq Facilities (QFs.)_ The .. 
number of meqawatts in the offer, and the'base price that QF~must 
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meet or ~cat, derive from the avoidable resource(s) that the 
utility would add in the absence of the QFs. 1 

The ctc adopted its current ER (lW'ER-61f') in OecClnber 1986 •. 
The utility compliance filings followed in March 1987. PaeiticGas 
and Electric Company (PG&E) filed only a CEC-based scenario. ~ith 

: 

its resource plan, although it also included a *sensitivityN ease 
using ~pacity value calcul'lted from the full annualized cost of a 
colnbustion· turbine.. SDG&E 'lnd Southern california Edison Comp~y 
. (Edison) included CEC-based and alternative scenarios with their 
respective resource plans. 

:For none of the utilities does the CEC-based scenario 
disclose a cost-effective base load or' intermediate resource over 
the next eight years, whi1ch is the ·windowlf' within whl.eh resources. , 
must appear in order to, be avo·iclable (or perhaps deferrable:) by 
QFs. 'I'he CEC says, and we aqree,. that this is suffic~ent l:,asis for 

I 

not making final Standard O'ffer 4 available to QFs at: this tilne. 
A detailed crit,ique of the utility resource! plaru:~ and of 

the partie.s' comments on ,those plans must await our ~inal cLec:ision 
in thi~~ phase. What follows is a brief expansion otthe rC:Ltionale 
for our findinq of no· avoidable resources, considering the Chief, 
factors that miC;ht qo aqa.irLst that finding .. 
A. 5JiLtmd Edison 

, 
, 

The reasonableness ef our finding' for these two. utilities . 
is vir1:ually unchallenqed.." but many of the planning usumpt12ns 
used by the utilities are stronqly disputed~ Indeed~ the s.trength 
of the disputes seems to' dfmonstrate that our findin9- is Vi~~~d. 

l. 0.86-07-004 and 0 .. 87-05-060 give much more detail on hoW' final 
Standard .::>ffer 4 works •. Also,. the final decision in!th1s : . 
complianc1e phase will addres~ various problems thac have erol::>pecl "UP'.' '. 
in this,,· 'Qur first run-tbrouqA of the resource plan review created,',' ..... 
by 0 .. 8:6-07-004. The text of toda.y's decision is devoted to the .two .. " .. 
keys~bstantive issuesr hence, our terseness in summarizing the . 
procedural aspeet$. . 

- 3 -
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under widely varying trcatmcrLts of the supply and demand planning 
issucs. 2 . 

PG&E presented onl}' a CEC-based planning scenario. This 
is consistent with PG&E's position in Phase II of this· proceE~ding. 

I 

In Exhibit 2l9, PG&E witness Hindley said flatly, W'I'h~ CEC loadl 
forecast should be used." He added that PG&E had stated, in its 
Test Year 1987 General Rate case (Application 85-12-050), that wthe 
Company's own decisions on future plant additions will be b~~ed on 
the CEC load forecast. w PG&E's concurrent brief in the comp:Lianee 
phase supports the use of ER-6 adopted assumptions in this phase. 
As previously noted; no avoidable resources appear in PG&E's CEC

based scenario. 
Edison presented a CEC-based scenario and a preferred 

scenario, based on Edison's Fall 1986 Resource Plan. The sc~~ios 
• +,' 

use different load qrowth and fuel· price forecasts, and also differ 
in other respects, but are consist~~nt in the conclusion that no 
avoidable resources appear within the eight-year wwindow.w 

We postpone a more co'i:npl~ete~' discussion of these plans tOo 
our final decision in the eOlnplianee phase. For present purposes; 
we focus on just three aspeci:s: Edison's. supply assumptions: 't"..he 

significance attaching to thllase utilities' expressions of iD.terest :' 
." 

in the major proposed hydroelectric project.in British ColUlllbia 
known as Peace River Site c~ and PG&E's reliance on ER-6 

assumptions for purposes of'l:his proceeding while to a.ate ignoring: 
those assumptions in other proceedings. 

, 

2 We do not ignore the importance of specific direction on the 
future treatment of selt-generation·, conservation/l.oad management,.·j 
Md municipal load (among other issues) .in resource plans. 
However, tlleconsensus that developed· du:ing the hearings on the 
utilities' current circumstances. jiustifies this intcriln order' .~d 
enables the parties. to focus, their efforts on ER-7, which is: . . 
already well under way. . 

- 4 -
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1. EdM;on!.S ~pplY 1\~!lJ!!P~ioJJ:t 
Many parties express concerns over the supply aspects of 

the Edison scenarios. These concerns inclUde whether Eeison's 
assertion of wcommittedW status for certain resources is proper; 
whether Edison shows resources brought on-line before need and 
without establishing their cost-effectiveness; and whether Eeison 
overstates the capital and operating costs of potential coal-fired 
and combined cycle projects. The parties generally feel, however, 
that while these concerns are likely to~ have a significant impact 
in the next resource plan proceeding, they do not presently affect 
our finding of no avoidable resource for Edison at this time. 

The sole qualification to the previous generalization is 
in the testimony of the Independent Energy Producers Association 
(IEP). IEi> asserts that Edison inflates its estimate of coal plant 
construction costs by basing such costs on construction at an in
state location, such as Ivanpah. Using coal. plant costs based on 
data submitted in this proceeding by PG&E. and data used by 
regulatory commissions in several other Western states, IEP 
concludes that an $l,SOO/kilowatt coal plant would be cost
effective in 1994 under Edison's a:C-based scenario. IE? 
acknowledges that Edison does not show a *needw for capacity in' 
that year based solely on reliability considerations. However, 

I 

according to IEP-, a coal plant should still. be added, if one were' 
• I 

to rely strictly onER-&, because ot the projection of high fuel 
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prices and the relatively low numDer of minimum load hours forecast 
by the CEC in that year.3 

Interestin~ly, IEP aoes n2t recommend that Edison make a 
final Standard Offer 4 solicitation based on an avcidable coal 
plant. lEI> considers that fuel prices are a m.ajor uncertainty at ~. 

this tilne. IEP notes that". while it disagrees with various items 
in Ec:'1ison's own scenario',. 1mder that scenario even an 
$l,SOO/kilowatt coal plant is not cost-effective until 1997, in 
large part because of the lower fuel prices projected by Edison. 
Thus, IE? ultilnately agrees with our finding of no- avoidable plant,. 
although it does so only after consideration of alternatives to the 
CEC-bascd scenario.. 

2. PeASCe River Site..q 
British Collombia Hydro is engaged in various planning' 

activities reqardinq this site. These activities have included. 
consultation with possfbl.e who.lesale purchasers o.f power trom the 
site. All three utility applicants in this proceedi:ng are a:m01'lg 

3 lEi> seems here to, be critiquing CEC"s testimony. as much as 
Edison's. IEP's point is; that Hneed." is a larger question 'than 
merely whether a utility ~~ems' to. ~. short of capacity. I~ says:,· 
and CEC witness Bakker se4ms. to agree, that under certain ' 
conditions, a resource CaJ:l be found cost-effective based on 
increased operatinqefficieney,. regardless of the need for 
capacity. Probably. e.very4~ne agrees that a cost-effective resource 
that is otherwise cons.is.tlent with prudent resource planning: is 
II'neededH and should be acIt;led as soon-as. it becomescost-e:ffeetive. 
Where the CEC and the: Q.F representatives in this proceeding lnay . 
differ is in what is ·otberwise consiste:nt with prudent resource' 
plannin<;r"--e.c;.,. with environmental CJoals" fuel diversity,. and.· . 
system.' flexibl.11ty. 'rhe CPtTC's eOl'lSl.stent position in this. .~ 
proceedj:.nq has been and continues to: be· that . all of these are : 
elem.ent~~ of electric supply planning'.. They need to be assessea
and, because there will always be tradeoffs,. they need to be 
quantified so tar as possible it we are to, -achieve a rational 
planning process. 

- 6- -
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the possible purchas.ers consulted. extensively in conne.ction with 
the Site C feasibili'cy studies. 

IE? and a -group of other QF developers (Santa Fe 
Geothermal, Inc., Union Oil company of cali'!ornia, and Freeport
McMoRan R.~so\1X'ce Partners, whom we shall refer to, collectively as 
SFG/U IF) are concerI'l.ed about the treatlnent in utility resource 
plans of potential power purchases generally, and the tuture of 
Site C in particular. As we would expect, the utilities gather 
information more or less continuously about who's adding generation 
and when, without necessarily committing to participate either as 
investor or customer. The problem that IEP and SFG/U/F foresee is. 
that utilities would. treat potential purchases as too speculative 
to serve as the basis for an offer to QFs in the c:urrentresource, 
plan proceeding, then enter into. binding- purchase contracts before 
the next ~iennial update.. The QFs fear that sUeh regulatory 
*leapfroq* could cut out QF competition with non-QF sellers, since 
purchases from the latter would always be IPcommittedlP resources 
before QFs could. bi.d aqainstthem. 

Several aspects of Site C cause IEP and SFG/U/F to 
suspect that california utilities are preparinqto make binding 
purchase commi tlnents after this p·roceeding. For example, proj eot ' 
documents seem to call for commitment to the project by 19S5. 
Also, there seems to be a link between Site C and the california- . 
Oregon Transmission' (COT) Project, for which all' three utility 
applicants have stated their intention to pursue certificates of' 
public convenience and· necessity (CPCN) from. this commission. IEP 

I. 

notes· that Site C was referenced as part- ot the j.ustification for;' 
the COT Project in ~e initialCPCN filings of both Edison ancl .! .. 

- 7 -
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PG&E. 4 The QFs argue that if Site C justifies the nl~w 
transmission line, and the line is required to take Site c power, 
then the line is part of the cost of Site C and the proj ects should 
be considered together. S 

IEP and SFG/U/F therefore propose that the Commission 
order the utility applicants to study the cost-effectiveness of 
site C (considering the likely costs of power purchases from the 
project) together with the COT Project. If the study shows such, a 
resource to be cost-effective, the Commission should allow QFs t~ 
.bid ac;ainst it:- otherwise, the. Commission should find the resource. 
not to be cost-etfectiye and direct the utilities not to pursue it .• 

All the utilities deny the allegations made by these QFs, 
although there is also a general recognition that our resource plan 
proceeding', as currently envisioned, does not mesh well with the ; 
ongoing' project study and nec;otiation processes of the utilities •. 
We certainly would not bar the utilities from participating in 
studies, which we believe play an essential role. in resource 
planning- It also does not seem to, be practical to wait for the 
eleventh hour ina negotiation before testing the QF market. 

Both SOG&E and the CEC have made interesting' sU9'gesti,ons 
in their eoncurre:nt briefs regarding the treatment of potential 
purchases. (See SDG&E brief, pp. 22-2'5, and CEC brief,pp. .. 27":;31.) 

We return to this subject later in today's decision~ (See Sections 

4 The Commissj~on dismissed without prejudice the initial filings 
for CPCN for the' COT Project. The qrounds for the dismissals were 
informational de~!ieiencies in the filings. See 0 ... 87-05-066 as t~ 
the SDG&E appli~ltion, D.87-05-06-7 as tOo··the PG&E application, and' 
0.87-05-068 as to' the Edison application. Of course, a dismissal 
without prejudic4~ does not go to the' merits of .. an application. 

S The Bonnevi:Lle Power Administration .shares the QFs' view that 
5i te C and the COT Project. are linked.. .Edison witness Schoonyan' , 
dtenies any such <Linkage and says.' that the reference: to- Site C in 
Edison's CPCN application was for illustrative p~ses only~ 

- 8'-' 
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I.B.4.a,e below.) However, we will not take the step requestca by 

IEP and SFG/U/F at this time.· Our understanding of the CPCN 
process is that, when the utilities have filed complete 
applications, we will look at all the benefits cla~ed for the COT 
Project, including the line's cost-effectiveness when all potential 
purchases, (from both existing and prospective generating 
facilitie:s) are considered. We think this process, thougb. not 
ideal frc:~m the standp::>int of promoting competition in electricity 
generatiC:1n, is adequate to protect the interests, of california 
ratepayers, and we expect that QFs will actively participate in th~! 
process. ! 

3. EGiE's Selective Reliance on EB-§ 
One aspect of PG&E's test~ony in the resource plan 

. hearings makes credible the QFS' allegations. about regulatory 
""leapfr~r.'" This aspect is PG&E'S treatment of planning scenarios 
here, as compared to the scenarios in its justification of the COT 
Project j~ Application 87-04-010 (its'initial CPCN filing). While 
PG&E reljLed exclusively on a CEC-basedscenario, here, it· includeci. 
no such ~~eenario in the CPCN proceeding and instead presented two ' 
scenario=~ relying on much higher demanc! forecasts (labeled "medi'tmL 
casell' and ""loW case"'). According to IE?, the "medium easell' demand-,I 

, " ".1, 

forecast that PG&E s\!.bmitted for the CPCN", is 2~00 megawatts higher!: 
thar.L the' CEC-based scenario in 1991 and shows a need tor capacity" i 

in North4:rn california in 1994 (well within our planning II'windowll') ~ 
Even PG&l~'s 1I'10w eaSEl"" demand forecast in the CPCN proceeding is ,I~ 
1000 to 1700 megawatts above' the'CEC-based scenario· relied on herel 

We noted e~Lrlier that, PG&E's test~ony in Phase II of 
this proceeding was to the effect that QFs' should have. to-live by' 
the'results of the CEC demand forecast since that forecast would 
apply to'~ PG&E'S own projects. Despite this representation,. PG&E 
givc.s eVlary indication ott7inq to 'create a QF ""gh.etto-,II' with QF; 
opport..mities restricted by one set of assumptions, and other tar,: 

, '. 
more liberal assumptions applied to PG&E'sown projects. Th.is is 
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not acceptable. Under the letter and the spirit of the resource 
planninq process that we created in 0.86-07-004, all resource 
options should be compared o~, a common basis. Only in this way can 
we properly assess the benefits and detriments pertaining to each 
type of resource option. 

