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PINAL DECISION, COMPLIANCE PHASE:
GENERAL RESOURCE PLANNING ISSUES,
PERFORHANCE FEAEURES ('ADDERS')'

Today’s decision completes a nine-year process. In this
process, we have developed various standardized power purchase
contracts (Standard Offers 1 through 4) to help integrate
electrical generation from certain non-utility sources (Qualifying
Facilities or QFs) in the electric utilities” supply mix.

Summarizing a nine-~year process is itself a lengthy task.
We won’t burden the text of this decision with such a summary.
However, the appendixes provide citations of major CPUC decisions
on QF matters, descriptions of the various offers, an account of
how the rescurce plan~based offer (final Standard Offer 4) works, a
table of acronynms and abpreviations, and a timetable for the next
biennial resource plan review. Implementation of final Standard
Offer 4, reinstatement of Standard Offer 2, and coordinated
updating procedures for all of the offers are the major issues in
the compliance phase.

A series of interim decisions has resolved most of these
issues. Today’s decision addresses some of the key policy
questions in resource plan updating and f£illing resource needs,
makes a proposal for regulating the future availability of Standaxrd
Offer 2, and resolves outstanding motions and petitions. The final
task in this proceeding concerns increasing the uniformity of the
form and terminoleogy of the standard offer contracts among the
utilities. With the completion of this task in the fall, we will
at last be able to close the consolidated standard offer
proceeding.
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II. ZIhe Intexim Decisions

Four interim opinions precede today’s final decision.

All of these concern utility compliance filings pursuant to
Decision (D.) 86~-07-004 and D.86-11-071, in which we created a
foundation for correlating QF development with resocurce planning
and capacity valuation. .

The first of these interim opinions approves a detailed
protocol for conducting the second price auction for final Standard
Offer 4 (D.87-05-060, mimeo. pp. 7-25), resolves a variety of
pricing issues (pp. 25-39), and discusses the treatment:of: :-

- uncertainty and negotiated contracts in rescuxce planning

(PpP- 39-49). These were the compliance phase issues that did not
directly relate to the resource plans developed by the utilities in
response to the Sixth Electricity Report (ER-6).

The subsequent interim opinions deal with our conclusions
from our review of resource plans submitted in compliance with the
newly created biennial planning process. In the second interim
opinion (D.87-11-024), mimeo. pp. 2-29), we found that none of the
utilities had an avoidable resource within the eight-year “window~
that we established for purposes of final Standard Offer 4. We
also discussed the concept of ~disaggregated resource need” and how
it relates to avoidable resources (pp. 29-31). Finally, we decided
to continue the suspension of Standard Offer 2 for Pacific Gas and
Electric Company (PG&E) and Southern California Edison Company
(Edison), but reinstated the offer, with certain restrictions, for
San Diego Gas & Electric Company (SDGLE). (Id., PpP- 31-42; see
alse D.87~12-056 regarding queue management and related contract
provisions for Standard Offer 2.)

The third interim opinion, D.88-03-026, is essentially a
matrix showing how and where we will update the provisions of the
various standard offers. The fourth interim opinion completes the
development of reliability targets for resource planning and
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capacity valuation purposes, with the single exception of the
short-term capacity value adjustment for PG&E (D.88=03-079, mimeo.
Pp. 6-18). We also resolved a long=-standing issue on energy-
pricing for QFs receiving variable energy payments (pp.- 21-34) and
certain contract drafting problems in final Standard Offer 4

(Pp. 34-48).

In today’s decision, we draw some further conclusions
concerning our resource plan review and the process of coordinating
that effort with the California Energy Commission’s (CEC)
Electricity Report. We also consider the utility f£ilings on
additional performance features; these features will receive more
study in the next biennial update proceeding. Finally, we explain
the continuing role of Standard Offer 2 (firm capacity, variable
energy payments) in the portfolio of offers and propose for comment
a new approach to regqulating the availability of Standard Offer 2.

IYX. Review of the Resource Plans Responding to ER-6

We bhave already dealt with some of the major implications
of the resource plan filings; nere, we discuss various issues that
we think will significantly affect future filings. We do not
undertake a line-by-line dissection of the plans or a response to
every planning issue raised by the parties but rather concentrate
on those matters that significantly influence our conclusions

during this (our first) biennial resource planning cycle.1

1 Given this approach, the parties should not interpret our
failure to expressly criticize (or approve) any particular aspect
of a utility’s resource plan as an endorsement (or rejection) of
how the utility handled that aspect.
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A. Rrocurement Strateqy

One of the most significant issues raised in our first
resource plan review is how we should deal with the utilities’
strategic preferences. Judgment affects resource planning because
all forecasts are more oOr less uncertain. The planner must examine
a whole range of outcomes that differ from the case deemed most
likely to occur, in order to determine the financial risks that a
given utility faces and how to mitigate those risks through the
utility’s selection among resource options.

This issue may affect final Standard Offer 4 in various
ways. Fundamentally, the utility may prefer to add different
resources and/or fewer resources than those suggested solely by
cost-effectiveness analysis of a base~case scenario.2 SDG&E’s
#50/50” procurement strategy (see D.87-05-060, pp. 41-45), under
which SDG&E would f£ill all its projected near-term needs but only
‘half of the long-term needs arising within the final Standard
Offer 4 “deferral window,” is an example of such a preference. The
strategy reflects the value that SDGSE attaches to maintaining
flexibility at a time when its resource options seem plentiful.
This flexibility enables SDG&E to take advantage of surplus powver
that it thinks may be available at low cost over the next few years
from other utilities, and mitigates what SDG&E regards as a major
risk at this time, namely, the risk of premature commitment to
major new facilities. Stated differently, SDG&E believes that, in
its present circumstances, the costs of premature commitment would
likely exceed the costs of bringing a new resource on-line some
time after the optimal point.

2 However, the biennial update process does not contemplate
making any npore megawatts available to final Standard Offer 4 QFs
than would be found to be needed under the CEC’s then-current
Electricity Report. (See D.86=11-071, mimeo. p. 19.)

-5 -
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The main purpose of our resource plan updating process is
to periodically quantify the megawatts that QFs could £ill on the
basis of each utility’s long-run marginal costs, as revealed by the
utility’s current resource plan formulated according to least-cost
principles. Such a plan must account for uncertainty but there may
be many ways to do this. Our job is not to dictate strategy to the
utilities. Rather, we must determine whether, under the
circumstances of the particular utility, the discretionary aspects
of its procurement strategy are consistent with reasonable planning
assunptions (including perceived uncertainties) and a long-run
least-cost resource plan. '

We do not imagine that this will be an easy determination
to make, but one principle is clear. 2Any acceptable procurement
strateqy must be non-discriminatbry, i.e., it must apply to the
utility’s own projects and purchases from non=QF sources as well as
to QFs. - This is not to say that all generation xesouxces have
equal value; on the contrary, we expect the utilities to quantify
asserted operational differences and system needs, and to captuxe
such benefits, wherever possible, through “adders” from final
Standard Offer 4 and other QFs. (See Section IV below.)

The present resource plan review does not require us to
evaluate procurement strategies in detail. Only SDGLE made an
explicit presentation on this issue, and we have found that, under
any of the scenarios, SDG&E does not have an avoidable resource at
this time. Nevertheless, we think SDG&E‘’s focus on this issue is
both helpful and appropriate. In future biennial update
proceedings, the applicants should explicitly present strategic
elements in their resource plan filings. These presentations
should reveal the applicant’s risk preferences and indicate how the
applicant believes that its strategy responds to uncertainty and
contributes to least-cost planning. Other parties are free to
critique strategic elements as well as other aspects of each
resource plan.
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B. consistency with CEC Assumptions

The biennial resource planning process requires the
utilities, at a minimum, to prepare a resource plan based on the
CEC’s latest adopted Electricity Report. Problems arose in the
¢ompliance phase because (according to the utilities) some of the
information that the utilities needed for plan preparation was not
separately stated in ER-6 or readily available .from CEC staff.

ER-7 will probably present fewer problems of this type because ER-6
was well under way before we adopted our first inplementation orxder
(D.86-07=004), while ER~7 should benefit from the experience gained
in this resource plan review cycle. We direct our staff to .
cooperate in any effort to prepare standardized forms or other
means that might help the flow of information that must take place
on almost an on-going basis between the CEC, the CPUC, and the
utility applicants. '

A more fundamental problem concerns the treatment by the
utilities of certain CEC assunptions.3 For example, how should
the resource plans account for projected loads of municipal
utilities within the CEC “supply planning areas” of the respective
investor=owned utilities? (I.e., should municipal load in excess
of municipal resources be treated as demand on the investor-owned
utility system that is potentially required to serve that load?)
Alse, how should the resource plans account for self-generation (as
a reduction of demand or as a souxce of both demand and supply)? '
We think that, for purposes of the CEC-based resource plans, the
utilities ought to adopt the treatment preferred by the CEC. If

3 See also Section IXX.D.4 below.
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the utilities have concerns about how to implement the CEC’s
preferred treatment, those concerns should be addressed to the
cec.* |

We recognize that municipal loads and self-generation are
two matters that involve much uncertainty and therefore are the
source of some of the risks confronting the investor-owned
utilities. The utilities’ biennial update f£ilings should
specifically explore these risks in their showing on uncertainty
and procurement strategy.

C. Purchases from the Pacific Northwest

The Bonneville Power Administration (BPA), a federal
entity, influences electrical supply planning in California through
BPA’s ratemaking authority over certain federal hydroelectric
facilities and its control of transmission capacity interconnecting
California with the Pacific Northwest. The CPUC, the CEC, and
other California parties have differed with BPA over both its rates
and its allocation of transmission capacity through the Intertie
Access Policy. Litigation has_ensﬁed,‘and many fundamental
differences of legal opinion are not yet definitively resolved.
Inevitably, California planners must recognize the uncertainty that
results from these unsettled differences and must choose strategies
that ensure reliable and econonic service in California under
various possible outcomes.

The remarks that follow do not considexr or purport to
analyze the legality of BPA’s past or present policies. We intend
the remarks solely to indicate the steps that California planners
may take, considering the possibility that BPA would continue its
current policies on rates and transmission access.

