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AL'J/SK/vd.l .;, 

Decision SS-03-026 March 9, 1988 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE 

Second application of Pacific Gas ) 
and Electric company for approval of ) 
certain standard offers pursuant to ) 
Decision S2-01-103 in Order Insti- ) 
tutinq Rulemaldnq No.. 2.. ) , 

---------------------------------) ) 
) 
) 
) 
) 
) 
) 
) 

And Related Matters. ) 
) 
) 
) 
) 
) 
) 
) 

------------------------, 

Applieation $2-04-'4 
(Filed April 2l, 19SZ; 
amended April 23, 1982, 

July 19, 1982, July 11, 1983~ 
Auqust 2, 198.3, 

an~Auqust 21, 19S6) 

Application. 82-04-45 

Application SZ-04-47 

Application S2-03-26, 

App~ication 82-03-37 

Application 82-03--62 

Application 82-03--67 

Application' 82-03-78., 
.. 

Applieation 82-04";'21 

TBlRD l:N"r.ElUK 'OPlNXON, .,COMPIJ:ANCE PHASE': 
STANDARD OFFER upDATING; '. 

Tod.ay's decision. is devoted entirely to the: issue of 
standard otfer updatinq_ This is a :key element in fittinq the 
pricing' and proeurement of'qualifyinq facilitie~ (QFs) '.withinthe, 
overall resource planning' of California's, electric utilities~ 
trpdatinq is particularly important for those util·itieswith long'- .. 
run standard offer applications: Pacific GaS: & Electric Company 
(PG&E) ; San Diego· Gas & Electric Company ·:(SOG&:E) r,'" and· Southern 
California Edison Company (Edison).." 
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these purposes. Dependence on the GRC for capacity price updating 
is largely responsible for the problems culminating in suspension 
of Standard Offer .2 and for prolonged uncertainty over the 
interpretation of an incomplete capacity price schedule adopted in 
PG&E'S test year,l984 GRC (0'.8.3-1·2-068). 

Today's decision does not address the issue of 
coordinatinq our biennial resource' plan review with the Energy 
commission's Electricity Report process. We reserve this. issue to, 
the next decision, which. will conclude the development· o·f final 
Standard Offer 4. 

xx. .Annual Updating And the Role or ECAC 

Two aspect$·ot Table A are somewhat eontrover$i~l. 

First, we had, considered,. and Edison continues to- favor,. having a· 
sinqle annual proceeding to update variable QF payments for PG&E,. 

SOG&E, and' Edison, ,instead of assigninqthis task to. the respective 
Energy Cost Adjustment Clause (ECAC) 'proceedings. However,. the 
single proceeding would not be orderly'or administrable, nor would 
it properly inteqrate QF' pricing within the requlatoryframework,-.;: . 
ECAC proceedings. develop, a: marqinal cost forecast; marginal costs, .. 
in turn, are used in calculating variable QF payments. If we were , 
to require the use' of ECAC assumptions. in: a subsequent sinqle 
proeeedinq for QF priCing,. QFs'would appear: in.ECACs to litigate 
those assumptions, and the subsequent. proeeedinq' would have little 
point. If'we were to' update those· assumptions in the later 
proceedinC]s, we would have essentially a new ECAC proceeding,." just 
for QFs,. but involving· all three' major electric utilities. 11lere 
is no way to manage such a proeeecling,... 'l'he solution to this 
problem. is .not to. create a ,unique .proeeedinq:for QFs,. DUt rather to"" 
make optimal use of ECAC by settinq QFprices at . the same time Calld )' 
from. the same assumptions) that we. adjust utility rates.' Our.' 
adopted update procedure accomplishesthis~ 
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Decision 88-0~-026 March 9, 1988 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE 

Second application of Pacific Gas ) 
and Electric Company for approval of ) 
certain standard offers pursuant to ) 
Decision 82-0l-10~ in Order Insti- ) 
tuting Ru1emaking No.. 2. ) 

-------------------------------) ) 
) 
) 
) 
) 
) 
) 
) 

And Related Matters. ' ) 
) 
) 
) 
) 
) 
) 
) ." 

-------------------------------) 

Application 82-0~-4~ 
(Filed April 21, 1982: 
amended April 28, 1982, 

July 19, 19S,2,. July ll, 19S,~,. 
" August 2, 19S3, 

and August 21, 19S,~) 

Application S2-04-46 

Application 82-04-47 

Application 82-0~-Z~ 

Application S,2-03-37 

Application' 82-03-62, 

App,lication 82-0~-67 

Appl ication82~O,3-78 

Application 82-04-21 

THIRD IN'J:ERIX 'oPnaON', ,COKPLJ:ANCE Pm\SE: 
STANDARD OFPER 'QPDATING 

Today'sdecision is devoted entirely tc>the issue of 
standard offer updating.. This ·is a key' element in fitting the 
pricing and proeurement of qualifying· facilities"CQFs)'within the 
overall resource planning of california's electric utilities~ 
Updating is particularly important for, those utilities with long
run standard offer applications: Pacific·Gas Gc EleetriccompanY 
(PGGcE);: san Diego Gas & Eleetric company CSDGGcE) ;:.: and Southern 
california Edison Company (Edison)' .. , 
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X.. The <i2alJl of 'OPdA,1:ing 

~he suspensions of interim Standard Offer 4 an~ of 
Standard Offer 2 illustrate the need for ~etter ways to' update the 

price an~ other terms ot standard otters. Updating lias three 
goals,. which in turn shape the updating- procedures that we adopt. 
First, updating' must ensure that the fixed and varia):)le prices of 
currently-available standard otters reflect current utility 
resource planning' assumptions at appropriate intervals. Second, 
updating' must be orderly and periodic,. in order to avoid 
disruption,. minimize administrative burdens,. and integ-rate QF 
pricing' and procurement within our ,overall regulatory structure for 
the electric utilities. Tllird,. updating' must.be entirely 
prospective and without systematic bias; in other wo'rds,. updating
does ~ serve to recoup perceived over-, or underpayments to' QFs. or 
to' alter existing-. contracts.. Properly implem.enteci, updating 
procedures will result, over time',' in eaehutil'ity holding" a 
divers~ portfolio: of short-term'an.d. ,longo-term QF 'contracts with. 
payments that, for the portfoliO asa whole, track the utility'S 
avoided costs very closely. 

