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SECOND INTERIH OPINION - COHPIIANCE PEASE
D) . o ) A A K a0 ..

Following Decision (D.) 87-05-~060, our first intexim
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 possible
reinstatement of Standard Offer 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
Offer 4, and (2) that Standard Offer 2 should be reinstated for San
Diego Gas & Electric Company (SDG&E).

I. Avoidable Resources

Final Standard offer 4 uses a simplified generation
resource plan methodology. (See D.85-07~022.) We'présentlv
implement this methodology through review of utility resource plans
based or assumptions from the then—current Electr;city Report (ER)
of the California Enexgy Commission (CEC) and such alternatmve
planninq scenarios as the utility may wish tovpresent in- order to
test the effect of uncertainties in the forecast. our review
determines whether, for each utility applicant, there are any
7avoidable” generation resourxces (inclﬁding_construction by the
utility and power purchases from others). . If we find such
resources, we would direct that utility o make a final Standard .
Offer 4 available for bidding by Qualifying Facilities (QFs). The.

nunber of megawatts in the offer, and theibase price that Qrs_must-"j’“
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meet or beat, derive from the avoidable resource(s) that the
wtility would add in the absence of the QFs.t

The CEC adopted its current ER (”ER-6”) in December 1986.
The utility compliance f£ilings followed in March 1987. PRacific Gas
and Electric Company (PG&E) filed only a CEC-based scénario with
its resource plan, although it also included a “sensitivity” case
using capacity value calculated from the full annualized cost of a
corbustion turbine. SDG&E and Southern California Edison Company
(Bd;son) included CEC-~based and alternative scenar;os,wmth their
respectlve resource plans.

For none of the utilities does the CEC-based scenario
disclose a cost-effective baseload or intermediate resource over
the next eight years, which is the ~window” within which resources
must appear in order to be aveoidable (or perhaps deferrable) by
QFs. The CEC says, and we agree, that this is suf:;c;ent kasis tor;
not making final Standard Offex 4 available to QFs at this tine. N

A detailed critigue of the utility resource plans and of
the partles' comments on those plans nmust await our :;nal deczsmon
in this pbase. What follows is a brief expansion of the rat;onale
for our finding of ne aveoidable resources, cons;derlng the cnlez
factors that might go against that rlndzng. |
A. PGHE and Fdison . ‘ ST

The reasonableness of our finding for these two ut;l;tze¢""
zs,v1r+ually unchallenged, but many of the planning gﬁﬁgmpmggng .
used by the utilxtles are strongly disputed. Indeed, the 3 ength
of the disputes seems to demonstrate that our finding is valid

1 D.86-07-004 and D.87-05-060 give much more detail on how flnal-F
Standard Offer 4 works. ; Also, the final decision in/this e
complmanca phase will address various problens thac have cropped up'j* o
in this, our first run~-througa of the resource plan review created - - .
by D.86=07=-004. The text of today’s decision is devoted to the tw0aj-f'
Xey substantive issues; hence, our terseness in summarizing the
proce&ural aspects. :




v

under widely varying treatments of the supply and demand planning
issues.z' _

PG&E presented only a CEC-based planning scenaxio. This
is consistent with PG&E’s position in Phase II of this proceeding.
In Exhibit 219, PG&E witness Hindley said flatly, »The CEC load
forecast should be used.” He added that PG&E had staﬁed, in its
Test Year 1987 General Rate Case (Application 85-12-050), that ”“the.
Company’s own decisions on future plant additions will be based on
the CEC load forecast.” PG&E’s concurrent brief in the compliance
phase supports the use of ER-6 adopted assumptions in this phase.
As previously noted, no avoidable resources appear in PG&S’s CEC-
based scenario.

Edison presented a CEC-based scenario and a preferxred _
scenario, based on Edison’s Fall';986 Resource Plan. The scenarios“
use different load growth and ruelfpriCe forecasts, and also{di!féri
in other respects, but are consistent in the conclusion that no
avoidable resources appear within the eight-year “window.” _

We postpone a more complétetdiséussion of these‘plans o
our final decision in the compliahée phase. For present‘purposes;"
we focus on just three aspects: Edison's.supply assumptions: the
significance attaching to these utilities’ expressions of interest
in the major proposed hydroelectric project in British Columbia |
Xnown as Peace River Site C; and PG&E’s reliance on ER-6
assunptions for purposes of ‘this proceeding while to date~ignoring5” 
those assumptions in other proceedings.

2 We do not ignore the importance of specific direction on the
future treatment of self-generation, conservation/load management,' .
and municipal load (among other issues) in resource plans. . N
However, the consensus that developed- during the hearings on the
utilities’ current circumstances justifies this interim orxder and |
enables the parties to focus their efforts on ER-7, which is . =
already well under way. ‘ : ‘
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1. Asonss S Aons

Many parties express concerns over the supply aspects of
the Edison scenarios. These concerns include whether Edison’s
assertion of “committed” status for certain resources is proper:
whether Edison shows resources brought on-line before need and
without establishing their cost-effectiveness; and whether Edison B
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
(XEP). IEP 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 -

I data submitted in this proceeding by PG&E and data used by

; . regulatory commissions in several other Western states, IEP
concludes that an $1,800/kilowatt coal pl&nt would be cost-

| effective in 1994 under Edisen’s CEC-based scenario. IEP

acknowledges'that'Edison does not show‘aj'heéd” for capacity in

that year based solely on reliability considerations. However,

H

i

according to IEP, a coal plant should still #e added, if one were |
. to rely strictly on ER-6, because of the projection of high fuel - = -

I

~d
.
i
"
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prices and the relatively low number of minimum load hours forecast
by the CEC in that year.3

Interestingly, IEP does pot recommend that Edison make a
final Standard Offer 4 sclicitation based on an avoidable coal
plant. IEP considers that fuel prices are a major uncertainty at ;
this time. IEP notes that, while it disagrees with various items
in Edison’s own scenario, under that scenario even an
$1,800/kilowatt coal piant is not cost=effective until 1997, in
large part because of the lower fuel prices projected by Edison. .
Thus, IEP ultimately agrees with our finding of no avoidable plant,
although it does so only after consideration of alternatives to the
CEC-based scenario. ‘

2. Reace River Site C

British Columbia Hydro is engaged in various planning
activities regarding this site. These activities have included
consultation with possmble wholesale purchasers of power fron the
site. All three atmllty applmcants 1n this proceeding are among

3 IEP seems here to be critiquing CEC’s testimony as much 2s
Edison’s. IEP’s point is that “need” is a larger questlon Zhan .
merely whether a utility seems to be short of capacity. IE?-say'
and CEC witness Bakker seems to agree, that under certain
conditions, a resource can be found cost-effective based on
increased operating efficiency, regardless of the need for
capac;ty. Probably everyone agrees that a cost-effective resource
that is otherwise comsistent with prudent resource planning is
7needed” and should be added as soon as lt becomes. cost-efrectxve.
Where the CEC and the QF representatives in this proceeding may
differ is in what is ~otherwise consistent with prudent resource
plann;nq"--e.g., with environmental goals, fuel diversity, and:
systen flexibility. The CPUC’s consistent position in this '&
proceeding has been and continues to be that all of these are j
elements of electric supply planning. They need to be assessea
and, because there will always be tradeoffs, they need to be '
quantified so far as poss&b&e ;t we are to -achieve a rat;onal [
plann;nq process. ‘




the possible purchasers consulted extensively in connection with
the Site C feasibility studies.

IEP and a group of other QF developers (Santa Fe
Geothermal, Inc., Union Oil Company of California, and Freeport-
McMoRan Resource Partners, whom we shall refexr to collectively as |
SFG/U/F) are concerned about the treatment in utility resource
plans of potential power purchases generally, and the future of
Site C in particular. As we would expect, the utilities gather
information more orx less contiﬁuously about who’s adding generation
and when, without necessarily committing to partmclpate either as
investor or customer. The problem that IEP and SPG/U/F foresee ls
that utxlztzes.would treat potent1a1 purchases as too'speculatxve :
to serve as the basis for an offer to QFs in the current resource
plan proceeding, then enter into binding purchase contracts be:ore'
the next biennial update. The QFs fear that. such regqulatory .
7leapfrog” could cut out QF competition with non—QF sellers, sznce
purchases from the latter would always be ”comm;tted” resources
‘before QFs could bid agaznst then.

Several aspects of Site C cause IEP and SFG/U/F to
suspect that California utilities are preparlng to make binding
purchase comm;tments after this proceedlng. For example, project
documents seem to call for commitment to the project by 1988. o
Also, there seems to be a link between Site € and the Calz:orniaé}
Oregon Transmission (COT) Project, for which all three utility |
applicants have stated their intention to pursue certlflcates ot Lo
public convenience and necessity (CPCN) from this commission. IEP‘-”
notes. that Site C was referenced as part of the justification for
the COT Project in the 1nit1a1 ‘CPCN f;llngs of both Edison and -
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PG&E.® The QFs argue that if Site C justifies the new
transmission line, and the line is required to take Site ¢ power,
then the line is part of the cost of Site C and the projects 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 alleow QFs to
bid against it; otherwise, the Commission should find the resource
not to be cost—effectlve and direct the utilities nct to pursue it.

All the ut;lztxes deny the allegat;ons»made by these QFs,
although there is also a general recognition that ouxr resource plan‘
proceeding, as currently envisioned, does not mesh well with the"
ongoing project study and negot;ation.processes of the utilities. -
We certainly would not bar the utilities from participating in
studies, which we belleve play an essentlal role in resource
planning. It also does not seem to be practlcal to wait for the
eleventh hour in a negotiation be:ore testing the QF market.

Both SDG&E and the CEC have made interesting suggestions -
in their concurrent briefs regarding the treatment of potentlal _
purchases. (See SDG&E brief, pp. 22=-25, and CEC br;ez, PpP- 27-31. )
We return to this subject later in today’s dec; ion. (See Sectxonﬁ ‘

4 The Commissjion dism;ssed wlthout prejudzce the initial txllngs
for CPCN for the COT Project. The grounds for the dismissals were
informational deficiencies in the filings. See D.87-05-066 as to:
the SDG&E application, D.87-05-067 as to 'the PG&E application, and
D.87-05-068 as to the Edison appllcatlon- Of course, a dismissal
wlthout prejudice does not go to the merlts of . an appllcatlon.

5 The Bonneville Powexr Adm;nxstration shares the QFs' view that
Site ¢ and the COT Project are linked. Edison witness Schoonyan "
denies any such - Linkage and says that the reference to Site C ln
Edison’s CPCN. applicatmon was for 111ustrative purposes only-

\
'
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I.B.4.4,¢ below.) However, we will not take the step requested 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 claimed for the COT
Project, including the line’s cost-effectiveness when all potential
purchases (from both existing and prospective generating B
facilities) are considered. We think this process, though not
ideal frem the standpoint of promoting competition in electricity
generaticn, is adequate to protect the interests of California
ratepayers, and we expect that QFs will actively participate in t@%*«
process. ‘
3. ’ ive i : -

' One aspect of PG&E’s testimony in the resource plan
‘hearings makes credible the QFs’ allegations about regulatory ‘
'leap:roq. This aspect is PG&E’s treatment of planning- scenax;osf
here, as compared to the scenarios in its justification of the COT:

Project in Application 87-04-010 (its initial CPCN £iling) . Wh;le"_j”

PG&E relaed exclusively on a CEC-based scenario here, it included.
no such »cenarxo in the CPCN proceeding and instead presented two . ,
scenarxog relying on much h;gher demand forecasts (labeled. ”med;umﬁ
case” and ”low case”). According to IEP, the mmedium case” demand“‘
forecast that PG&E submitted for the CPCN is 2900 megawatts h;gherf
than the CEC-based scenario in 1991 gnQ_gn9_§_g_nggg_1gx_ggpgg;:x_‘“

MW (well within our planning ~window”).