4 We suspect that these concerns, to the extent that they have
not already been resolved, can be dealt with in workshops with CEC
stafg.

v
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We hope BPA would make appropriate modifications to its
current policies. However, despite some recent progress, BPA has
still not provided the kind of assurances to California that,
consistent with sound planning strateqy, would justify reliance on
Pacific Northwest energy to the extent that BPA apparently wishes.

1. PPA’s Ratemaking Policies

Electricity supply planning must distinguish between
short=tern and long-term resources. BPA has set prices to
California that in recent years have tracked just below the short-
run marginal costs of California utilities. Such pricing sharply
reduces the attractiveness of BPA’s energy. The reason-is-that, as
California utilities’ short-run marginal costs increase, we fear
BPA’s prices would also rise, regardless of whether BPA has a lot
of surplus energy or a little.” In contrast, long-run marginal
costs recognize that a utility will eventually devote capital to
acquiring a resource that improves‘its operating efficiency, i.e.,
lowers its short-run marginal costs.

In the resource planning portion of the compliance phase
hearings, much time was spent estimating the guantity of surplus
energy that might be available to California from the Pacific
Northwest. The Pacific Northwest will typically have large
surpluses for some years to come, but those surpluses mean little
without assurance on price. The key planning assumption is the
price associated with varying amounts of energy. Until and unless
BPA (or the Federal Energy Regqulatory Commission oxr the courts in
their review of BPA’s decisions) provides appropriate assurance as
to some other price &ssumption; we arguably should assume that all
purchases of “economy” energy from BPA will be slightly below

5 Given BPA’s Intertie Access Policy, we would expect similaxr
upward pressure on the prices of other energy sellers in the
Pacific Northwest.
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short=-run marginal cost. Under these circumstances, and given
reasonable projections that oil and gas prices will steadily
increase over the long-term, we expect that cost-effective long-
term alternatives to purchases from BPA will appear at the biennial
resource plan update. We further expect our utilities to pursue
these alternatives, whether they be new utility power plants,
purchases from other out-of=-state sellers (such as Southwest
utilities), or QFs bidding against these plants and purchases.

‘BPA, in its 1987 rate case, has tried to respond to some
of the concerns of California parties. It adopted-a-*long-term
nonfirm enexgy rate cap.” (See Chapter VIII of BPA’s 1987 Draft
and Final Records of Decision, which are Exhibits 459 and 460,
respectively.) As described by BPA witness Fama (Tr. 7645-46),
*The long=-term cap is a formula Bonneville proposes to place in
effect for 12 years. It would go through 1999. That formula is
independent of any particular rate design that might be placed in
effect during those 12 years. It was proposed [to ensure] a
significant amount of savings for California purchasers, more than
one or two mills~-in the area of four to five mills--[for] much
greater amounts of service” as compared to price assurance under
nonfirm energy rate design or short-term caps. '

) We appreciate BPA’s appearance in this proceeding, as
well as its participation in the development of ER-6. We are
‘particularly gratified at BPA’s tacit recognition of the planning
quandary that its ratemaking policies have created for Califormia.
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Unfortunately, the long-term cap offers only nominal assurance of

savings--certainly nothing that causes us to qualify the planning \//

assunmption described above.® .

The long~term cap itself is a good concept and can be
useful to California planners in direct proporﬁion to the level of
benefits and the degree of assurance provided. This cap provides
little assurance either qualitatively or guantitatively.

First, the long-term cap is a decision of BPA that BPA
can reverse. At current oil and gas prices, the cap means little,
but as oil and gas prices rise, the difference between California‘’s
marginal costs and the cost of the Pacific Northwest’s largely-
hydro-based generation will increase, which in turn will create
pressure on BPA to abandon the cap precisely when it begins to
produce significant benefits for California. The cap must be
backed up by contracts with California utilities before we can be
satisfied with the quality of the assurance provided.

On this important peoint, BPA’s Final Record of Decision
says, ”BPA will begin contract negotiations upon interim FERC'
approval of the rate cap.” BPA says repeatedly that it fears
actions by regqulatory or legislative bodies in California that are
#detxrimental to BPA’s economy energy market” and that it is
#gpecifically looking for appropriate California regulatory
decisions,” i.e., "reciprocal action from the regqulators.”
(Exhibit 460, pp. 178=79.) The only prudent reciprocal regulatory
action that we can conceive of, based solely on the long=-term cap,

6 We must emphasize that the root problem for California is
BPA’s nonfirm energy rate design, which has given California reason
to doubt that any significant amount of benefits will accrue to
California from future energy purchases from the Pacific Northwest.

our preference is still that BPA reform its rate design policies; a f

rate cap might enable us to calculate a “worst case” scenario for
Calitornia, but such a scenario does not present a very persuasive
arqument for protecting the BPA market share.

/ .
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is to encourage contract negotiations as soon as possible, but not
to othexwise commit California to purchases from BPA pending the
result of such negotiations.7 , ”//
Second, the assured savings under the long-term cap are
not impressive. The quantity of such savings depends on the size
of the discount from California’s marginal costs, the amount of
energy to which the cap applies, and the length of time when the
cap is in effect. Tradeoffs are possible: for example, a
relatively small discount could still be significant if coupled
with larger amounts of energy and a longer period subject to the
cap. But BPA’s long-term cap seens skimpy in all respects. The
12-year duration is less than the fixed~price period (15 years) in
final Standard Offer ‘4, and the amount of energy, which in any
event is nonfirm, declines (due to increased demand in the Pacific
Northwest) when benefits to California from the price cap would
otherwise increase. The 4-5 mill discount mentioned in BPA’s
testimony is unlikely to be attractive compared to the total costs
and benefits of a long—-term resource, and while the cap’s formula

. could in theory provide greater discounts as california’s marginal
costs rise, the realization of such discounts depends on BPA’s
adherence to the cap. In the absence of contracts, and considering
the fiscal pressures that affect BPA, we cannot confidently assune
such adberence.

In short, we think that BPA, with the long-term rate cap,
has taken a small step in the right direction. BPA falls short of
its goal, to protect its California market share, because the cap B
seems less attractive than the long-term resource opportunities y// ,L“'
that compete for BPA’s market share.

7 We are also pursuing “econonic curtailment” and similar
performance features in QF contracts to ensure that to California
utilities can take full advantage of attractive prices when
available from BPA and other non=-QF sellers of energy.
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BPA’S T . e 2 polici
BPA owns and operates most of the Pacific Northwest-

Pacific Southwest Intertie transmission lines above the Oregon-
California border. BPA currently allocates access to these lines
undex a “Near Term Intertie Access Policy.” .

The Intertie Access Policy is currently the subject of
litigation between BPA and California parties. Significantly, a
panel of the federal Ninth Circuit Court of Appeals, while divided
on the merits of the case, has unanimously agreed with Califormia
paxrties that the Intertie Access Policy is clearly anticompetitive.
The panel majority describes the result of the Intertie Access ‘
Policy as ”a regularly shifting, horizontal division of the market
for surplus nonfirm energy:; each eligible producernis temporarily
granted sole access to a specified share of the capacity, which it
. may either use or allow to remain unused without fear of
competition by other producers.” The dissenting judge agrees with
this characterization and further notes that the Intertie Access V//
Policy favors Pacific Northwest utilities qénerally (not just BPA)
and acts as an output restriction as well as suppressing price
competition.® ' : v’

BPA’s adoption of the Access Policy was on an interim v
basis, although BPA has already twice deferred the policy’s
expiration. We had urged BPA to adopt a long-term policy that
eliminates the anticompetitive impact of the interim policy.

However, in the absence of such a long-term policy, and with the

8 California parties have petitioned for writ of certiorari from
the United States Supreme Court. The matter is still pending.

- 13 -
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interim policy in effect for an indeterminate period, prudent
planning to meet California’s electricity demand is seriously V//
complicated.9 ,

Resource planners must consider physical constraints of
the existing transmission system, but the Access Intertie Access
Policy is not a physical constraint. It expressly contemplates
that Intertie capacity will on occasion go unused even when
California utilities are willing to pay prices attractive to some
energy sellers in the Pacific Northwest. For purposes of QF
recruitment under f£inal Standard Offer 4, should Califormia
planners imagine that these power purchase opportunities do not
exist, solely because the Intertie Access Policy chokes them off?

If we assume that the Intertie Access Policy effectively
forecloses some power purchase opportunities, such as might be
created, e.g., by development of potential generation in British
Columbia, then we become BPA’s unwilling accomplices in limiting
competition for the California market. Essentially, our assumption

. for the price of BPA’s own output (that it would be priced just
below California utilities’ short-run marginal costs) would then
extend to all power purchases from the Pacific Northwest. This
assumption would certainly spur the QF program because avoided
costs would be higher; the‘advantage to California from such a
policy is that it would lead to maximum use of California’s
indigenous energy sources. On the other hand, we are troubled by
the implications of this assumption, both for least-cost planning
and for avoided cost principles.

9 On May 17, 1988, BPA adopted in final form a “Long-Term
Intertie Access Policy.” The CEC comments note that this policy
contains many of the objectionable features of the interim policy
but does provide 800 megawatts of ~assured delivery” (i.e., firm .

transnission). While litigation continues on the interim policy,
the CPUC and CEC have both filed a petition for review of the
latest policy in the Ninth Circuit Court of Appeals.
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Another possibility is to assume that potential sellers
in Canada and the Pacific Northwest (other than BPA) would compete
to sell their surplus energy and capacity on a long-term basis
into the Califormia market, based on competitive forces and their
own costs, despite BPA’s attempts to sustain its own artificially
high price through the Intertie Access Policy. We think this
assumption is consistent with avoided cost principles and a
reasonable level of QF development. On the other hand, the
assumption requires us to model as resource options some
transactions that could not occur until the Intertie Access Policy
is set aside.1® _

The Intertie Access Policy seriocusly distorts
California’s energy planning whichever assumption is used. our
preferred solution is that the policy be modified to enable energy
sellers in the Pacific Northwest to participate in the California
market up to their full potential. As long as that policy
continues in effect, then the mitigation of the policy’s price
distortions will be a principal task in the biennial upddfe
proceeding. '

D. The Evelving Resource Planning Process
1. CEC/CPUC Procedural Coordination .

The biennial resource plan proceeding is a new feature of
electric utility requlation in California. It dovetails with the
7integrated assessment of need” performed biennially by the CEC in
the Electricity Report; it is essentially the forum where the
largest of the investor-owned electric utilities (PG&E, SDG&E, and
Edison) and other parties identify generation resources potentiallyf_
avoidable by QFs under long=-run contracts (final Standard Offer 4).