~. : 

We cannot blink at these signs of PG&E's continued 
read.:iness and willingness to take advant~ge of its monopsony 
position vis-a-vis QFs. PG&E has itself tOo blame if we find it 
necessary to maintain the regulatory supervision and encouragement 
of QF development against which PG&E chafes. 
B. ~ 

All analyses confil~ that SOG&E, unlike PG&E and Edison, 
needs Significant additional capacity within our eight-year 
"window." Different scenarios yield different results as to the 

type, timing, and amount of this needed capaci ty ~ 
1. ge's Eositio.D 

CEC witnesses McGowan and Bakker conclude on the basis of 
ER-G that SOG&E first shows a need for capacity in 1993. The 
capacity deficit in that year is nominal (-lZmcqa ..... atts) but grows.' 
to -79 megawatts in 1994 and -127 megawatts in 1995, which is the . i ~ 

last year in the 1 deferral windew. ' : I , 

These CEC witnesses do net allOcate this need by resource 
type (baseload., peaking, intermediate): hewever,. CEC witness Jaske ,;: 
does prQvide such a breakdQwn. He says that, ideally, SDG&E would 
have about 300 megawatts ~ peaking capacity but about 430 
megawatts ~ bas~load and.intermediate capacity in 1990, which is 
the earliest adopted year in the ER-& forecasts. By 1997, two. 
years :beyond the ~ef,arral window,. SOG&E still has a surplus of 
bas~load capacity bu'!: has a substantially greater need for both '. ! . 

,., 
, 

"',I 

1 " • 

• I, . 
, , 

r ! 
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peaking and intermediate resources. 6 In short, the CEC believes 
that SOG&E has ample enerqy resources within the deferral window 
(see also Appendix B OJ! ER-6) and that SOG&E's need during that 
period ;Ls likely to be only for peaking ~apacity. Since peaking 
capacity is not counted as an avoidable resource (see 0 .. 8-6-07-004), 
and con:s-.id.ering' a nWllb~ar ot uncertainties d.iscussed. in the 
McGowan/Bakker testimollY, the CEC concludes that SOG&E has no 
megawat~t:s available at this time tor p\l~rposes of final Stand.ard 

Offer 4. 

~. 

The CEC witnlesses ~elieve th~.t SOG&:E has failed. to create 
a resource plan confor.ming to the d.emand. forecast and. supply 
plannin'3' assumptions ~I:iopted in ER-6, ol:md'that the higher demand 

forecast und.erlying SDG&E's preferred. ~~ltern~tive to· its resource 
plan ~ased on ER-6 is an 'unj,ustitied. attempt to- relitigate ER-6 

issues.' We will return to this critique in our discussion, but we 
will first describe the three resource:plans in SDG&E's compliance' 
~ilinq and other parties' reactions. 

2. SDGiE's Position 
SDG&E provides three resource plans. The first is 

designed. to respond to~ our requirement,that'the utility~ase. one 
plannil'l,g scenario on a:ssumptions derived from ER-6. SDG&E deviates 

I ' ,. :. 

from Ell~-6 in a few respeets, which it acknowledges and explains.. 
" The second. plan uses the same assumptions as the first, except that. 

SOG&E includes a projection of OF d.evelopment after 1990, while 

6- There are some nUlnerical i .... consistencies ~tween Exhibit 408 .. 
(McCown-n/Bakker) and Exhibit 403 (Jaske) • These result from , 
correc1:ions to- ER-& d.4~scribed on .the record by CEC counsel and do-

. not appear to- materially affeet the witnesses' conclusions. .• 

- 11 - . 
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ER-6 projects QF development only through 1990.7 The third plan, 
which SOG&E preters, updates cortain basic assumptions, such as the 
demand and fuel p~ice forecasts r using SDG&E'S own current 
estimates. 

All three resource plans show significant capacity' needs~. 
that SDG&E proposes to make available .for deferral by QFs. SOG&E 
says that the returbishment of its Silver Gate plant for use as a 
peaker in J.989 (one unit) and J.991 (the second unit) is cost
effective in all scenarios.. New purchases and added gas. turbines 
also appear cost-effective within the deferral window in all 
seenarios, «lthough'the timing varies. 

SOG&E proposes to follow its "SO/SO" proeurem.4~nt strategy 
that we previously described in I;)"87-05-060,. mimeo., pp'. 41-4$. 

Applying this strateqy to the current situation, SOG&E ~""Quld plan.' 
now to fill all of its near-ten needs (i.e., those arising' Qver .' 
the next two. years) and half o.f its long-term needs (i.'e .. , those 
arising after 1989 but within the. deferral window) • This results." 
in about 280 megawatts being. made available to. QFs under the first 
(CEC-based) plan, 230 megawatts under the second plan (lower 
because additional short-run QFs are antiCipated after 1990), and 
380 megawatts under the third plan (higher because higber demand 
CJro~ is assumed). . 

Despite these needed megawatts, SOG&E concedes that it 
has been unable to identify corresponding aV9~~bl~ res2y~es~ as .. 

7 SOG&E says that the foreeast of QFs likely tobeeome available, 
after 1990 is taken trom the original contraetor'sreport used by" 
the CEC to, develop its QF torecast through 1990. CEC'ritness Jaske: 
explains that no· QFdevelopment after ,1990 is projected' by ER-6· 
because o.f uncertainty. as to the amount o~ such development. ,,'The: 
CEC's analysis of' .. this issue .is set forth.' at pages 3-10 through; 3-' 
13 of ER-6 •. As noted by Jaske, 'the CEC's: ·approaeh in thisreqard:< 
may underestimateQF development.atter1990 anclthus overestimate 
the need tor additional·capaeity., 

- 12' ;. 
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that term is used for purposes of final Standard Offer 4. Peakers, 
such as new gas tur~ines and the refurbished Silver Gate units, are 
not avoidable pursuant to D.S6-07-004. Power purchases are 
potentially avoidable by QFs; however, according to SDG&E witness 
Mitchell, the utility believes that its current negotiations for 
system purchases from other utilities are not sufficiently ~ature 
to permit it to derive appropriate prices against which QFs cOluld 
bid. 

~bus, SDG&E proposes that it be authorized to make 
available long-run standard offer contracts that difter trom those 
envisioned in 0.86-07-004. Th.ey would instead resemOle paj"lllent 
option 3 of interim Standard otter 4. For deterral of Silver Gate, 
SOG&E would use the plant's tixed operating costs as the basis for 
capacity payments (which SDG&E says are less than halt the capital. 
costs of a new: combustion tur1>ine), and would ·"lOck in" a tor4~cast . 
of Increlllental Energy Rates (IERs) for the 15-year duration of 
Period Z as the basis. tor ener9'Y.payments. For deferral of up to 
half the proj ected power purchases,. SDG&E seems to- urge the s.-me 
approach, only substituting qas turbines for Silver Gate ~~s the 
basis for capacity payments. 

3. Qt.b&r Eartis::s' PositioD§ 
Pu1>lie Staff is un~sy regarding some of the ass'WIlptions 

from ER-6, and in fact urqes our adoption of: alternative :'orecasts. 
for fuel price escalation and purchases of ej:onomy enerqy .. 
However, PUblie Staff does not believe its proposed alternative 
assumptions would result in a different findinq as to cleferrable .. 

- 13 -
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resources.8 Its position is tllat neither Silver Gate nor the 
prospective power purchases shc~uld be con:>ielereel deferrable for 
purposes of this proceeelinq. 

QF comxnenters also CJ,enerally agree that Silver Gate, 
because its refurbishment is solely to meet peaking neeels, should 
be considered nondeferrable if such refurbishment is cost
effective. I~ criticizes ER-6 ass~ptions but recognizes that, 
under D.86-07-004, the CEC-bas,ed scenario· would be given great 
weiqht. 'Onder IEt>'s interpretation of that sccenario.,. SOG«E would, 

, 
have 100 meqawatts of deferrable capacity additions in 199~. IEP's 
prepared direct testimony thu~~ tentatively recommends that,. *It 
prices and ter.ms can be determined for such a 1994 resource, this 
is the only resource that should be made!available for SDG&E ..... * , 

I 

(Exhibit 432, p .• 13 .. ) ! 

SFG!crIF, in its rebuttal testimony, tested the cost-
.. I 

effectiveness of addinq potential base1oi"d and; intermediate plants 
to the SDG&E system.. Specifically, SFG/U/F s~ulated the aeldition 
of a coal plant anel of a combined cycle plant in separate 
scenarios, and compared these. to (1) running the existing system , 

harder and (2) ad.ding combustion turbines~ SFG/TJ/F found that, , 

even though it used certain inputs that :Cas compareel to ER-6 
assumptions) would tend to support th~cost-effectiveness· of 

, , 

baseload and intermediate resources, neither the coal nor the 
. , 

combined cycle plant were cost-effective within the eight-year .,. 

deferral window.. SFG/U/F concluded that there is no deferrable 

, ,.1 

8 Publicsta.!'f seems concerned that it ma:i..ntain consistent, 
positions in the various proceedings before this commission onsueh 
issues as fuel price, .. economy energy purchases,. forecasts of self .. 
genera.tion, and other matters regularly'liti9atedhere.. We think 
this concern is commendable and may help to.· Clefine the kind. o~ 
alternative planninq scenarios tha.t should bE~ considered when,: ': 
dealinq with the issue of uncertainty. I We will have more to 'say on 
the issu.e of consistency in our final compliMce phase decision .. !' I 
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resource for SOG&E. IEP, in its concurrent brief, endorses this 
conclusion. 

4. Discus~ion 

a. The ~bate over Planning Assumptions. We do rlot tJ~ in 
today's decision to deal with all the issues that have ~t.risen in 
creating resource plans consistent with the current ER, and in 
testing for uncertainty. However, because SOG&E's CEC~based 
scenario indicates a larger and earlier need for additional 
capacity than that found by the CEC itself, we must und4e.rsta:nd the 

. sources ot the differenees in order to, make appropriate findings Oll .. · 

avoidable megawatts. There seem to be. three important sources. 9 

The first two of these seem to have little impact on SOG&E's long-' 
term need assessment at this time; the third source (treatlnent of . 
some 'categories of conservation and load management programs) has 
immediate signiticance. . . 

Firstr- the CEC and the CPUC currently have different ways: 
to determine a utility'S need tor reserve capacity.. The CEC adoptS:~ 
reservemarqins using- a reliability model called MAREL·and a 

, 
reserve target based on one-day-in-lo-years. toss of Load .. 
Expectation (LOLE)... (See Exhibits 462, 463.) 'rhe CPO'C uses ",,, 

, .. 
, 

9 The CEC notes another source: SI>G&E's treatlnent ot out-of
state firm· power purchase contracts.. However, e.xcept :for 1·9S7, 
when SI>G&E and the CEC have. different. ways of reflecting the 
,expiration of an existing contract, the difference ~etween SOO&:e 
and ER-6 is very small (8-14meqawatts) & CEC witnesses McGowan and:·. 
Bakker say that the ER-6 numbers are net of transmission and . 
d:istribution losses while SDG&E's. hUlDbers include these los.ses. We 
agree with the CEC that the capacity valuete. the purchasiD,g 
utility of an out-ot-state firm-purchase shOUld. be net. of such 
losses; moreover, the utilities,i,in the absence of direction to the. 
contrary, should qenerally observe the CEC's. convontio:ns ix:~ . . , 
prep~ing their CEC-based. resource plans.. . Although the ~rope:~ . . 
treatment of out-of-state firm. pcwer purchases is 'Potentially very . 
important, we conclude that the cl.ifference between SOG&E and the'. 
CEC does not materially affect the amount of capacity needed by 
SOG&E over the next eight years. . . 

- 15· -
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reserve target expressed as Expected Unserved Energy (EUE) and 
derived by analysis of the utility system in one historical 
reference year with certain adjustments. The utility's relative 
need for capacity is then determined by comparing the E'OE 
calculated for the forecast period to the EOE target. (See 
D.86-11-071, mimeo., pp. 6-10.) However, the commissions' 
respective reliability methods yield very sfmilar target reserve 
margins (generally well within 1% of each other, i.e., ±20 
megawatts or less) for SDG&E. Neither the CEC nor SDG&E contends 
that this difference materially affects capacity needs during the 
deferral window. 10 

second, there is a large difference between SDG&E and the 
CEC in their figures for existing oil/gas-fired capacityavailal:>le. 
for the years through 1990. However, this difference appears to 
result from different ways of representing the units placed in cold 
standby and their expected return to· service. CEC' witnesses 
McGowan and Bakker note, for example, that ER-6 lists Silver Gate 

• as *contingency reserve, * whileSDG&E's resource plan shows the two·" 

• 

10 Our EOE target and the associated Energy Reliability Index 
serve prfmarily t~ adjust capacity payments t~ QFs based on the 
purchasing utility's c:urrent.need for 'capacity. However, ·we also ' 
intended that this method of caJ?acity:valuation be applied in our 
certification and other proceed~ngs to establish the value of . 
proposed resource additions. Although our EOE target and the 
target reserve margin used by the CEC,do- not differ materially for' 
present purposes, this may not always 'be the case. Furthermore., 
:both this Commission and the CEC have observed that a value-of
service approach to' capacity valuation has certain advantages when', 
compared t~ both EUE and LOr.:e:. Finally, there is a need to , 
describe and calibrate the various reliability models that have· 
been used in proceedings before the two: commissions. The' 
desirability of ..;.. coordinated ·approach to the whole subj,ect of 
reliability measurement and capacity valuation is clear.' In our 
tinal decision in the compliance phase, we will propose a series of 
workshops wi 1:h the CEC to deal with this, subj ect and other issues , 
ot joint concern in the resource planninq proc~ss_ 
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Silver Gate units as "planneci ad.ciitionsill' in 1989 and 1991.11 It 
would be desi~able to have a clearer understanciing of the usages 
observed by SOG&E and the CEC, but there does not seem to be a 
substantive supply disagreement underlying the numerical 
ciifferences. 

Third, SDG&E and the. CEC differ in reflecting the impact 

of demand-side management (i.e., conservation anci load management). 
The CEC wants utilities to include in their supply plans all enerqy 
savings that the CEC attributes to, a category of programs labelled.,' 
"conditional RETO;" SDG&E includes no savings from this category 
even for its etC-based scenario. This difference is significant. 
It reaches SQ,me 2"40 megawatts in 1995, which is the last year of 
the d.eferralwindow. CEC witnesses McGowan and. Bakker ,shoW' that, 
starting in 1992,. virtuall~1' the whole difference between SDG&:& and 
ER-6 in the estimated. capacity requirements for SDG&:E:'s service 
area is acco~tnted for by the disparate treatment of conditional 
RE'rO • 

Conditional RETO designates those conservation and load' 
management progralU$ that ciepend. on future regulatory action. Such 
action typically consists of CEC acioption of new regulations in the 
case of efficiency standard.s or CP'O'C approval: of fundin9: l~vels:jjnl 
the case of utility proqrams. Many ,parties in this' prcx::eeciing,. . not;· 
just SDG&E, believe that the resource plans should contain much 
less than the total capacity savings attributed to cond.itional RETO' 

in ER-6. 