We ad~pt the updating' procedures shown in Ta):)le A. These 
procedures should meet our g'oal$.. Many, of the procedures are , 
already in place. For exa:mple:, q1.larterly updating of the price of, 
the marqinal fuel has been a feature of' the standard offer program' 
trom the beg-inning. 

Table A,alsO' has- somechanqes and innovations, but these 
will generally come as no- surprisete> parties that have followed 
the consol,idated standard. :ofterproeeeclinq. For example, De<:ision 
(D.) 86-05-024 (at mimeo .. pp. 15-16.) has stronq critieism of' the , 
general rate case .(GRC) as a forum for updating .. ,We ,have d.ecided 
to no lonqer use" the GRC for standard offer updating purposes. The " 
GRC (now on a'three-year cycle tor PG&E, 500&£,' anCtEdison) is teo. 
infrequent and too crowd.ed with other' issues to-be suitable for 
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these purposes. Oepenaence on the GRC for capacity price updating 
is largely responsible for the problems culminating in suspension 
of Standard Offer 2 and for prolonged uncertainty over the 
interpretation of an incomplete capacity price schedule adopted in 
PG&E's test yoar 1984 GRC (0.83-1'2-068) .. 

Today's decision does not address the issue of 
coordinating our biennial resource'plan review"with. the Enerqy 
Commission's Electricity Report process.. We reserve this issue to. 
the next decision, which will conclude the development of final 
Standard Offer 4. 

IX. Annual Updating and the Role or E~ 

Two aspects of Table A are somewhat controversial. 
First, we had· considered,., and ,. Eciison continues to,. f.avor, having a 
single annual proceeding to update vari~le OF pa~ents for PG&Z, 
SOG&E,. and: Edison, . ins,'teao. of aSSigning this task to the respective 
Enerqy cost Adjustment Clause (ECAC) proceedings.. However, the 
single proceeding, would not be orderly· or· administrable, nor would 
it properly integrate OF pricing within the re9'lllatory fra:mework~ •. : 
ECAC proceedings develop a marginal cost forecast; marqinal,costs, 
in turn, are used incaleulatinq variable QFpaymen'ts. If we were 
to require the use of ECAC assumptions in a subsequent'single· 
proceeding for OF pricing, QFs-would·appear in,ECACs to.litiqate 
those assumptions", and the suD sequent proceeding would have, 11 ttle 
point.. If we were to- update those assUlllptions in the- later' 
proceedings, we would have essentially a new'ECAC,proceeding-,..just 
for QFs.,. but involving all tbree:major electric utilities.. ~here 

is no way to manage such a proceedinq.. 'J.'hesolution to-this 
problem is not to· create a unique proceeding for OFs, but rather to' 
make optimal use' ot ECAC by setting OF .prices at the same tilD.e (and 
from the sa:me assumptions)' that, we adjust util.ity rates. 'Our. 
ad.opted update procedure, accomplishestnis. . 

.. ", 

. , 
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~he second controversy concerns incremental energy rate 
(IER) updating for PG&E. PG&E supports the use of ECAC for 
updating variable QF paYlllents, with one major reservation .. 1 

specifically, PG&E would also adjust the IER each quarter, based on 
a narrower review of input assumptions than that performed in ECAC. 
The quarterly IER update would ~e done through preliminary and 
final filings (the same process used now for updating the price of 
the marginal fuel), and would be based exclusively on changes in 
hydro conditions,. fuel prices, and nuclear plant refueling' 
schedules. According to PG&~ witness Hindley, the between-ECAC 
update would use the same energy balance determined from system 
simulation in PG&E's most recent ECAC decision~to compute the new 
IER for the coming quarter, the system would be, modeled' with all 
parameters excem; hydro and nuclear availability and fuel price' 
held constant. (See transcript pages 7967-69.) 

We do n~t adopt PG&E',s recommendation at· this time •. 
There are 'basically two- rea~ons for our decision.. First,. se17~ive: 
updating, even where the assumptions to be updated .are specified'in 
advance, seems very susceptible to- *gaming*bythe parties.',. Also,' 
there is often a legitimate question whether the selected 
assumptions can fairly or reasonably be c:han9'edwithout re
examining all other inputs, particularly whereth.ere is a marked 
shift from prior assumptions.. The process envisioned by PG&E is.' 
not at all'suitedto any but the, most straightforward adjustments. 
Wo suspeet that· tho quartorly XERupd.atQs would. draw tnany protests' 
that would result in a miniature' ECAC and create an intolerable 
burden on us and the parties. 

1 PG&E· also" points out that stanclarcl offer methodol.oqical issues 
:must not be' introduced' into ECAC. We agree;. As indicated in' Table' 
A, methodological issues are reserved to· our biennialresourcepl:an· 
review, where (unlike ECAC) statewide planning issues will be 
addressed. 

- 4. -
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Second, even it the process of selective updating were 
worked out satisfactorily, it is not clear that such updating is 
the optimal solution to the problem that PG&E is trying to, address. 
That problem, as we see it, is to ensure that PG&E is able t~ 
dispatch its system so as to take full advantage of greater-than
forecast availability of energy from low-cost resources. 2' We 
have considered three strategies to. address this problem, which is 
particularly signiticant for PG&E because of its relatively large 
dependence on as-available resources such. as hydro.. These 
strategies, in addition to more frequent IER updating .. are real
ti~e pricing and contractual performance features (HaddersH) such 
as curtailment and full dispatc~ility. 