10 Thus, a utility should not use this assumption to reduce its

nced assessment by hypothesizing nondeferrable resources
constrained by the policy.
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This necessarily involves consideration of overall strategies
(including demand management and power purchases as well 2as
construction of new power plants) for f£illing the needs projected
for these utilities. ' )

We recognize that this is an ambitious prog¢ess, requiring
(among other things) close coordination between the CEC and the
CPUC. The CEC presented an excellent overall coordination proposal
in last summer’s hearings; however, we were unable to respond to
that proposal in time for ER-7, which was under way before the
filing of briefs in the current (compliance) phase of this
proceeding. '

The CEC proposal envisions a “concurrent approcach” under
which the CEC’s findings on need and the CPUC’s findings on
avoidable resources would be developed, in part, through joint
hearings and decisions. This contrasts with the ~“secuential
approach” exemplified in this, the first, biennial resource plan
review, in which the CEC’s adoption of ER~6 was followed by the
f£iling of CEC-based resource plans (and in the case of SDG&E and
Edison, altermative scenarios) at the CPUC.

The sequential approach should be retained, at least for
the time being. The majn reason is that the “Integrated Schedule”
presented by CEC witnesses Deter and Praul (see Figqure 1 of Exhibit
406 and their discussion in that exhibit) seems to combine the
CEC’s adoption of supply and demand forecasts with the
consideration of alternative planning strategies that must, among
other things, respond to those forecasts and to the uncertainty
surrounding them. However the CEC chooses to deal with such
uncertainty, it seems fair and leogical to allow utility planners
some time in formulating their resource strategies to think about
the CEC base case after that case is established.

There is obvious concern that the CPUC consideration of
#alternative scenarios” could subvert the CEC’s adopted planning
assunptions; this concern, tegether with the desire to aveid
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potentially duplicative proceedings and the CEC’s own interest in
dealing with uncertainty issues, seems to undexrlie the CEC’s
coordination proposal.

' We recognize the CEC’s concern and strongly support the
explicit consideration of forecast uncertainty by the CEC.
However, our review of the utilities’ resource plan strategies is
not inherently subversive of the CEC forecasts. We are directing
the utilities to file--not their preferred forecast--but rather a
resource plan that (1) is devised to meet the CEC’s integrated
assessment of need, and (2) does not result in undue exposure to
increased costs should their actual need turn out to be greater or
less than anticipated. The use of alternative scenarios initially
seemed to us the most promising way to investigate this exposure,
but SDG&E has made a persuasive presentation to support forecasts
with “bands” to denote uncertainty, while Edison focuses on
flexible planning that ~choose(s] resouxces considering their
strategic value, including their ability to be expanded or changed
as time goes on to cover uncertainty.” (Edison Concurrent Brief,
Compliance Phase, regarding resource plan issues, p. IIXI-1l.) .
There are doubtless many ways for a resource planner to hedge risks
and thus minimize costs over the long-run; in,thiS'respect; the
goals of the regulator and the regqulated utilities coincide.

' For these reasons, the question is not so much a
procedural issue of aligning the CEC and CPUC processes as it is a
substantive issue of how the CEC wants to deal in its Electricity
Reports with the universally acknowledged uncertainty of all
forecasting efforts. The CEC response to the latter issue may well
take care of both the procedural problems and the objections |
expressed by some parties to what they feel is a deterministic (and
therefore unduly risky) reliance on the CEC forecast.
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In the meantime, we reaffirm our commitment in
D.86-07=004 to base the availability of final Standard Offer 4 on
projections of need that are consistent with the findings of the »//
CEC’s then-current Electricity Report.ll ”

Besides the procedural issue of aligning the Electricity
Report with the resource plan review, there are a nunmber of
substantive areas where the parties have expressed need for further
direction on the use of CEC methods or assumptions in the CPUC
proceeding. We discuss these areas below.

The resource planning process involves projectxon of the
utility’s loads and supplies during the forecast period. We have
directed the utilities to present a “base case” planning scenario
that uses the CEC’s current long-range demand forecast (which
begins in year 5 and runs through year 20) and the current
short-range forecast adopted for the respective utility by the CPUC
(typically, in a general rate case or ECAC proceeding). v’

There will be a qnpebetween the first year of the CEC
long-range forecast and the end of a short-range forecast used in
ouxr proceedings. Filling the gap between short-range and long-
range forecasts is tricky because, as most parties agree, the two

11 CEC witnesses indicated that there is now a process at the CEC
whereby the Electricity Report Committee, upon motion and
appropriate showing,'could modify some of the then-current report’s
findings.. This process might affect the biennial resource plan
proceeding, e.g., if an earthquake or other disaster were to cause

a supply emergency (and consequently a finding of increased need)
of indefinite duration.

However, our understanding and strong recommendation is that
the CEC would resort to this process very sparingly. Some
stability in base case planning assumptions is necessary if a -
resource plan review is to be feasible. Moreover, the biennial :
forecasting cycle seems sufficiently frequent in itself to mitigate
risk from all but the most extreme unforeseen events.




A.82-04=44 et al. ALY/SK/fLs w

types of forecast use markedly different xne‘tzl'n':»clc:ﬁl.c:g'.i.es.:l'2 V//
Seemingly anomalous jumps or dips in the connecting years might not
have practical consequences where a utility appears not to have new
resource needs in those years. ® However, where a utility (such as
SDG&E in this phase) has a near- or mid-term need f£or new

resources, proper specification and timing of resource additions

may require more systematic projections for the connecting years.

Our approach for this phase called for trending from the
shoxt-range forecast to the CEC’s year 5. Upon consideration of
this record, we believe some additional flexibility is appropriate.
We will allow the utility in its base case scenario to choose among
the following: the trending approach used in this phase;
repetition of the CPUC short-range forecast for the connecting
years; or repetition of the CEC year 5 forecast for the connecting
years. All of these approaches respect the integrity of the CEC
and CPUC forecasts, while allowing the utility to choose the most
reasonable way to bridge those forecasts. '

In the next biennial resource plan proceeding, each
utility should choose explicitly among these approaches and also
indicate whether the c¢hoice has a material impact on its
conclusions regarding avoidable resources.

12 The chief reason for the difference is that short-range v
forecasts are designed to be sensitive to transitory phenomena
(business cycles, unusual weather conditions, etc.), which tend to
even out over time, while long-range forecasts deal with more
fundamental changes, such as turnover in the capital stock of
energy-consuming ecquipment. Thus, for example, a long-range
forecast might project steadily rising fuel prices while a
contemporary short-range forecast shows falling fuel prices. ‘
Short-range and long-range forecasts serve different purposes; it
is generally unnecessary (and impossible) to get them to nesh
perfectly.
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3. Qommon Texminology

Everyone agrees on the need for the CPUC and the CEC to
arrive at a common terminology for resource planning purposes.
without a common terminology, and agreement on the concepté behind
that terminology, we would spend a lot of time fitting square pegs
into round holes.

CEC witnesses presented a common terminelogy proposal in
the compliance hearings, and we understand that the propeosal has
been refined in discussions with CPUC staff and workshops in ER-7.
We direct our staff, in coordination with CEC staff, to prepare and
serve on the parties in A.82-04-44 et al. a status report on this
effort. The report is due no later than October 21, 1988, and
should indicate areas of agreement as well as those areas that are
still problematic. If the CEC and CPUC staffs have reached
complete agreement on terminology, then we -encourage then to submit
the report jointly.

We recognize that terminology should not try to mask or

eliminate methodological dit:erences that may exist between the two

commissions; in fact, one virtue of a common terminology is that it
may clarify where those differences arise. We also note that
whether a given resource falls in one of several possible
categories is generally an issue of fact before one or both
commissions. The goal of a common terminology is not to preclude
different results but only to ensure that we are talk;ng about the
same problen. .
4. Analvtical consistency Between Requlators

The CPUC and CEC must frequently analyze the reliability
of electric utility systems and the cost-effectiveness of utility
programs to add supply or manage demand. In t;is proceeding,

13 We see no need of a CPUC decision to ratify a common
terminology. However, we urge completion of this effort in time
for ER-7 to incorporate the terminology.

_20—
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parties have noted that the CPUC and CEC sometimes use different
methods for conducting these analyses; these differences make it
hard for utilities to prepare their compliance filings and could
lead to conflicting conclusions on resource needs.

We feel the differing system reliability approaches are
not currently a pressing problem. The reason is that we have taken
steps to reconcile the results. For PG&E, we are using CEC-based
target reserve margins for long-term planning purposes (and are
considering a proposal for adjustment, using CEC targets, of as-
available capacity payments), while the EUE targets that we have
approved for SDG&E and Edison are applied so as to be consistent
with CEC planning criteria. (See D.88=03-079, pp. 8-18.)

However, we also note that methods for measuring and
valuing syster reliability continue to be controversial as new
models are developed, existing models are refined, and the merits
of the value-of-service approach are examined. The biennial update
proceeding is the forum where we consider methodological changes
for the standard offers. We will use our existing reliability
methodology for the update to follow ER-7, but to the extent that
developments in the reliability area warrant changes thereafter,
the parties should describe those developments and their proposed
changes in their testimony submitted in this update. We endorse
the CEC’s goal of ultimately arriving at a reliability methodology
that is common to both commissions.

The CEC and CPUC staffs have dealt with cost-
effectiveness testing in a series of workshops, aiming to modify
the existing Standard Practice Manual to permit more direct
comparison of generation resources with demand-side options. (See
D.87-11-024, pp- 19=-22.) It seems clear at this time that
substantial progress has been made, but that all problems will not
be resolved in this update cycle. Because of the importance of
this issue in the treatment of those conservation/load management
programs designated ~conditional RETO” (discussed below), we feel
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that modifications to the Standard Practice Manual should continue
to command a high priority.

As part of DRA’s filing in the next biennial update
proceeding, DRA should include a status report on progress toward
the development of a standardized and uniform methodolegy for the
treatment of costs and benefits of all resource options (both
generation and nongeneration).