Even PG&E’S “low case" demand forecast in the CPCN proceeding is
1000 to 1700 megawatts above the .CEC-based scenar;o relied on here;v

It

We noted earl;e: that PG&E’s testlmqny in Phase II of ‘V

this proceeding was to the effect that QFs should have to live by B

the results of the CEC demand forecast since that forecast would
apply to»PG&E's own projects. Desplte th;s representation, PG&E g
gives every indication oz‘tvylng to create a QF “ghetto,” with QF |

opportqnztles restrxcted by one set of assumptions, and other zar iw”_

more liberal assumptaons applied to. PG&E’s own projects. This is [

[
|
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not acceptable. TUnder the letter and the spirit of the resource
planning process that we created in D.86-07-004, all resource
options should be compared om a common basis. Only in this way can
we properly assess the benefits and detriments pertaining to each
type of resouxce option. o
We cannot blink at these signs of PG&E’s continued :
readiness and willingness to take advantage of its monopsony
position vis-a-vis QFs. PG&E has itself to blame if we find it
necessary to maintain the regulatory supervision and encouragenent
of QF development against which PG&E chales. o
B. SDGEE : B
All analyses confirm that SDG&Z, unlike PG&E and Edison, }
needs significant additional capacity within our eight-year
ryindow.” Different scenarios yield different results as Tto the
type, tinming, and amount of this needed capacity. |
1. CEG’s Position -
CEC witnesses McGowan and Bakker conclude on the basis ol
ER-6 that SDG&E first shows a need for capacity in 1993. The -_{f‘77yy
capacity deficit in that year is nominal (-12 megawatts) but grows ' ] L
to =79 megawatts in 1994 and =127 megawatts in 1995, which is the
last year in the deferral wxndew. _
These CEC witnesses do not allocate th;s need by resource!
type (baseload, peak;ng, intermediate) ;. however, CEC witness Jaske
does provide such a breakdown. He says that ideally, SDGS&E would
have about 300 megawatts mere peaking capacxty but about 430
negawatts less baseload and. intermediate capacity in 1590, whlch 1*
the earliest adopted year in the ER-6 forxecasts. By 1997, two fﬁ
years beyond the deterral window, SDG&E still has a surplus of g
baseload capac;ty but has a substant;ally greater need for both BT

=10 -
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peaking and intermediate resources.6 n short, the CEC believes

that SDG&E has ample energy resources within the deferral window
(see also Appendix B of ER-6) and that SDG&E’s need during that
pericd is likely to be only for peaking capacity. Since peaking
capacity is not counted as an avoidable resource (see D.86-07=004),
and considering a number of uncertainties discussed in the o
McGowan/Bakker testimony, the CEC concludes that SDG&E has no o
megawatis available at this time for purposcs of final Standard ‘ i;{"“
offer 4. | .
The CEC witnesses believe that SDGSE has failed to create
a resource plan conforming to the demand forecast and supply |
planning assunptions ad.opted in ER-6, zmd that the highexr demand
forecast underlying SDG&E’S preferred alternative to its resource
plan based on ER-6 is an unjustified attempt to rel;tlgate ER-6
issues. We will return to this critxque in our discussion, but we'
will first describe the three resource plans in SDG&E’s complmance
filing and othex parties’ reactions.
SDG&E provides three resource plans. The fixst is IR
desxgned to respond to our requ;rement‘that the uvtility base one f‘ “yf';f i
plann;ng scenario on assumptions derived from ER-6. SDG&E devzates', o
from EF =6 in a few respects, which it acknowledges and explalns. = ,‘%3
The second plan uses the same assumpt;ons as the first, except that, Aqﬁ
SDG&E includes a projection of QF development after 1990,_wh11e =

6 There are some numerical iuconsistencies between Exhibit 408
(McGowan/Bakker) and Exhibit 403 (Jaske). These result from R
corrections to ER-6 described on the record by CEC counsel and do'

'not appear to-mater;aily affect the witnesses’ conclusions. : i

- 11 - ‘
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ER-6 projects QF development only through 1990.7 The third plan,
which SDG&E prefers, updates certain basic assumptions, such as the
demand and fuel price forecasts, using SDG&E’S own current
estinates.

All three resource plans show significant capacity needs
that SDG&E proposes to make available for deferral by QFs. SDG&E )
says that the refurbishment of its Silver Gate plant for use as a
peaker in 1989 (one unit) and 1991 (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 |
scenarios, although the timing varies. |

SDG&E proposes to follow its 750/507 procurement strategy
that we previously described in D.87-05-060, mimeo., Pp. 41-45.
Applying this stxategy to the currxent situation, SDG&E would plan '
now to £ill all of its near-term needs (i.e., those arising over -
the next two years) and half of its_loﬁq—term needs (i.e., those |
arising after 1989 but witbin the defexral window). .This results .
in about zao‘megawatts being made available to QFs under the rirst
(CEC=-based) plan, 230-megawatts under the second plan (lowex
because additional short-run QFs are anticipated after 1990), and:
380 megawatts under the third plan (higher because higher demand -
growth is assumed). - I | ' K o

Despite these needed megawatts, SDG&E concedes that it R
has been unable to identify cbrresponding gxgigghlg_;gsgux;gg, asﬁ

]

7 SDG&E says that the forecast of QFs likely to become availadle '
after 1950 is taken from the original contractoer’/s report used by - "=
the CEC to develop its QF forecast through 1990. CEC witness Jaske.
explains that no QF development after 1990 is projected by ER-6 .
because of uncertainty as to the amount of 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 approach in this regard = ..
may underestimate QF development. after 1990 and thus overestimate =
the need for additional capacity.. BRI

- 12 -
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that term is used for purposes of final Standard Offer 4. Peakers,
such as new gas turbines and the refurbished Silver Gate units, are
not avoidable pursuant to D.86=07=-004. Power purchases are
potentially avoidable by QFs; however, according to SDG&E witness
Mitchell, the utility believes that its cuxxent negotiations for
system purchases from other utilities are not sufficiently mature ’
to permit it to derive approprzate prices against which QFs could
bid.

Thus, SDGLE proposes that it be authorized to make
available long~run standard offer contracts that differ from those
envisioned in D.86-07=004. They would instead resemble payment
option 3 of intexim Standard Offer 4. TFor deferral of Silver Gate,
SDG&E would use the plant’s £ixed operating costs as the basis for
capacity payments (which SDG&E says are less than half the capltal 
costs of a new combustion turbine), and would .#léck in* a forecast
of Incremental Energy Rates (IERs) for the 15~-year duration of ,
Period 2 as the basis for energy payments. ?or,deferral of up to
half the projected power purchases, SDG&E Seems to urge the same
approach, only substituting gas turbines for Silver Gate as the
basis for capacity payments. '

3. Qther Paxties’ Rositions ‘ :

Public Staff is uneasy regarding some of the assumptions o
from ER-6, and in fact urges our adoption of altermative 1orecasts
for fuel price escalation and purchases of e'cnomy energy
However, Public Staff does not bélieve:its proposed alternative .
. assumptions would result in a different finding as to deferrable*“
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resources.® 1Its position is that neither Silver Gate nor the

prospective power purchases should be considered deferrable fox
purposes of this proceeding.

QF commentexs also genexally agree that Silver Gate,
because its refurbishment is solely to meet peaking needs, should
be considered nondeferrable if such refurbishment is cost-
effective. IEP criticizes ER-6 assumptidns but recognizes that,
under D.86-07-004, the CEC-based scenario would ke given great
weight. Under IEP’s interpretation of that scenaric, SDGSE would 
have 100 megawatts of deferrable capacity additions in 1994. IEP*S‘
prepared direct testimony thus tentativeiy recommends that, ”If
prices and terms can be determined for such a 1994 resource, this
is the only resource that should be made}available £or SDGSE....”
(Exhibit 432, p. 13.) ‘ :

SPG/U/F, in its rebuttal testlmony, tested the cost~
effectiveness of adding potential baseload and zntermedzate plants -
to the SDG&E system. Specifically, SFG/U/P sxmulated the addltzon ]
of a coal plant and of a combined cycle plant in separate '
scenarios, and compared these,to (1) runplng the existing system
harder and (2) adding combustion turbines. SFG/U/F found that,
even though it used certain inputs that (as compared to ER-6
assumptions) would tend to suppeort the cost-ezfectxveness of
baseload and intermediate resources nexther zhe coal nor the
combined cycle plant were cost—eftectlv? within the exght-year
deferral window. SFG/U/F concludedvthat there is no deferrable

J
\

8 Public Starr seems concerned that 1t maintain consistent
positions in the various proceedings before this Commission on such
issues as fuel price, economy energy purchases, forecasts of self-
generation, and other matters regularly liticated here. We think-
this concern is commendable and may help to cefine the kind of
alternative planning scenarios that should be considered when i
dealing with the issue of uncertainty. ' We will have more to say. on-
the issue of consistency in our final compliance phase dec;s;on”‘




A.82-04=44 ¢ot al. ALJ/SK/jt

resource for SDG&E. IEP, in its concurrent brief, endorses this
conclusion.

Del . We do not try in
today’s decmslon to deal with all the issues that have arisen in N
creating resource plans consistent with the current ER, and in o '(
testing for uncertainty. However, because SDG&E’s CEC-based |
scenario indicates a larger and earlier need for additional
capacity than that found by the CEC itself, we must understand the -
.sources of the differences in order to make appropriate findings enj -
avoidable megawatts. Thexe seem to be three important sources.’ fify"'eeﬂ
The first two of these secem to have little impact on SDG&E’S 1ong*.9_; ““j
term need assessment at this time: the third source (treatment of . R
some categories of conservation and load management programs) has‘ .
immediate significance. ) |

First, the CEC and the CPUc'currently have dztteren: ways;
to determine a utility’s need for reserve capacity.. The CEC adopts’

.’ reserve margins using a reliability model called MAREL and a
reserve target based on one-day-in-10-years. Loss of Load
Expectation (LOLE). (See Exhibits 462, 463.) The CPUC uses a

9 The CEC notes another source: SDG&E’s treatment of out-oﬁ-
state firm power purchase contracts. However, except for 1987,
when SDG&E and the CEC have different ways of reflecting the .
expiration of an existing contract, the difference between SDG&E
and ER-6 is very small (8=-14 megawatts). CEC witnesses McGowan andu
Bakkex say that the ER-6 numbers are net of transmission and . IR
distribution losses while SDG&E’s numbers include these 1osse". We .
agree with the CEC that the capacity value to the purchasing = L
utility of an out-of-state firm purchase should be net of such e
losses; moreover, the utilities, in the absence of direction to thef;ijl«
contrary, should generally observe the CEC’s. conventions in -
prepaving their CEC-based resource plans. Although the proper - .- -
treatment of out-of-state firm power purchases is potentially very = . .
important, we conclude that the difference between SDGLE and the
CEC does not materially affect the amount of capacity needed by -
SDG&E over the next eight years.