, ' 
,"" '" 

11 These witnesses note that ,the Encina 1 and South Bay 3 units ' 
are also ~ot counted in SOG&E'~ resource plan in 19S7 and 1988 but 
are acided without apparent cost in 1989~. These units and. the 
Silver ~~te units add up to: a nondnal ,difference ot· 528 mega","atts ; 
~::e~c:~i~d the oil/gras-fired capacity shown in SOG&E's CEC- : 

- :1.7 -
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Ctc witness Jaske concedes that the cost-effectiven~ss 
tests applied to conditional RETO progr~.ms differ from those 
applied to.generation resources in this proceeding and from those 
contained in the joint c:EC/CPUC Standard Practice Manual. 12 In., 
some eases,. aeeordinq to Jaske, cond.i tional RE'rO programs need not __ 
be cost-effective but might be pursued on other policy bases. 

SOG&E and QF representatives say that, under curren'l: 
circumstances, pursuit of non-cost-eftective coneitional RETO 
proqra:ms amounts to uneconomic bypass, a result which the CP'C'C in 
other contexts has tried. to avoid. Public Statf would 
substantially discount ER-& cond.itional RETO- in. the resource plans 
by ineluging the potential savings attributed to. CEC efficiency 
standards but reducing the potential sa~'ings from utility load 
lUaM.gem.ent proqrams and totally ~xclYQ,illS the . potential , savings· 
from utility conservation programs. 

SDG&E states itS case foreetully: ·Conditional R'E'rO· 

should be shown to be. cost effective Cand'J evaluated on.: an 
equivalent basis with other opportuniti,es to ensure tha~ the least' 
cost alternative is chosen. This has not been done.· (SOG&E 
eoncurrent brief, p. 12, citations. omi ttecl. ) S:oG&E alsl~ .says that 
CEC has failed to. demonstra.te that conc:l£tional RETO· programs lneet 
other policy objectives to justify giving preferred. status to. such 
programs: ·The CEC contends that final decisions on co.nditional 
RE'rO depend on analysis of the comparative merits of the 
conditional RETO with other resource options. At the same til'lle; 

12 The full title.of this manual is Standard Practice for Cost-. 
Benefit Analysis of conse:t::vation and Load- Manageltlent Programs. . •. 
This manual was pU})lished in 1983~ A jointetfort of the etc and; 
CPOC statf& i$ noW' under way to revise:. tl.'le manual. 'C'tili tics and.· . 
other partioo; arc partieipating' in tlii=~ ettort,- which :;;hould. result 
in cost-effectiveness tests that take into· account the.d.yna:mies. of 
system operation and that permit m.ore- direct comparison of supply'" 
and demand-side' resource- options. .. 

l.S-
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the CEC is seeking to prevent these comparisons by including into 
the resource plan all conditional RETO. For example~ Witness Jaske 
acknowled<;es that QF power could be sufficiently inexpensive that 
it would be preferred. Yet, he would deny QFs, or ,any other 
resource option, ~e opportunity t~ compete to demonstrate that 
they merit greater preference.· (~., p. 1~, citations omitted.) 
SDG&E notes that additional uncertainties, such as future fundin<;, 
technological potential, and market penetration, affect conditional 
RETO, so that a presump~ion that all the potential savings from 
these programs will materialize is quite risky~ 

The CEC response is that programs are not desi9nated as 
conditional RETO until they have undergone' an analysis by the CEC ; 

I ' 

that at least approximates the criteria for nondeferrability that 
we set forth in D.86-07-004. Basically, the CEC determines an 
amount of program savings tor each utility according to the , 
utility'S disaggregated resource need (l:>aseload, intermediate, 
peaking) and then adjusts the amount; either up or down b~" ·apply:ing: 
three other criteria '(the long-run costs. ot the program, customer,:' 
equity and satisfaction, andtheproqram's importance in preserving. 

. I' I 

the utility's demand-side intrastructure). Each program: is tested!; 
for cost effectiveness by comparing its levelized costs ~<;ainst ~th:e,· 

I I' 

costs ot comparable new generation. (See Exhibit 4 O~, pp. 16.-19. )'!i" 
b. ~lus1onS __ on Planning AsWllllptions. The key planning 

assumption in dispute tor SDG&E:is.conditional RETO. I 

I 

We now make clear what was at least implicit in 
D.86-07-004, that conservation and load management resources are 

19 
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not dlaferrable by QFs. 13 However, the fact that a given resource 
could not be replaced in a resource plan by QFs docs not tell us 
whethl~r that resource belongs in the resource plan at all. The 
answer to that question depends on the resource's satisfying 
several criteria. From the ratepayer's perspective, the most 
important of these criteria is cost effectiveness, although other 
criteria may affect the ranking of resource options or, in limited 
cases, justify inclusion of a non-cost-effective resource. BUt in, 
most instances, the resources in a utility'S resource plan, whether 
or not they are deferrable bv OFs, must be cost-effective. This 
generalization applies to both demand-side management and peaking 
plants or purchases. 

All parties recoqnize that current procedures result in , 
different cost-effectiveness tests for generation resources on the 
one hand and conservation and load management prOgtamson the 
other. This is '/1 problem, but the CEC and the CFtTC are already 
working on the solution: revising the' Standn.rd Practice' Manual • 
The goal is to ensure that the benefits of all resource options, to' 
the extent they are quantifiable" are quanti:~ied on a coiunon basis, 

I 

and to, the extent that qualitative jUdgments must be made', t::lat the·'i 
qualities are identified in advance. We strongly support this 
effort and welcome input from the parties. 

However, we do not think it worthwhile tor either us or 
the CEC to try to rethink ER-6- results tor condi ti'onal RE'I'O in 
light of the outcome ot the Standard, Practice Manual workshops. 
One advantage of the two-year resource plan 1lpdat~ cycle is 'that 

13 In theory, generation resources could substitute for d~mand 
resources, as well as vice versa, once appropriate account.is ~;en 
of the advantages. and disadvantages of each 'type of resource. . 
However, both the methodology ana. pricing structure that we, :havc 
developed for final Standard. otter 4 are elearly conceived in terms, 
of a generation resource. 
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the next look is not too far a'way. l~e prefer to devote our staff 
resources to refinements that,. we hope,. will affect ER-7 and later: 
ERs. 

SDG&E's other concern regarding conditional RE'I'O is that! 
I 

ER-6 assumptions may not reflect current thinking at either ~. 

commission on the level and timinq ot conservation and load : 
management effort appropriate to the present electrieity supply 
situation. As to, the CEC's efficien.cy standards, we think the CEC; 
is uniquely qualified to projElct the:se impacts. As. to- utility. : 
programs that require our funding a'U;th.orization .. CEC witness Jasko: 
notes that it is unclear whether recent retrenchment in tllese 'f 

, 

proqrams is only a short-term' phenolnenon or represents a ehange in: 
long-term policy. We recoqnize that our general rate ease " ! 

I 

decisions involve 'a m.ix of short-term and long-term policy making .. 1 

It is ineu:m.bent upon us to make clear the thrust' o.f our decisions,i' 
'.1 

to the CEC so that the ERs accurately refleet our current outl.ooki 
i 

as it affects the forecasts. : , , ., 
I 

i In 0.86-07-004, we said that one of the challenges in 
integrating QF development into the· resource planning process is" i 

1 

for california regulators to. coord.inate· their prieing and' 
forecasting efforts to- a~ieve t~ely and consistent results. 
(I!1., pp. 63-64.), One aspecto! this challenge is for .. the' CPtJ'C to 
communicate to the CEC how we think the products o.f ratemakin<J and. 
other CPtJ'C regulatory activity should affect ER forecasts. Our I 
funding decisions on utility conservation and load management ._: 
prO<]ralnS are clearly relevant. We will discuss other examples in!' 
our final compliance phase decision.; / 

To s'\lltllnarize, ~e see merit in some o.f SDG&E's criticisW.. 
I 

of the way that conditional RETO' is handled in ER-&. At the ~e 
time, SDG&E's so.lution--to exclude conditional. RETO from. the! 
resource plan altoqether--seems clearly less realistic than the ':/ 

" 

ER-6 approach, hl;)wever flawed.. We agree with the CEC tha:c the ER-<> 
numbers should b.~ used tor purpo.ses of this resource plan 
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proceeding, and that the pro~lems we have aiscussea above should be 
addressed through joint staff efforts at the two commissions. 

c. The Debate OVer Avoidable Resources. SOG&E's resource 
plan filings raise two. issues regarding avoidable resources: using 
the fixed costs of new or refurbished peaking plants to- structure 
tinal Standard otter 4 contracts7 and the general approach tor 
allowing QFs to compete against purchases· from non-QF sources. 

As. to'the first issue, we clearly say in ,0.86-07-004, 

page 82, that our :main reason for consideri~g peakers nondeterr~le 
by QFs is that suCh plants typically have no energy-related capital 
costs. 14 We also note (i£.) that utility concerns regarding 
system operability are strongest in the case of peakersi however, 

, 

our experience with the numerous ~:ai~ent and dispatchability 
, 

agreements successfully negotiated between QFs and each of the 
utility applicants since we issued D~86-07-004 confirms our belief 

, , 

that the absence :o~~ energy-related capital costs, and not the 
complexity ot devi:3-inq appropriate contractual operating terms, 
dictates our decision'not to authorize 'a peaker-based long-run 
standard ofter. 

A review of the relationship' between short-run and long-
I 

run standard otfers clarities the role ot energy-related capital' ", 
costs. 1'he reason that we :felt it necessary to develop a long-rUn 
standard ofter in the first place is the failure of the short-run 
ofters to capture energy-relatedcap:i. tal costs: . payments to short- : 
run QFs go up in parallel wi~ the purchasing utility'S avoided 
costs, but at some point the utility would add a new plant in order', 
to reduce mar9'inal ranning costs. That new plant would D.Qj; be a 

.. 
14 A utility adds a power J?lant for reliability bene~its and/or 

to ilnprove its operating etticiency. 'l'heterm ""energy-related I 
capital costs"" designates that portion ot a ~ower pl~t's~ixcd 
costs that a utility incurs because of anticl.pated benetits to its. I 

operating efficiency.· . 
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peakcr bocau~~ a plant that eaves running coets would 9cnerally ba 
dispatched as much as possible, or at least in an intermediate 
mode. 'X'wo cO::lclusio:ns follow from this: first, that a long-run QF 
should be paid based on the ~ixed and operating costs ,of the new 
plant that the utility wouJ.'d otherwise add to- its system~ and 
second, that short-run QF pricing will be equal to- or less than the 
utility's long-run marginal cost whenever the utility would ~ add 
a baseload or intermediate resource. 

For these reasons" a peaker-based long-run standard offer 
seems to us virtually a contradiction in terms. We dQ. appreciate 
SDG&E's effort,. using a fixed forecast of J:ERs, to, make avail~le a: 

lonq-run offelr even in the llbsence of an avoidable resource. 
Unfortunately, that effort would. lead. U$ back to the ~.pproaeh of 
interim Standarc1. Offer 4, namely, to a proj ecti,on of short-run 
marginal costs.-, We have now rejected that approach in favor of the 
true long-run avoided cost methodology set~orth in O.SS-07-0ZZ and' 
implemented in O.S6-07-004. We remain firmly committed to' this 
methodolOgy. 

TUrning to the second. issue,. SOG&E's proposal for 
allowing QFs to compete against non-QFs sellers (specifically, to 
fill that portion of SDG&:E's capacity need not satisfied by the 
refurbishment of Silver Gate) puts a new light on the problem of 
out-of-state purchases in this resourCe plann±ng process. 

SOC&E explains that under its preferred scenario (the 
third ,resource plan) it contemplates the addition of several 
resources through new purchase contracts from existing resources. 
Because it views the price that might result from such contracts as . 
purely speculative, SDG&E proposes that QFS Irsimply compete a9'ai:lst' 
the same standard that purchases would be measured against: the 
cost ettectiveness stanc1arcl, which is conceptually the highest' 
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price that (SOG&EJ could. agree t.;, purchase ~~ rc~ourcc ••.• " (SOG&E 
concurrent briet, p. 22.)15 

The predicament for tale Californi;~ utility, according to 
SDG&E, is that clirect competition between different sellers ot 
power is not possible under the current process (although such 
competition could. occur when multi-attribute bidding becomes 
viable); it is also not practical to interrupt the negotiation 
process by allowing a contract to be negotiated contingent on QFs 
being given ~e chance to· beat the negotiated price, leaving the 
non-QF seller with nothing.. SOG&E believes that neg01:iation under 
such ,circumstances would not be true competition and'woulcl be 
unacceptal:l'le to potential non-QF sellers. Thus, some yard.stiek 
other than fully negotiated terms is needed it QFs are: to avoid 

, , 
such purchases. The yardstick could. be "the price of silnilar 
transactions which are cost effective" or simply . cost etfeetiv~ess . . : 

calculated. (we assume) using whichever resource planni~g scenari~ 
is approved in the update proceeding.. (See 1£., p. 24'.) ... ' 

The esc' is also concerned about the treatment of' power 
purchase opportunities, and its concurrent brief outlines. a 
mechanism that m.ight allow QFs to- bid aqainst such opportunities '" 

, . 

that arise between update proceedings. The eEC notes,., based on 
testimony in this proce~d.ing by PG&E witness Hindley, and Ed.ison' ' 
witness schoonyan" that, purchase opportunities are usually stuctied 
for such a long time that few of them can be considered "fleeting.. ". '.' 

lS By "cost etfeetivEmess" in this. context, St>G&E appears to 
reter to the cos1: structure of its lowest capital, eost capacity 
addition, i.e .. , c," gas. 1:urbine_ As we· noted earlier in the text~we 
have severe m.ethodoloq:Lcal problems with this proposal.because we" . 
a,r,e not convincefi that! it correctly prices long-run resources ... At 
this-point, . however , We! are focusing on another aspect of the . 
problem: how to"'get thfa' periodic procurement of long-run QFs to.· 
clovetail with more-or-less ongoing negotiations between California 
utilities and. non-QF s:ellers from out-ot-state. 
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In fact, the feasibility, preconstruction, ana licensing work that 
go into major power plant construction projects typically last 
three to five years. Thus, according to tl:Le CEC, 

*(IJt might be feasible to meet the QFs~ 
concerns by permitting the utilities to file 
in update proceeelings not only lL resource plan 
based on the latest Electricity Report, but 
also data on a 'blind' or generic basis about 
purchase opportunities that are under study 
and that have reacheel the pO'int where 
prel~inary cost estimates are available. For 
eX~~le, the utility might state that it was 
cons1dering a project in the Northwest to be 
available nine years hence that woulel provide 
'x, megawatts of capacity at a price of 'Y'. 
Specifications of the technology or . 
generational 'characteristics being considered 
might also be included in order to, insure, 
among other things, 'that sufficient . 
operational flexibility would be retained. 
Even if no avoidalJle resource.were found in 
the update proceeding, QFs would· be inviteel to 
biel to meet this generiC need. ' It the utility 
elid not make such generic or 'blind~ 
disclosures in its update filing about 
resources under study, it would be precluded 
from. later seeking a certificate of public 
convenience and necessity (or any other type 
of requlato~ approval) that was inconsistent 
with its resource plan.* (CEC concurrent 
brief,. p. 30.) 