In D.87-11-024, we noted the disparate views on how the
CEC’s adopted estimate of long-ternm demand-side management (DSM)
progran impacts should be integrated into the long-run standard .
offer process. The CEC’s forecasts of DSM program impacts include
(under the term ~conditional RETO” [reasonably expected to occur])
some programs subject to future regqulatory action. Examples are
anticipated CEC building and appliance energy efficiency standaxds
as well as utility-sponsored programs whose level ot'zunding is set
by the CPUC. In D.87-11-024, we held that committed DSM programs
are nondeferxable by QFs, and for uncommitted programs we accepted
the CEC estimates of conditional RETO. in preference to SDG&E’S
position (under which ne conditional RETO would be included in
SDG&E’s resource plan). However, we also noted (id., p. 20) that
in the future, the level of conditional RETO included in the
resource plans should depend on more definitive demonstrations that
such programs constitute cost-effective supply options. We
supported expected enhancements to the cost-effectiveness
methodology, via joint CEC and CPUC staff workshops on revisions to
the Standard Practice Manual, as the vehicle for these
demonstrations. ‘ _

We reaffirm our intention to review long-term DSM program
impacts and to integrate them into our long=-run resource planning
activities. The adopted CEC forecasts of uncommitted conservation .»//, ‘
should be presented by the CEC and reviewed by our staff and other
parties in terms consistent with any enhancements developed in the
joint CEC/CPUC staff workshops on integrated least—cost
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methodologies. Based on our review, we expect that we will
consider some or all of the estimated uncommitted conservation as
nondeferrable resource additions for purposes of final Standard
Offer 4. Projection of long-term DSM costs and impacts by this
Commission in the resource plan update proceeding should also be
given weight in subsequent short-term DSM funding requests in the
respective general rate cases.

We are satisfied, on the whole, with the utility
compliance filings in what is the first time through a complex new
proceeding. The filings of PG&E and Edison, however, fall short of
what we required in D.86-07-004 regarding the assessment of need
for additional performance features (e.g., full dispatchapilitj,

" voltage support) on their respective systems:

#(The utilities] shall file and serve...a report
preliminarily: assessing the value and
feasibility on their respective systems of

additional performance features potentially
supplied by Qualifying Facilities (QFs). The
report will address specifications that QFs
would have to meet, methods for c¢uantifying and
costing: the features, implementation
procedures, and other particulars....” (Id.,
Ordering Paragraph 2.)

The reticence of PG&E and Edison contrasts with the careful
analysis that SDG&E devoted to this issue.

Additional performance !eaturesf('adders”) refer to
system benefits that a generation resource (including both a
utility’s own plants and purchases from QF and non-QF sources) may




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

provide beyond the resource’s basic energy and capacity.14 These

features may have local or system=-wide value, depending on the
other resources, transmission configuration, and other
characteristics of the utility receiving the resource’s power.-
(For further discussion of the genesis of the ”addexs” concept, see
D.86=07-004, pp. 1l1=13, 74-75; D.87=11=-024, pp. 29=31.)

These additional features are important for many reasons.
In particular, they can enhance reliability and help the utility to
add resources, consistent with economic dispatch and smooth system
operation. Furthermore, they play a role in the utility’s planning
of its own resources and negotiations with non-QF sellers. To the '
extent that QFs are able to provide such features, this may
nitigate the utilities’ stated concerns about minimum load problems
that may accompany higher reserve margins, and also~hel§ to place
QFs on the same plane as the utilities’ other resource 6ptions.

Part D, pages 93~112, of its Fifth Amendment to Application
82~04-44 (which we shall refer to as the Amended Application), in
Exhibit 416 (pp- B IV-1 to —-4), in Exhibit 417 (pp. 28-30), and in
its concurrent brief on resource planning issues (pp. 58-61l). PGLE
makes some good points, but its comments are often more
argqumentative than analytic.

14 Note that standard offer contracts already contain performance
requirements of various types. For example, all except vexry small
QFs (100 kilowatts or less) are required to provide “reasonable”
reactive power support, and QFs holding contracts to provide firm
capacity are dispatchable upward by the purchasing utility to any
level up to the contract capacity. We therefore directed
consideration of ~adders” only to the extent that they concern a
feature to which the utility is not already entitled under its
contract with the QF. (D.8§6=07-004, p. 74.)
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PG&E notes, and we agree, that what ~adders” are
appreopriate depends on the *basic pricing concept” for the QF,
including such matters as the kinds of performance required of QFs
under the various standard offers and the frequency of updating for
the factors that affect the calculation of QF prices. Since some
of our decisions on updating are quite recent, PG&E to that extent
had reasonable grounds for insisting that it could net precisely
determine the value of load-following features (e.g., coordination
of maintenance, prescheduled dispatch, full dispatchability). PG&E
also makes the helpful observation that system stability features
(e.g., availability during emergencies, black-start capability),
where appropriate, should be compensated through a capacity adder
rather than an energy adder. PG&E’s analysis barely goes beyond
this. The report has little on how to implement adders, how to
quantify need for adders, or how to price them, even under PG&E’S
recommendations for updating.

PG&E argues that, for load-following features, “the key
issues are (1) what payment structure is used to calculate the base
price, and (2) is the avoided utility plant dispatchable? PG&E’S
candidate avoided plants are dispatchable and were modeled as

_dispatchable in cost-effectiveness analysis. As a result, must-run

QFs should receive a decrement to enerqgy payments.” (Concurrent
brief, p. 58.) This arqument is faulty. PG&E may only be
considering dispatchable resources right now, but eventually it,
like any other electric utility, will need additional baseload
generation resources. The QFs that defer or avoid baseload
additions may be able and willing to follow load in varying
degrees, even though the aveoidable resource would not.
Furthermore, we agree with the analysis of IEP witness Marcus: “To
pay [load-following] QFs ... a price based on the average avoided
costs, which assume no load following, will underpay those QFs.”
(Exhibit 432, p. 25.)
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PG&E itself concedes that ”[d)ispatchable resources
should always have some incremental value.” (Exhibit 417,
p- 29.)15 We asked the utilities to investigate, through the
adders concept, how to cost-effectively obtain potential additional
load-following capability from QFs. PG&E has not done so.*¢
Regarding system stability features, PG&E arqgues that
#there is no question that the features identified as appropriate
in determining an adder would be inherent in the avoided plant.
Any plant that PG&E constructs would automatically incorporate
these and other features.... Likewise, the cost estimates for
constructing and operating the avoided plant would -include the cost
of these features.” (Exhibit 417, p. 29.) We don’t doubt that
PG&E designs its plants with system stability in mind, along with a
great many other things. However, the site chosen for an avoidable
resource is bound to be a compromise:' a site that is suitable for
environmental reasons may or may not have system stability
advantages, and the site (no matter how advantageous) will
certainly not enable PG&E to meet system stability requirements at
other areas in its service territory. (Cf. D.86=-07-004, p. 60,

15 PG&E also notes, ”[A] dispatchable QF could be relied [upon] v/
for spinning and regulating reserve, area power factor correction,
attenuation of local disturbances, local voltage support, ensurxing
system security, and nore efficient area load regqulation, just as
PG&E relies upon its own dispatchable resources for such purposes.”
(Anended Application, Part D, pp. 109-10.) .We agree. Furthermore,
some ©f these benefits might be provided even by QFs that are not
fully dispatchable.

16 We also disagree with PG&E’s suggestion that “must-run” QFs V//
deferring intermediate resources (which are the only dispatchable
resources deferrable under final Standard Offexr 4) are overpaid.
Time-differentiated energy prices and the treatment of energy-
related capital costs in that offer ensure that such QFs, if they
operate when the avoidable resource would not, are paid no more
than avoided cost during those hours. See also our discussion of
load-following features in Section IV.B below.

- 26 -
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note 37.)17 Thus, it is possible for QFs avoiding a resource, and
even existing QFs that do not defer or avoid a specified resource,
to provide system stability benefits to the purchasing utility.

More important, PG&E ignores the fact that the avoidable
resource may noét be a plant but rather a purchase of energy and
capacity from a non-QF seller. In that case, the load-following
and other features of the purchase are generally a part of the
negotiations between the purcbasing utility and the non—QF seller.
Moreover, the purchasing utility generally claims substantial value
for these features in reasonableness reviews and other proceedings.
We understand the importance of these features in off-systen

‘transactions and desire only that QFs be permitted to compete on an

even footing. In our view, that goal requires analysis of
disaggregated resource needs, especially those system requirements
that might not be met by any single avoidable plant but could be
met by purchases from some combination of QF or non-QF sources.
B. Edison’s Report on Pexformance Features

Edison’s comments on performance features are .contained
in Chapter IV of Exhibit 421, Chapter IV of Exhibit 424, and .
Chapter V of its concurrent brief. Edison has priced four of the
seven performance features identified in D.86-07-004 (emergency
availability, coordination of maintenance, reactive power support,
and full dispatchability). Like PG&E, Edison believes that systenm
stability features are properly reflected in capacity payments.
Edison would pay for full dispatchability through an adder to the
QF’s “base energy pr@ce.'

17 As PG&E notes, many types of system stability requirements ‘
tend to be local in nature. The best-planned power plant would not
meet such requirements if they affect an area remote from the
plant; the utility would bave to satisfy them through other means,
among which QFs might be a cost—eftectxve alternative.

v
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Edison apparently believes that the term ~adder” is 2
nisnomer for what should generally be a decrement to QF payments,
at least as they are currently calculated. For example, under
final Standard Offer 4, if the QF does not agree to supply all the
performance features of the avoidable resource, ”“the QF should only
be paid for the performance features it agrees to supply and
actually does supply; otherwise, the ratepayer pays for a service
that is not provided.” (Exhibit 421, p. IV=-3.)  As for existing
QFs, Edison says that “implementation [of adders] is not feasible
at this time. The majority of existing QF contracts includes
capacity payments that are based on the full value of a [combustion
turbine] which already includes most of the performance adders
identified. To allow QFs with existing contracts to seek adders
would result in compensating then twice for the same performance
feature.” (Id., p. IV=8.) ’

Edison cautions that it had to make many assumptions in
order to develop the values shown in its preliminary assessments of
adders. ~As experience is gained, these assessments and
derivations will need to be updated to capture other effects not
presently cquantifiable ... or other methods for attempting to
‘unbundle’ the value of various performance characteristics from
the cost of the [avoidable resource]. As currently derived, the
value of the adders is based more,én‘how the [avoidable resource]
was to be operated than how it was constructed.” (Exhibit 421,

p. IV-4.) -

We find Edison’s comments helpful in some respects, and
Edison has been more forthcoming than PG&E in trying to detexmine
values for at least some of the adders. However, Edison exhibits
the same tumnel vision as PG&E in thinking about avoidable
resources, and we are sceptical about Edison’s proposed valuation
nmethods.