-15 - | R
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reserve target expressed as Expected Unserved Energy (EUE) and
derived by analysis of the utility system in one nistorical
reference year with certain adjustments. The utility’s relative
need for capacity is then determined by comparing the EUE
calculated for the forecast peried to the EUE taxrget. (See
D.86-11-071, mimeo., pp. 6=10.) However, the commissions’
respective reliability methods yield very similar 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.>°

Second, there is a large difference between SDG&E and the
CEC in their figurec for existing oil/gas-fired capacity available:
for the years through 1990. However, this difference appears to - o
result frem different ways of representing the units placed in cold'fﬂ
standby and their expected return to service. CEC witnesses |
McGowan and Bakker note, for exanmple, that ER-6 lists Silver Gate

as ~"contingency reserve,” while SDG&E’S resource plan shows the-thW é W

10 Our EVE target and the associated Energy Reliability Index
sexrve primarily to adjust capacity payments to QFs based on the oy
puxrchasing utility’s current need for capaczty.‘ However, we alse . |
intended that this method of capacity valuation be applied in our -
certification and other proceedings to establish the value of - ‘
proposed resource additions. Although our EUE 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 to both EVE and LOLE. 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 u cooxdinated .approach to the whole subject of
reliability measurement and capacity valuation is clear. In our
final decision in the compliance phase, we will propose a series of
workshops with the CEC to deal with this subject and other issues |
of joint concern in the resource plann;ng process.
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Silver Gate units as ”"planned additions” in 1989 and 1991.%% 1t

would be desirable to have a clearer understanding of the usages
obsexrved by SDG&E and the CEC, but there does not seem to be a
substantive supply disagreement underlying the numerical
differences. _

Third, SDG&E and the CEC differ in reflecting the 1mpact
of demand~-side management (i.e., conservation and load management).
The CEC wants utilities to include in their supply plans all energy
savings that the CEC attributes to a category of programs labelled”
#conditional RETO;” SDG&E includes no savings from this categoxry
even for its CEC-based scenario. This difference is s;gnzf;cant.
It reaches seme 240 megawaéts in 1995, which is the last year of.

the deferral window. CEC witnesses McGowan and Bakkex .show that,‘;". S

starting in 1992, vzrtually the whole difference between SDGLE and
ER-6 in the estimated capacity requirements for SDG&E’s service
area is accounted for by the disparate treatment of conditional
RETO. | |
Conditional RETO desmgnates those conservation and load
managenent programs»that depend on future- regulatory'actmon. Such .
action typically consists of CEC adopt;on.ot new regulatzons in the_ :
case of efficiency standards or cPUC approval of funding levels 1n i
the case of utility programs. Many partles in this proceeding, not?g
just SDG&E, believe that the resource plans should contain much
less than the total capacity savings attrmbuted to cond;t;onal RETO'
in ER-6. ‘

11 These witnesses note that the Encina 1 and SOuth Bay 3 un;ts ‘
are also not counted in SDG&E’Y resource plan in 1987 and 19588 but
are added without apparent cost in 1989. These units and the L
Silver Gate units add up to a nominal difference of 528 megawattﬂ%
between ER-6 and the ¢il/gas-fired capac;ty shown in SDG&E’s c2c~w
based scunarxo. :
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CEC witness Jaske concedes that the cost-effectiveness
tests applied to conditional RETO programs differ from those
applied to.generation resources in this proceeding and fLrom those
contained in the joint CEC/CPUC Standard Practice Manual.*? In.
some cases, according to Jaske, conditional RETO programs need not
be cost-effective but might be pursued on other policy bases.

SDG&E and QF representatives say that, under current
circumstances, pursuit of non-cost-effective conditional RETO
prograns amounts to uneconomic bypass, a result which the CPUC in
other contexts has tried to‘aﬁoid. Public Staff would
substantially discount ER-6 conditional RETO in the resource planS‘
by including the potential savings attributed to CEC efficiency
standards but reducing the potential savings from utility load
management programs and totally gxglnﬂumg the potentxal sav;ngs
from utility conservation programs.

SDG&E states its case zorcezully. 'Conditional RETO
should be shown to be cost effective [and] evaluated on an ;
equivalent basis with other opportunities to ensure that the least
cost alternative is chosen. This has not been done.” (SDG&E '
concurrent brief, p. 12, citations omltted ) SDG&E alsofsays'thatj
CEC has failed to demonstrate that conditional RETO prograns meet:
other peolicy objectives to justify giving‘pxe:erred-statﬁs to such
programs: “The CEC contends that final decisions on conditional
RETO depend on analysis of the comparative merits of the |
- conditional RETO with other resource options. At the same tinme,

!

12 The full title of this manual is Standard Practice for Cost-
Benefit Analysis of Conservation and Load Management Programs. o
This manual was published in 1983. A Jjoint effort of the CEC and |
CPUC staffc is now under way to ravise tiie manual. Utilities and.

other parties are participating in this cffort, which should re«ult';;lm
in cost-effectiveness tests that take into account the dynamics of . -

system operation and that permit more~d1rect comparzson of supply-
and demand-side resourceropt;ons.
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the CEC it seeking to prevent these comparisons by including into
the resource plan all conditional RETO. For example, Witness Jaske
acknowledges that QF power could be sufficiently inexpensive that
it would be preferred. Yet, he would deny QFs, or any other
resource option, the opportunity to compete to demongtrate that
they merit greater preference.” (Id., p- 13, citations omitted. )
SDG&E notes that additional uncertainties, such as future funding,
technological potential, and market penetration, affect conditional
RETO, so that a presumption that all the potential savings from
these programs will materialize is quite risky. ‘

The CEC response is that programs are not desanated as
conditional RETO until they have undergone an analysis by the CEc
that at least approximates the criteria for nondeferrabll;ty that
we set forth in D.86-07-004. Basically, the CEC determines an
amount of program savings for each utility'according to éhe
utility’s disaggregated resource need (baseload, 1ntermed;ate,
peaking) and then adjusts the amount either up oxr down by applyzng
three other criteria (the long-run costs of the program,‘custamer
equity and satisfaction, and the program’s importance ln:prese:vmng
the utility’s demand-side infrastructure). Each program‘;s tested
for cost effectiveness by comparing its levelized costs agalnst tbe
costs of comparable new generation. . (See Exhikit: 403, pp. 16~19 y

b. Sonclusions on Planning Assumptions. The key plann:mg ‘
assumption in dispute for SDG&E' is conditional RETO. -}

We now make c¢lear what was at least. implicit Ln
D.86-07-004, that conservation and load nanagement resources are
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not deferrable by QFs.13 However, the fact that a given resource

could not be replaced in a resource plan by QFs does not tell us
whether 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
inportant 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, whethex
or not they are deferrable by OFs, must be cost-effective. This
generalization applies to both demand-side management and peaking
plants or purchases. ‘ | ‘

All parties recognize that cnrrent‘procedures result in
different cost-effectiveness tests for generation resources on the
one hand and conservation and load'management-prégrams_op the
other. This is a problem, but the CEC and the CPUC are already
working on the solution: revising the'Standard'Practice;Manual. |
The goal is to ensure that the benefits of all resource opt;ons, to
the extent they are quantifiable, are quantlxled en a common basms,
and to the extent that qualitative judgments must be: made, that the
qualities are identified in advance. We strongly support this
effort and welcome input from the parties. .

However, we do not th;nk it worthwhzle for either wus or
the CEC to try to rethink ER-G—results for conditional RETO in
light of the outcome of the Standard Practice Manual workshops.

One advantage of the two-year resource plan update cycle is that

.

13 In theory, generatlon resources could substitute for demand : N
resources, as well as vice versa, once appropriate account . is taten
of the advantages and disadvantages of each type of resource. ‘ :
However, both the methodology and pricing structure that we have ‘
developed for final Standard Offer 4 are clearly conceived in terms
o! a generation resource.
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IS

the next look is not too far away. We prefer to devote our staff
resources to refinements that, we hope, will affect ER-7 and latex
ERS.

SDG&E’s other concern regarding condltlonal RETO is that'
ER-6 assumptions may not reflect current thinking at either
commission on the level and timing of conservation and load
management effort appropriate to the present electricity supply
situation. As to the CEC’s efficiency standards, we think the CEC
is unicuely qualified to project these impacts. As to utility f
programs that require our funding author;zatzon, CEC witness Jaske
notes that it is unclear whether recent retrenchment in these y
programs is only a short-term’ phenomenon or represents a change in
long-term policy. We recognize that our general rate case ' ¢ 
decisions involve a mix of- short-term and long-term policy makzngﬁ
It is incumbent upon us to make clear the thrust of our dec;slons"
to the CEC so that the ERs accurately rezlect our current . outlookw
as it affects the forecasts. ' : ‘w

In D.86=07-004, we said that one of the challenges in
integrating QF development into the resocurce planning process is'

for California regulators to coord;nate their przclng and’
forecasting efforts to ach;eve timely and consistent results. .
(Id., pp. 63-64.) One aspect of this challenge is for the CPUC to ':3
communicate to the CEC how we think the products of ratemak_ng ond

+ other CPUC regulatory activity should affect ER forecasts. [
funding decisions on utility conservation and load management ‘
programs are clearly relevant. We will d;scuss other examples in
our final compl;ance phase decisioen. fg

To summarize, we see merit in some of SDG&E’s cr;t;cxsds

of the way that condxt;onal RETO is handled in ER-6. At the same
time, SDG&E’s solution--to exclude conditional RETO from the g
resource plan altogether--seems clearly. less realistic than the J L
ER~-6 approach, however flawed. We agree with the CEC thac the x§4s-,~ﬁ
nunbers should ba used for puxposes of this resource plan o o

|
|
|
|
|
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proceeding, ang that the problems we have discussed above should be
addressed through joint staff efforts at the two commissions.

c. The Debate Over Avoidable Resouxces. SDG&E’s resouxce
plan f£ilings raise two issues regarding avoidable resources: using
the fixed costs of new or refurbished peaking plants to structure _
final Standard Offer & contracts: and the general approach for
allowing QFs to compete against purchases. from non-QF sources.

As to the first issue, we ¢learly say in D.86-07-004,
page 82, that our main reason for considering peakers nondeferrable
by QFs is that such plants typically have no energy-related capital
costs.14 We also note (id.) that utility concerns regarding
system operabzllty are strongest in the case of peakers; however,
our experience with the numerous curtailment and dispatchability
agreements successfully negotmated between: QFs and each of the
utility appllcants since we issued D. 86-o7~004 confirms our bel;e:
that the absence o! energy-related capital costs, and not the
complexity of devxslnq appropriate contractual operating terms,
dictates our decision not to~authorlze a peaker—based long=-run
standard offer. *

A review of the relat;onshsp between short-run and lonq-‘
run standard offers clarifies the role of energy—related capxtal
costs. The reason that we felt it necessary to develop a long—run
standard offer in the first place is the failure of the short-run
offers to capture ecnerxgy-related cap;tal costs:  payments to short‘%
run QFs go up in parallel with the purchasing utility’s aveided ‘ 
costs, but at some point the utility would add a new plant in order
to reducge marginal running costs. That new plant would not be a

14 A utxlity adds a power plant for reliability benefits and/or
to improve its operating efficiency. The term “energy-related
capital costs” designates that portion of a power plant’s fixed .
costs that a utility incurs because of anticxpated benefits to 1te‘~
operating erticiency.




peaker because a plant that saves running ¢osts would generally be
dispatched as much as possible, or at least in an intermediate
mode. Two conclusions follow from this: first, that a long=-xun QF
should be paid based on the fixed and operating costs of the new
plant that the utility would 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 neot 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 d¢ appreciate
SDG&E’S effort, using a fixed forecast of IERs, to make available a
long-run offer even in the absence of an avozdable resource.
Unfortunately, that effort would lead us back to the approach of
interim Standard Offer 4, namely, to a projection of short-run
marginal costs.- We have now rejected that‘approech'in faver of the
true long-run avoided cost methodology set forth in D.85~07-022 and’
implemented in D.86-07-004. We remain firmly committed to this
methodology. ‘

‘ Turning to the second issue, gDG&E's proposal Loxr
allowing QFs to compete against non—QFsrsellers (specifically, to
£i1l that portion of SDG&E’s. capac;ty-need not satisfied by the -
re:urb;shment of Silver Gate) puts a new light on the problem oz
out—of—state purchases in th;s resource plann;ng process.

SDG&E explains that under its preferred scenarxo'(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 7simply compete agalnstfg :

the same standard that purchases would be measured against: the
cost effectiveness standard, which is conceptually the h;ghest
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price that [SDG&E] could agree teo purchase a resource....” (SDG&E
concurrent brief, p. 22.)15

The predicament for the Califormia wutility, according to
SDG&E, is that direct competition between different sellers of
power is not possible undexr the current process (although such
competition could occur when multi-attribute bidding becomes
viable); it is also not practical to interrxupt the negotiation
process by allowing a contract to be negotiated contingent on QFs
being given the chance to beat the negotiated price, leaving the
non-QF seller with nothing. SDG&E believes that negotziation under
such circumstances would not be true competition and would be
unacéeptable to potential non~QF sellexs. Thus, some yardstick
other than fully negotiated terms is needed if QFs are to avoid
such purchases. The yardstick could be “the prxce ot Qam;lar

transactions which are cost effective” or simply cost e!fectlveness Af‘f

calculated (we ass ume) using whichever resource plann;ng scenarmo
is approved in the update prqceed;ng. (See id., p- 24.)