The CEC believes this mechanism. may be usetul during the period. 
before an integrateel CEC/CPOC process is in place, since the 
m.echanism. would increase QF bieleling opportunities with minimal 
ilnpact on utiliti.es'. negotiations. The CEC also recognizes that 
the mechanism. may have pittalls anel therefore recommenc1sthat. a , 
workshop be held to discuss the proposal'silnplieations l:ietore it , 
is finally adopted.. We note that the propos~.l issilnilaJ:' in method 
to the cost-effectiveness testi~q pertormed by SFG/TJ/F fc,r 
potential ';'~aseloael anel intermediate plant additions to, th.e SDG&E 
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system, usin9 generic coal and combined cycle cost data.. (See 
Section I.B .. 3 above .. ) 

~neralizinq from the QFs' approach rcgardinq Site C in 
this proceeding suggests an alternative to the mechanism propose~ 
by the CEC. Basically, the utility would be required to identify 
those potential purchases during the resource plan proceeding that 
have a reasonable likelihood of maturing to a Nfleetinq 
opportunityN in the interval before the next update. The utility 
would then have to demonstrate the cost-effectiveness of each such 
opportunity, and. make available for QF bidding any purcha5es that. 
pass the test, or forego committing to the purchase befor4) the next 
update.. SDG&E objects to.this approach, noting that it involves 
speculation as to purchase: terms, and that even though the presumed 
price migb.t not be cost-effective, further negotiations :might 
produce b~9tter prices, or.additional benefits at· the same price, 
sufficient to justit';{ committing to the purchase before the next 
update. I 

d. Conclusions on Avoidable ResoureE:~. We are satisf:ted 
that, applying the criteria established in 0.86-07-004, no 
avoidable resources appear at this time for SDG&E, despite the 
existence of capacity needs in its service are.a over the ~ext eight 
years. No cost~effectiveresource option has been identified for ... 
SOG&E that is suitable for final standard· Ofter 4, as we explained 
earlier in our diseussionof energy-related cal:'ital cos.ts .. 

Our finding of no avoidable resources for SDG&E (and for . 
I; I 

~E and Edison) can and should have certain consequences for thes~ 
utilities during the periOd.. before the next update. Obviously, 

. . 

they will not have any tinal Standard Ofter 4 contracts to make . 
available. Moreover, it one of: these utilities seeks authority to· 
develop- a new resource in an applicat.ion tiled betore the· next 
update, we expe~ the tiling to· ineluc1e the applicant"s CEC-based 
scenario and its prel:.ltted scenario (if any) from. this: proceeQ.inq ... · 
The applicant can also- use additional scena):ios with more recent 
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assumptions to justify the requested authority, ~ec~usc we reali~c 
that the world continues to change between upaates no mAtter how 
desirable it might be tc hold the resource plans constant during 
that period. Nevertheless, at a minimum, the applicant must 
explain and justify deviations from. the planninq assumptions on 
which it cho~e to rely ~n the most recent resource plan prcceeding_ 

PUblic Sta~~ and other parties havo urqed that more tar
reaching consequences attach to- the results ot each resource plan 
proceeding. One sugsestion is that we adopt a long-run marginal 
c,ost for each utility, to be applied in any CPCN proceeding tiled 
by the respective utility before the, next update. There are also, 
proposals to restrict, and/or establish reasonableness criteria 
for, utilities' power purehase commitments between updates. 
Generally, the proposals are intended to,ensure eve.n7handed 
treatment Of QFs, provide guidance to, utilities, 'and simplity· 
reasonableness reviews. 

These suggestions ax-e attractive but premature. First,·· 
there are still a tair number of technical wrinkles (e.g., closer, 
coordination between the ER and ~'C'c processes)' still tc work out. 
Second, far-reaching regulatory proposals often have unintended 
linkages or create perverse incentives; thus, we would want to 
think throuqh. carefully the full ilnplications of. these suggestions 
before applying the result of the resource plan proceeCl.:ing rigidly 
or automatically in other lnatters.. In the:meant~e, we are 
requirinq the. utilities at· least to carry the b'urden of persuasion' 
whenev~~r they ask us to deviate' from our findings in the most 
reeent'resource.plan proceedinq. We think this is fair and'allows 
for further, refinement of our resource planninq process . 

. We find that SOG&E Cl.oes have significant need tor 
additional capacity over the next ,eight years. We stress that, 
althouqh SDG&E will not have final Standard Ofter 4 cont~acts 
available 'to meet that need at this. time,: SOG&E, lnanagement is. not'. 
otherwise inhibited by today's decision from. pursuing. the. resource· I 

' i ,". ':: 
" I " 

I ,I 
I 
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strategy it deems to be in the best interests of the utility and 
its ratepayers. In fact~ SDG&E could choose to pursue nonstandard 
contracts with QFs using terms similar to what it has proposed in 
this proceeding. Such nonstandard contracts would be subject to 
reasonableness review as in the case of purchases trom non-QF 
sellers. 

We also note that SDG&E's preterred scenario, shows 
qreater need than is indicated by either ER-o, or SOG&E's CEC-based 
scenario. ~he CEC bases its ER-~ conclusions in part on the 
availability ot Silv~r Gate as *contingency reserve;* this suggests 
that SDG&E's proposed refurbishment of Silver Gate to meet its. 
near-term. need is basically consistent with ER-~. SOG&E maM.g-ClUent 
may feel that it has to make other resource decisions before·the 
next update. We cannot prejudqe such decisions: their prudence 
necessarily depends on the circumstances (including, e.g., the 
negotiated price and other terms of' a power purchase) that exist 
when SOG&E's commitment is made. We will continue to. reviewsueh 
decisions in appropriate proceedings~ such' as·' reasonableness 
reviews and CPCN applications. 

Accepting the possibility that SDG·&E may commit to 
, 

purchase power from a non-QF,seller betore th~ next update does not 
mean that we have rejected QF competition in this proceeding. 

I 

However, based on the analysis done by SFG/U/F, it appears that a 
cost-effectiye power purchase by SoG&E is unlikely to include a 
siqnificantfixcd price component analoqous to. the energy-related I. 

, . 
capital costs of abaseload or inter.mediatep~ant_Thus, the 

I 

resource opt:ions that seem suitable tor SOG&E at this time do-~ 
appear avoid~leby QFs under >Standard ot!er 4. 

Nevertheless, we share .the concerns voiced by many 
parties that our resource planning process needs improvel!l.ent i.f it 
is to achieve the goal o~ allowing QFs to. compete on a tair basis •.. ' 
with non-QF :sellers to- Calitornia utilities. ':"'he CEC" SOG&E,,' IEP,i" 

and SFCfUlF .have all developed some interesting idc~ that should· 
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be discus~.ed in workshops before the next update proceeding. The 
joint CEC/CPTJC workshops on coordination mattj~rs provide a loqical 
venue, and our final decision in the compliance phase will have 
suqqestions on the timing of these workshops. It may help to trame 
the later discussions by offering observations now on how we se.e 
the resource plan pr,oceeding evolving. 

e. Where We Are Beading. To m.aximize benetits trom QFs, and 
to permit real competition between QFs and. non-QF sellers, we think 
the resource plan p~oceeding must deal. not only with avoiding new 
power plant construction (a relatively simple case) but also. with 
tilling the utility's disaggregated resource need, which is 
basically what a power purchase should do. l6 

The avoidable plant is a usetul concept, but it has at 
least two. major limitations. As th~ utilities point out, there is. 
no. guarantee that the QFs avoiding the plant will provide 
equivaJ.ent benetits... At the same time, the avoidable plant may 
JlDderstate the value of QFs.. For example, one of the virtues of 
QFs is that they enable u~ilities to add capacity in small 
increments. If we always establish the size o.f a final Standard 
'Offer 4 QF eohort on the basis of a plant that the utility would \ 
:build itself, then we put some of the "lumpiness" problem, which. 
'QFs could have mitigated, baek into. the resource plan. 

Perhaps the resource plan proceeding would benefit by 

·inviting each utility to indicate what it regards as the optimal Q~ 

1.6- We have previous.ly urged the utilities to.disaggregate their . 
system needs by operating mode and performance features (see 
D.86-07-004" pp ... 56-61), although we there saw this direction as 

.leading away from the standard ofter structure and toward more 
neqotiated eontracts. The past year has seen a very positive 
response by the utilities, with rapidly increasinq sophistication 
in developing sp~cial performanee features (e _q .. , downward. . 
dispatchability) for power l?urchase aqreementswith QFs. We now 
:feel optfmistie that suffic~entflexibility can be built into· ~inal 
Standard Offer 4 to respond to. disa9qregated system needs. 
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contribution to its resource needs during the eight-year aeferral 
window. Conceivably, a utility might want to add small increments 
(e.g., 20 megawatts) of baseload or intermediate generation in each 
year. Such a pattern would probably be hard t~ achieve through new 
construction or power purchases from non-QF sellers but feasible 
through final Standard Offer 4. The fixed costs of the capacity 
could be derived from ~reneric cost data for baseload(probably 
coal-fired) and intermE~diate (probably combined cycle) plants, 
similar to the cost-effectiveness testing performed by SFG/U/F in 
Exhibit 432. The utility could prepare a list of desirable 
pertorman.ce features, price them out separately,. and treat them. as 
adders or subtractors, depending on what the specific QF can 
provide as compared to the avoided generation resource. SOG&E is 
probably the farthest ;~long of, the utilities in the· disaggreqated 
valuation of performan.ee features. Line loss calculation and 
interconnection costs -can also be made QF-specit:i:c ancl the price' 
acljusted by reference to the corresponding characteristics of the 
avoided capacity addition. 17 

Disagqregated resource need may entail more speculative 
price estimation than the avoiaa))le plant, although this is by no 
means clel~ly so. We, think that, in any case, the resource plan 
proeeeainq contains iDlportant safeguards: utilities would not be 

able to f:Lll the need~ either'throu<]h QF purchases or their own 

17 Some assumptions would have to- be made on the approximate 
location /:>f the avoided plant or purchase. 1'he transmission- . '. 
related benefits and costs of specific QFs, as in the ease o~ i 
per:formance :features,. may be higher or lower than those ot the '. I' 
avoided resource..1'hc! line loss question has been' addressed in " •. 
wor]Q;.hops in 1983, and PG&E has made recent proposals regarding the, 
est~ation of transmission systeln reintorcement costs as.sOCiated ·· .. ·1'.' 

with QF development. These issues should be taken UI> in an ... 
appropriate forwu, possibly', by reopening our investigation of • 
transmiss,ion sys.tem o:peratlons (I. 84-04-077) following the final . I 
c1ecisionin the compliance phase berein... . I 

, ,: ,I' .' 
. . I 
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efforts, if they propose unreasonably low prices: while the cost
effectiveness standard effectively caps the price for which QFs 
could argue. 

Standard Otfer Z is ltmited to QFs that commit to provide 
firm capacity. The offer has. energy payments based on the 
purchasing utility's short-run marginal operating costs, and 
capacity payments based on the full.annualized fixed costs of a 
combustion turbine. The capacity payments are levelized over the 
term of the contract, which can be as much as 3.0 years. 
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Concerns with the capacity payment feature have led to 
our susp~nsion of this offer's availability in 0.86-03-069. 18 

Specifically, we want to ensure that ou~ updating procedure and 
method for valuing capacity reflect the purchasing utility's 
relative need for additional capacity. 

We have determined that Standard Offer 2 should be 
reinstated as soon as possible for SOG&E~ with a cumulative limit 
on new contracts- before the next update proceeding of 100 
megawatts. We are staying such reinstatement pending (1) our 
approval (anticipated shortly) of SOG&E's reliability target,. and' 
(2) receipt o~ comments on queue manaqement and certain proposals 
made by SDG&E in its concurrent brief. We are n2t reinstating 
Standard Offer 2 for PG&E or for Edison before the next update. 
A. Improved capacity Valuation and Updating Procedur~ 

Formerly, there was no limit on the amount of new QF 
capacity eligible for Standard Ofter 2' contracts. The commission 
simply established new capacity price schedules in eaCh utility'S . 
general rate ease, after which all new Standardotfer 2 QFS could 
receive the prices shown, regardless Oo~'whether suCh QFs 
represented 10 megawatts of new capacity or 1000 megawatts. 

Onder the capacity c~nditions existing when standard 
Offer Z was conceived and implemented, this approach tOo updating 
and capacity valuation was adequate. Reserve margins were low, 
major utility power plant construction was cancelled or delayed, 
and the general rate case cycle was two. years. '!'hese conditions 
have Changed. NUclear and- other units 'have entered service, the QF . 
response tOo the standard Ootfers has added significant capacity, and
utility reserve margins appear ample. Thus, Standard O'ffer 2 
capacity prices must not. only be revised periodically, they must 

18 The suspension was continued indefinitely in 0.86-05-024 • 
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also be revised for each block of additional capacity in order to 
give an accurate price signal. 19 

Also, the resource plan update proceeding that we 
have instituted on a two-year cycle tor final Standard Otter 4 

provides a better forum than the general rate case (which is now o~ 
a three-year cycle) to, establiSh the lonq-term capacity price 
schedules needed for Standard Offer 2. 

Finally, the next compliance phase decision will address 
the EOE targets that each utility has developed at our direction. 
These targets serve, amonq other purposes, to· quantify .:apacity 
value on a utility system during a forecast period tor successive 
blocks of additional capacity. 

There is little controversy regarding the desirability of 
these changes in principle. The chief issue is whether block 
priCing should be coupled with an ov;erall meqawatt li:mit~ QF 
representatives argue that, with block pricing', there is no-need. to, 
also establish an overall meqawatt limit for new Standard Offer 2 .' 
contracts between updates. Their theory is that additional 
capacity always has some value to· the utility, so that as long': as ", 
the capacity price reflects relative need, new QFs that seek to 
sign Standard Offer Z contracts at that price should bEl p~tted 

to do so-. We believe, however, that prudence dictates limiting' 
reliance on a g'iven set of planninqassumptions. At this time" for' 
example, there is much uncertainty as to how many QFs already under 

19 In other words, the capacity price (before levelization) 
during' periods when the utility is projected to- have capacity in 
4~cess of its reliability target should be some fraction of the 
!~l annualized fixed costs of a combustion turbine. 