We accept, in principle, the broposition that capacity or
energy payments to a final Standaxd Offer 4 QF could be lower, as
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well as higher, depending on the mix of performance features that

the QF supplies, as compared to the performance features associated
with the avoidable resource. Edison seens to think that the effect
of considering performance features would generally be to lower QF S
payments. We think that remains to be seen. 8 However, as
Independent Energy Producers Association (IEP) notes, QFs’ system
stability features would very likely be adders whenever out-of-
service—-area resources are the ‘avoidable resources. (See

Exhibit 432, pp- 28-29.)19 When the avoidable resource is an V//
in-area power plant, the question is more complex. As we’ve noted
above, the site chosen for that plant is apt to be a compromise.

QFs avoiding or dgrérring that plant may make a greater or lesser
contribution to system stability, dependiné on their technology,
location, and willingness to make appropriate commitments.

. We reject Edison’s assertion that adders are “not
feasible” for existing QFs. Edison mixes up short-run and long-run
methodologies and misconstrues the role of the combustion turbine
in calculating capacity payments to these QFs. Final Standard
Offer 4 is the only plant-based offer. The combustion turbihevis
used simply as a proxy for the purchasing utility’s short-run
marginal cost of capacity. - Nobody ever expected QFs to run like a
combustion turbine or designed a standard offer to replace

18 Since both Edison and PG&E apparently take the position that
the correct treatment of performance features would effectively
reduce QF payments overall, we find it surprising that their
response to our request that they quantify and evaluate these
features is so tepid.

19 “Many emergencies in fact are caused by transmission line
failures, such as loss of the Northwest Intertie on December 22,
1982 and February 29, 1984, and ocut=-of-service—-area resources nmay
well be unavailable as a result of such line failures. In
addition, out-of-service-area resources cannot support voltage.*
(Prepared Testimony of IEP witness Marcus, Exhibit 432, pp. 28-29,
citations omitted.) i
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combustion turbines in the utilities’ resource mix. We therefore

do not reduce capacity payments to QFs for failure to match the

systenm stability features of a combustion turbine. (We do,

however, reduce prices to QFs that receive variable capacity

payments te reflect the purchasing utility’s current nced for N//
capacity.)2° It follows that there is no overpayment or

methodological inconsistency if utilities were to pay existing QFs

for supplying performance features that such QFs are not otherwise
obligated to provide.

Turning to specific system stability features, IEP has
demonstrated a flaw in Edison’s valuation of emergency
availability. Edison uses a formula that relates increased
spinning reserve requirements to potential emergency unavailabilitv
of QF capacity on its system. Positing such a relationship seems a
reasonable way to begin the analysis. However, Edison values this
feature in dollars per kilowatt of increased spinning reserve costs
rather than dollars per kilowatt of QF capacxty projected to be
unavailable. This is inaccurate since, even if Edison were
actually to increase its spinning resexves pér the model (Edison
says that it in fact does pot do this, see Exhibit 424, p. IV=1),
it would do 80 on less than a kilowatt-for-kilowatt basis. Edison
thus significantly overstates the value of QF emergency
availability under its own formula. (See alseo Section IV.D below.)

Edison alsc evaluates an adder for voltage support.

SDGLE calculates a similar dollars per kilowatt value for this
adder, which would apply to support provided beyond the minimum

20 Thus, Edison’s and PG&E’s current capacity payments to V//,
variably priced QFs are deeply discounted from the full annualized
fixed costs of a combustion turbine, to reflect the relative '
abundance of capacity on their systems. Such discounting would not
happen under a plant-based offer: the utility cannot build a
fraction of a power plant.
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interconnection requirements in the respective utility’s tariff
rule (Rule 21). The value assigned to this adder (xroughly $1 pex
kilowatt-year) seems reasonably dexived from the cost of proxy
capacitors. We also agree with Edison and SDG&E that the adder
should be made available only in specified areas of need on the
system, since reactive power cannot be transmitted over long
distances. IEP prefers SDG&E’s approach, which uses distribution
capacitors, because (according to IEP) most QFs are located at the
distribution level. This can be discussed further in workshops,
but we are satisfied that the parties have established a good basis
‘for inmplementing this adder.

' There has been a lot of work on locad-following features
since Edison prepared its report. The key to our preferred
approach (which we think is followed in the curtailment provision
developed for rinal Standard Offer 4) is that any kind of load-
following is basically a device for concentrating the QF’s output
within relatively high-cost hours on the utility system. This
leaves the purchasing utility free to achieve optimal dispatch
during low-cost periods. The load-following -adder should therefore
be calculated as the differential between the QF’s potentially ‘
operating at random over all houxs of the year and whatever .
linmitation to higher cost hours is imposed by the performance
feature to which the QF commits. (See D.87=08-047, mimeo. _
PP. 7-8.) We agree with IEP that, wherever the QF would otherwise
be paid on an average cost or time-differentiated basis, the QF’s
commitment to follow load justifies an increase in its energy -
paynments. '

The approach that Edison takes in its preliminary
assessment of load-following features is quite different, and we
doubt that Edison (one of the chief architects of the curtailment
provision) would adhere fully to its former proposal at this time.
Edison makes a good observation that full dispatchability‘may'be
analyzed as a composite of various other adders such as
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prescheduled dispatch. However, much work still needs to be done
in order to derive a full dispatchability adder made up of the sum
of discrete load-following increments. In Exhibit 421, Edison
suggests valuing full dispatchability on the basis of efficiency
savings realized by the purchasing utility. The efficiency savings
result from the reduced cycling of the utility’s own plants that is
made possible by QFs’ commitments to follow load. Such savings
night indeed occur, but they seem quite speculative and hard to
quantify relative to our preferred approach, and also seem to be
only a small component of the total load-following benefits
attributable to full dispatchability.

C. SDGEE’s Report on Performance Features

SDG&E’s comments on performance features are contained in
Exhibit 429, pages 28-33, and Appendix A of that exhibit. SDG&E
favors valuing performance features, using historical data wherever
possible, by determining a “base” level of service (with energy-
related and‘capacity-related components). What is or is not
included in “base” service is open to dispute, as is the question

of whether some of the standard offers already require, and
compensate QFs for, some of the performance features beyond “base”
service. Nonetheless, the “base” service concept is a useful way.
to structure this analysis. SDG&E also discusses the compatibility
of different types of performance features and provides a "Matrix
of Adders Interaction” that neatly defines the possible
combinations of adders that a QF could select.

As we noted earlier, SDG&E’s valuation of the voltage
support feature is definitive. SDG&E would only make the adder
available on a case-by~-case basis, arguing that *an assessment of
need for var support near the QF site must be made by [SDGE]
personnel.” (Exhibit 429, p. A-8.) We recognize that the need for
this feature is site-specific; however, the utility should be able
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to specify some criteria that would at least alert the QF opera:gr_
or planner of its potential eligibility for the adder;21

SDG&E expresses its suggested locad-following adders as a
percentage of the energy price. It calculates an adder of 0.8% for
coordination of maintenance. For curtailment (which SDG&E prefers
to prescheduled dispatch), SDGEE calculates an adder of 4.1% for
1000 hours of allowable curtailment, increasing to 6.5% where the
curtailment level is set at 2000 hours, and to 7.9% for 3000 hours.
Finally, the full dispatchability adder works out to 16.5%.

SDG&E derives these percentage adders by.comparing its
hourly marginal energy costs (using 1985 recorded data) with its
Time-of-Use rates. This seems reasonable as an initial
quantification. However, there may be other ways to compute the
effect of concentrating the QF’s output within relatively high=-cost
hours. We are also concerned about the possible sensitivity of the
adder to the choice of historical base year. SDG&E itself urges in
its concurrent brief that we not implement adders at this time but
instead convene workshops to further develop these concepts.

D. conclusions ' o
1.. Specific Performance Features: Svstem Stability

All parties agree that none of the utility applicants
currently has a need for black-start capability on its.system. We
will defer further consideration of this feature indefinitely. v//

Voltage support is the feature most s&tiszactorily
analyzed to date. A price range of $1 to $1.20 per kilowatt-year

21 We do not now have a multi-attridbute bidding system for final V// B
Standard Offer 4, but adders (if the QF developer has sufficient K
information about their availability and price) can serve a similar
function. For example, a QF developer that knows that its plant

could qualify for certain adders could take this into consideration

both in its plant design and in calculating its bid for the second

price auction. This is a “win-win” situation: the QF optimizes

its economics while increasing its value to the purchasing utility.
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appears reasonable. Analytical work on this feature now needs to
concentrate on QF eligibility, including geographic and operational
criteria.

The utilities show a wide variation in their treatment of
emexrgency availability and perhaps in how they define it. PG&E and
SDG&E believe that they are already entitled to this feature from
QFs and thus claim that it should be priced at zero. Oon the other
hand, Edison assigns a very high price to emergency availability.
It appears, however, that Edison has unique criteria for
underfrequency load-shedding, under which (according to IEP witness
Marcus) QFs interconnected at below 220 kilovolts are cut-off .
automatically during system disturbances. (See Exhibit 432,

p. 27.) Edison calculates that typical QF power deliveries, and
roughly half of the total megawatts provided by QFs, come from
stations subject to such disconnection. (Exhibit 421, p. IV=6.)
The ironic result is that PG&E complains of QFs that (according to
PGSE) trip off-line during frequency deviations less severe than
would cause damage to the QF/s generator, while QFs complain that
Edison trips them off-line (and would reduce their capacity
payments on account of this utility-imposed unavailability) even
during frequency deviations when they could remain on-line.