The CEC is also concerned about the treatment of power .
purchase opportunities, and its concurrent brief outlines a
mechanism that might allow QFs to bid agaznst such opportun;t
that arise between: update proceedlngs. The CEC notes, based on ‘ 
testimony in this proceed;ng by PG&E witness Hindley. and Ed;son
witness Schoonyan, that purchase opportunities are usually'stud;ed o
for such a long txme that few of them can be considered ”tleet;ng. ,o

15 By “cost effectiveness” in this. context, SDG&E appears to
refer to the cost structure of its lowest cap;tal cost capacity.

addition, i.e., & gas-rurbine-- As we noted earlier in the text,: we
have severe methadologucal problems with this proposal because we™
are not convinced that it correctly prices long-run resources. At“
this point, however, we are focusing on another aspect of the ‘
problem: how to get the periodic procurement of long-run QFs to
dovetail with more-or-less ongoing negotiations between Caleornla
utilities and non-QF sellars from out-of-state.
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In fact, the feasibility, preconstruction, and licensing work that
go into major power plant construction projects typically last
three to five years. Thus, accorxding to the CEC,

#[I]t might be feasible to meet the QFs’
concerns by permitting the utilities to file
in update proceedings not only a 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 reached the point where
preliminary cost estimates are available. For
example, the utility might state that it was
considering a project in the Northwest to be
available nine years hence that would provide
’X’ megawatts of capacity at a price of ’Y¥’.
Specifications of the technology or N
generational characteristics being considered ‘ A
might also be included in order to insure, ‘
among other things, that sufficient .
operational flexibility would be retained. S
Even if no avoidable resource were found in o
the update proceeding, QFs would be invited to SR
bid to meet this generic need. ' If the utility
did not make such generic or ’‘blind” ,
disclosures in its update filing about o
resources under study, it would be precluded ' I ROt
from later seeking a certificate of public ‘ :
convenience and necessity (or any other type N
of requlatory approval) that was inconsistent . B
with its resource plan.” (CEC concurrent :
brief, p. 30.) ‘

The CEC believes this mechanism may be useful during the periocd - 'gﬁ,:ﬁ
before an integrated CEC/CPUC process is in place, since the ‘ -
mechanism would increase QF bidding opportunities with minimal . uﬁwff
impact on utilit:es'.negotiatibns. The CEC also recognizes that ;f h“f
the mechanism may~havé~pit:alls and the:efore recommends_thatva L *
workshop be held to discuss the proposal’s implications before it . . .0

is finally adopted. We note that the proposal is similar in methed .
to the cost-effectiveness testing performed by SFG/U/F for ‘\“Vﬁ o
potential raseload and intermediate plant additions to tbe SDG&E = . &
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system, using generic cocal and combined cycle ¢cost data. (See
Section I.B.3 above.)

Generalizing from the QFs’ approach regarding Site € in
this proceecding suggests an alternative to the mechanism proposed
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 #“fleeting |
opportunity” in the interval before the next update. The utility
would then have to demonstrate the cost-effectiveness of cach such
opportunity, and make available for QF bidding any'purchases‘thath‘
pass the test, or forege committing to the purchase before the next
update. SDGSE objects to this approach, noting that it involves 1
speculatzon as to purchase terms, and that even though the presumed,
price might not be cost-effective, further negotiations might
produce better prices, or additional benefits at'the same price,
sufficient to just;fy committ;ng to the purchase before the next
update. ‘ . : ~
d. conclusions on Avoidable Resources. We are satisfied
that, applying the criteria established in D.86-07-004, no
avoidable resources appear at this time for SDGSE, despite the
~ existence of capacity needs in its sexvice area over the next eight
~ years. No cost-effective resource option has been ;dent;f;cd toz
SDGSE that is suitable for final Standaxd Offer 4, as we expla;ned !
earlier in our discuss;on ©of energy-related capital costs. o

our flndlng of no avoidable resources for SDG&E (and for  ‘
PGSE and Edison) can and should have certain consequences for theso“
- utilities during the perxod before the next update. Obviously,
they will not have any zinal Standard Offer 4 contracts to make
available. Moreover, if one of these utilities seeks author;ty to-'
develop a new resource in an application filed before the next .
update, we expect the £iling to include the applicant’s CE c-based
scenaric and its prexarred scenario (if any) from this: proceed;ng,
The applicant cgn alsc use additional scenarios with more recent o
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assumptions to justify the reguested authority, because we realize
that the world continues to change between updates no matter how
desirable it might be to hold the resource plans constant during
that period. Nevertheless, at a minimum, the applicant must
explain and justify deviations from the planning assumptions en  _ |
which it chose to rely in the most recent resource plan proceeding.
Public Starff and other parties have urged that morxe far-
reaching consequences attach to the results of each resource plan
proceeding. One suggestion is that we adopt a long-run marginal
cost for each utility, to be applied in any CPCN proceeding filed
by the respective utility before the next update. There are also
proposals to restrict, and/or establlsh‘reasonableness criteria
foxr, utilities’ power purchase commitments between updates.
Generally, the proposals arxe intended to ensure even-handed
treatment of QFs, provide guidance\to'utilitiea, “and sinplify - y"fﬁ
reasonableness reviews. ' ‘ b

These suggestions are attractive but premuture. First,w -‘lL~3":
there are still a fair number of technical wrinkles (e.g., closer. _f_,“

coordination between the ER and CPUC processes) still to work out.

) . \ L)
Second, far-reaching regulatory proposals often have unintended ey

linkages or create perverse incentives; thus, we would want to ",5,2
think through carefully the full implications of these suggest;on4 .f R
before applying the result of the resocurce plan proceeding r;gzdly
or automatically in other matters.  In the meantime, we are |
requiring the ut;lities at least to carry the burden of perauaazon N
whenevor they ask us to deviate from our zlndzngs in the most f'
recent resource plan proceedzng. We think this is fair and’ allcwf _F;ﬁ
for rurther refinement Oof our resource plann;ng process. 4{ ‘.,jg-
We find that SDG&E does have significant need for J
additional capacity over the next eight years. We stress that. : ﬁJ“
although SDG&E will not have. final Standard Offer 4 contvacts N
available to meet that need,at this t;me, SDG&E. management is not i
otherwmse inhibited by today's decision £rom pursulng the resource ‘W{‘

1
|
/
}
i
|
j
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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 from non=QF
sellers. ,

We also note that SDG&E’s preferred scenaxio shows ‘
greater need than is indicated by either ER=-6 or SDG&E’s CEC-based
scenaric. The CEC bases its ER-6 conclusions in part on the

availability of Silver Gate as “contingency reserve;” this suggests

that SDG&E’s proposed refurbishment of Silver Gate to meet its
near-tern need is basically consistent with ER-6. SDG&E managcment
may feel that it has to make other resource decisions before the
next update. We cannot prejudge 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 SDG&E’s commitment is made. We will continue to'review'such .

decisions in appropriate proceedlngs, such as reasonableness
reviews and CPCN applications.

‘ Accepting the possibility that SDG&E may commit to
purchase power from a non-QF sellexr before the next update dees not
mean that we have rejected QF competition in th;s proceeding.
However, based on the analysis done by SFG/U/F, it appears that a {
cost-e::ective power purxchase by SDGSE is unl;kely to include a
significant tixed price component analogous to‘thc energy-related
capital costs of a baseload or intermediate’ plant. Thus, the
resource options that seem suitable for SDGSE at this time do-nQ;
appear avo;dable by QFs under Standard Offer 4. Co

Nevertheless, we share the concerns voiced by many
parties that our resource planning process needs improvement if 1t
is to achieve the goal of allowing QFs to compete on a fair basis
with non—QF sellers to. Callrorn;a utilities. 4uhe CEC, SDG&E, IEP,
and SFG/U/F have all developed some/xnterest;ng zdeas that should

- 28 -
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be discussed in workshops before the next update proceeding. The
joint CEC/CPUC workshops on coordination matters provide a logic&l
venue, and our final decision in the compliance phase will have .
suggestions on the timing of these workshops. It may help to frame
the later discussions by offering observations now on how.we see
the resource plan proceeding evolving.

e. ¥Wherxe We Arxre Heading- To maximize benefits fronm QFs, and
to permit real competition between QFs and non-QF sellers, we think
the resource plan proceeding must deal,not'only‘with aveiding new
power plant construction (a relatively simple case) but also with
£illing the utility’s disaggregated resource need, which is '
basically what a power purchase should do.r¢

The avoidable plant is a useful concept, but it has at |
least two major limitations. As the utilities point out, there is
no guarantee tbat the QFs avoiding the plant will provide
equivalent benefits. At the same time, the avoidable plant may
understate the value of QFs. For example, one of the virtues of
QFs is that they enable utilities to add capacity in small

increments. If we always establish the size of 2 final Standard - -
Offer 4 QF cohort 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, back into the resource plan.

Perhaps the resource plan proceeding would benefit by
-inviting each utility to indicate what it reQards‘as the optimal Q#“

16 We bave previously urged the utilities to disaggregate theix
systen needs by operating mode and performance features (see
D.86=07=-004, pPp. 56-61), although we there saw this direction as
-leadlng away from the standard offer structure and toward more
negotiated contracts.  The past year has seen a very posmtzve g
response by the utilities, with rapidly increasing soph;stzcat;an X
in developing special performance features (e.g., downwaxd b
dispatchability) for power puxchase agreements with QFs. We now =
feel optimistic that sufficient flexibility can be built into final
Standard Offer 4 to respond to disaggregated system needs.
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contribution to its resource needs during the eight-year deferral
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 to achieve through new
construction oxr power purchases from non~-QF sellexrs but feasible
through final Standard Offer 4. The fixed costs of the capacity
could be derived from ¢eneric cost data for baseload (probably
coal-fired) and intermediate (probably combined cYcleﬁ-plants,
similar to the cost-effectiveness testing performed by SFG/U/F in
Exhibit 432. The utility could prepare a list of desirable
performance features, price them out separately, and treat them as
adders or subtractors, depending on what the specific QF can '
provide as compared to the aveoided generationlresource. SDG&E is
probably the farthest along of the utilities in the disaggregated
valuation of performance features. Line loss calculation and
interconnection costs can also be made QF-specific and the price
adjusted by reference to the corresponding character;stacs of the
avoided capacity addition.>’ ‘

Disaggregated resource need may entaxl more speculat;ve
price estimation than the avoidable plant, although this is by no =
means clearly so. We think that, in any case, the resource plan 1)
proceudlnq contains ;mportant sareguards- utxl;t;es would not be
able to rLll the need, eithexr through QF purchases or their own

17 Some assunptions would have to be made on the approximate
location of the avoided plant or purchase. The transmission--
related benefits and costs of specific QFs, as in the case of
performance features, may be higher or lower than those of the
avoided resource. The line loss question has been addressed in

worknhops in 1983, and PG&E has made recent proposals regaxrding th@ﬂf"

estination of transmission system reinforcement costs associated
with QF development. These issues should be taken up in an
appropriate forum, possibly by recpening our investigation of -
transmission system operations (I.84-04-077) following the flnal
decision in the compl;ance phase herezn., _
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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.

IX. Reinstatement of Standaxd offer 2

Standard Offer 2 is limited 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 turbihe. The capacity payments are levelized over the
term of the contract, which can be as much as 30 years.

- 31 =
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Concerns with the capacity payment feature have led to
our suspension of this offer’s availability in D.86-03-069.%8
Specifically, we want to ensure that our 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 SDG&E, with a cumulative limit
on new contracts before the next update proceeding of 100
negawatts. We are staying such reinstatement pending (1) our
approval (anticipated shortly) of SDG&E’s reliability target, and
(2) receipt of comments on queue management and certain proposals
made by SDGEE in its concurrent brief. We are pot reinstating -
Standard Offer 2 for PG&E or for Edison before the next update.