Block pricing is superior to a single overall megawatt limit 
because the value of successive c4pacityadditions declines 
exponentially. Thus, individual pricing of a sequence o-t small , 
blocks gives greater accuracy, and a truer economic signal to QFs~ 
than a sinqlecapacity priceaveraqed tor the total megawatts. made 
available between updates. . 
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contract will ultimately come on-li~e. If the wsuccessw rate is 
higher or lower than anticipated~ the value of additional capacity 
will be higher or lower than the adopted Standard Offer 2 price 
schedules. By setting an overall megawatt limit between upQates~1 
we ~n~~Ze exposure to, forecast error for all concerned. 

The question that the CEC~ Pukl,lic Staff, and the 

utilities have raised is whether Standard Offer Z, even with the 
above modifications, shou2d be reinstated at this time. 
B. The CEC'S E2Pition 

The CEC first took a position on the reinstatement issue 
in its concurrent brief. TheCEC concluded. in ER-6 that PG&E and 
Edison do not need capacity within the deferral window~ while SOG&E 
needs capacity but only for peakinq resources. According tQ the 
CEC~ HThe specific type of long-run contracts - SO 4 or SO 2 - is 
irrelevant to this capac.ity need conclusion.' 'I'hus, no, new standard 
offer contracts of #2 or '4. variety should be allowed at this tilue. 

, 

In future update ofters, capacity and en.ergy- balances wl:Ueb. result 
in identified avoidable resources should be treated as a, WcapH for 
all new standard otters #4, #2, and nonstandard QF contracts. In 
this way, the physical need for resource additions will constrain 
the aggregate of new QF contract supplies. W (CEC concurrent brief ~ 
p. 5.)20 

20 Edison previously made a similar argument in this proceeding 
to the effect that Standa%'d Otfer 2 should not be available in the' 
absence of an "identified cleferrable· resource." We have rejected 
Edison's position. See D·.86-07-004~ p.7l; D,.86;"11-07l~. }>. 4 •. In 
the l~tte:l: c1ecision,. we note4 .. that "it.~ utility's resource plan 
shows no 'ic1entifiad. c1ef'errable resource,' our ~..,. capacity . 
valuation method wouldretlect the. utility'S capacity-rich 
condition in ~e standard ~ter2 capacity prZce; and if r.here were 
an ' identified- deferrabj,,~ resource,' new standard Otfer 4: QFs would 
be ~ssumed to" defer it. The presence or absence of deferrable . 
resources certainly affects prices under Standard Otter 2:butnas 
no loqical relation to its ~vaila}:)ility." (.I£.) 

- 34 -

.. ' 



• 

• 

• 

A.82-04-44 et al. ALJ/SK/jt 

For reasons that we discuss later, we reach the same 
conclusion as the CEC regarding the reinstatement of Standard Offer 
2 for PG&E and Edison.. We also :believe that there is no 
fundamental difference of op,inion l:>etween the two commissions 
reqarding SDG&E. 

We certainly agree with the principle that new resource 
additions should be economically and operationally suited to the 
needs of the utility. This is the chief reason that l:>oth 
commissions have ,been pressing for the disagqregated assessment and 
pricing of performance features suCh as' dispatchability and 
cUrtailment. Standard Offer 2 is very well-suited to SIX7&E's 
current needs .. QFs contracting under this' offer are committed to 
meet peak loads.. They are upwardly dispatchable';: their prices are" '" 
time-differentiated;: they must meet availability requirements keyed 
to the incidence of the purchasing utility'S peak; they can achieve 
bonus payments for exceeding these availability requirements, and 
face derating if they fail to meet them. 

Moreover, Standard Offer 2· ,is a short-run offer, using 
capacity and energy payment methods that track the purchasing 
utility's. short-run marginal ~osts. As· such:', Standard Offer ~' does. 
not avoid new. resources :but ratherbaeks. down existing ~esources.l 

,j 

This is appropriate (indeed, it i5 the least~cO$t' strategy)' 'I 
whenever a u~ili ty would not incur enerqy";related capital costs. J 
Such is the case with SDG&E. (See generally our discussion of the I 

, ' :I 
relationship between short-run and long.-run standard offers. in : 
section I. B .. 4 .. c above.):: . 

We have 'always shared the CEC's concern that QFs not baek 
down other resources in a way that works to the ratepayers.' 
detriment. Our use of IERs to calculate energy payments to QFS 

ensures that suehpayments are adjusted for ~riOl:ls when oil/gas
fired generation is not on the margin. Standard. Offer 2 al't;'eaely 
has seve:cal curtailment provisions, mc.3t notably for periods when 
continued QF energy deliveries would result in negative avoided 
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costs. Moreover, we are inviting comment on SDG&E's proposal that 
the lSOO-hour ,curtailment provision Qeveloped for final Standard 
Offer 4 also be incorporated in Standard Offer z. Such a provision 
should further he:Lp the efficient integration of QF output into. the 
purchasing utility's system. 

We stre,ss that we do not discount the system operability 
objective in co.ncluding that standard Offer Z should be reinstated 
for SOG&E. The utilities are already required to. file various ' 
periodic repo.rtso.n QFs' system impacts, including quarterly 
roport~ o.f any invo.catio.n of either hydro, spill prieing o.r. negative 
avo.ided. co.st curtll,ilment. We are open to ~u9'9'o~t1on~ on furth~r 
repo.rting requirE~ents that could' document !and give early wa...--nin9'· 
o.f system constraints related to. QF ener9'Y,deliveries. This could 
be a to.pic fo.r the workshops on planning and coordination issues t~ 
fo.llo.W' the end o.f the co.mpliance phase o.t this proceeding. We 
expeet, ho.wever, that the develo.pmentand Use o.f co.ntractual 
performance condi-t:.ions, such. as SOG&E's proposed curtaillDent adder '. 
fo.r Standard Offer 2, can fo.restall: po.tential co.nstraints from. 
lDaterializing. 
c. Proposals ,. to, Change other Features of standard Qfter 2' 

1. Public §taft's P9§ition 
Public Statf favors reinstatement o.f standard Offer,Z, 

with o.ne qualification: Public Staff would not levelize capacity: ! 

payments to.' Standard otter 2 QFs when the purchasinq ~tility's 
Enercn Reliability Index (ERI) is less than 0.5. (A utility that, 

exactly meets its reliability t~9'et Wo.uld have an ERI of 1.0.), ',As.. 
PU})lic Statf envisio.ns this pro.posal, a Standard Offer Z QF that.' 

• ., I 

co.mes on-line durinq such a capacity surplus wo.Uld. receive fixed 
" but not levelized· capacity payments until the ERr hits 0.5; 

beginninq in t!l4.t year, the QF wo.uld receive leveliz~ capacity , 
payments. for the duratio.n o.f the co.ntract. 

PG&E and Ed.ison feel that Public Staf:":'s proposal has •• , 
lDerit but only partially 'mitiqates their co.ncerns. 'l'heir prima:ry: 
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posi tiQ,n is that Stand.ard. otter 2 shoula not :be reinstated. tor them 
until the~e is great~r certainty reqarding the success rate tor QFs 
alread.y unaer contract but not yet ~n-line .. 2l 

QF representatives support reinstatement o.f Stand.ard 
Off~r 2.. SFG/TJ/F would. reinstate the offer tor SOG&E and. for PG&E.~', 

which shows a near-term capacity need under certain dry-year 
assumptions (!~ee Exhibit 454), but not for Edison. IEP would 
reinstate Standard Offer 2 for all three utilities and. prefers a 
meqawatt cap- 1:0- the PUblic, Staff proposal.. However, IEP' believes 
that the pro~,sal His preferable to retaininq the suspension of so 
2 for some of, the limited number of firm QFs which may decide to 
proceed with project development or expansion. Some of these 
proj ects may :be relatively d.1:ttieul t to delay but would be lost ' . ", 

entirely (for p-eriods when alleged oversupply is no longer present) 
if only so 1 is available (e .. 9'.~ buildingcoqeneration in when a 
boiler must be replaced). H (IEP concurrent briet, pp.. 53-54.) 
Northwest Power Company (NPC) would also reinstate tor all three 
utilities. NPC says, -Without a ,wide range o.f choices,individ.ual 
circumstances reqarding teclmology, resources and financing could, 

. 2l PG&E and Ed.ison also. arqu4~ tor additional restrictions on 
Stand.ard Offer 2.. The chie'f o:! these,' supported also. by SDG«E, is, 
use of ~ second price auction ':0 allocateiavailable standard Offer 
2' capacl. ty.. We think these p:r:l,posals are! at least premat'W':e:, we . 
have carefully limited the reinstatement issues to, upd.atinC;.· . 
frequency, caps on availability, and capacity valuation. We have, 
n.2t invited a rethinking: of Standard Offel~ 2 methodology,· nor have 
PG&E and Edison CleonstJ:ated a .need to' d.e> so._ In particular ~ . 
PG&E's point that, in some circumstances,!Standard,otfer Z may be 
more attractive to QFs than ·flMl Standarl;i Otfer 4, does not. .. 
trouble us at. all. Each: standard offer s,erves· particular purposes: 
the relative attractiveIl,ess· WI.y vary at different till1es andtrom 
one QF to another. In aIJ.Y eVE!nt." these additional proposals,~e;" 
not properly before uSiif thE! utilities :wish to- renew them,'they 
should request such con~~ide:r:ation in the !biennial update 
proceeding.. . 
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limit otherwise economic development of QF resources." {NPC 
concurrent brief, p. 6.) 

We have decided very reluctantly not to reinst."te 
Standard Offer 2 for PG&:E or Edison. Standard Offer 2 i:> the. most 
illlportant of the short-rtm offers, and its continued SUS1?ension for 
any of tho utilities !sa serious loss·. We have already discussed 
some of the offer's advantages (see Section 11.8 above): IEP and 
NPC have correctly noted: others.. Other considerations t 1emporarily 
outweigh these ad".l'antage;s, at least for l?G&E and Edison. 

-. 

First,. the levelization feature of Standard Offer 2 is 
troublesome when the value of additional capacity is low. Block 
pricing and.. capacity values. adjusted by the ERI accurately convey .. 
the marginal valuc~ of c~pacity,. but this fine-tuned economic sig:c.aJ. 
is ~lurred by lev~~lization. We think' that levelization is fully 
~' I 

justified when the purchasing utility is. not too' far above or below . 
its reliability tc"U'get. 22 under current cireu:mstances,. where PG&E 

, . ," 

and Edison appear to exceed: their reliability targets substantially 
dUx-inq the deferrcl1 window,' ~d where this Commission is '~appling . 
with the problem of uneeono:m.ie bypass,. the s.i9nil:l9' of even a 
limited numJ)er of level.ized· contracts with QFs is unattractive tor 
those utilities. '.. . . 

Second, both PG&E and Edison have' many QFs, representing:: 
thousands ot megawatts, under contract but not yet on-line.. Many. 
o·f these QFs are prodncts o~ the interim Standard Otter 4 *qold 
rush,* and their dropout rate is still speculative. 1'0- reinstate 

22 I.evelized capacity payments result in a: moderately front;... 
loaded .payment stream tor Standard Offer 2 . OFs; all other standard 
otfers use ramped payments..; 'rhis teatureof Standard Offer 2' makes 
it well-suited to capital-intensive OFs (such as. waste-to-enercr.r 
projects) and perhaps also to- QFs withrescareh, development, and. 
demonstration aspects. Even. with levelization, Standarcl Offer 2 . 
has much less tront-loadinq than the. electric utility revenue 
requirement I;tre~ for a correspondlnqeapital investment. 
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Standard Otfer 2 tor these utilities now, with the present de9ree 
of uncertainty, may result in a very inaccurate pr~ce signal 
because the dropout r~te could well be much hiqher or ~ueh lower 

than current estimates. We believe that the better cours~ is to 
wait tor the next update, when better information will be 
available. 

Third, capacity valuation on the PG&E system continues to 
be problematic. 23 Exhibit 454 illustrates this. At the direction 
of the assigned ALJ, PG&E calculated ERIs for 1988 using the 
capacity value adjustment method, based on Loss of Load Probability 
(LOLP), that the Commission approved in PG&E's test year '1984 
general rate case and used in 0.86-11-071 to· determine capacity 
payments on PG&E's system. Pursuant to. that direction, PG&E 
combined assumptions from its current Energy Cost Adjustment Clause 
proceedinq with ,dry and average hydro year data.' 'I'he results. shoW' 
that under average hydro conditions, PG&E'sERI would be 0.22--in . 

other. words, the system would have capacity much. in exeess of the 
reliability target. 'Onder dry conditions, the ERI would! be l~il
in' other words, the syste~ would be capacity-short! Whatthis 

sU9'9'ests to us is that a reliability target based on LOU> or EUE,' 

which change exponentially in relation, to changes in load or 
capacity, may simply be too: sensitive for a system that, like 

" ! 

23 We will address in a later compliance phase decision the 
respective t.tilities' implementation of our orders on EUE targets '. 
and the ERI _ For present purposes, it is suf!icient to" note that 
disputes reqardingEdison's and SOG&E's implementation relate to 
input assumptions rather than. methodoloqy, while PG&E raises :both 
types of issue. 
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PG&E's but unlike Edison's or SOG&E's, depends heavily on an as
available (hydro) resource. 24 

Perhaps our chief motivation in suspending Standard otter 
2 was to avoid adverse impacts while we were developing a capacity 
value adjustment method in which we had full confidence. The 
likelihood that we will need one more iteration betore arriving at 
such a method for PG&E argues'strongly for continuing the 
suspension as to that utility, especially since Public Staff's 
mitigation proposal does not work if the underlying ERI is 
flawed. 25 

We conclude that.Standard Offer 2 should remain suspended 
for PG&E and Edison. We will reconsider the suspension during the ' 
resource plan update for ER-7. 

2. SDGiE's;Position 
Standard Otfer 2 should be reinstated tor SDG&E. We plan '. 

shortly to authorize SDG&E to make available two bloeks.of 
contracts, with SO megawatts. c:u:mulative' capacity in each block. 
The capacity payment to a OF that,straddles the two blocks should 
be computed according' to the proportion of the QF's mecJawatts 
within each block. .Where. a OF straddles the megawatt limit of the: 
second block, SDG&E shall use the same buffer allotment rule that ' 

I 

we approved tor tinal. Standard otter 4. (See 0.8.7-05-060, p'. :1.:t., 

24 Edison has :!i~ome hydro resources on its system but not nearly, ! 

to the same degre1a of dependence' as. PG&E. SDG&E essentially has, no ' 
hydro resources. : 

'!'he .CEe"s. LOLE reliability target belongs to the saJne . .wfaJUily"" 
of proba))ilistic' reliability ~easures as LOLP' and E'O'E, so. it':may , 
well exb..ibit similar sensitivity to input assumptions. . , 

, ' 

~5 T~at the capacity valuation dilemma persists tor PG&E is n2t 
due to.any lack of cooperation by PG&E,in. this. respect. Following' 
Phase!I, where w'e clearly directed that all three utilities . 
develop ,M EUE-~l!lsed reliabil:Lty target and ERI, PG&E produced a 
responsive and thou9b.ttul implementation'proposal. 
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The charact~ristics ot Standard Offer :2 are well-suited 
to a utility, such as SDG&E, that needs peakinq capacity. Also, 
the arquments tor continued suspension hard,ly apply to SI)G&E. The 
EUE-baseQ reliability target seems to yieldl reasonable results that 

closely parallel the results derived from the CEC's MAREL model and 
LOLE target. There is uncertainty regardirLq the QF clropout rate 
for SOG&E, as for the other utilities,. but,SDG&E has relatively. 
tewer QFs under contract. 