We have already approved, ,curtailment adders.· in the 
context 0" negotiated contractamendments.(see·0.S.7-01-049') and. in 
connection with development of final. Standard Otfer '4., Wehave 
also. authorized PG&E; in consultation withinterested,QFs and. 
others.,oto experiment with,'avoluntary real-tilnepricing,program • 

" ,. ." 
(see 0,.86-12-091' .. ) At this point,' more work is. necessary befOre we' 
can ehoose, definitively among,these strategies,. and· it is Pc?ssible' I, 

that some coml:>ination of the strategies 'w11'1 :be neces$a:ry in' order, ' 
• • 1 

to maximize net benefits. . 
Our present: strong preferenee is for 'annual ,IERupclat1nq 

(which is a vast improvement' over' our ,historical practice: of usin9'" 
the GRC tor this purpose) and. eurtaiJJnentadders, with work 
continuing on real-time pricing',.: . We, are. willing to. reconsider .• '~ 

PG&:E's proposal tor between-ECAC: updating, provided, that, PG&E can 

.. 

2 Note that QFs themselves are paid on the basis of forecast. 
conditions and thus provide the purchasinq,utility with price 
protection, in' case the actual avail:al:>ility,',ot low~ost ener9Y' is' .au than the forecast.. Note, also- :that the 'problem is ~·ove:J:-:"or 
underpayments.' to QFs: ' assuminq 'unl:>iased> ,forecasts.; , QF payments. ,:', 
over time will closely toJ.:lowavoic1ed·eosts'"although the price:" 
si~l to QFs does not instantaneously track the'. purchasing- . 
utJ.lity's marginal costs. ',.. , . . r," • 

,;1' 

-. S·'-
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work out the substantial problems that we fear such updating would 
entail. 3 PG&E, it it wizhesto, pursue this, should do, so in 
consultation with OFs. A procedure developed with the parties most 
directly affected would go tar to allay our concerns. 

III. Revision pate tor'Variable OF PA,yments 

As a result of using ECACs to- update utility capacity 
values and IERs, OFs will have different annual revision dates, 
depending on which utility purchases their output. This makes 
sense: a given, OF project sells' "to- only one, u,tility, and, there is 
no- reason why all OF prices should change simultaneously'throughout 
the state. 

OF energy prices actually change, every quarter Con 
Fob~4ry 1, MAy 1, Auqu~t 1, 4n4 NovomQor 1), 4uo ,to tho quarterly" 
update o-f the price of the marginal, fuel. We ,have adhered s.trictly 

. to our pol'icy of ~ changing OF priees at any' time other' than " 
.. ..' 

these four dates, in order t~,give OFs some stability for pl~ing, 
their own operations. We will,. continue ,this, policy: and, therefore, '" 
adopt the following schedule'tor the annual revision dates tor the 
new capacity value and IER ealeulat,ed from assumptions, adopted in. 

the purchasing utility's currentECAC.,. If the effective, date o-f 
the ECACdecision is at least 45'days from the next quarterly,price 
revision date, then the,new capacity valu.e . and,: IER will be includecl 
in that quarterly, revision:-if the 'effeetivedate is lesS: than ,4'So , 

clays from the next quarterly })rice ,revis.ion date, "then the 'new " ' 
capacity value and IER will' be includecl in the second qu~rly 

" .. I • _ 

., • I • . ' , . , 

• 

3 For QFS receiving· variable ,energy payments, the freqt.lency ,o-f,' , 
IER upd.atinq is D.23;., fixed by contract., Thus" our decision to- stick / 
with annual IER Upd.atinq, for PG&E'at this-time can be changed ,later ::' 
without that, change constituting, a retroactive· a:nendment oftlle ",' 
power purchase' agreement. The foruXl\ for such reconsideration would • ',' 
be the biennial resource plan review. 
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revision fellowing the ECAC. . This is neces~ary to ensure that 
utilities have time to. complete the preliminary and final price 
filings that we require in revising variable QF payments.' 

rv. Fowth Time=ot-~livery Costing ~x::iod 

We have previously approved a fourth costing period 
(super off-peak) in conjunction with QF payments. This is now in ' 
place :tor PG&E (see D.S6-12-0~1, milll.eo-." p. 101), and we have 
directed SDG&E and Edison to-develo~ a super eff-peak on the same, 
principles. (See 0.8.7-05-060, mimec-., pp._; 33-34.) SDG&E and 

Edison shall file their proposed costing periods 30 diys after the' ", 
effective date -ef today's decision. The new costing periods will 
take effect at the quarterly 'revis-iondate at least 30 days' 
followinq the initial filinq.- consistent with Table A, the 
designation of costing periods will remain in effect until the next 
biennial resource ,plan review, at~which til'ne. they are s~ject'to 
possible" revision. 

v. BesPoDse to -Comments on AW's Proposed Deeision' 

PUrsuant to. Pu.bl:ic -Utilities-Code § 3:1.1 and to- 'our Rules 
- ' 

of Practice and' 'Procedure, the -Proposed Decision of M.J Kotz was· 
issued before today's decision. Four parties.(the Division of ' 
Ratepayer Advocates (ORA), :PG&E, Edison, and Cogenerators of 

, ' ' 

Southern california (esC» filed comments on the proposed decision, 

4 We are presently considering possible changes to the 
time schedules for the Rate case Plan and fuel offset 
proceedings. (R.:87-:l.l-Ol2::') These time.schedules are likely to. -
affect whether the new capacity value and IER· are- adopted in tilD.e·. '" ' 
for inclusion in the next: quarterly QF price revision or in the ' " 
second quarterly QF price revision following the ECAC • 
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and we have made a few modifications as a result of ORA's comments. 
We have also corrected typographical errors and added a cross
reference to our proceedinq to revise our schedule for ECACs. 