Formerly, there was no limit on the amount o£ new QF :
capacity eligible for Standard Offer 2 contracts. The commission '
simply established new capacity priée schedules in each\utility's;‘
general rate case, after wh;ch.all new'Standard Offexr 2 QFs could
receive the prices shown, regardless of whether such QFs
represented 10 megawatts of new capacity ox 1000 megawatts.

Under the capacxty conditions existing when Standard
Offer 2 was conceived and ;mplemented, this approach to updatmng
and capacity valuation was adequate. Reserve margins were low,
major utility power plant construction was cancelled or delayegd,
and the general rate case cycle was two years. These conditions

have changed. Nuclear and. othex unitsfhave-enteréd‘service,rthe QFu,ﬁ”;f‘
response to the standard offexrs has added signi:ic;nt‘capacity, and-

utility reserve margins appear ample. Thus, ‘Standard Offer 2 f«:
capacity prices must not only be revised perlodzcally, they must -

18 The suspension was continued indefinitely'in3D.86—05—024.”
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also be revised for each block of additional capacity in order to
give an accurate price signal.l9

Also, the resource plan update proceeding that we
have instituted on a two-year cycle for final Standaxd Offer 4
provides a better forum than the general rate case (which is now on
a three-year cycle) to establish the long-term capacity price
schedules needed for Standard Offer 2.

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

‘ There is little controversy regarding the desirability off
these changes in principle. The chief issue is whether block '

pricing should be coupled with an overall megawatt limit. QF

representatives argue that, with block.pr;c;ng, there is no need: tof

also establish an overall megawatt limit for new Standard ofrer 2
contracts between updates. Their theory is that additional

capacity always has some value to the utility, so that}as.long;asﬁf

the capacity price reflects relative need, new OFs that seek te
sign Standard Offer 2 contracts at that prlce should be pe:m;tted
to do so. We believe, however, that prudence dictates lzmztlng ’

reliance on a given set of plannxng assunptions. At this time, for -

example, there is much uncertainty as to how many QFs alxeady under‘,Ji

19 In other words, the capac;ty price (before levelazat;on)

during periods when the utility is projected to have capacity in

excess of its reliability target should be some fxaction of the
full annualized fixed costs of a combustion turbine.

Block pricing is superior to a single overall megawatt limit.
because the value of successive capacity additions declines
exponent;alry. Thus, individual pricing of a sequence of small

blocks gives greatexr accuracy, and a truer economic signal to QFs,
than a single capacity price averaged for the total megawatts: made“

available between updates.
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contract will ultimately come on-line. If the “success” 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 updates,,
we minimize exposure to forecast error for all concerned.

The question that the CEC, Puklic Staff, and the
utilities have raised is whether Standard Offer 2, even with the
above modifications, should ke reinstated at this time.

B. IThe CEC’s Position

The CEC first took a position on the reinstatement issue
in its concurrent brief. The CEC concluded in ER-6 that PG&E and
Edison do not need capacity within the deferral window, while SDG&E
needs capacity but only for peaking resources. According to the
CEC, ”The specific type of long-run contracts - SO 4 or SO 2 - is
irrelevant to this capacity need conclusion. Thus, no new standard
offer contracts of #2 or #4 variety shodld bé allowed at this time.
In future update offers, capacity and enerqy balances wh;ch result |
in identified avoidable resources should ke treated as a rcap” for
all new standard offers #&, #2, and nonstandard QF contracts. In
this way, the physical need for resource additions will constrain
the agggegate of new QF contract supplies.” (CEC concurrent brief,
p- 5.)

20 Edison prev;ously-made a s;milar argument in this proceedzng
to the effect that Standard Offer 2 should not be available in the
absence of an ”"identified deferrable resource.” We have rejected

Edison’s position. See D.86-07-004, p. 71; D.86-11-071, p. 4. In . .- .-

the lattexr decision, we noted that ~if a utility's resource plan
ghows no ‘identificd defexrrable resource,’ our new capacity
valuation method would reflect the utility’s capacity-rich
condition in the Standard Offer 2 capacity price; and if there were

an ’identified deferrabi: resource,’ new Standard Offer 4 QFs would
be assuned to defer it. The presence or absence of deferrable
resources certainly affects prices under Standard Offer 2 but has
ne logical relation to its availability.” (Id.)
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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 opinion between the two commissions
regarding 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 both i o
commissions have been pressing for the disaggregated assessmernt and - N'@“
pricing of performance features such as dispatchability and ‘ d ,
curtailment. Standard Offer 2 is very well-suited to SDG&E’s R
current needs. QFs contracting under this offer are committed to o
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 achiév¢
bonus payments fox exceeding these availability requirements, and
face derating if they fail to meet them. - |

. , Moreover, Standard Offer 2 is a short=-run offer, using 'fI/:' | ‘

capacity and energy payment methods that track the purchasing . |
utility’s short-run marg;nal costs. As. such, Standard Offer 2 doeé ’
not avoid new resources but rdther back, down existing resources. |
This is appropriate (indeed, it is the least-cost strategy)’
whenever a utmlity would not incur energy-related capital costs.
Such is the case with SDGEE. (See generally'our discussion of the'
relationship between short-run and long—run standard offers in { e
Section I.B.4.c above.) ‘ ‘fﬂ“

We have always shared the CEC's concern that QFs not back
down other resources in a way that works to the ratepayers' j«
detriment. Our use of IERs to calculate energy payments to QFs |
ensures that such payments are adjusted for periods when oil/gas= |
fired generation is not on the margin. Standard Offer 2 alveady |
has several cuxta¢lment provaszons, most notably for periods whenf
¢continued QF energy deliveries would result in negative avoided
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costs. Moregver, we are inviting comment on SDG&E’s proposal that
the 1500-hour curtailment provision developed for final Standard
Offer 4 also be incorporated in Standard Offer 2. Such a provision
should further help the efficient integration of QF output into the
purchasing utility’s system.

We stress that we do not discount the system operabilityf'
objective in concluding that Standard Offex 2 should be reinstated -
for SDG&E. The utilities are already required to file various
periodic repoxrts on QFs” system impacts, including quartexly
reports of any invocation of either hydro spill pricing or negatzve
avoided cost curtailment. We are open o suggeationz-on further
reporting requirements that could document‘and give early warning |
of system constraints related to QF energy deliveries. This could '
be a topic for the woxrkshops on plannlng and coordination issues to
follow the end of the compliance phase of th;s proceeding. We -

- expect, however, that the development and use of contractual

performance conditions, such as SDG&E’S proposed curta;lment adder
for Standard Offer 2, can.forestall potential constraznts from -
materializing. ,

Public Staff favors reinstatement of Standard offer 2,
with one qualz:ication- Public Starf would not levelize capac;ty
payments to Standard Offexr 2 QFs when the purchasing utlllty' ‘
Energy Rel;abxlxty Index (ERI) is less than 0.5. (A ut;llty'that
exactly meets its reliab;llty target would have an ERI of l.0.) -
Public Staff envisions this propesal, a Standard Offer 2 QP that
conmes on-line durlng such a capacity surplus would receive :xxed
but not levelized capac;ty payments until the ERI h;ts 0.57
beginning in that year, the QF would receive level;zed capac;ty
paynents for the duration of the contract.

PGSE and Edison feel that Public Stafi’s proposal has ‘
mexit but only partzally mxt;gates their concerns. The;r prxmary
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position is that Standard Offer 2 should not be reinstated for them
until there ic greater certainty regarding the success rate foxr QFfs
already under contract but not yet pn-line.21

QF representatives support reinstatement ¢f Standard

Offer 2. SFG/U/F would reinstate the offer for SDG&E and for PG&E,

which shows a near-term capacity need under certain dry-year
assumptions (see Exhibit 454), but not for Edison. IEP would
reinstate Standard Offer 2 for all three utilities and prefers a
megawatt cap to the Public Staff proposal. However, IEP believes

that the proposal “is preferable to retaining 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
projects may be relatively dirricult to delay but would be lost
entirely (for periods when alleged oversupply is no longer present)
if only SO 1 is available (e.g., building cogeneration in when a
boiler must be replaced).” (IEP concuxrent brief, pp. 53-54.)
Northwest Power Company (NPC) would also reinstate for all threéj,
utilities. NPC says, “Without a wide range of choices, individual
circumstances regarding'technology,_resoufces and financing could.

21 PG&E and Edison also arguu Loxr addxt;onal restrictions on

Standard Offer 2. The chief ol these, supported also by SDG&E, is

use of a second price auction o allocate available Standard o:rer
2 capacity. We think these proposals are! ‘at least premature: we
have carefully limited the reinstatement issues to updating :
frequency, caps on availability, and capacity valuation. We have

not invited a rethinking of Standard Offer 2 methodology, nor have3~”“5

PG&E and Edison demonstrated a need to do.so. Ih particular,
PG&E’s point that, in some circumstances,. Standard Offer 2 may be
more attractive to QFs than final Standard Offer 4, does not. ‘
trouble us at all. Each standard offer serves partlcular purposes,
the relative attractiveness may vary at different times and Srom
one QF to another. In any event, these additional proposals-are.
not properly before us; if the ut;lit;es wish to renew them,: they
should request. such conﬂideration 1n the bxennlal update
proceed;ng. .
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limit otherwise economic development of QF resources.” (NPC
concurrent brief, p. 6.)

We have decided very reluctantly not to reinstate
Standard Offer 2 for PG&E or Edison. Standard Offer 2 is the most
important of the short-run offers, and its continued suspension for

any of the utilities iIs a serious loss. We have already'discussed"

some of the offer’s advantages (see Section II.B above): IEP and
NPC have correctly noted others. Other considerations temporarzly
outweigh these advantages, at least for PG&E and Edison.
First, the levelization feature of Standaxd Offer 2 is
roublesome when the value of additional capacity is low. Block
pricing and capacity values adjusted by the ERI accurately convey

the marginal value of capacity, pbut this fine-tuned economic s;gnal

is klurred by levolization. We think that level;zatzon is fully

justlrled when the purchasing utility is not- too' far above or belowf:o

its reliability target. 22 Under current cixcumstances, where PG&E

and Edison appeax. to exceed their relzabxllty targets substant;ally-f

durlng the deferral wlndow, and where this Commission is grapplzng
with the problem of uneconomic bypass, the signing of even a . :
limited number of levellzed contracts with QFsrls unattractlve for
those utilities. ‘

Second, both PG&E and Edison have many QFs, represent;nq
thousands of megawatts, undexr contract but not yet on-line. Many:
of these QFs are products of the interin Standard Offexr 4 ”gold

rush,” and their dropout rate is still‘speculat;ve. To—reznstate

22 Levelized capacity paynents result in a moderately front- =
loaded payment strean for Standard Offer 2 QFs; all other standard

offers use ramped payments. This feature of Standard Offer 2 makes

it well=-suited to capital-intensive QFs (such as waste-to-enexgy
projects) and perhaps also to QFs with rescarch, development, and
demonstration aspects. Even with levelization, Standard Offer 2
has much less front-loading than the electric utility revenue :
requirement strean for a corresponding capital 1nwestment.
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Standaxd Offer 2 for these utilities now, with the present degree
of uncertainty, may result in a very inaccurate price sigmnal
because the dropout rate could well be much higherior much lower
than current estimates. We believe that the better course is teo
wait for the next update, when better 1n£ormatzon will be
available.