SDG&E itself favors reinstatem.en1; but proposes in its 
conew:rent brief that certain *contractual, satequards* that the 
parties' have jointly recommended for final' Standard otter 4 also be 

incorporated in reinstated standard Offer Z, and possibly also in " 
Standard o~ter~. Tbe most'important o~ ~~ese satequards appear to 
be increased curtailment rights and retin~ments to the QFMilestone 
Proce:dure. 'Xhese proposals appear attractive, but parties have not 
yet had an opportunity to consider them iri. the -context of Standard 
Ofters 1 and 2. We will therefore provide such opportunity tor 
comment. We emphasize that we consider SCG&E's proposals 'for
prospective application only; ~(istinq QF contracts are not 
affected. Also, our primary bu:s.iness at' ~s time is to· reinstate 
standard Otfer 2; if Stanaud Otfer 1 involves significant 

, . 
considerations unique to· that otfer" we w~~ll deter possible 
modification ot that otterto·t:ne update proceeding. 

certain other tasks must be -fin:Lshed :betore actual 
reinstatement. Our decision OIl, SDG&E's proposed E'O'E target,. ERIs, 
and capacity price schedules will follow ~t:¢ay's. decision shortly-
We note that there is some disa,qreem.ent as ,to- the resources assumed 

, *in'" for purposes of· the sehed'CLles. Accord.inqly, some revision to.' 
the proposed schedules may be tLecessary. 

Thought should also be given to, queue mana9'ement. ACCess." 

to the eontract blocks is tirst-come/tirst-served. The financial-
,. I • 

consequences ir .. ' establishing priority are. considerable. Thus,,: t:.he 
• I 

utility needs to specify, clearly and :Ln:advance of contract 
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availability, what actions the QF needs to- take in order to 
establish its priority. We will require SOG&E to file a proposal 
for queue ~agement, and will allow comment by the other parties. 
We believe that SDG&E's proposal should follow qenerally our ., 
principle in the second price auction regarding required contents 
of bid packaqes. (See 0.81-05-060, pp. 9-10.) Basically, there 
should be relatively few requirements in order to- establish 
priority, but those tew should be objective and riqidly enforced, 
with no Wqrace period' (i.e., n~ opportunity to fix an incomplete 
submittal so as to relate back to the date of initial tender: 
priority is established as of the date that a complete submittal is 
in the utility's hands). 

xxx. BeMi»ing Matters Dgring-the Compliance Phase 

Commen't$ of other parties _on SDG&E's proposals for 
Standard Offers 1 and- 2 shall be tiled no~ater than November 18, 
1987. SDG&E shall file its -proposal- for queue manaqement in 
connection with ))lock pricinq no- later than November 18., 1987, atll:l. 

other parties may also' file_ comments on this issue. at that time. 
I 

A third interim. opinion will follow today"s decision. 
shortly. The third interim opinion will deal with'the remaininq 

, , 

pricinq issues. (capacity valuation, variable ener97lr pricinq) and 
miscellaneous contract provisions tor final Standard Offer 4 
(essentially, the jointly sponsored provisions in Exhibit 446 and 
the alternates supported. by PG&E' and IEP) ~ 

The tinal compliance phase opinion will complete the 
implementation of t'inal-5tandard Otfer 4 and reinstatement of 
Standard Offer Z for SOO&E.lt will' contain the full discussion of 

.1 I" 

planning' assumptions, CEC/CPTJC coordination, updating' proeedure~ " 
and adders that we have deterred from today"s decision. The f1Ml:, 
opinion should be iss1led:r.;ate in theiyear .. 
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Many parties have suggested workshops on many topios, and 
we agree that workshops oould be helpful. At the moment, the most 
timely topic, because of its us~fulness for ER-7, would be the 
creation of a joint terminology tor use in the ERs and resouroe 
plan updates. We sU9gest that the ·staffs of the respective 
oommissions produoe a joint dratt and schedule a workshop· to 
receive input trom interested parties. The statts should also 
consult on the scheduling and priorities tor workshops on other 
topics, although many of these should probably be reserved until 
atter our final complianoe phase opinion .• 

rv. bSPOD§~ to 'CogentS on' ALl's Proposed ~isism 

Pursuant to Public Utilities Code Section 3-11 and to our: 
Rules ot Praetice and P%'ocedure, the Proposed Decision of A!.:J Kotz 
was issued before today's decision. Six parties (the CEC, Public 
Statt, PG&E, Edison, SFG/TJ IF, and IEP) tiled comments on the 
proposed decision, and we have made:a few modi:fioations in light of, 
those comments. The modifications are nonsubstantive (either 
strictly procedural or clarifications of, the proposed deoision), 
and they are found in Section I.S ... 4.:e., Conclusion of Law 4, and 
Ordering Paragraphs. 2 and 3- of today's decision. 

Several parties suggested workshops on various .,. 

implementation issues that they have identified' in connection with 
the resource plan update procedure.. . We aqree that workshops should 
be held and will address. this matter specifically in our final 
complianoe phase decision. 

The comments of IEP are eftectively'a motion to set aside 
submission and to take additional testimony (on SOG&E" s resource 
plan). IEp· says that after the close of hearings, SOG&E tendered a 

. \' .. " 

Notice of Intention: (NOl) relating to: SOG&E's test year 1939' 

qeneral rate case, and that this dOC'Wll.ent shows (1) that abaseload 
I . 

purchase of 75 megawatts in 1989 would :be cost-effective,. and 
< , 
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(2) that 200 megawatts of combined cycle generation passed the 
iterative cost-effectiveness test in 1995, which is the last year 
olf tbe "deferral window" in this procee~ing _ IEP notes that these 
resolJrces are potentially avoidable tor purposes of final Standard 
Offer 4, and that SDG&E's conclusions in its NOI differ 
significantly from those reached in its testimony in this 
proceeding. For these reasons, IEP says the record herein should 
be reopened. 

We reluctantly deny IEP's motion. Ideally, the utility 
itself would seek reopening when a change in planning assumptions 
(here, IEP suggests, lower assumed heat rates for the combined 
cycle resource) yields additional avoidable megawatts. This seems 
fair and appropriate, since we have already authorized utilities 'to 
mociify their needs assessment dOwnwards after close of the record' 
(to reflect a newly concluded power purchase, see 0.87-05-060, 
p.46). But the first time through a new procedure is never 
carried out ideally. Moreover, we already have a full slate of 
post-compliance phase QF-related matters t~ contend with, as well 

, I 

as ER-7. At the next biennial update, which will mark the, first 
full cycle of CEC forecasting coordinated with QF proeurement,we 
expect the utilities to have fully integrated the cost
effectiveness showing for this proceeding in their own resource 
planning process. 
ZiDSlinqs of PAct 

1. The CEC adopted its current ER (ER-6) in December 1986. 
2. None of the CEC-based planning scenarios filed by the 

utilities, and none of the alternative scenarios, dis~loses a cost
effective base load or intermed'iate resource'over the next eigh.t 
years. 

3. Utility participation in studies of potential power plant 
projects is useful in developing the,utility's resource plans. 

4. In a CPCN proceed'ingfor, a 'transmission project, all 
benefits claimed for'the project 'are considered" including the 

, . 
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project's cost-effectiveness when all potential purchases are taken 
into account. 

S. One of the chief goals of the resource planning process 
is te· fairly compare the benefits and detriments pertaining to each 
type of resource option. 

6. SOG&E, but not PG&E or Edison, needs significant 
additional capacity over the next eight years. 

7. SOG&E's need appears to be prE~dominantly for peaking 
capacity, which is not deferrable by QF~ •• 

s. The refur~ishlnent of Silver Gate by SOG&E appears 
consistent with ER-6. 

9 • SOG&:E's proposal to make a lon.q-run offer to QFs at this 
time would use a projection of short-run marginal costs rather than 

the long-run marginal cost methodolO9'Y ]~reviou$ly approved for 
tinal standard Offer 4. 

10. The primary source of the dif:rerences in long-term. need 
asse~;sment between SDG&E and the CEC is1 their respective treatment' 
of conditional RETO. 

11. The CEC and CPtTC staffs are j:oint1y revisinq the Standard 

Pracl:ice Manual. The revisions are intended in part to permit more 
direct comparison of supply-side and de:mand-side resource options 
than is possible with the current manua:1. Some revisions are 
plan:tled to be ready in time for use with ER-7~ 

12. Under the current. methodo1~ for final Standard Ofter 4~, 
conslervation and load manaqe:ment resources are not deferrable by 
QFs. 

13. Under the current methodology for final Standard Offer 4, 

nondeferrable resources that are· cost-E!I!fective :may be included in' 
a utility's resource plan. Non-cost-effective resources are not' 
deferrable by QFs and are not includable in :resource· plans unless . 
their inelusionis supporte~ by expressl re9"~latory policies. 

• I 

14. TheCEC is uniquelyquali~iecl to jiudqe the impacts of its 
buildinq and appliance effieiency stanclards." 

- 4> -
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15. Utility conservation and load management programz require 
funding authorization from the CPUC. The CPUC should make clear 
its short-term and long-term polieies ~odied in its authorization 
decisions so that the CEC ean take appropriate account of those 
policies in the ER. 

16. The absence of enerqy-related capital costs, and not the 
complexity of devising appropriate contractual operating terms, is 
the primary basis tor not authorizing a peaker-based long-run 
standard offer. 

17. Short-run QF pricing will be equal to or less than the 
utility'S long-run marginal cost whenever the utility would not ade 
a baseload or intermediate resource. 

lS. It is desirable for purposes o,f least-cost planning that 
QFs be allowed to compete against non-QF scllersot electricity t~, 
California. However, such competition.must be lllade to· dovetail 
with the negotiation process so that nelither QF nor non-QF sellers 
gain unfair advantages. 

19. To maximize benefits from QFs, and t~ perlllit real 
competition between QFs and non-QF sellers, the resource plan 
proceeding :must deal not only with. avoiding new power plant 
construction but also with filling theiutility system's 
disaqqreqated resource need, whiCh is basically what a power 
purchase should do. 

20. SUfficient flexibility can be built into tinal standard 
Offer 4 to respond to disagqregated sy:!;.tem needs. 
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21. The usc of IERs to calculate cnerqy payments to QFs 
ensures that such payments consider periods when oil/gas-tired 
generation is not on the margin. 

22. Standard Offer 2 is well-suited to SDG&E's current needs. 
Standard Offer 2 does not avoid new resources but rather :backs down 
existing resources. This is the least-cost strategy whenever a 
utility would not incur energy-related capital costs. 

23. Block pricing and an overall megawatt limit, together 
with clear and objective queue management rules tor establishing 
priority, are adequate safeguards to, justify reinstatement of 
Standard Otfer 2 for SDG&E. 

24. The resource plan update proceeding instituted on a two
year cycle for final Standard Offer 4 provides a :better forum than 
tho gcnor~,l r",to caso to est:lblish tho capacity price schedules 
needed for Standard Otfer 2'. 

25. The levelization feature of Standard Offer 2 capacity 
payments o:bscures the marginal price signal conveyed by the ERr ane 
block pricing. This is a concern when utilities appear to have 
capaeity substantially in excess of their reliwility targets (as 
is the ease with PGScE and Edison) and uneconomic bypass may be 

occurring .. 
26. The continued uncertainty regarding the QF dropout rate 

and capacity valuation on the PGScE system also j ustity continuing 
the suspension ot Standard. Offer 2 for PG&E .. 

&onclysiQ'DS of Law 

l. Final standard Offer 4, unlike interim Standard Offer 4, 

is based on avoidable resources and not on a projection ot short-; 
run ID.a%'g'inal costs. 

2. No final Standard otter 4 contracts Should be made 
available to QFs at this time • 
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3. Pursuant to the biennial update procedure for final 
Standard Otfer 4, the question of avoidable resources should next 
be reviewed in connection with ER-7. 

4. If PG&E, SDG&E, or Edison seeks authority to develop a 
new resource (including any proposals for demand-side management 
proqram funding) in an application filed beforo'the next resource 
plan update, the filing should include the applicant's etC-based 
scenario and its preferred scenario (if any) from this proceedinq. 
The applicant can also use additional scenarios with more recent 
assumptions to support the requested authority: however, the 
applicant must explain and justify deviations from the planninq 
assumptions on which it chose to rely in the most recent resource 
plan proceeding. 

S. Standard Offer 2 should be reinstated for SDG&E but not 
for PG&E or Edison. 

6. The reinstatelllent o:l! Standard Otfer Z for SDG&E shOuld be. 

accompanied. b:r a cumulative limit on new contracts signed. before 
the next resource plan update of 100 meqawatts. These contracts 
should be allocated in two· successive~ separately-priced blocks~ 
with SO meqawatts cumulative capacity in each block. ~he capacity 
pa)'lnent to a OF that· straddle~io the two' blocks. should be computed 
according to tho proportion o:~ the ·QF's meqawatts within each 
block. Where a OF straddles the megawatt limit of the second. 
block, SDG&E should use the same buffer allotment rule approved in 
conjunction with the final Standard Offer 4 auction. 

7. The reinstatement of Standard. Offer 2 for SDG&E Should be· 

stayed pend.ing (1) approval of SDG&E's reliability'target,and 
(2) review of comments on queue management and SDG&E's proposals .' 
for use of certain contract provisions also under consideration for 
final Standard Offer 4. SDG&E's proposals, reqarding Standard 
Otfers 1 and Z are con.s.ideredtor prospective application only:
existing OF contracts are not affected. 

.: 
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8. Although SOG&E will not have any final Standard Offer 4 
contracts avail.~le to, meet its capacity needs at this time~ SDG&E 
management is not otherwise inhibited by today's decision from 
pursuing the resource strategy it deems to be in the best interests 
of the utility and its ratepayers. 

9. ~his'order should be ~de effective'today in order to 
expedite resolution of issues in the implementation of final 
Standard Offer 4 and the reinstatement of Standard Otfer 2!. 