We have rejected Edison’s valuation of emergency
availability. Thus, there is no basis for Edison to use that value
either to increase or decrease payments to QFs;‘ However, we agree
in principle with PG&E that, if relay settings are established to
automatically disconnect the QF where frequency deviations would
damage the QF’s generator, it is reasonable to expect the QF not to
manually separate from the system during lesser deviations. At
least for a QF that defers or aveids an in-area power plant, this
logic would dictate a reduction in capacity payments unless that QF
commits to reliance on the relays or direct authorization from the
purchasing utility before separating from the system. Neither PGLE
nor SDG&E has calculated an appropriate level for such a reduction.
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In D.88-03=-079, p. 45, we said that ~appropriate QF
response to emergencies is vital if utilities are to rxely on large
amounts of QF power.” We repeat our call in that decision for more
QF/utility consultation on this subject, particularly on matters
such as variations in practice between the utilities and manual
separation by QFs.

2. ecific Performance Featuyres ad Followang

For reasons that we explained in Section IV.B above,
load-following features must generally be treated as adders to the
energy payments to QFs providing such features. SDG&E’s report,
and the work done on ~economic curtailment” for final Standard
Offer 4, create a sound basis for further efforts in this area.
SDG&E has also indicated that it intends to develop a simplified
curtailment procedure for use with its final Standaxd Offer 4.
(See Section VIXII below.) We hope that procedure would also be
adaptable for purposes of reinstated Standard Offer 2. We. direct
DRA to hold a public workshop to discuss load-following features
generally, define future tasks and priorities, and review SDG&E’s
proposal.: The workshop should take place within a reasonable time
after SDG&E publishes its proposal.'

3. General Observations on Performance Features
and Disaggreqated Resource Needs =

Our original interest in this topic was prompted by two

concerns. ,
Fixst, the utilities have said that the larger than
anticipated respdnse to the standard offers has created or will
create operational problems because existing QFs are subject to few
performance requirements and are not dispatched downward by the
purchasing utility. From the utility reports, we had hoped to get
more knowledge of the types and severity of these alleged problens.
Second, the "adders” concept seemed adaptable to both new
and existing QFs. This was attractive because it (1) involved
existing QFs in the solution of problems attributed to their
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development, and (2) suggested cost-effective forms of relief for
QFs that were looking for ways to boost their revenue streams. 22

Our experience in the cempliance phase of this proceeding
bas heightened and broadened our interest in the ~unbundling” of
resource needs. This is because the resource plans have
underscored two additional concexms.

First, over the long term, we are locking for ways to
bring into the QF procurement process other factors besides basic
capacity and energy. Whether this enhancement of the process takes
the form of multi-attribute bidding, RFP-type sclicitation (see
D.86~07~004, p. 21), or adders/subtractors to a contract base
price, we would need to establish in advance at least the relative
worth of each factor. Performance features seem to be the logical
Place to begin this analysis, both because of the utility
operational c¢oncerns mentioned above and because there seem to be
objective bases for pricing these features.<> .

Second, the record to date suggests that the avoidable
' resource is apt to be a purchase from non-QF sources, and that

22 Some QFs predate the standard offers. These “pioneers” often
receive little or no capacity payment and an energy payment based
on short-run avoided energy costs. When oil and gas prices dropped
sharply, so did the energy payments. (See D.87-01-049.) Load-
following and other adders are especially suitable in these

circumstances since they provide higher payments based on increased

value of the QF’s deliveries to the purchasing utility. This is
fair to QFs and fair to ratepayers.

23 TFor example, we already time-differentiate electric utility
costs and rates for various purposes; such time-differentiation has
obvious relevance to the load-following features. Some factors
that do not directly relate to performance might also be considered
in QF procurement. These factors (e.g., fuel diversity, impact on
California economy and environment) are generally more subjective
and/or remote from ~“traditional” (i.e., before passage of CEQA and

the Warren-Alquist Act) resource planning: hence, our decision to

start with performance features.

v/

L
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performance features would figure importantly in such purchases.24
According to SDG&E, current power purchase negotiations between
utility systems usually involve a ”base package” of assets and
services; the process of negotiating takes the form of
*repackaging” to explore ways to add value orxr reduce costs. We
certainly have no desire to replace such purchases with purchases
from QFs unless QFs provide equivalent value. On the other hand,
we will not make the a priori assumption that QFs cannot provide
equivalent value. The development of performance features should
give us a measure against which to test the QFs’ response.

_ For all these reasons, the ~unbundling” of resource needs
is the logical culmination of a resource plan-based QF procurxement
methodology- Only SDG&E seems (from this record) to have grasped
this point, or to have expended the analytical effort to make
significant progress. ‘

To be fair, we must also note that since the.preparation
of these utility reports, all of the utilities and many QFs have
done much work on load-following features. This work has resulted
in an “economic curtajilment” option for final Standaxd Offer 4 and
many individually negotiated curtailment or dispatchability
features.

24 SDG4E witness Niggli asserts that ~a utility can obtain V///_
services from a power purchase contract with a utility that a QF
resource frequently is unable to provide.” Niggli mentions the
following “services:” energy storage arrangements; energy banking
arrangements; capacity and energy from multiple units at a plant;
back-up service from the utility system; diversity exchange
arxangements (hourly, daily, seasonally):; marketing services:
transmission access. (Exhidbit 214, p. 10.) We think that the
ability of QFs to provide such services is largely untested. QFs
come in many sizes and technologies, so there should be at least a
potential for QFs to meet or beat performance adders offered by
non=-QF competition. We encourage both utilities and QF developers
to explore contractual arrangements whereby QFs would provide these
or other services. '
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In the resource plan update following ER-7, the utility
applicants cshould each file revised reports on performance
features. The reports should cover at least the same system
stability (except for black-start capability) and locad-following
features that were in the original reports:; the utilities may also
propose additional features. The utilities should indicate the
performance features that have been incorporated to date in any
contracts with QFs, and should provide a statistical analysis. The
analysis need not identify individwal QFs but should indicate, by
QF technology, the number of megawatts on the respective utility
systen that arxe subjecﬁ to curtailment or other special performance
requirements.

Finally, the reports should analyze the potential for a
resource plan-based long-run offer made up of disaggregated
resource needs. Such an offer would include components for ~basic”
energy‘and capacity set at projected long=-run marginal costs:
system stability adders and line loss impacts calculated for
variocus districts within the purchasing utility’s service axea:; and
load-following adders calculated for a range of load-following
options up to and including direct utility dispatch of the QF
plant. There are other factors in resource planning that are not
strictly performance-based. The "unbundled” generation resource
offer could include premiums for various attributes deemed
desirable by the planner. Such attributes would include, but are
not limited to, various types of security that the QF might post,
an option to delay or advance the QF’s on-line date, and use by the
QF of renewable fuels or other fuels that meet fuel diversity
criteria. '

V. IThe Future of Stapndard offer 2

Standard Offer 2, like interim Standard Offer 4, has been
suspended (i.e., is not available for new QF contracts). Similar
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problems'underlie both suspensions: inadequate provisions for
updating, coupled with price terms that, in view of then-current
expectations of need, were seemingly too generous to QFs seeking
new contracts. '

Revised updating and capacity value adjustment procedures
are now in place. (See D.87-11-024 and D.88-03-026.) Block
pricing, an overall megawatt limit, and a time limit on
availability are additional features that we approved for Standard
Offer 2. These developments made it possible to reinstate Standard
Offer 2, up to a maximum of 100 megawatts in two'blocks of 50
megawatts each, for SDG&E. (See D.88-03-079.)

_ However, we decided not to reinstate Standard Offer 2 for
PG&E or Edison. (See D.87=11-024.) These utilities, unlike SDG&E,
showed very little need for new generation capacity over the next
:ive_years.zs- This causes concern because the levelized capacity
payments in Standard Offer 2 would mute the price signal that the
capacity value adjustment and block pricing was supposed to give to
potential QFs. Thus, the outstanding issues for Standard Offer 2
are (1) under what circumstances should it be made available, and
(2) what megawatt limits should apply when it is available.

Standard Offer 2 uses short-run energy and capacity
prices (using the annualized fixed costs of a combustion turbine as
a proxy for the short-run marginal ¢ost of capacity). However, the
capacity price is projected and levelized over the life of the
contract (up to 30 years). This feature means that Standard
Offer 2 has greater price certainty than the other offers based on
short-run methodology, where the capacity price is subject to
annual adjustment. Also, Standard Offexr 2 is the only one of our’
current offers to have any degree of front-loading in the payment

25 Standard Offer 2 currently reQuires the new QF to come on-line
within five years after contract execution.
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‘ 26

strean. Finally, Standard Offer 2, unlike the other short-run
offers, recuires the QF to be available during periods of peak

demand on the purchasing utility’s system and recognizes the V//
ability of many QFs to provide firm capacity.27

There is no doubt that Standard Offer 2 has a continuing
role to play in a balanced portfolio of standard offers. For
example, SDG&E has noted the importance of the QF’s commitment
under Standard Offer 2 to meet peak demand; during its suspensien,
the only short-run offer available to a QF over 100 kilowatts
capacity is Standard Offer 1, which entails no such commitment.
Moreover, we are convinced that need generally should not be an
issue with Standard Offer 2 since, like the other short-run offers
(and subject to our concern regarding levelization), payments to
Standard Offer 2 QFs reflect the purchasing utility’s short-run
marginal costs. Considering these features, we seek comment on the
following proposal for regulating the availability of Standard
Offer 2.

Standard Offer 2 would be made available, for a specified
time and subject to block pricing and overall megawatt limits, for
PG&E, SDGLE, and Edison after each biennial update proceeding. The
block sizes would be 50 megawatts for SDG&E and 150 megawatts foxr
PG&E and Edison. The number of blocks to be made available for

26 Interim Standard Offer 4 also has tront—loaded paynent x/(
options. However, final Standard Offer 4 supplants the earlier . ‘
version as our long-run offer and only‘prov1des ~ramped” (i.e.,
inflation-adjusted) payment streans.

27 Time-differentiated capacity payments under Standard Offers 1 \/(
and 3 give the QF a powerful incentive to be on-line during peak
periods; however, the QF does not have to meet any performance
requirement for such periods, i.e., the QF delivers only ~as
available” capacity. In contrast, the QF under Standard Offer 2
must generally be available for all on-peak hours in the peak
months (subject to a 20% allowance for forced outages in any menth)
in order to receive full capacity payments.
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each utility would be an issue in the update proceeding.
Generally, we would make available an amount of capacity not less
than 2% of the respective utility’s peak demand; this corresponds
to about one year’s growth in peak demand and represents a
conservative amount of capacity to be made available, since there
are two years between updates.