Third, capacity valuation on the PG&E system continues to
be problematic.?® Exhibit 454 illustrates this. At the direction
of the assigned ALJY, PG&E calculated ERIs for 1988 using the |
capacity value adjustment metkod, based on Loss of Load Probability
(LOLP), that the Commission approved in PG&E’s test year 1984
general rate case and used in D.86=-11-071 to determine capacity
payments on PG&E’s system. Pursuant to that direction, PGEE ‘ ‘
combined assumptions from its current Energy Cost Adjustmentzc1ause
proceeding with dry and average hydro~year data.’ The results show '
that under average hydro cond;tions, PG&E’s ERY would be 0. 22--;n
other words, the system would have capacmty much in exce s of the
relxab;llty target. Under dry conditions, the ERI would be L.12-—
in other words, the system would be capacity-short! What this
suggests to us is that a reliability target based on LOLP 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 vtilities’ implementation of our orders on EUE targets
and the ERI. For present purposes, it is sufficient to note that
disputes regarding Edison’s and SDG&E’s implementation relate to |
input assumptions rather than mathodolcgy, while PG&E raises both
types of issue. . , S
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PG&E’s but unlike Edison’s or SDG&E’s, depends heavily on an as-
available (hydro) re.,ource.24
Perhaps our chietr motivation in suspending Standarxd Offer
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 before arriving at
such a method for PG&E argues strongly for continuing the
suspension as to that utility, especially since Public Staft’s
mitigation proposal does not work if the underlying ERI is
£laved.?> | o
' We conclude that Standard Offer 2 should remain suspended
for PGA&E and Edison. We will reconsider the suspension during the
resource plan update for ER-7.
2. SDRGEE’Zs Position ;
Standard Offer 2 should be reinstated for SDGSE. We plan:
shortly to authorize SDG&E to make available two blocks of |
contracts, with 50 megawatts.cumulatxve capacity in each bleck.
The capacity payment to a QF that straddles the two blocks should
‘be computed according to the proportion of the QF’s megawatts ‘
‘within each block. Where a QF‘straddles the megawatt limit of the’
second block, SDG&E shall use the same buffer allotment rule that
we approved for.tznal,Standard Offex 4. (See D. 37-05-060, p- 1. )

-

24 Edison has eome hydre resources on its system but not nearly
to the same degreez of dependence as PG&E. SDG&E. essentzally has no
hydro resources.

The CEC’s LOLE relmabxlzty target belongs to the same’ ':am;ly’
of probabilistic reliability measures as LOLP and EUE, so it may
well exhibit sxmxlar sens;txvity to input assumptions.

25 Taat the capacmty“valuat¢on dllemma persxsts foxr PG&E zsAnQ;
due to any lack of cooperation by PG&E-in this respect. Follow;ng
Phase II, where we clearly directed that all three utilities '
develop nn EUE-bused reliabillty target and ERI, PGLE produced a
respons;ve and thoughtrul implementatxon ‘proposal.
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The characteristics of Standard Offer 2 are well-suited
to a utility, such as SDG&E, that needs peaking capacity. Also,
the arguments for continued suspension hardly apply to SDG&E. The
EUE-based reliability target seens to yield reasonable results that
closely parallel the results derived from the CEC’s MAREL model and
LOLE target. There is uncertainty regarding the QF dropout rate
for SDG&E, as for the other utilities, but SDG&E has relatively
fewer QFs under contract.

SDG&E itself favors reinstatemenr but proposes in its
concurrent brief that certain “contractual safeguards” that the
parties have jointly recommended for final Standard Offer 4 also be
incorporated in reinstated Standard Offer 2, and possibly also in
Standard Offer 1. The most important of these safeduards appear.to
be increased'curtailment‘rightS'and‘re:inements to the QF Milestone

Procedure. These proposals appear attractive, but parties have ndt"_“'

yet had an opportunity to considexr them 1n the context of Standard
Qffers 1 and 2. We will therefore prov;de such opportun;ty for
comment. We emphasize that we consider SDG&E'S proposals for
prospectlve application only, existzng QF contracts are not
affected. Also, our primary business at’ th;s tine is to relnstate
Standaxrd Offer 2; if Standard Offer 1. invclves significant

considerations unique to that offer, we will defer possible

modification of that offer to the update proceed;ng.

Certain other tasks must be flnushed before actual
reinstatement. Qur decision on SDG&E’s P oposed EVE target, ERIs,
and capacity price schedules will. follow today’svdeCLSlon shortly.
We note that there is some disagreement as to the resouxrces assumed

#in” for purposes of. the schedules.’ Accordlngly; some rev;s;on to

the proposed schedules may be necessazy.{ S
Thought should alse be given to queue management. Access
to the contract blocks is first—come/tzrst-served._ The f;nanc;al

consequences irn establishing priority are considerable. ThHSﬁ‘the |

utility needs to specify, clearly and 1n3advance of contract
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availability, what actions the QF needs to take in order to
establish its priority. We will require SDG&E to file a proposal
foxr queue management, and will allow comment by the other parties.
We believe that SDG&E’s proposal should follow generally our .
principle in the second price auction regarding recquired contents
of bid packages. (See D.87-05-060, pp. 9-10.) Basically, there
should be relatively few requirements in order to establish
priority, but those few should be objective and rigidly enforced,
with no ~"grace period” (i.e., no opportunity to fix an incomplete
submittal so as to relate back to the date of initial tendex:
priority is established as of the date that a complete submittal is
in the utility’s hands).

Comments of other parties on SDG&E’S proposals for
Standard Offers 1 and 2 shall be filed no later than November 18,
1987. SDG&E shall file its proposal: for queue management in -
connection with block pricing no later than November 18,‘1987 andf
other parties may also file comments:on this issue at that time.

A third interim opinion will follow today's decision’
shortly. The third interim opinion will deal with the remamnxng
pricing issues.(capaclty valuation, variable energy pricing) and
miscellaneous contract provisions foxr £inal Standard Offer 4 -
(essentially, the jointly sponsored. provisxons in Exhibit 446 and
the alternates supported by PG&E: and IEP). !

The final compliance phase: oplnmon will complete the
implementation of final Standaxrd Offer 4 and reinstatement of
Standard Offer 2 for SDG&E. It will contamn the zull d;scusszon ot
planning assumptions, CEC/CPUC coordznation, updat¢ng procedure,
and adders that we have deferred from today's dec; ion. The rlnal
opinion should be issued ;ate in the' year.'
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Many parties have suggested workshops on many topics, and
we agree that workshops could be helpful. At the moment, the most
timely topic, because of its usefulness for ER-7, would be the
creation of a joint terminology for use in the ERs and resource
plan updates. We suggest that the staffs of the respective
commissions produce a joint draft and schedule a workshop to
receive input from interested parties. The staffs should also
consult on the scheduling and priorities for workshops on other
topics, although many of these should probably be reserved until
after our final compliance phase opinion.

N.

Pursuant to Public Utilities Code Section 311 and to our: |
Rules of Practice and Procedure, the Proposed Decision of ALY Xotz |
was issued before today’s decision. Six parties (the CEC, Public
Staff, PG&E, Edison, SFG/U/F, and IEP) filed comments on the ‘
proposed decision, and we have made a few modifications 1n,llght ot
those comments. The modifications are nonsubstantive (either
strictly procedural or clar;ticgtions of the proposed decisien),
and they are found in Section I.B.4.e., Conclusion of Law 4, and
Ordering Paragraphs 2 and 3 of todai's decision.

Several parties suggested workshops on various i
implementation issues that they have identified in connection w1th ,‘Q
the resource plan update procedure.  We agree that workshops showld ||
be held and will address this matter specitically in our :1nal :
compliance phase decis;on. : L

The comments of IEP are erzectlvely a motion to set aside |
submlssxon and to take add;tional test;mony {(on SDG&E’s resource: 4

plan). IEP says that after the cloa@ of hearings, SDG&E tendered a }pff

Notice of Intention' (NOI) rolating to SDG&E’s test year 1989 s
general rate case, and that this document shows (1) that a baseload" ‘
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 1
, iterative cost-effectiveness test in 1995, which is the last year ¥
of the ~deferral window” in this proceeding. IEP notes that these
. resources are potentially aveidable for purposes of final Standard
| Cffer 4, and that SDG&E’s conclusions in its NOI differ o
significantly from those reached in its testimony in this o
proceeding. For these reasons, IEP says the record herein should “fﬁf
| 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 megawattsL This seems
fair and appropriate, since we have already authorized utilities to
modify their needs assessment downwards after close of the record
(to reflect a newly concluded power purchase, see D. 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
o post-compliance phase QF-related matters to contend w:z.th as well
as ER-7. At the next biennial update, which will mark the first
full cycle of CEC forecasting coordinated with QF procurement, we
expect the utilities to have fully integrated the cosﬁ-
' effectiveness showing foxr th;s proceedxng in their own resource
. planning process.

Pindings of Fact \
1. The CEC adopted its,current ER (ER-G) in December 1986.
' 2. None of the Cchbased planning scenarios zl}ed by the ‘
utilities, and none of the alternative scenarios, diséloSes,a cost-
effective baseload or intermed;ate resouxce over the next e;ght |
| years. ‘ L
| 3. Utility participationvin studies of potentiil power piant
; projects is userul‘in-developing‘thq.utilityfs resource plans.
4. In a CPCN proceeding for 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.

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

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

7. SDG&E’s need appears to be predominantly for peaking
capacity, which is not deferrable by QFs.

8. The refurbishment of Silver Gate by SDG&E appears
consistent with ER~-6. | ‘

9. SDG&E’s proposal to make a long=run offer to QFs at this
time would use a projection of short-run marginal costs rather than
the long-run marginal cost methodology prevmously approved :or
final Standard Offer 4.

'10. The primary source of the differences in long=-term need
assessment between SDG&E and the CEC is' their respective treatment
of conditional RETO.

1l. The CEC and CPUC staffs are jointly'revzsang the Standard
Practice Manual. The revisions are intended in part to—perm;t more'
direct comparison of supply=-side and demand—sxde resource options
than is possible with the current manual. Some revisions are
planned to be ready in time for use with ER-?. ‘

12. Under the current. methodology for final Standard offer 4,
conservation and load management resources are not deferrable by
QFs. -
13. Under the current methodology*tor\tinal Standard ofter 4,
nondeferrable resources that are cost-effective may be included in'
a utility’s resource plan. Non-cost-effective resources are not -
deferxable by QFs and are not includable in resource plans unless -
their inclusion is supported by expresm regmlatory—pol:cles.

14. The CEC is uniquely qualitied to judge the impacts of ztsd;

building and appliance erticxency standards.
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15. Utility conservation and load management programs require
funding authorization from the CPUC. The CPUC should make clear
its short-term and long-term policies embodied in its authorization
decisions so that the CEC can take appropriate account of those
policies in the ER.

16. The absence of energy-related capital costs, and not the
complexity of devising appropriate contractual operating terms, is
the primary basis for not authorizing ajpeaker-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 add
2 baseload or intermediate resource.

18. It is desirable for purposes of least-cost planning that
QFs be allowed to compete against non-QF sellers of electricity to
California. However, such competition must be made to dovetail
with the ncgotzatxon process so that neither QF nor non=-QF selle*s
gain unfair advantages. ;

19. To maximize benefits from QFs, and to permit real
competition between QFs and non-QF sellerxrs, the resource plan
proceeding must deal not only with aveiding new power plant
construction but also with filling the?utility system’s
disaggregated resource need, which 15-ba51cally what a power
purchase should do.

20. Sufficient flexibility can be built into final Standard
Offer 4 to respond to disaggregated system needs.
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21. The use of IERs to calculate energy payments to QFs
ensures that such payments consider periods when oil/gas-fired
generation is net 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 strateqy whenever a
utility would not incur energy-~related capital costs.

23. Block pricing and an overall megawatt limit, together
with clear and cbjective queue management rules for establishing
priority, are adequate safequards to justify reinstatement of
Standard Offer 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
the general rate case to establish the capacity price schedules
needed for Standard Offer 2.

25. The levelization feature of Standard Offer 2 capacity
payments obscures the marginal price signal conveYed by the ERI and
block pricing. This is a concexrn when utilities appear to have

-
-z
/
/
/

capacity substantially in excess of their reliability targets (as [“\

is the case with PG&E and Edison) and uneconomic bypass may be
occurxring.

26. The continued uncertainty'regarding the QF dropout rate
and capacity valuatlon on the PG&E system also justify cont;nulng
the suspension of Standard Offer 2 for PGLE.