SECOND JOfl'ERIK ORDER - CQKpI,TNKZ PQSE, 

IT' IS ORDERED that: 
1. Approval of the ,tinal StandardOtfer 4 compliance filings 

ot Pacific Gas, and El.aetric ComP4%lY (PG&E), san Diego. Gas : & 
Electric Company (SOG&E), and Southern california, Edison Company 
(Edison) is deferred to the final decision' in the compliance phase~, 

2. No final Standard Offer 4 contracts shall be made 
available by PG&E, SOG&!, or Edison before,' further order of the' 
CO:ml!lission. ~he motion of Inclependent Energy Producers ASsociation" 

, ' 

to reopen the record for further testilnonyon avoid~le resources. ' 
is denied. 

3. 
I 
I 

If PG&E, SDG&E, or Edison seeks authority to- develop:a 
" I • 

new resource, (including any proposals for demand-side management 
proqr~ funding) in an application filed be tore the next resource' 
plan update, the tiling shall include the applicant's'CEC~based 

, . r 

scenario and its preferred scenario Cit any) from. this, proceeding.,' 
, I 

The applicant ean also use additional scenarios with more recent ' 
asswnptions. t~ support the requested authority~ however, [the 
applicant shall explain and'justify deviations from. the planning 
assumptions oawhicb it chose to rely in the most recent update 
proceeding. 

4. The suspension of Standard, Ot~er 2 for PG&E and Edison.is .. 
continued pending furth~r ;rder of the Co:ml!lission.. ; .. 

, I 

, I 
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s. Standard Offer 2 shall be reinstated for SDG&E, subject 
to conditions and upon consiceration of further comments, as 
described in conclusions of law 6 and 7. 

6. SDG&E shall file its proposal for queue m~nagement in 
connection with block pricing no later than November 18, 1987. 
Other parties may also file comments on this issue ~Lt that tilne. 

7. Comments of other parties on SOG&E's proposals for 
Standard Otters 1 ana 2 shall be filed no later than November lS, 
1987._ 

This order iSlet-fective today .. 
Dated NOV 61987 , at San Francisco, california •. , 

- SO -
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APPENDIX A 
Page 1 

:,tMle ot Agonyms and AbbrcviatiMs , 
This table contains an exPansion of eaen acronym ana 

abbreviation used in today's decision. Following the expansion is 
a reference to· the section in the body of the decision where the 
acronym or abbreviation first appears. . 

AI:! ACllninistrative Law Judge (po. 1) 

California Energy Commission (I) . 

S~e RElQ. (I.B .. 4 .. a) 

><. \. 

etc 

Conditional RETO 

co~ Project 

CPCN 

CPOC or Commission 

D_ 

Edison 

ER 

ER-6 

ER-7 

ERI 

E1::rE 

I. 
, 

IEP 

1ER 

california-Oregon transmission Project 
(I.A .. 2) . 

'. 
Certificate of Public Convenience and 
Necessity (I .. A .. Z)· 

california Public.Utilities co~ssion 
(I.A.1). 

:Decision Cp. 1) 

Southern California Edison Company eI). 

Electriei ty Report eI) 

The Sixth Eleetrieity Report (I),. the CEC'S:" 
most recent adoptedER. 

the Seventh Electrieity Report (I.A), now 
in,; preparation . 
,I' - " .. '. 

Ener9Y Reliability Index (II.C.l) 

Expected unserved Energy (I.~.4 .. a) 

Order Instituting' Investigation (I .. B..,4~e): 

Independent Energy Producers Association . 
(I .. A.1) . 

1ncrelD.ental Energy Rate (Io.B .. 2}· 
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LOLE 

LOLP 

MAREL 

NOI 

NPC 

PG&E 

P1lblic Staff 

QF 

RETO 

SDG&E 

SFGfO/F 

APrmmIX A 
Page 2 

Loss of Load Expectation (I.S.4.a) 

Loss ot Load Probability (II.C.l) 

MUlti-Area Generation system Reliability 
Model (I.B.4.a) 

Notice ot Intention t~ tile an applieation r 

e.g., for a general rate ease (IV) 

Northwest Power Company (II.C.l) 

Pacific Gas and Electric Company eI) 

PUblic Staff Division of the CPOC (I.B.3) 

Qualifying Facility eI) 

Reasonably, Expected to Occur (I .. B.4 .. a) ;. 
wConditional RETO" is used by the CEC to 
designate conservation and load, management, 
programs deemed desirable but awaiting 
additional regulatory approval. 

San Diego Gas &' Electric Company (p. 1) 

santa Fe Geothermal,· Inc., 'Onion O'il 
Company ot cali~ornia, and Freeport-McMora.."1 
Resource Partners (I.A.2) 

(END OF APPENDIX A) 

.. ~~. .f" 



• 

• 

• 

A.82-04-44 et al. AtJ/SK/jt 

" /1 
SUbiect / 

SECOND INTERIM OPINION - COMPLIANCE PHASE: I 
AVOIDABLE MEGAWATTS, REINSTATEMENT i l ' 

rNogx 

OF S'I"ANDI\RD OFFER, 2 ................................... J~: ................ . 
II' 

'.' I. Avoidable Resources ••••••••••••••••••• 1;: ...•.....•••.• 
A.' PG&E and Edison ••••••••••••••••• ~ ••••••••••••• ~ •• 

1. Edison's SUpply Assumptions ~ •••••• - ............ . 
2.. Peace River site, c' ............. /. .... ' ....................... . 
3. PG&;E's Selective Reliance ;cin ER-6- ................... .. 

B. SDG-&E ................................ *I- ........................... e' ...... .. 

l. CE.C"s Position .......... ./'. ................................ , .. . 
2. SOG&E's position ••••• J~ ••••••••••••••••••••••• 
3. Other Parties' Positions ............................ . 
4 D " I 

• a:s~~:l.~~t~·o;~;iPi~~i~q·;.;;;;Pti~,;;·:::::: 
~. conclusions·onfPlanninq Assumptions ....... . 
c. The Debate~er Avoidable Resources ......... .. 

/ 
/' 

1 

2 
3 
S
o 
9 

lO 
lO 
11· 
l3 
15-
15: , 
19': 
22': 

d.. ConclusionsjOn Avoid.a]:)le Resources ........ . 
e'. Where We Are. Heac1ing" ..... - ............................ , 

, /, . 

26 
29 

II .. Rf~l.nstatement of, stand.ard. otfer 2 ............. ' ......... ' ..... .. 
A.. Improved Cap'aei#y Valuation and 

upclat1nq ProeeclUre .............................. _ .................. , .. _ .. . 
B~ ~he. CEC"'S Posi'tion e .................... e ........................... .. 

c. Proposals to Chanqe Other Features 
ot Standard otter 2 ..... ~ ... ' .................... ., ...... - ....... .. 
1. PU))lic ft' s Position ............................. ' .. .. 
2 e· SOGtcE' s Position ............ e· ............. e ............... . 

III. ~~ininq M~ters During the Compliance Phase ••••••••• 

Find.inqs ot Fa~ ............... , ............................... , ............ . 
Conclusions or/~w ....... ' ............................... ~ ................ ': ... 

. I 
SECOND IN'I'ElUM ORDER - COMPLIANCE PHASE .................................... . 

APPENDIX j 
,I 

.,> 

- i -



• 

• 

• 

A.S2-04-44 at ala ALJ/SK/jt 

Following Oecisior.l (0.) 87-05-060, our first interim 
compliance phase opinion, in which we dealt with certain pricing 
and bidding issues, we held further hearings in this proceeding in 
June and July. These hearings concerned resource planning and' 

" contract drafting for final Standard Offer 4 and ~9ssible 
reinsta~ement of Standard OJ~ter 2. Today's deciSion addresses only 

/ the mos'e pressing ot these issues.. We find. ClI) that thero are 
/ 

presently no avoid.able rosources for pUrP0GOZ of final S~<1 
/. 

Offer 4,· and (2) that StandiU'd Offer 2' should be reinstated tor san 
D~e~~ Gas & Electr~e Company (SDG&E)~ 

x. Avoidabl~ 'Res0UXges 

. Final. standard. Offer Ls " simplified ~einer"tion 
. / • i 

resource plan methodology;- ',ee 0.85-07-022 .. ) We pr1escntly 
implement this methodology th%ough review' of· utility resource plans 

.. / ,II- • • .: 

based on assumpt40ns from the then-current Electr1c1ty Report (ER) 
/ . 

ot. the ,california Ener9Y/CCIlnl!lission (CEC) and such alternative 
planning scenarios as the utility 'may wish to present ~ order to 
test the ~ffect of underta£nties in'the ,forecast. O~ review , 
determines whether,)f0r each utility applicant r there are any 
"'avoidUble*'genera'tion resources (including construction by the 
utility and powe~purc:hasetJ. from others) _ :r:~ we ~ind such 
resources, we wo'uld direct: that utility to make a final Standard 
Offer 4 avail~£le for bid.ding by Qualifying Facilities (QFs).. 'the 

I . ... . . 
n1JJllber of i~"wo.tts 11> the otter, and the ·base pr~ee tb.at W" must 

/ 
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contribution to its resource needs during the eight-~e~ deferral 
window. conceivably~ a utility might want to add small increments 
(e.g., 20 megawatts) of baseload or intermediat~eneration in each 
year. Such a pattern would probably be hard ~achieve through new 
construction or power purchases from non-Q~llerS but teasible 
through final Standard otter 4. The fixe~ costs of the capacity , 
could be derived from generic cost data ~or baseload (probably 
coal-fired) and intermediate cprO~abl;/,60mbined cycle) plants, 
similar to the cost-effectiveness t~ting p~rformed by SFCro/F in 
Exhibit 432'. 'the utility could pr/Pare a list of desirable • 
performance features~ price them)Gut separately, and treat them as 
adders or'sub~actors, dependi~<]on what the specific QF can :, 
provide as compared. to the ~avoided generation resource. SDG&E is: 
probably the farthest along, of the utilities in the clisa9greqated: 

, ' 

valuation of performance :eea.ture!~. Line loss caiculation and ' 
interconnection costs' cd also, ~ made, QF-specitic and the price' :, 
adjusted by reterence t£. the corresponding characteri~tics ot thi 
avoided. capacity addition. 17 ' 

Di5aqqreqaled resource' need may entail more speculative' 
price estimation tli'an the avoidable plant, although. this. is by n~' ',,' 
means clearly so.! We tb.ink that,. in any case, the resource plan/I, , 
proceeding conta~ns important safeguards: utili ties would :lot :b~ , 

able to :till de need,.. either through. QF purchases or their' own :! 

17 Som' assumptions.would have to be made on the approximate 
location" of the a~oidec1. plant or purchase. The transmission
relatedf' benefits and costs' of specific QFs, as in the ease ,of 
performance features,. may be. higher or lower than those ot the 
avoidea resource. The line loss question bas been' addressed. in 
workshops in 19'8.3- r and PG&.E has: made recent proposals to enable :QFs' 
to calculate their interconneetioneosts. These issues should be 
taken up in our investiqAtion of' transmission syste.moperations: 
(I.,S'4-04-077) following the tinal decision in the compliance pliase, 
herein. 

I 
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efforts, if they propose unreasonably low prices; while the cost
effectiveness standard effectively caps the price.for wh' h QFs 
could argue. 

A final point on avoidable resources conce s associated 
transmission costs and constraints. There is gene al agreement 
that rOGourco planning mu~t conGidor ~1eAl eo traint~ of tbo 
existing transmission system a~fecting its abi ty to handle energy 
from a planned resource addition, and we have already addressed the 
question of what transmission reinforcement resulting from the 

.avoidable resource are 'inclUdable in avoi d cost. (D.87-05-060, 

pp. 29-31.) The Bonneville Power A . . tration's Intertie Access 
policy is another type of constraint. at· affects the access of 
california utilities to energy sel rs in the Pacific Northwest. 
The CEC and the CPOC.have both.cr'ticized the anti-competitive 
impacts of this. poliey. For poses of ~inal Standard Of~er 4 we. 
think the !,ioliey should be ign In other words, it should be·. 
asswned thJ"t california util' ies have access, u~ to the limits. of 
existing' t~:,ansmission capac ty and upon payment of any appropriate 

wheeling charges, to surp s energy and capacity in the Pacific 
Northwest. To recogniz the policy in this proceeding would give 
full scope to its anti competitive impact, effectively limiting 
california's options as to· both QF and pacific Northwest 
purchases. 

Reinstatement or standard Otter 2 

ard Offer 2islimited.to QFs that commit. to provide 
firm capac it The offer has energy payments based on the 
purchasing tility's short-:run marginal operating costs, and 

yments based on the full annuali~ed fixed costs of a 
cOmbuSt c"'\ tUrbine. The capacity payments are levelized over the 7 the contract. which can be as much as ;)0 years. 

31. -
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Many parties have suggested. workshops on many topics, and 

we agree that workshops could. be helpful. At the moment, th~·most 
,r' 

timely topic, because of its usefulness for ER-7, would be/the 
creation of ~L joint terminology for use in the ERs and. ~ource 

/' plan updates.. We sU9gest that the statfs ot the resJ2ective 
commissions produce a jOint draft and schedule a wor~bop to 

,/ 
receive input from interested parties. The staf~ should. also 
consult on ~le scheduling and. priorities for Wo/kshOpS on other 
topics, although many ot' these should probab11 be resel:'V'ec. until 

after our fi:nal compliance phase OPiniOn/' .' 
'Findings ot_Fa~ I 

1. The CEC adopted. its current ER (.eR-6) in December 1986. 
2. No,ne of the CEC-based planning scenarios filed by the , 

" I utilities, 12.n4 none of the a11:orna.tfoa lSK:ona~ioe, diseloS4!:S a coz,t-
effective l:>a,seload. or inter.mediate'resource over'the next eiqht 

years.' /: 
3. Utility participati~ in studies of potential power plant 

projects is-useful in develop'~n9' the utility"s resource plans .. 
4.. In a CPCN proeeeding for a transInission projeet, all 

benefits claimed for thepfoj~ct are considered, including the 
project's cost-effectiveness when all potential purchases are taken: 
into, accoun·~. I' . : 

5.. O:oe of the chief goals ot the resource planning process 
is to tairly compar~the benefits and detriments pertaining to each 

. I. 
type of.resource option. 

6. SDG&E, ~ut not PG&E or Edi~on, needs siqnit1eant 
additional 'capacity over the next eight years. . 

7. SDG&~Sneed appears to- be predominantly for peaking 
eapaci ty, "IIrhieh. is not aeferrable. by QFs. 

s. ~h' refurbishment of Silver Gate by SDG&E appears ' 
consistent :;J'i th ER-6. .! 