CSC apparently accepts the recommendation of the proposed 
decision that variable energy and variable capacity prices :be 
updated annually in the purchasinq utility's ECAC. However, esc 
arques that, in the case of Edison, these prices should not be 
updated until the 1989 'ECAC. esc j.usti·:!ies .this on the ground that 
these prices were recently updated in Edison's lastGRC. (See 
D.87-12-066.) We reject esc's argument. The infrequency o.f GRe 
updating has :been the chief cause, if not the only oner of our 
having to suspend some of the standard offers. The transition to 
ECAC updating shOUld :be made at the first opportunity. This means 
that Edison's· variable energy and capaeity prices should both :be 

updated in Edison's 1988- ECAC, even though the· consequence is that_ 
the GRC prices for QFs will':be in effeet·somewhatless·thana full 
year: S. the al ternative (~kipping ~e current ECAC) would keep the 

. . 
GRC prices for QFs in effect· for·~ than a·full·year. 
rindings 0: Face:!; 

1. Standard offers must be updated. regularly in order to. 
ensure consistency with current resource planninq assumptions, 
allow orderly development of the QF industry, minimize 
administrative burdens, and create a balanced and diverse portfolio. 
of power' purchase agreements. 

s. esc claims that our Third Interim Opinion in this proceeding 
postponed the update of Edison"s .variable capacity prices to'. 
Edison's ~ ECAC~ esc ,misreads that,·'opinion,. which contains. 
nothin9' inconsistent with to<iay's. decision. . We stress again our .. 
intentl.on to update variable energy and capacity payments..to.QFs .. 
once each calenclaryear, in the ECAC proceedings o.f·the respective 
utilities. ct .. Seetion· II-S.ot the' .'th.ird·Interim Opinion ("We will 
update variable capacity payments eaeh. yearH") .. · . . 

- 8- -
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2. The updating procedures s~arized in Table A will meet 
the goals stated in Finding: Of Fact 1. 

3. Limiting QF price ehanges to specific quarterly revision 
dates (February 1, May 1, August 1,. and November l) allows QFs to 
plan their operations with some certainty, consistent with the 

utilities" need for prompt and accurate updating. 
4. A super off-peak costing period is in place for PG&E and 

is ripe ~or implementation at this time by SDG&E and Edison. 
Conclusions of Law 

1. The updating procedures summarized in Table A. should be 
adopted. 

2. The policy of limiting: QF price changes to specific 
quarterly revision dates should continue. 

3. SOG&E· and Edison should',implement a super off-peak 
costing period, to continue in effect unless revised in the next 
biennial resource plan review. 

4. Thi~ order should takeetfect ilmuediately in" order to 
remove uncertainties on 'standard otfer updating: .. 

rr IS ORDERED that: 
1. The standard offer updating: procedures sUlllll'tarized in 

'table A are adopted~ Revision of these ·procedures will, be 

considered only' in ,the biennial resource plan rev;i.ew. 
. . .. ,.;;;;;: . . ' 

2. Changes,to--.prices ,paid,"under standard offers shall.~qo 
into effeetonly 'oi"the following quarteriy r~V'ision dates~' " " .' 

, ~ ,,"'.~... .. '. j.. • .... • • ,". 

February" 1,. MaY;l~'Au9'Ust '1, or NOVemDeX' 1: .. 
".:~ .. \' -,' ... , 

- 9 -
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3. San Diego Gas & Electric Company and Southern California 
Edison shall file proposed costing periods, incorporating a super 
off-peak period pursuant to Decision 87-05-060, within 30 days of 
the effective date of today's decision. The new costing periods 
will take effect at the quarterly revision date that is at least 30 

days following the filing of the proposed costing periods. 
This order is effective today. 
Dated March 9, ~98'8,. at' San Francisco, california. 

. '. 

'-.. . ~ .. 
• •.•. ~\.. _!" :.. 

- lO -

STANLEY W. HC'LE'I'T' 
President 

DONALD VIAL 
FREDERICK R. D'ODA 
G~ M:t'rCHELL- WILl< 
JOHNB-..OHANIAN 

Commissioners 

• v 
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otters aUe<;Ud: 

Table A 

Pag'e 1 

s.o. ~, 3, final S.O. 4' 
(Pericxll) 

HOW' oft&n \1pila~? Annually 

Cost of eomCustion tw:bine, 
adjustec1. ~ EOE-J:>asec1 ElU 
(SOO&E, F.cUson), 'TaX'qet 
:Reserve Mal:¢n (FG&E) '* 

ECAC 

All exeept:. interi:m. S .. O. 4 
(sane options) 'Irlt 

QUarterly (marginal or 
avoid.edplant fu,el price) 

m:nmly (Inarqirlal 
, efficiency) 

FUel. price: J?W)lished 'data 
'Mal:'q:i.nal etfid.eccy: n:R 
cal~ted ,per ,CPOC 
QeQsl.ons' 

Fuel price: 'O'tility ~ 
price: filings (S;,m J ar to 
advice letters, -. no. <:::roC 
decision nec:essar.:r \:lnless 
~) ... 

Mal:'q:i.nal etflQenc:y: ·ECAC· 

." 1be ~lementation of 'I'al:get Reserve Margin for R;&E. 
, is subJeeI: 'to. turther corrmeit. " . , 

*'* Interim S.O .. 4 QFs'gene=llybave sane or all of their . 
eam:u payments. t;bcecl· in their contracts tor the first . 
10 years, atter, which they. receive variable',,~ payments.. 

W'Irlt '1be payments. tor the increment ot Q'fs' ~ valued are 
calculated usirq QFs~in/QFs-o.lt. ' 

. ' , 
,', 
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OUers affected: S .. O.. 2 

~le A 

Page 2 

HO'tl otten ~? Biennially 

Methodology: 
, ' 

Ievelized· cost of canCustion 
~ine, adjusted l:ly EOE
basecl ERI (StG&E~ Edj'scn),. 
~et Reserve MaJ:gin 
(iIG&E) *; block prie:in; 

Biennial review' of utility 
:resource plMs. 

AvOitW?le Resc!.n:ges 

Final S.O .. 4 

Biennially 

Simplitied. Generation 
:Resou:rce p~, 
Sec:onc:1-priee Auction 

Biennial'review' of utility . 
:rescmce' p~ 

**'It. '!be pa~ for the ino:ement of QFs l:leinq ~'f.\ec3. are 
" calculatecl \Wing QFs-in/QFs-QUt.. . 

• 
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'I'al:lle A 

Paqe3 

Nc:n1lrioe Tgppj; MethOdology 

Qtters affectEd: All 

H0!, otten ypdated? Proposals to c:ban;e ~ 
otter methodology, or to 
p:reGpeetively:revise non
price teJ:lns. in~ nfM \Xlnt:r:acts, 
may be" made ~ artf·part'f in 
the ~ie.nnial review . 