1. Final Standard Offer 4, unlike interim Standard Offer 4,

is based on avoidable resources and not on a projection of short-:

run marginal costs.
2. No final Standard Offer 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 Offer 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
program funding) in an application filed before the next resource
plan update, the filing should include the applicant’s CEC-based
scenario and its preferred scenario (if any) from this proceeding.
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 planning AN
assumptions on which it chose to rely in the most recent resource R
Plan proceeding. )

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

6. The reinstatement of Standard Offer 2 for SDG&E should ve.
accompanied by a cumulative limit on new contracts signed before -
the next resource plan update of 100 megawatts. These contracts
should be allocated in two successive, separately-priced blocks,
with 50 megawatts cumulative capacity in each block. The capacr:y
payment to a QF that straddles the two blocks should be computed
according to the proportion of the. QF’s megawatts within each
block. Where a QF straddles the megawatt limit of the second ‘
block, SDG&E should use the same buffer allotment rule approved Ln Q
conjunction with the final Standard Offer 4 auction.

7. The reinstatement of Standard Offer 2 for SDGSE should be:
stayed pending (1) approval of SDG&E's,reliability‘target,‘and |
(2) review of comments on queue management and SDG&E’sS proposals ‘
for use of certain contract provislons also under consxderatxon for
final Standard Offer 4. SDG&E’s proposals. regarding Standard
Offers 1 and 2 are considered for prospective application only,r
existing QF contracts are not artected.

-48 -
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8. Altbough SDGAE will not have any final Standaxd Offer 4
contracts available 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. 7This oxder should be made effective today in order to
expedite resolution of issues in the implementation of final
Standard Offer 4 and the reinstatement of Standard Offer 2.

IT IS ORDERED that: -
1. Approval of the final Standard Offer 4 compl;ance f&l;ng,A
of Pacific Gas and Electric Company (PG&E) , San Diego Gas '&
Electric Company (SDGSE), and Southern California Edison Company ‘
(Edison) is deferred to the final deczslon in the compllance phase.u‘
2. No final Standard Offer 4 contracts shall be macle
available by PG&E, SDG&E, or Edison before further order of the

Commission. The motion of Independent.Energy Producers Aasoczatlonf '

to recpen the record for further testimony on avoidable resources
is denied.

3. 1If PG&E, SDG&E, or Edison seeks authority to develop a
new resource. (including any proposals for demand-side management
program funding) in an application filed before the next resource
plan update, the rilxng shall include the applicant’s: czc-based

scenario and its preferred scenario (if any) from this proceedxng.h;' o

The applicant can also use additional scenarios with more recent

assumptions to support the requested authority: however, the . b

applicant shall explain and justify deviations from the planning
assumptions on which it choee to rely 1n the most recent update
proceeding. - , :
4. The suspens;on or Standard ozrer 2 for PG&E and Edzson zse'
continued pending further order of the Commission. ' |

- 49 - | o
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5. Standard Offer 2 shall be reinstated for SDG&E, subject
to conditions and upon consideration of further comments, as
described in conclusions of law 6 and 7.

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

7. Comments of other parties on SDG&E‘’s proposals for
Standaxd Offers 1 and 2 shall be filed no later than November 21§,
1987. :
This oxder is egfﬁg;xve today.

Dated NOV 1 » At San Francisco, Califormia..

SLMKL; W. YULETT

JOHN B OBANIAN

Commizsiorer Donald Vial, do
Recossarily absont, did no.'
, par»icipazo.

| CERTIFY THAT-THIS-DECISION. |
WAS APPROVED BY THE ABOVE
COMWSSIONERS TODAY. "
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rabl : 1 Abbreviati

This table contains an expansion of each acronym and
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.

ALY _ Administrative Law Judge (p. 1)
CEC Californmia Energy Commission (I).
Conditional RETO ﬁgg_BEQQM(I.B.4.a)

COT Project Callfornla-Oregon Transm;ssmon Progect :
o (m A. 2).

CPCN | Certlrlcate of Publlc Convenience and
Necessity'(I.A 2)

CPUC or Commission Calzfo§nia Publlc Utilities COmmlsszon
(I.A.l

D. | Decision (p- 1)

Edison , f SouthernﬁCalifornia‘Edison Company (I),

ER . Electriczty“Report (L) ‘ : -
The Sixth Electrxc;ty Report (I), the czc*sf*4u
most recent adopted ER '

The Seventh mectnc:n:y Report (I-A), novrr R
in;preparation

'z:nergy Reliability Index (x1.¢.1)

Expected Unserved Energy (I-B.4.2)

-Order Instituting Invest;gatlon (I B.4. e)

'Independent Energy Producers Assocxatmon
(I-A.1) ‘

Incremental Energy Rate (X. B 2)
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APIENDIX A
Page 2
Loss of Load Expectation (I.B.4.a)
Loss of Load Probability (II-C.l)

Multi-Area Generation System Reliability
Model (X.B.4.a)

Notice of Intention to file an appllcatzon,
e. g., for a general rate case (IV)

NPC Northwest Power Company (II.C.l)

PG&E Pacifiq Gas and Electric Company (I)
Public Staff Public Staff Division of the CPUC (I.B.3)
QF Qualifying Faciiity (I)

RETO Reasonably Expected to Occur (I.B.4.2a)7
~Conditional RETO” is used by the CEC to
designate conservation and load management
prograns deemed desirable but awaiting
additional regulatory approval.

San Diego-cas & Electric COmpany (p. 1)
Santa Fe Geothermal, Inc., Union 0il

Conpany of Calitornxa, and Freeport-ncuoran f
Resource Partners (I.A.2) ‘

(END OF APPENDIX A)
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Following Decision (D.) 87=05-060, our first interinm
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 ceoncerned resource planning and *
contract drafting for final Standard Offer 4 and possmble .-
reinstatement of Standard Offer 2. Today’s dec;smon addresses only
the most pressing of these issues. We find (ﬁo that there are
presently no avoidable roesources for purposes of tinal Standard
Offer 4, and (2) that Standard Offer 2 should be re1n¢tated for San
Diego Gas & Electric Company (SDG&E).

I- ' 2

- Final Standard offexr 4/<:es a s;mplltmed generatxon
resour@e plan methodology. (§ee D.85~-07-022.) We presently
implement this methodology thxough revmew of utility resource plana ‘
based on assumptions from the then-current Electricity Report (ER) |
of the California Energy Ccmmission (CEC) and such alternat;ve ‘
planning scenarios as the utility may wish to presen; in order to
test the effect of uncertainties in the forecast. Our review
deternines whethert/tor each utility applicant, there are any
»avoidable” generation resources (including construction by the
utility and pow?, purchases from others). If we find such
resouxces, we would direct that utility to nmake a r;nal Standard 1
offer 4 available for bidding by Qualifying Facilities (QFs). The o
nunmber of megawatts in the offer, and the base price that QFs must
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contribution to its resource needs during the eight-year deferral
window. Conceivably, a utility might want to add snall increments
(e.g., 20 megawatts) of baseload or intermediatesgeneration in each
year. Such a pattern would probably be hard‘;a achieve through new
construction or power purchases from non=QF ssellers but feasible
through final Standard Offer 4. The rixed»costs of the capacity
could be dexived from generic cost data for baseload (probably
coal-fired) and intermediate (probably combined cycle) plants,
similar to the cost-effectiveness testlng performed by SFG/U/F in-
BExhibit 432. The utility could prepare a list of desirable
performance features, price thenm éﬁt separately, and treat them as
adders or'subtractors, dependipg on what the specific QF can
provide as compared to the avoided genexation resource. SDG&E Ls;
probably the farthest along/of the utilities in the dzsaggregated-
valuation of performance :eature&. Line loss calculation and
interconnection costs can(also be: made QF-specific and the price
adjusted by reference to-the correspond;ng characteristics of the“' g
avoided capacity addﬁpxon.17 ﬁ
Disaggregated resource need may'entazl more specu*atlve'
price estimation than the avoidable plant, although this is by no
means clearly so./ We think that in any case, the resource plan;;
proceeding contains important safeguardS' utilities would not be
able to £ill tﬁe need, either through QF purchases ox their'own‘%

17 Some assumptions would bave to be made on the approxxmate
location’ of the avoided plant or puxrchase. The transmission-
related/benefits and costs of specific QFs, as in the case of
performance features, may be higher or lower than those of the
avoided resource. The line loss question has been addressed in .

workshops in 1983, and. PG&E has made recent proposals to enable QFs’weji

to calculate their interconnection costs. These issues should be
taken up in our anestlgatlon of transmmsszon system operations ! C
éI -84=04-077) following the zlnal decision in the compliance phase C

ere;n. | Lo

/
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efforts, if they propose unreasconably low prices; while the/Cost~
effectiveness standard effectively caps the price for which QFs
could arque.
A final point on avoidable resources concexhs associated
transmission costs and constraints. There is genexal agreement
that resource planning muct ¢onsider phygsical copttraints of the
existing transmission system affecting its abildty to handle energy
from a planned resource addition, and we have/already addressed the
question ¢of what transmission reinforcements/ resulting from the.
.avoidable resource are includable in avoidéd cost. (D.87-05=060,
PP. 29-31.) The Bonneville Power Admini<tration’s Intertie Access
Policy is another type of constraint Ahat affects the access of
California utilities to energy sellérs in the Pacific Northwest.
The CEC and the CPUC have both criticized the anti-competitive
impacts of this,. policy. For pupposes of final Standard Offer 4 we;
. think the policy should be igndred. In other words, it should be-
assumed that California utiljkies have access, up to the limits or a
existing: tJ:ansmiss:.on capacity and upon payment of any appropr:z.ate
wheeling charges, to surp)is energy and capacity in the Pacific '
Northwest. To recognize/the policy in this proceeding would give .
full scope to its antiscompetitive impact, effectively limiting
California’s resource/options as to both QF and Pacific Northwest
purchases. :

ard Offer 2 is limited to QFs that commit to provide
firm capacity. The offer has energy payments based on the : '
purchas;ng tility’ s short-run marginal operating costs, and y
capacity payments based on the full annualized fixed costs of a
cqmbuSt e+ turbine. The capacity payments are levelized over the
term of the contract, which can be as much as 30 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, the.most
timely topic, because of its usefulness for ER-7, would of/tho
creation of a joint terminoclogy for use in the ERs and resource
plan updates. We suggest that the staffs of the respective
commissions produce a joint draft and schedule a wor hop to '
receive input from interested parties. The stafts should also ;
consult on the scheduling and priorities for workshops on othexr /
topics, although many of these should probabmy be reserved until
after our final compliance phase opinion. : |

1. The CEC adopted its current ER (ER-6) in December 1986. - .

2. Ncne of the CEC-based planni%g scenarios filed by the '
utilities, and none of the altornative scenarios, discloses a cost= |
effective baseload or intermediate resource over 'the next eight
years. : ‘ ‘ f _

3. Utility participatign,in‘studios of potential power plant“
projects is useful in developing the utility’s resource plans.

4. TIn a CPCN proceeding for a transmission project, all
benefits claimed for the p§oject are cons;dered, ineluding the
project’s cost-effectiveness when all potential purchases are taken‘
into account. ‘

5. One of the chief goals of the resource plannlng process
is to fa;rly compare/ﬁhe benefits and detriments pertaining to each
type of .resource option.

€. SDG&E,Ibut not PG&E or Edison, needs signz:mcant
addltlonal capacity over the next eight years. :

7. DG&E‘s need appears to be predominantly for peaklng ‘ ;
capacity, wh;ch is not deferrable by QFs. R

8. me; refurbishment of Silver Gate by SDG&E appears ; |
consistent: /w:.th ER-6. | ‘ B S

9. SDGEE’s proposal to-make a lsng-run offer to QFs at th;sjj}o
time would use a projection of short—run ‘marginal costs rather thaﬁ“

/

- 43 -
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the long-run marginal cost methodology previously approved for
final Standard Offer 4. e

10. The primary source of the differences in lomg-term need
assessment between SDG&E and the CEC is their respective treatment
of conditional RETO. ‘ v

11. The CEC and CPUC staffs are jointly rev;s;ng the Standard
Practice Manual. The revisions are intended/in part to permit more
direct comparison of supply-side and demandiszde resource options -
than is possible with the current manue;f' Some revisions arxe
planned to be ready in time for use thh ER=7.