9. /SDG&E'S proposal to- make a l~ng-run ofter to- QFs at this i. 
time woul<:! use a projection of short-run :marginal costs ratherthanl,: 

I f 

/ i 
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the long-run marginal cost methodology previously approved for , 
final Stand.ard, Offer 4.. ,/' 

10.. 'I'he primary source of the differences in loni-term need 
assessment :between SDG&E and the CEC is their respective treatment 
of conditional P.E'I'O.. ./~' 

11.. 'the CEC and CP'O'C staffs are jointly "re'vising the Stand.ard.· 

Practice Manual. The revis~ions are intended/in part to ~rmi t more 
direct comparison of supply-side and deln~c?side resource options 
than is poss~le with the current manua:lJ,( Some revisions are 

~;'i 

planned to :be ready in tim.~~ for use with. ER-7. . ~ 

12. under the curren~: methodology for final Standard Otfer 4,. 
I 

conser.ration and load manal3'ement resources are not deferrable :by 

QFs. ../ 
13. 'Onder the current me.thodology for final Standard Offer 4, 

nondeferrable resources tba~~re cost-effective may be included in 
r . 

a utility'S resource plan~1 Non-cost-effective resources are not ' ,. 
cleferrable :by QFs and are/not· includable in' resource plans unless', 

. ~ 

their inclusion is supported by express requlator,y policies. 
14. The CEC is ;uniquelY qualified to: judge the impacts. of its 

building and appliance efficiency standards. " 
,:1 ! ' 1 

lS. 'OtilitYfconserv~tion and load management programs require 
funding authorization from the' CPT.1C~ 'I'heCPO'c should make clear 
its sbort-termi~d long-term policies embodied in its authorization 
decisions so that the CEC' can take appropri~te account of those 

l 
policies in ,the ER. ,. I 

16--; ';'he absence of energy-related capital costs, and not I~e 
complexity' of devising appropriate contractual operating terms I is, 

, . . 

the primAry basis for not authorizing a peaker-~ased long-run 
..' 

standard offer. 
,17. Short-run QF pricing will be equal to or less than the . 
. , I 

util.!ty's lonq-run marginal cost whenever the utility would no~ add' 
,~ I .) I 

a :baseload or intermediate resource. I " " 
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lao It is desirable for purposes of least-cost planninq that 
QFs be allowed. to cOl:lpete aqainst non-Q:Tt sellers o,f electricity J,to 
california. However, such eompeti tion must be m~d.e to- d.ove~a-:rf 
with the negotiation process so that neither QF nor non-Q~~ellers 
gain unfair advantag/~s. ' , / 

19. To maximizte benefits from QFs, and to permit real 
eo~petition between QFs and non-QF sellers, the r~uree plan 
proeeeding must deal not only with avoiding new~wer plant 
construction but als~ with filling the utilit~system's 

/ . 
disaCJqregated resource need, which is basica'lly what a power 
purchase should do. ~ 

20. Sufficient flexibility can belbuilt into final Standard 
Offer 4 to respond to- disagc]rcgated s/stem needs. 

/ . . . 
2l.. Resource plannin<] :must consl.der physl.cal constral.nts of,' 

the existing transmission system~ffeeting the system's ability to:, 
handle energy from a planned resource addition. However, the 
Bonneville Power Administraticin's Intertie Access policy is not a 
physical constraint.. For p~ses o~ final'Standard. Otfer 4, it: 
should be asswned that c;J'fornia utilities have acceSs, up to the 
limits. of existing transmission capacity and upon payment of any I 

appropriate wheelinq darqes, to surplus. energy and capacity in th~: 
Pacific Northwest.. If " 

22. The use ot IERs to calculate energy payments to OFs 
·ensures that sucn!payments consider periods when oil/qas-fired. 

I ' ' ' 
generation is not on the margin~ 

I , 

23. Standard Offer 2 is well-suited to SOG&E's current needs. 
Standard. Offef. Z does not avoid new resourCes but rather backs dow' 

/ 
existing resources.' This is the lea.st-cost strateqy whenever a. 
utility wo~ld not incur energy-related capital' costs. " 

24.1 Bloek priCing: and an overall megawatt lilnit, toqether ! 

with clfear and objective queue management rules for establishing: 
i ' . 

priority, are adequate safequards to justify reinstatement of '; . 
, I 

Standard Offer 2 for SDG&E • 
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/ ..... 
25. The resource plan update proceeding instituted on ~two

year cycle tor final Standard Offer 4 provides a better t~ than 
/' 

the general rate case to establish the capacity price sehedules 
needed for Standard Offer 2. /1' 

26. The levelization feature of Standard otter 2 capacity 
paYlnents obscures the marginal price signal con.v"yed by the ERI ~d 
block pricing. This is a concern when utili~s appear t~ have 
capacity substantially in excess of their rCliabilitj~ targets (as 
is the.case with PG&E and Edison) and ~e{onomic bypass may be 

oecurrl.ng. / 
27. The continued uncertaintYJregarding the QF dropout rate 

and capacity valu~.tion. on the PC&EI'system. also justify continuing 
the suspension of Standard offe~ for PG&E. 
concl'UsiQns ot La'-r /. 

1. Final Standard Offer 4, unlike intertm'Standard Offer 4, 
is based. on avoid~Lble reso~ces and. not on a proj-ection of short-' 
run marginal cost~;.1 . 

-' 
2. No final staJ;ldard Offer 4 contracts should be made 

available to QFs at ttCis time. . 
3. Pursuan1: /0, the biennial update procedure for final 

Standard Offer 4 }lithe question of avoiclable resources should next·" 
be reviewed. in colmection with ER-7. -

4. It ~E,. SOG&E, or EcU.son seeks authority ,to develop- a 
new resource}-n a:n application filed' before. the next resource plan 
update, th7'f~lin'3' should. include the applicant's. CEC-based 
scenario ~d its preferred scenario, (if any) trom this proceeding
The app;tcant can also use adclitional scenarios with more recent , 
assump'bions. to support the requested authority; however, the . 
apPli~t 'must explain and justify deviations: from the planning 
asswtptions on. which :it chose to, rely in the most recent resource,' 

f I 

~lan ~roeeedinq_ I 

/ 'S. standard otfer 2' should. be reinstat~d. for SOG&E but not. 
~r PG&E or Eclison. ' 
; 
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15. Utility conservation and load management pr require 
fundinq authorization from the CPOC. The CPOC should ~e clear 
its short-term and long-term policies embodied in it~authorization 
decision.s so that the CEC can take appropriate acto t of those 
policies. in the ER. . 

16. The absence eft energy-related capital costs, and not the 
complexity of devisinq appropriate contractual peratinq terms, is 
the prilllary basis for l'llot authorizinq a peake -based lonq-run 
standard, otfer. 

17. Short-run QF pricin9 will be equ to or less than the 
utility's lonq-run marqinal cost wheneve;tthe utility would not add 
a baseload or intermediate resource. / 

18. .It is desirable for purposes/of least-cost pl~q that 
QFs be allowed to compete aqainst no -QF sellers of ele~ricity ~ 
california. However, such compe1~i on must be made to dovetail 
with the neqotiation process so at neitherQF nor non-QF sellers 
qain unfair advantaqes., 

19. '1'0 maximize benefits from QFs, and to permit real 
competition between QFs and 
proceedinq must deal not 0 

construction but also with 

n-QF sellers,. the resource plan 
with avoidinq new power plant 

fillinq the utility system's 
disaqqreqated resource ne d, which is basically what a power 
purchase should do. 

20. Sufficient f xibility can be built into final Standard 
Offer 4 to respond t~ disaqqreqated system needs. 

21. Resource p anninqmust'consider physical constraints of 
the existinq transm' ssion systemaffeetinq the system's ability to. 
handle energy from a planned. resource addition. However, the 
Bonneville Power aministration's,Inter:tie'Access Policy is nota 
physical constr nt. For purpol~S of final Standard Offer 4, it ., 
should be ass~d that california utilities have access, up to. the.:' 
limits. of exiJinq transmission eapacity arid-upon ~y.ment Of· any . ' 

- 46 -
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// 
// 

~. The reinstatement of Standard Offer 2 for SOO&E should be 
accompanied by a cumulative limit on new contracts ~ed before ,. 
the next resource plan update of 100 megawatts. jrhese contracts 
should be allocated in two successive, separat~{y-priced blocks, 
with 50 megawatts cumulative capacity in ea¥bloek_ The capacity .. 
payment to· a QF that straddles the two blQCKs should Pe computed 
according to the proportion of the QF'~gawatts within each ' 
block. Where a QF straddles the megawatt limit of the second . / 

block, SDG&E should use the same bufter allotment rule approved in 
conjunction with the final standara Otfer 4 auction. 

7 • The reinstatement of standard Offer 2 for SOG&E' should be· 

stayed pending (1) approval.otl'SDG&E'S reliability target, and' 
I • (2) review of comments on ~ue manag'exnent and SOG&E's proposals 

for use of certaincontracl provisions also under consideration for 
final Standard Offer 4. IsOG&E'S proposals regarding standard 
Offers 1 and 2 are con.idered for prospective application only: 
existing' QF contracts/are· not affected. 

8. 'Although /DG&E will not have any final Standard Offer 4 <. 

contracts availabf:o. meet its: capacity needs at this tilne, SOG&E' 

management is ngt otherwise jnb'ibited by today's decision from ' 
pursuing the r~ource strategy it deems to ):)e in the best· interests!: 
of the uti~l' I,and its ratepayers.. .. : 

9. 'r s order should be made effective today in' order-to. 
expedite Xj solution of issues ~~. the ilnplementation ot final . 
Standard ffer 4 and the rei:c.statement of standard Offer 2 .. 

;;";47 



• 

• 

.. 

A.82-04-44 et al. ALJ/SK/jt * 

appropriate wheeling charges, t~ surplus energy and capaeity 
Paeitie Northwest. 

22. The use ot IERs to calculate energy payments t QFs 
ensures that such payments consider periods when oil/q -tired 
generation is not on the margin. j7. 

23. Standard Ofter 2 is well-suited to SDG&E~ ~~ent needs. 
Standard otter Z does not avoid new resources b rather backs down 
existing resources. This i$ the least-cost st 
utility would not incur energy-related capit costs. 

24. Block priCing and an overall meg att limit,. together 
with clear and objective queue managemen rules tor establishing 
priority, are adequate sateguards to j tity reinstatement ot 
standard Ofter 2 tor SDG&iE. ' 

2~_ The resource plan update oceedinq instituted on a two
year cycle tor tinal Standard. otfe 4 provides a better to%'Uln than 
the, general rate case to ~stabli the capacity price schedules 
needed tor Standard, Ofter: 2 • 

, 26. The leve~izatio:n fe ture ot Standard Offer 2' ca]~aci ty 
payments obscures t:b.e mar:;i l' price signal conveyed by the ERr and 
block pricing- 'l'hi:s is a: ol'.lcern when utilities appear to' have 
capacity substantially i excess of their reliability targets (as, 
is ,t.'le case' with PG&E aiel Edison) and . uneconomic bypass m.ay be 
occurring_ 

27. The conti: ed uncertainty regarding the QF dropout rate 
and! capacity valua ion on the, PG&E system also justify continuing 
the suspension 0 S't:andard Ofter, 2' tor PGGcE. 

1. Finai Standard Otfer 4, unlike interim Standard Ofter 4,. " 

is :based ontav'oidable resources' and not ona projection of short-
run, marqinal costs. , . 

Z. N tinal Standard otter 4 contracts shOUld be made 
available io QFs at this time. ' I 
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~coND ;rm:ER+H QRDER - COMPLIANCE PID\SE ,//. 

IT IS ORDERED that: / 
/ 

1. Approval of the final Standard Ofter 4 comptiance tilings " . ot Pacific Gas and Electric Company (PG&E), San Di~o- Gas & 
Electric Company (SDG&E), and Southern californ~~Edison Company . . , 
(Edison) is deterred to the final decision i~the compliance phase. 

2'. No final Standard Offer 4 contracts shall ~ made 
available by PG&E, SOG&E, or Edison beforel'further order of the 
Comlllission. / • . 

3. It PG&E, SDG&E, orEdisonsoekS authority t~ develop a 
new resource in an application filedlhefore·the next resource plan 
update, the filinq shall include ~ applieant's CEC-based scenario 
and its preferred scenario· (if ~) . from: this proceeding. The 
applicant can also use additioual scenarios with'more recent 
assumptions to support the r~ested authority; however, the . 
applicant shall explain an~ustity devi~tions from the planning '. 

• I . : 
assumptions on which i tjose to rely i~ the most recent update ' 
proceeding. . 

4. The suspensi6n, of Standard Ofter 2' for PG&E and Edison: is 
continued pending f~er order ot the commission. 

s. standardjOtter 2' shall be reinstated forSDG&E, subject 
to conditions and/upon consideration of 'I fUrther comments, as 
described in cot!elusions' of law 6 and 7 ~:, ' 

/ .' 

6. SOG&E shall file its proposal .for queue management in 
connection ~th block pricing no later tban November 18·, .1~S7. ' 
Other part:Loes lDay also tile commentson i this issue at that ti:me. 
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. 

• 7. COmlnents o·f otl'ler parties on SDG&E's proposals for ._,>. 

Standard Otfers 1 and 2 shall ~e tiled no later than November l~~~ 
1987. .,."." 

'J:his order is eftectivc~ today. . / 

Dated , at S7C;>' calitOrni"~ . 

• 

• 
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LOLE 

LOLP 

MAREt 

NPC 

PG&E 

Public Staff 

QF 

RETO 

SDG&E 

SFG/TJ/F 

/ 
/ 

/ 
I 

/ 
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APPENDXX A 
Page 2 

./ . ,,/ 
Loss of Load Expectat~on (I.~4.a) 

,/ 
,,/'" 

Loss of Load Probability (:c.X.C.l) 

MUlti-Area Generation JY~em Reliability 
Model (I .B-. 4. .a) / : 

Northwest Power company (II.C.l) 
'/ 

Pacific Gas, an~lectric co:mpany , (I) . 

Public Staff~iVis~on of the CPOC (I.B.3) 

Qualityin~Facility eX) , 

Reason~~"Expected to OCcur (I.B.4.a): 
*Coz:dit):onal· RETO" is used by the CEC to " 
des.l9llAte conservation and load mana9ement~ 
pr~ deemed desirable but awaiting'" . 
additional regulatory approval. 

~ Dieqo Gas &. Electric Company {p. 1) 
/. . 

;1anta Fe GeotherlZ1al, Inc., 'Onion Oil 
Company ot california" and Freeport-McMoran 

~ Resource;Partners cr.A.2) . 

, , 
(END OF APPENDIX A) 