Methodologv: CPJC encourages" consultation 

. , 

". -.. ' 

. " 
.', 

between. utilities' and QFs 
to· develop joint' rec:an
me:rx'iati01"lS'Whe.re\fer pcss~le 

Biennj&· :review: of utiJlty 
rescIll."Ce plans. 

". ' 

CbSt:i.D} Periods 'for T:i:me
J)ittm:nt i lttf:d Prices 

All 

Biemially 

Production ~ n=eling' , 
~ hours- of simiJar 
cost 

Biennial review of utility' 
-:resow:ce plans., -" , 

-', 



M~ology: 

Where yp,:1ated? 

Taole A 

Paqe4 

~~ 

5.0. 1, 2,. 3, final S.O.. 4 (Period 1) 

See 0.82-12-120 

Biennial review of utility 
reso.u:ce plans. , 

**** For rate design pw:poses, general rate c:ases.'also 
calOJlate the utility's cost of a canbustion.t:ul::bine .. 

. . .... . 

.. '+. 

• 

• 
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Decision /1 
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

Second application of Pacific Gas APp{ication 82-04-44 
and Electric Company for approval of (Fxled April Zl, 19S2; 
certain standard offers pursuant to ~ended April 28, 19SZ, 
Decision 8Z-01-l03 in Order Insti- July 19, 19S2, July 11,198:3; 
tuting Rulemaking NO.2. August 2, 1983, 

And Related Matters. 

and August 21, 1986) 

Application 82-04-46 

Application 82-04-47 

ApplieationS2-03-26 

Application 82-03-37 

Application 82-03-62 

Application SZ-03-67 .. 

Application 82.-03-78· 

Application 82-04~21 

n is devoted eritirelyto the issue of 
standard otfer 'upa.atin. This 1s,(1 Key element in titting"the 
pricing and procurement: of qual~fYing. facilities (QFs)within . the 
overall resource pl~ing of ca1itornia's'electric utilities.. .. 
Updating is PartiCU1:l ly important· tor those- utilities with long- . 
run standard offerplications~ . Pacific Gas & Eiectric Company 
(PG&E); san Diego s Sr. Eleetric: Company :(SDG&E); and Southern 
california Edison cbmpany (Edison)· .. . 

. ,I . . . . 
. I 

J 

{ 
I 
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I " .... 
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I. The Goals ot 'O'pdating 

~he suspensions'ot inter~ Standard otf~r 4 and ot 
standard Offer 2 illustrate the need for better ways to update the 

/ 
price and other terms of standard offers. ~tin~ has three 
goals, which in turn shape the updating procedUres that we adopt. 

, ' I 
First, updating must ensure that the fixed and. variable prices. of 

. ! 
currently-available standard offers reflect current utility 

. t 
resource planning assumptions at appropriat~ interval~_ second, 
updating must be orderly and periodic, in order to avoid , 
disruption, minimize adlllinistrative burdens, ,and integrate OF 

. I 

pricing- and procurement within our overall regulatory structure tor' 
4 

the electric utilities. '.rhird,.updatingtmust be entirely 
, ,1 

prospective and without systematic biast in other word.s" updating 
does D2t serve' to recoup- ~erceived. over}- 'or underpayments to QFs or' 
to alter existinq contrac:ts.. Properly/implemented: updating ,.' " 

f , flo f .' 

prOcedures will result,. over time ,.in each utility: holdinq: a " ,t . . 
diverse portfolio ot short-term· and lonq-term~ OF contracts with 
payments that, for. the portfolio'as a,iWhOle,. trac:kthe utility'S 
avoided costs very closely. i ' 

~ 

We adopt the updating procedures shown in ~able A.' 'I'hese 
i 

procedures should meet our qoals. Many of the procedures are 
, 1 

already in place. For example,.' quarterly updating ,of the price ,of ,. . )" 

the marginal tuel has been a feature~ of the standard' offer pr09X'aIIl 
trom the beginninq. . ,£ 

! 

" Table A' a150 has some changes and.' innovations, but these; 
will generally come as, no ,'surprise to. parties that ,have followed 

'1 . • 
the consolidated standard ofter proceedirig~~' For example, Deeision< 
(D.) 86-05-02'4 (atmimeo .. pp. 15-1&) \has strong criticism ot-.the, ,.' 

, . ;. ~ '. '. 

general rate case (GRC) ,as a torum,. for updating_ We have decided' 
to' no longer use the GRC for 'standar4' ofter.updating· purposes.· .. The 

'. t., ". t" .... ' • :. 

GRC (noW' on a three-year cycle' tor PG&E, SDG&E,. and Edison) ~s too" , " 

~requent . and toe>orowdecl Wl.thOther\ssue"to .~.sul. bble for 

\ 
\ 

'- 2 - '\ I, 
.~ 

\ 

\ 
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these purposes. Dependence on tho GRC tor capacity price updating 
is largely responsible tor the problems eulminatinq in suspension 
of S~dard otter 2 and for prolonged uncertainty over the 
interpretation of an incomplete capacity price schedule adopted in 
PG&E's test year 1984 GRC (D.83-12-068.). 

Today's decision does not adclress the issue ot 
coordinatinq our biennial resource plan review with the Energy 
Commission's Electricity Repprt process. We reserve this issue to 
the next decision, wbich will conclude the development of tinal 
Standard otter 4. 