To meet our concern about levelization, we would add to
Standard Offer 2 a new requirement that the QF come on-line neo
sooner than the first year in the eight-year “window” that the
purchasing utility’s ERI is projected to equal or exceed a stated
threshold.%® (The higher the ERI, the greater is the relative V//
value to the utility of additional capacity.) We propese to set
this threshold initially at 0.8. If the ERI does not reach the
thresheold during the ”“window,” no new Standard Offer 2 contracts
would be made available at that update. A Standard Offer 2 QF that |
comes on-line before the ERI threshold is projected to be reached
would receive forecast unlevelized capacity payments during that
interval. (This is the same way that we treat final Standard Offer
4 QFs coning on=line be:ore the projeéted_bn—line date of the
avoidable resource.)

28 The projection would be made in the biennial update proceeding: V/,
and would be based on the resource plan used for purposes of final
Standard Offer 4. The Standard Offer 2 contract would have a
specific date when the QF could begin to receive levelized capacity
payments. This date would be redetermined at each update
proceeding for new Standard Offer 2 contracts, but existing
contracts would not be affected. Both the Standard Offer 2
capacity price table and the number of blocks of Standard Offer 2
contracts to be made available would be determined assuming full ‘
subscription of whatever number of final Standard Offer 4 megawatts
is authorized in that biennial update proceeding. In other words,
any identified avoidable resource would be deemed avoided or
deferred by final Standard Offer 4 QFs when we establish the
pricing and availakility of Standard Offer 2.
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The threshold would modify the current requirement in
standard Offer 2 that the QF come on-line within five years of
contract execution; instead, like final Standard Offer 4 QFs, the
Standard Offer 2 QF would have up to eight years to come on-line
(depending on when the threshold is reached rather than the
projected on-line date of an aveidable resource). This feature,
together with capacity price levelization, would make Standard
‘Offer 2 particularly attractive to QFs using new oxr capital-
intensive technologies that typically require some degree of front—
loading in order to.be financed and that often need more than five
years to come on-line.?® - - v

Standard Offer 2 presently provides for contracts of up
to 30 years. In contrast, Period 2 (the fixed price period) for
final Standard Offer 4 contracts is set at 15 years. We invite
comment on whether to modify the maximum length of new Standard
Offer 2 contracts.

It may be useful to receive comments on our proposal
before the next biennial update proceeding. Accordingly, the
schedule for comments will be set by Assigned Commissioner or ALY
Ruling.

29 Given these adjustments to reinstated Standard Offer 2, we v///
hope to see fewer recuests for approval of nonstandard contracts.
We also regard Standard Offer 2 as setting the limit for front-
loading payments to QFs, while final Standard Offer 4 sets the
limit for price certainty. We do not preclude greater front-
loading or price certainty in a nonstandard power purchase
agreement, but the utility and QF supporting such an agreement will
bear a heavy burden in demonstrating that it is fair to ratepayers
and consistent with avoided cost principles.
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Our basic policy governing the form and terminoclogy used
in the standard offer contracts is that they should be uniform
among the utilities except for the very few aspects that must be
utility=specific due to different operating characteristics. See
D.83-09-054, ordering paragraph 5; D.83=10-093, ordering
paragraph 20. This ensures evenhanded treatment of QFs and
promotes a common understanding of the standard offer provisions.

Final Standard Offer 4 already fully implements this
policy for that offer. Also, pursuant to the cited decisions,
workshops held earlier in this proceeding have produced uniform
contract language for the other standard offers. However, our
review of the uniform language was delayed, while we devoted our
attention to Standard Offer 4. : '

Before our review and possible approval of the uniform
language, we think the parties should have an opportunity to
reconsider that language, particularly in light of the products of
the final Standaxrd Offer 4 drafting effort. That effort, whick we
summarize in D.88-03-079, resulted in clarifications and
imaginative solutions in a number of problem areas. These
clarifications and solutions should be incorporated in the shoxt-
run offers, on a prospective basis for new QFs signing those
offers, wherever appropriate. However, we agree with PGELE that the
consideration of uniform language for Standard Offer 2 should await
action on our proposal in Section V above. .

We intend to review the uniform language before the next
biennial resource plan update. Also, we need to review the
parties’ recommended specific language implementing the new
curtailment provision (see D.88~03-079, pp. 40-41); these
recommendations were filed on June 27, 1988. Ideally, We can
complete both tasks in a single decision in the fall.
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. with this timetable in mind, we direct the utilities to
exanine the existing uniform language proposals for the short-run
standard offers (othexr than Standard Offer 2) and file revised
proposals on November 16, 1988, for Commission approval. We ’
encourage continuation of the consultative process that reached
general agreement on contract drafting issues for final Standard
Offer 4.

We have postponed consideration of several petitions and:
motions because of the priority given to the replacexent of intexrim
Standard Offer 4 with a long-run standard offer based on utility
resource plans. Now that final Standard Offer 4 is in place, we
turn to these other matters relating to the standard offers.

A. Reguest for Fearing on Line Ieoss Issues

: Part of the calculation of avoided cost is the variation
in transmission line losses caused by QFs. In other words, does QF -
development save money (in the form of reduced line?losses) for the
utility that purchases the QF output, or does QF development cost
money (in the form of increased line losses), as compared to
generation and transmission of an equivalent amount of electricity
from the utility’s other resources? Note that line losses affect
the value of both the energy and capacity purchased from a QF or
from a non-QF seller. (See D.84-03-092, mimeo. Pp- 38~39.)

Many issues would have to be resolved to answer these
questions precisely. We would have to consider, for example, QFs’
proximity to the utility’s load centers and the characteristics of
the utility’s transmission system. We would also have to decide
whether to predicate the answers on analysis of the aggregate

impact of QFs, or whethexr a project-specific line-loss methodology
is necessary or desirable.
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We addressed line losses in several of the early standard
offer decisions. We ordered the utility applicants to include in
their offers the costs or savings from line losses for QFs in the
aggregate. (D.82-01-103, 8 CPUC 2d 20, ordering paragraphs 6.4 and
8.e.) However, we created an exception for remote QF projects one
megawatt or larger: losses from such QFs were to be examined
individually. (Id., 8 CPUC 2d at 45.) In D.82-12-120, we noted
the paucity of utility line loss studies to date and determined for
the time being to adopt a loss factor of 1.0 to be applied by all
utilities for all QF energy. This essentially treats the line
losses associated with QFs as equivalent to those from utility
plants. (D.82-12-120, 10 CPUC 24 553, 625.) We also determined
that adjustments for remote QFs were not then practicable, and we
suspended that exception pending utility study of how to identify
such QFs and to reflect a different energy loss rate. (Id.)
However, we rejected a PG&E suggestion that individual line losses
be established, instead affirming our prior decision to analyze QF
line losses in the aggregate. (I4.)

Following D.82-12=120, PG&E revised its previous line
loss study, reviewed the new study with an advisory group that it
had convened, and filed the study at the CPUC on September 30,
1983. Not surprisingly, the results of the new study were
controversial, and on November 8, 1983, a “Request for Evidentiary
Hearing” before taking action on PGLE’s proposals was filed jointly
by Ultrasystems Incorporated and Occidental Geothermal, Inc.
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(Utrasystems/OGI).3° SDG&E and Edison have also filed line loss
studies: to date, no hearings have been held on any of the studies,
which are now at least four years old.31

with work in this proceeding near completion, and our
investigation of the impacts of out-of-state and out-of-service-
area QFs (I1.85-11-008) about to resume, the latter proceeding
seemed to be the logical forum for examining line loss issues.
This was suggested by ALJ Wu’s Ruling of Januarxy 7, 1988. However,
at a prehearing conference on February 11, 1988, in that
proceeding, most parties did not support expanding the scope of the
investigation to include these issues. Thus, our order
restructuring X.85-11-008 made no provision for addressing line
losses. (See D.88=04-070.)

We see little benefit at this time to refining the
treatment of line losses in our established methodology for pricing
energy from existing QFs, or even future QFs under the short-run

30 Santa Fe Geothermal,.Inc., an active participant in the final
Standard Offer 4 compliance phase, is successor to OGI.

31 However, in D.84-03~092, we did modify D.82-12-120 in response
to a petition by SDG&E. As the latter decision was modified, the
adopted energy line loss adjustment factor of 1.0 is to be applied
enly by PG&E; for SDG&E and Edison, we set the transmission and
primary distribution loss adjustment for energy equal to the
respective utility’s marginal line loss factor. We also concluded
that, for SDG&E and Edison, no additional line loss savings would
acerue from QFs at the secondary distribution level.

We also addressed the subject of a line loss adjustment for
capacity in D.84=-03-092. We noted that capacity pricing involves
payments set further into the future than those for energy and on
that basis determined that failure to include a capacity line loss
adjustment would expose ratepayers to excessive risk. We approved
PG&E’s line loss adjustments for capacity, and we also directed ‘
PG&E to determine such adjustments remote QFs on an individual
basis. SDG4E and Edison (and PG&E for its non-remote QFs) were to
continue to calculate capacity line loss adjustments for QFs on an
aggregated basis.
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standard offers. Not only are the studies old and likely %o need
revision, but also the issues involved in making line loss
adjustments for such QFs are complex, and there is no assurance
that after wrestling with these issues, we would emerge with
significantly improved price signals to QFs. We therefore will not
proceed to hearing on whether to adjust our present approach to QF
line loss impacts in existing short-run standard offers.

We reach a different conclusion for the resource plan—
based offer, final Standard Offer 4. First, line loss analysis
secens substantially more practicable when QFs’ impact is judged
against a specific avoidable resource instead of the entire utility :
system.32 Second, and more important, line losses may be V//
significant when considering the utility’s ~disaggregated resouxce
need.” (See D.87-11-024, mimeo. pp. 29=31.) Consider two
examples. The utility’s choice of site for the avoidable resource
may depend in part on the configuration of the utility’s load
centers and existing system; this suggests that QFs aveoiding that
resource may be significantly less well situated in terms of their
line loss impact. However, where the avoidable resource is'an out-
of-state purchase, we are reluctant to assume a priori that QFs .
(particularly those in-state arnd in the purchasing utility’s
service area) would have line. losses equivalent to the out-of=state
purchase, which would be the effect of applying a loss factor of
1.0. In both examples, there is a good chance that a given final
Standard Offer 4 QF should have a loss factor highet or lower than
1.0.