12. Under the curxrent methodology for final Standard Offer 4,
conservation and load management resources are not deferrable by
QFs. ‘

13. Under the current mefhodology for final Standard Offer 2,
nondeferrable resources that/%re cost~effective may be included in ﬂ
a utility’s resource plan. /’Non—cost-e!tect;ve resources are not ;j'
deferrable by QFs and arefnot includable in resource plans unless.
their inclusion is supported by express regulatory pol;c:es. :

14. The CEC ls)unlguely qualified to judge the lmpaot' of its

building and applzance efﬂlciency standards. .
’ 15. Utzlity,conservatxon and load management prograns requzrei
funding author;zdtion from the CPUC. The CPUC should make cleaxr . =
its short—term}and long-term policies embodied in its authorlzatzonc
decisions so-that the CEC can take appropriate account of those
policies in the ER. C ‘

16. The absence of energy-related capital costs, and not the
complex;ty of devising appropriate contractual operating terms, 15
the prxmary basis for net authorizing a peaker—based long-run -
standard offer.

17. Short~run QF pricing will be equal to or less than the L
utllity's long-run marginal cost whenever the utility would not add”ﬁ
a baseload or intermediate resouxce. o

f
|
|
|
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18. Xt is desirable for purposes of least-cost planning that
QFs be allowed to compete against non=QF sellers of electricity to
California. However, such competition must be made to-dovegaii
with the negotiation process so that neither QF nor non—QE/éellers

gain unfair advantages. ' : ///’ B

19. To maximize benefits from QFs, and to permit real
competition between QFs and non=QF sellers, the rcsource plan
proceeding must deal not only with aveiding new power plant
construction but also with £illing the ut;lity/ggstem'
disaggregated resource need, which is basacdlly what a power
purchase should do.

20. Sufficient flexibility can built into final Standard
Offer 4 to respond to»d;saggregated/;{%tem needs.

21. Resource planning must comsider physical constraints of '
the existing transmission system affecting the system’s ability to

handle energy from a planned resource addition. However, the

Bonneville Power Admin;stratrcn's Intertie Access Policy is not a

physical constraint. For purposeS-or final Standard Offer 4, it :
should be assumed that CaYifornia utml;tzes have access, up to the’
limits of existing transmission capacity and upon payment of any

22. The use of IERs to calculate energy payments to QFs
.ensures that such/%ayments consider periods when oil/gas~fired
generxation is not on the margin. :

23. Standard Offer 2 is well=-suited torSDG&E'f current needc
Standard Offer 2 does not avoid new resources but rather backs down "\

existing resources. This is the least-cost strateqgy whenever a _S
utility would not incux energy-related capital costs.

24"/’Block pricing and an overall megawatt limit, together st

with créar and objective queue management rules for establishing ' i

ﬁ
/

appropriate wheeling charges, to surplus energy and capacity in the

Pacific Northwest. // 13

przor;ty, are adequate safeguards to justlzy‘rexnstatement of “h

Standard Orter 2 ror SDG&E.
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25. The resource plan update proceeding instituted on a"two-
year cycle for final Standard Offer 4 provides a better gprum than
the general rate case to establish the capacity price schedules
needed for Standard Offer 2.

26. The levelization feature of Standard Offex 2 capacity
payments obscures the marginal price signal conveyed by the ERI and
block pricing. This is a concern when utllx es appear o have
capacity substantially in excess of thezr/;elzabxl;ty targets (as
is the casc with PGLE and Edison) and unecononmic bypass may be
occurring.

27. The continued uncertainty regarding the QF dropout rate .
and capacity valuation on the PG&E/system also justify contxnu;ng |
the suspension of Standaxd Offex/2 for PG&E.

: lusi r Law

1. Final Standard Offer 4, unlike interim’ Standard Offer 4,‘
is based on avoidable resodéces and not on a projection of short- -
run marginal costs. :

2. No final St%?dard Offer 4 contracts should be made
available to QFs at this time..

3. Pursuan?)ﬁs the biennial update procedure tor final
Standard Offer 4,/the question of avoidable resources should next
ve reviewed in cémnection with ER-7.

4. If Pdan SDG&E, oxr Edison seeks authorxty to develop-a .
new resource n an application filed before the next resource plan
update, the/filing should include the applicant’s CEC-based

scenario and its preferred- scenario (1! any) from this proceedxng-‘_“‘

The applicant can also use additional scenarios with more recent
assump?ﬁons to support the requested authority; however, the
appllcant must explaln and justity deviations from the planning

assumptlons on which 1t chose to rely in the most recent resourcef-
plan Proceeding. |

;5. Standard Otfer 2 should be reinstatad ror'SDG&E but noef‘ ”"(

;or PG&E or Edison.
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15. Utility conservation and load management pr require
funding authorization from the CPUC. The CPUC shoulg/ﬁgke clear
its short-term and long=-terxrm policies embodied in it9 authorization
decisions so that the CEC can take appropriate accoxnt of those
policies in the ER.

16. The absence ¢f energy-related capital costs, and not the
complexity of devising appropriate contractual dperating terms, is
the primary basis for not authorizing a peaker-based long-run |
standard offer. _

17. Short-run QF pricing will be equdl to or less than the
utility’s long=-run marginal cost wheneven/khe utility would not add
a baseload or intermediate resource.

18. .Xt is desirable for purposes/ of least-cost pl&nning that
QFs be allowed to compete against noy~QF sellers of electricity to
California. However, such competition must be made to dovetail |
with the negotiation process so tifat neither QF nor non~QF sellers
gain unfair advantages. o “ -

19. To maximize benefits/from QFs, and to permit real
competition between QFs and nén—-QF sellers, the resource plan
proceeding must deal not o with avoiding new power plant
construction but also with/filling the utility system’s
disaggregated resource negd, which is baSically what a power
purchase should do. | ‘ :

20. Sufficient flexibility can be bhuilt into final Standard
Offer 4 to respond to/disaggregated system needs. |

2l. Resource p anning‘must'consider physical constraints of
the existing transmyssion system affecting the system’s ability to
handle energy from/a planned resource addition. However, the =
Bonneville Power Administration’s. Intertie Access Policy is not a
physical constraint. For purposes of final Standard Offer 4, it .
should be assuméd that calirbrnia‘utilitieﬁ bave access, up to the:
limits of exiaéing transmission capacity and upon payment of any
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6. The reinstatement of Standard Offer 2 for SDG&E should be
accompanied by a cumulative limit on new contracts/;mgned before
the next resource plan update of 100 megawatts. ese contracts
should be allocated in two successive, separateigf;riced blocks,
with 50 megawatts cumulative capacity in eack block. The capacity
payment to a QF that straddles the two blocks should be computed
according to the proportion of the QF’s megawatts within each
block. Where a QF straddles the megawatt limit of the second
block, SDGLE should use the same b%ﬁ!er allotment rule approved in
conjunction with the final Standard Offer 4 auction.

7. The reinstatement of Séﬁndard Offer 2 for SDG&E should be
stayed pending (1) approval. oﬂ/EDG&E's relxabml;ty target, and
(2) review of comments on %géhe managenent and SDG&E’S proposals
for use of certain contract provisions also under'consmderatmon for
final Standard Offer 4. /SDG&E’s proposals regarding Standard
Offers 1 and 2 are congidered for prospective application only:
‘existing QF contracty are not a:tected.

~ 8. ‘Although SDG&E will not bave any final Standard orfer 4.
contracts availab}e to meet its capaczty needs at this time, SDG&E
management is n otherwise inhibited by today’s decision from

pursuing the resource strategy it deens to be in the best- Lntereots*""

of the utility and its ratepayers

9. This order should be made errectzve today in oxder to
expedite res solution of issues 1n,the implementatzon of final
Standard Offer 4 and the reinstatement of Standard Offer 2.
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22.
ensures that such payments consider periods when oil/g
generation is not on the margin.

23. Standard Offer 2 is well-suited to SDG&EXs current needs..
Standard Offer 2 does not avoid new resources buY rather backs down
existing resources. This is the least-cost stxategy whenever a
utility would not incur energy-related capitiyl costs.

24. Block pricing and an overall megyfatt limit, together
with clear and objective gueue management/rules for establishing’
priority, are adequate sa:eguards to'j tify reinstatement of
Standarc Offer 2 for SDG&E.

25. The resource plan update pfoceeding instituted on a two-
year cycle for final Standard Offer 4 provides a better forum than
the general rate case to establi the capacity price schedules
needed for Standard Offer 2. ‘

26. The 1evel;zation fegture of Standard Offer 2 capaczty
payments obscures the margx 1 prxce signal conveyed by the ERI and
block pricing. This is a goncern when utilities appear to have
capacxty substantxally il excess of their reliability targets (as
is the case with PGLE and Edlson) and uneconomic bypass may be
occurring. ‘

The contipted uncertainty regard;ng the QF dropout rate
and\capaCLty valua ion on the PG&E system also justify continuing -
the suspensxon of/ Standard Offer 2 for PG&E.

1. Flnny'Standard ozfer 4, unlike interim Standard Offer 4,
is based on ayoidable resouxces and not on a projection of shoxt-"
rn. marglnai/;osts. ‘

2. ; final Standard_dzfer 4'contrqcts shoulg be made
available to QFs at this time. |
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IT IS ORDERED that: P/

1. Approval of the final Standard Offer 4 compliance filings
of Pacific Gas and Electric Company (PG&E), San Dieéb Gas &
Electric Conmpany (SDG&E), and Southern caleorn;a Edison Company

' (Edison) is deferred to the final decision 1n.ﬁhe compliance phase.

2. No final Standard Offer 4 contracts shall be made
available by PG&E, SDG&E, or Edison berbre/iurther order of the
Commission.

3. If PG&E, SDG&E, or Ed;son ‘SOeKs authorxty to develop a
new resource in an application riled/gefore the next resource plan

update, the filing shall include tﬁg appl;cant's CEC-based scenario -
and its preferred scenario (if any) from this proceeding. The ’
applicant can also use additi3 al scenarios with more recent
assumptions to support the roquested authorlty; however, the
applicant shall explain and/austiry deviations from the plannxng

~assumptions on which it ¢ ose to rely in the most xecent update :
proceeding. ' : "

4. The suspension.of standard otter 2 for PGSE and Edisen 15
continued pending zeﬁéher order of the Commission.

5. StandardOffer 2 shall be re;nstatea for SDG&E, subgect
to conditions and/upon consideration of | rurther comments, as
described in coﬁélusions of law 6 and 7. _ :

6. SDG&E shall file its proposal £or queue management zn
connection 3£%h block pricing no later than November 18, . 1987.
Other parties may also file comments on | this issue at that time.
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7. Comments of other parties on SDG&E’s proposals for e
Standard Offers 1 and 2 shall be filed no later than Novembei;iﬁw,«””"f#

1987.
This order is effective today.

Dated , At San Francisco, California.

|
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LOLE
LOLP
MAREL

NPC
PG&E

Public Staff
QF

RETO

SDG&E
SFG/C/F

//Santa Fe Geothermal, Inc., Union Oil | (_ 2
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APPENDIX A L
Page 2 ’/"'
////
Loss of Load Expectation (x.57¢:a)
Loss of Load Probability (I1.C.1) o

Multi-Area Generation S stem Reliability ,
MOdel (I B- oa) ) | ‘ ] ' . [

Northwest Power Company (II.C;1)3

- Pacific Gas and Electric Cdmpany ¢9)

|
Public Starf/biv1 sion of the CPUC (I.B.3) [
Qualifying Facility (I) | {

|

. Reasonably Expected to 0ccﬁr (I.B.4.2a)>

rConditional RETO” is used by the CEC to | | .
designate conservation and load management P
P oi:ams deemed desirable but awaiting - I
additional regulatory approval. _ \ A .

San Diego Gas & Electric Company \p. 1)

Company of California, and FreeporthcMoranL«
Resource Partners (I.A.2) 3

|
|
- :
(END OF APPENDIX A) S
|
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