IX. Anmal 'O»dA1:ing· ADd·the BRie or EAC 

Two aspects ot Table A . are somewhat controversial. 
.. , First, we had considered, and. Edison continues .to favor,. hayoinqa 

sinqle annual, proceedinq to- 'upclate variableQF payments. tor PG&E, 

SDG&E,. and Edison,. instead' of assigninq this." task to' ~e respective 
Energy Cost Adjustlnent Clause (ECAC):. proceedinqs. However,. the 
single proceedinq would not be' orderly or adlllinistrable~ ,nor :Would:' " 'J 

it properly inteqrate QF' pricinqwithin.'the, ~e<;Ulatory tra:mework. ,.' 
ECAC proceedings' develop 'a' m.arqiMi c~st for~Cast:: marqinal costs;" ',' 
in turn, are used in calculating' variable QF Payments.. -It. we were, 

I ' ' >, ' 

to require the use' of EcAcassumpt1ons: in a subsequent sinqle '" ' 
proceed11lq for QF pricing, QFs. would 'appear in' ECACs to litiqate :' 
those assumptions, and the sul:>sequent, proc:eedinq· would have little· 
point. .If we" were to. update those assumptions: in the. ,later . , 
proceedinqs" we would have essentially; a new' EcAC proc:eedixlg , ,juSt:'·, 
:for QFs;. but involvinqallthreemajor electric utilities.. , 'I'here',: . 
is no way, to- manage such a proceediriq .. · ''l'lle sOlution to'· this" 

, , . '; ,",,;1' 

problem"' is not to-create a unique proceeding :tor QFs, but· rather. to: ;,,:"", 
make optimal use of ECAC bysetti%lq QF 'prices at the same t:tme'(and:" i ' 

. • ' <,," ' 

from the same assumpti<?ns) that we adjust, utiiityrates. Our' 
adopted update procedure accomplishes. this~ , ' 

" , . " 
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The second controversy concerns incremental energy rate 
,(IER) updating for PG&E. PG&E supports the use'of ECAC for 
updating variable QF payments, with one maj or reserva.tion. l 

Specifically, PG&E would also adj ust the IER· each ~rter, based on 
:l 

a narrower review of, input assumptions than that~rfor.med in ECAC. 

The quarterly IER update would be done through preliminary and 
final filings (the same process used,now for ~ating the price of 
the marginal fuel),' and would. be basedexclu~velY' on chanqe~ in 
hydro conditions, fuel prices, and nuclear plant refueling 
schedules. According to PG&E witness Ri.ndl~Y, the between-ECAC 

, . ~l 

update would use the same energy balance' determined. from.. system. • . ,. 
simulation in PG&E's most recent ECAC dec;ision; to compute .the· new 

.1/. . 
:IER for the coming' q\1a%'ter, the system· ~ould' be. mocleled with all 
parameters except hydro· and. nuclear avaflabilityand.fuel price 

,.' IJ . 

held constant. (See transcript pages ~967",:69~) 
.. \. .. '. We do not adopt PG&E~s recommendation at this t:Lme. 

There are bas1cally two reasons for oJrdecision. First,. selective 
, .. - ',If, I" 

updating ~ even where the assumptions F<> be updated are specified. in, 
advance,. seems very susceptible to- 'qaming' by the parties. •. Also; . 

'" I 

there is. often a legitimate questionfWhether the· selected" 
assumptions can tairlyor reasonably~be.chan9'ed without re-
examj ning all other inputs,. PartiCU~lY where there. is a markea. ' 

. ~ . . ' 

shift from· prior assumptions.. The process envisioned by PG&E"is 
.' . p " 

not at all suited. t<>. any.but the most str~i9'htto:rward ac1just:ments..<:. . [. .' . . . . . . 

We suspect that the quarterly lER u~tes would draw many protests. 
•. ( . .' . 

that would result in a miniature' ECA:C' and create ,an intolera))le' : 
burden ·on us and. the parties. ~ 

~ 
~ , 
t , .. . \ 
\ 
\ 

1 PG&E also points. out that· standard ofter, methodological issues. 
must not· be introduced into- ECAC:. We \aqree~' As inclicated. in' Table: . 
A, methocloloqieal issues are reserved ~<> our biennial resource· plan' 
review, where (unlike ECAC) statewide' planning', ·issues. will' be' '. ;.':. 
addressed. '. . . \ 

\ 
... 4 .. \ 
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second, even it the process ot selective updatinq were 
worked out satisfactorily, it is not clear that· such u~ting is 

I 

the optimal solution to the problem that PG&E is ~ing t~ address. 
'that problem, as we see it, is to ensure that PG&E if able to 
dispatch its system so as to take full advantage ot/greater-than
forecast availability of energy from low-cost res~ces.2 We 

I •• 
have considered thr~e strateqies t~ address this )problem, which J.S 

particularly siqnificant tor PG&Ebeeause of its'relatively large 
. I • dependence on as-available resources· such as hy.dro.. 'these 

strateqies, in addition to more frequent lER UPclatinq, are real
time pricing and'contraetu~l pertor.mancefea~es ('adders') such. 
as curtailment ancl tull dispatchability. I . 

We have already approvedeurta1lm.nt·a~clers in the 
J .. 

context of negotiated contract amendments (;8eeO.87-01-049)' and in. 
connection with development of fiMl Standird otter 4.. We have 
also authorized PG&E~ in CO~ultation wit¥. interested QFs .and 
others, to experiment with a voluntarY real-time pricing program. . . ~ . 
(See 0.86-12-091.·) ,At this point,.' more w,ork 1sneeessarybefore. we· .. ¥ .. . 
can choose d.efinitivelyamoJ?,q these stra~e9'ie$, and.· it· is possible .•. 
that some combination of the strateqiesW1l1 be· neeessa.ry in order 
to. maximize net benefits. . . - .J. . .. 

our present strong preterence~is tor annual IERupdatinq 
~ i· • 

(which is vast i:mprovement over our histori~l practice of' using , . . 

the GRC ~or this purpose) and' CU%tailmeft· adders,. with work '. 
continuing on real-time pricing- we- are- willing to reconsider 
PG&E's proposal forbetween-ECAC updatiriq , provided thatPG&E .Can·. 

~ 
t 
I 

. t 
.. .' \' ' 

2 Note that OFs themselves are paid· ~. the. basis o~ forecast 
conditions- and thus provide the purchasing utility with price 
protection .in case the actual availability of low-cost energy. is .... 
~ :than the· forecast. Note also that ,the problem is ll2:t. .. over- or.: ' 
underpayments t~ OFs: assuming unbiased ,forecasts, QF payments· 
over time will closely tollow avoided. cos..'1:s,·· although" the price. 
signal to ors· does. not instantaneously track the purchasing .. .. 
utility's lIIAl:9'i:oal eosts.. . . \.. . • 

- s· - \ 
\ 

\ 

\. 
\ 
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work out the substantial problems that we tear such updating would 
entail. 3 . PG&E, if it wishes,to pursue this, should do so. in 
consultation with QFs. A procedure developed with the parties most 
directly affected would 90. far to allay our concerns. 

IXI.. Revision Date for Variable or Payaentso 

As a result ot using ECACs to update ~tility capacity 
values and IERs, QFs will have different annual revision dates, 
depending on which utility purchases their output. '!'his makes 
sense: a given ~F project sells. to only one utility, and there is .• 
nc> reason why all QF prices.·shouldehange' simultaneously throughout, 
the state. 

QF energy prices' actually chang8'. every quarter (on 
February 1, May 1,. August· 1, and. November'i), due to-the quarterly. : 
update of the price of the marginal tuel~.We have adhered strictly: " .. 
to our policy of ~ changing QF.prices at any' time other than ' . 

. , 

these· f~ur dates., in order to:.qive.QFs so~e stability f~r .planning ,., .;,::' ... 
their own,;' operations.. We will continue· this'·· policy and there~ore> 
adopt the following schedule for the annual ~evision dates for the ," 
new capacity value.and·IER calculated· from assumptions adopted in 

• • c •• .,'," 

the purchasing- utility's. cur:rent.ECAc.xt .. the effective date of 
the ECAC deeis.i.on is. at least· 45-.'daystromthe next qu.arterly price i ' 

, . ". .....,.. .... ' ..... ·1 .. 

revision date, then the new capacity value·and IER will· be included.' 
'in that. quarterlY,revision:; if the, eft~ctive dat'e .is less-' than 45,' 

days from the next quarterly price'. revision date, then the new· 
capacity value and XER will ~ incl1lded' :i:n the·.ucond quarterly' 

3 For QFs recei vine] varial:>le energy paymentS., the trequency of ..•. 
IEa updating- is .ng,tfixed .by contract. Thus,.. ,our decision to- stick, 
with annual XER updatinqfor.PG«E ·atth'is .. time ·can be changed late~:" 
without that· change constituting aretroaetiveamendment\o:f the '. :, 
power purchase aqreement~ . The :Corum: tor. such reconsideration would::, 

. be the biennial resourcepl;anreview.. ' •... 

, . 
. - 6. -,. 
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1 
. . . ;f .~_ 

reV1S1on tol oW1nq the ECAC. Th1S 1S necessary to ensure ~t 
I 

utilities have time to complete the preliminary'andjfinal price 
filinqs that we require in revisin~ variable QF payments. 4 

IV. Pourth Tilge=ot-Deliyexy CostiM.L2Sl 
f 

, We have previously approved a fo~osting period 
(super off-peak) i:o.conjunction with OF paym~ts. This is now in, 

, . t " 
place tor PG&E (see D.86-12-091, mimeo-.,. p-.101),. and we have 
directed ~DG&E and Edison to develop a" super off-peak on the, same 
principles. (See D.S.7-0~060, mimeo-;., PP-_/33-34.) SDG&E and .' 

Edison shall file their proposed eo sting pe:r:iocls 30 days af:t=er 'the 

effective date of today's decision.. Tb.efoew costing periods ~ill 
take effect at the quarterly revision~e at least 30 days 
following the initial ·tiling. . cODsisteft with Table A, the . 
designation of costinq periods will., remain· in eftect until the' next 

• . q 
biennial resource plan review,. at. ·which .timethey are, subject to,' 

. possible revision. ' ./' K,' .' . ..... 

Findings of lact 
1. standarcl otters must. be upd.ated regularly in order to-

, ~. 

ensure consisten~ with current resource planning assumptions, . . 

allow orderly development of the OF [industry ~ minilnize . '. ", .,' 
odministrative burdens, and create a. balanced ancl cliverse' portfolio I: 
of power' purchase aqreements. '. ." f" . ' . ,", ~ . ' 

2. The updatin~ procedures spmmarized in Table' A will meet ' 
the goals stated in Finc1inqotFad 1 .. 

f' , 

~ 
~ '. " 

~ . 

4 It is.coneeivabl:e that 'this reliSion datesebedulecould 
result in an as~available' capacity price' and IER being in effect 
tor three quarters" or tor tive qua;ters'~ rather than exactly one 
year. This seems preterable to- hav~g to: compress the utility 
price tiling's within a very short time. span" wh'ich' is likely to- . 
produce errors and un~airness. : .' \ . . . .. , .' . . . 

- 7 - \' \ 
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3_ Limiting QF price changes to specific quarterly revision 
" dates (February 1, May 1, August 1, and November 1) allows QFs to 

plan their'operations with some certainty, consist~t with the 
utilities' need for prompt and accurate Updating_/I 

4 _ A super off-peak costing period is in place for PC;&E and 
. ~ 

is ripe for implementation at this time by SDG&E and Edison. 
Conclusions or lAY . / 

1. The updatin~ procedures summarized~ Table A Should be 

adopted. / 
2. The policy ot limiting QF price changes. to, specific 

quarterly revis.ion dates should. continue.! ' 
3.' SI>G&E anel. Edison should implement a super off-peak 

1 

costinq period, to continue in effect unless revised in the next 
biennial resource plan review. I ' 

4. This. . order should take effect immediately in order to 
remove uncertainties on standard Offe! updating _ . 

FOORTH Xlfl"BRDl QRX>EJt -' CO~.IN!¢R PBNm I ' 
IT l:S ORDEREl) that: ./., . 

1. 'rho ISto.n<1o.:rd. ofte:rupdatlnqproce4urea summarized ,in 
Table A are adopted. ,Revision 01 these pr~edures will be 

considered only in the biennial resource plan review. 
. , ~ '. ' 

2. Changes to 'prices paicU under standard offers shall· go 
into effeet only on the fOllowiJgq'UarterlY revision dates: 

,1 
February 1,.. May 1,' AUgust, 1,. or( November 1. . i 

I 
f ,. 
" r 

i 

\ 
\ 
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2. The updating procedures summarize~ i ~able A will meet 
the goals stated in Finding ot Fact 1. 

3. Ltmiting QF price changes to sp itic quarterly reyision 
dates (February 1, May 1, August 1, andovember 1) allows QFs to 
plan their operations with some certa' ty, consistent with the 
utilities' need tor prompt and ac~e updating. 

4. A super off-peak eostinslPerio~ is in place for PG&E an~ 
is ripe tor implementation atZ's time by SOG&E and Edison. 
Q:!nclusions or LA'! ' 

1. The updating proeed: es stlmmarized ~ Table A should. be 

adopted.. / . 
2. The policy ot l~ting OF price changes to· specific 

I 
quarterly revision dates should continue.. . 

3. SDG&E and Edisoh should ilIlplement a super oft-peak 
I ." 

costing period,. to- cont:iA1ue in etteet· unless revised in the next 
.bi~ial resource Plan!eview.· '. . 

4. ,~s order shoul~ tak~ effect ~ediately in order to
remove uncertainties dn standard otter' updat:LD.g .. 

l 

POmmj bTl{ ORDER - ··Q2W.INfCR PHASE 

I 
IT IS ORDERED that: 

1.. The standJrd otter updatinq procedures Sl'lJlllDlIrized in 
Table A are adoptedJ Revision ot these procedUres will be. 

I 

considered only in the biennial resource plan. review. 
2. Changes tb.. prices paid under standard otters shall 9'0 

into effect only onfthe' followinqquarterly revision dates: 
February 1 r May 1, August 1, or November 1. 

- ·9' - , ,', 
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3. san Diego Gas & Electric Company and Southern/california 
Edison shall file proposed costing periods, incorporating a super 
off-peak period pursuant to Decision S7-0S-060, withln 30 days of 
the effective date of today's decision. The new l!osting.periods . 
will take effect at the quarterly revision date;that is at least 30, 

days following the filing of the proposed costing periods.. 
This order is effective today. / . 
Dated, ______________________ _ 

I 
I. 
I 

f 
~ 
: 
/ , 
! 
I 
I 

\ 
\ • 
\ 
I 
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Ofters affected: 

Table A 

Page 1 

s.o. 1, 3, final S~O~ 4 
(Period 1) 

All··exrept :i.l:rt:er±m S.O. 4 
(SCme options) ** 

HOW' ott::en updated? Anmlally Qu8%terly (mal:g:i:nal or 
avoided pl:Int tuel price)· ,. 

AmI:Ially. (mal:g:i:nal 
eW.eiency) .. 

cost 'of c:arbJst1on 'b.l2:bine, 
adjustecll:JY. mE-based ERI 
(St'G&E,. EdlSal):, .. ~ .. 

Fuel price:, . PUbl; shed data' .. 
Mal:g:iral. etticienc:y: IER. 

. capacity Factor ~)* 

EX:AC 

. ·CtllcuJ.ated per at7C 
deciSlOl'.lS-

• • • I FUel. pr.I.Oe: utility ~ . ,. 
. price til.in;s .. (si'IDiJarto ' 

ldviai· J.ettel:s. .. - no. a:oc' :: 
docisicn necessazy 1m) ess. .. ', 
ptCtes1:ed). . 
~ e!flcienc:y: FIX:." '. 

* 'll:Ie fuplementation ott Target: capacity Factor for ];QcE. 
is. subject 1:0 turt:her o:""'erlt..· - . 

** Inter:i:m S.O. 4 QFs gene%ally bA'vesare or all of their . 
erJE!J1!9Y payments. :flxer:l:' in·· their ooat::racts for the . tl:st.. . 
10 years". att:e:r which they receive. ~le eret:CJ':l payments. 

*** 'nle: payments' tor the irt:rement of . QFs bein;J valued m:e 
caloiLatecl using'QFs-in/QFs-out.. ,.. 

I ,,,,,' 

. I, .. , 
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Wllel:e updated? 

'l'able A 

. Page 2 

SWdard otfer Updating 

Sillplified Generation 
Rescaroe' Plan, 
Secxd-pr.i.ce AUction 

'Biennial review- o1! utillty 
:resou:r:ce plans. 
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Table A 

All 

<)'!sting Periods ~ tiE
J2;iUt;cent zipt'M Prices 
All 

HQW ott:m UR;lated? P.rqcsa1S to ~. st:arda'td Biennially 
otter JDetbodology, or to, 
pr:ospectively ,xevisenon-
price 't:et:Ds 1n raT C.'Ol'l1::J:ac:, 
De made by Ilrri pert:y :in tbe 
l)iet:lX'dAl. review ' . 

croc eno:uraqes cx:mul.tat1c:n' 
l)et:ween utilities' and Q1s 
to, develcp·joint xeccm
mendations wbexever ,possible 

Biennial. review" of Ut:u.ity 
re:scA1XCe plans.. . 

Production CXIGt xnodeJ ;nr; 
c;rcups lx:Jurs of similar 
cost 

:,. . 
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Table A 

Page 4 

Q;!Gt at nYust;iCl'l :ramine. 
&.0. l, 2, 3, tinal S.O. 4 (PeriOd l) 

See D.82-12-120 

Biemial xeview of' utility
res.cmce~ 

**'** For rate design plXpCises, ~ rate' c:ases.' also, , 
allc:ulate the utllity's QOSt of a canblstian 'b.Xd:>ine.. ' " , ,,' I ' 
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