The line loss impact of potential QF avoidance of an
identified avoidable resource should be analyzed by the utility in

32 Furthermore, within the confines of final Standard Offer 4, it -
may be both feasible and desirable to judge each QF’/s impact, ‘
rather than taking QFs in the aggregate.
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its resource plan submitted in the biennial update proceeding. We
expect each utility to present a line loss adjustment method that
is sufficiently detailed to enable each potential QF bidder to
calculate its loss factor precisely, based on the resource against
which it is bidding and the location of its own project. The
bidder could then take its loss factor into account when preparing
its bid:; there would be no need to change the second price auction
to weight the bids by the loss factor.

IZ we are able to develop a line loss adjustment method
for final Standard Offer 4, we may then investigate extending or
adapting the method, on a prospective basis, to encompass new QFs
that choose a short-run standard offer.>>

Since we have decided not to hear or otherwise act upon
the utilities’ 1983 line loss studies at this time, the
Ultrasystems/OGI request for hearing should be dismissed as noot.
B. Petition for Modification Regarding Duration of As—

available Contracts (Standaxd Offers 1 and 3)

- SDG&E has asked that we provide for (1) a fixed term in
as-available standard offer contracts (as we do for firm capacity
contracts), and (2) a contractual obligation that the QF develop

33 The comments of SDG&E and Edison on the ALJY’s Proposed
Decision urge that we apply possible future revisions of line loss
adjustment factors to existing as well as new QFs. In D.84-03-092,
nimeo. pp. 36=39, we said that such revisions, if and when
approved, would apply to all QFs. We agree with the reasoning of
that decision, but more than four years have passed since then, and
several more years will pass before new studies (encompassing all
of the offers) have been prepared and hearings held. The existing
utility line loss studies are both old and untested, and none of
the utilities has asked for hearings on them. We thus have no
basis for concluding that the current line loss adjustment factors
result in overpayments (or underpayments) to QFs. Furthermore, the
need to give correct price signals is greatest for new QFs,
especially under final Standard Offer 4. We affirm the priorities
proposed by the ALJ. ‘
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its project substantially as set forth in the power purchase
agreement. To the extent that the QF either does not develop the
facility or the facility cannot be operated at the level
contemplated in the agreement, SDG&E urges that ~allocated line
capacity should be reduced and the contract modified or terminated,
as appropriate.” SDG&E says that the as-available short-run
offers, in their current form, present enforcement problems,
complicate the utility’s resource planning, and permit a
floundering QF project to tie up transmission capacity, to the
likely detriment of future QFs.

The QF Milestone Procedure, which we authorized in a
series of decisions beginning with D.85-01-038 (Jan. 16, 1985), was
developed after SDGSE filed its petitidn (Nov. 16, 1984) and
responds in part to the kinds of problems that SDG&E identifies.
Also, final Standard Offer 4 contains an abandonment provision that
would apply to as-available QFs under that offer and that appears
to handle the kinds of problems that prompt SDG&E’s request for a
fixed term in as-available contracts. Modification of Standard
Ooffers 1, 2, and 3 to incorporate appropriate provisions from' final
Standard Offer 4 is one of the remaining tasks to be completed
after today’s decision. ‘ :

In short, many of SDG&E’sS concerns appear either already
resolved or resolvable through fine~tuning of the short-run offers
that is already under way. (See Section VI above.) Therefore, we
deny SDG&E’s petition without prejudice.

C. Request for Approval of Off-peak Energy Adjustment
Factox for Intexrim Standard Offer 4 (PGRE)

PG&E has found a gap in the provisions of its interim
Standard Offer 4. The gap affects a curtailment option that is
unique to PG&E’S offer. (See D.83-09-054, mimeo. pp. 36-38.)

Specifically, Curtailment Option B allows PGEE to offer
an adjusted energy price for various reasons (not limited to
negative avoided cost and hydro spill conditions, as is the case




with Curtailment Option A). Curtailment Option B gives PGLE
increased operational flexibility and the possibility of reduced
energy payments for up to 1000 hours, while QFs choosing this
‘option get an energy price ~adder” for certain periods during whick
the adjusted price cannot be offered. The percentage of this adder
is contractually established for that part of the QF’s payments.
based on energy prices set forth in the contract: however, part of
the energy payments to certain of these QFs depends on the current
published energy prices (i.e., short-run avoided operating costs),
and the adder applicable to these prices is nok speciried.34 PG&E
seeks Commission approval of an adder to apply to these latter
prices.

PG&E suggests a solution. PGEE’s interim Standard
Offer 4 does specify some of the adders needed to implement
Curtailment Option B. These apply to the forecasted prices and
levelized prices (Energy Payment Options 1 and 2, respectively)
specified in the contract. The contractually-established adders
are 7.7% for Seasonal Period A (May 1 through September 30) and
9.6% for Seasonal Period B (October 1 through April 30). PG&E’s
solution is to also apply these adders to Curtailment Option B
energy prices for any portion of the QF’s energy payments based on
the current published energy price. PG&E believes its solution
would be appropriate as long as the Commission—approved method for

34 Specifically, a QF choosing Energy Payment Option 1 or 2 may
also choose to have a percentage of its energy payment based on
current published energy prices, even for the so-called ~“fixed
price period” of its contract. After that period is over, for the
balance of the contract term, all energy payments are based on
current aveoided costs. Under Enerqgy Payment Option 3, all energy
payments throughout the contract term use current published energy
prices with possible year-end adjustments o reflect the floor and
ceiling price bands chosen by the QF.

-850 -
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calculating short-run avoided operating costs does not already
capture the effect of the Curtailment Option B adjustment.

PG&E’s solution is attractive for many reasons, not least
of which is its simplicity. The record concerning this aspect of
PG&E’s interim Standard Offer 4 is not detailed; as with the rest
of that offer, the contractually established adders are the product
of the 1983 negotiating conference between utilities and QFs. So
far as we can determine, there is no reason to apply the adders to
energy payments based on forecasted or levelized prices but not to
those payments using current published energy prices. PG&E’S
solution also provides both utility and QF with the price certainty
that is one of the primary goals of the fixed price period in
interim Standard Offer 4. Therefore, we adept this solution, at
least for the duration of fixed price periods (under Energy Payment
Option 1 or 2) specified in interim Standard Offer 4 contracts.

Nevertheless, we will consider another possibility for
Energy Payment Option 3 and for Energy Payment Options 1 and 2 at
the expiration of the fixed price period. Since August 1985, when
PG&E filed its proposed solution, we have gained much experience in
devising curtailment provisions for standard offer contracts. In
particular, final Standard Offer 4 has a curtailment approach that
in some ways is a refinement on PG&E’s Qurtailment Option B, and
the parties are also reworking this approach for reinstated
Standard Offer 2. These newer curtailment provisions are designed
to give the utility enhanced flexibility without disadvantage to
the QF; moreover, they will'provide for updated addexrs, which
should be preferable to simply contimuing the use of the adders
calculated by PG&E in 1983 for the duration of its interim Standard
Offer 4 contracts. '

The parties have not previously had an opportunity to
consider whether the newer curtailment provisions are reasonably
adaptable to purposes of interim Standard Offer 4. The complexity |
of the various energy payment options dictates care in applying a
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curtailment approach developed with a different standard offer in
mind. We therefore solicit comment on the appropriate treatment of
adders under PG&E’s Curtailment Option B for Energy Payment

Option 3 and Energy Payment Options 1 and 2 at the expiration of
the fixed price period. The parties shall file their comments in
the biennial resource plan update following ER-7.

On June 27, Edison, on behalf of the utility/QF/DRA
working group, filed the group’s joint proposal for implementation
of the “economic curtailment” option that we approved in principle
in D.88-03=079. However, SDG&E doubts the workability of the
option for its system and requests authorization to develop a
simpler curtailment approach, in consultation with other group
nenbers. '
SDG&E’s problems with the ”economic curtailment” option
are not clear. Basically, SDG&E finds the option, as implemented
under the working group’s proposal, (1) hard to administer, and
(2) risky for the utility.

Concerning the first point, we are not convinced. The |
utility bas to ‘track much cost information in order to maximize its
benefits under the option. However, the utility’s system
dispatchers already track (or should be tracking) most of this
information. The utility’s billing department may have additional
tasks, as SDG&E suggests, but there are presently no final Standard
Offer 4 QFs on-line,'and there won’t be any for at least a year.
SDG&E does not estimate the time required to develop the needed
infrastructure.

SDG&E also feels that administration of the option would
be costly, relative to the small size of the typical QF on its
system. In D.86-07-004, we said that the utility should establish
reasonable specifications to govern QF eligibility for performance




features. The specifications could include minimum size
qualifications for the QF. (Id., p- '74.)35 How small is too V/,
small probably depends on each utility’s system. We note that for
SDG&E, telemetering is required of QF projects of two megawatts or
greater. This may be an appropriate threshold for the ”economic v//
curtailment” oPtion.36

Concerning the second point, SDG&E’s allegation that the
utility must determine exactly the lowest cost 1,500 hours on its
system just to “break even,” our understanding of the ~economic
curtailment” option is completely different. If the QF continues
to generate during the hours subject to the option, it gets paid
#actual incremental cost” or the forecast short-run avoided cost
for those hours, whichever is less. If the utility’s access to
cheap energy is greater than the forecast, the QF’s energy is
priced at the cheaper alternative; if there is lesg cheap enexgy
around than was forecast, the QF’s energy is priced on the forecast
basis even though the utility’s available alternative energy is
.more'expensive.37 This effectively shizts.mpch risk of forecast y/’

35 If SDG&E was concerned about large numbers of tiny QFs signing -
up for this option, SDGAE could have brought up this concexn in the v
working group. The same observation applles to SDG&E’s problems ‘

with the term ~actual incremental cost” as used in the option. »//

36 The threshold would screen out QFs whose enrollment in the
option would do little to enhance the utility’s flexibility. For
exanple, SDGLE asserts that the numerical majority of QFs on its
system are less than a megawatt, but IEP has calculated that over
85% of SDG&E’s QF capacity is concentrated among the larger QFs
that are subject to the telemetering requirement. (See
D.87~05-060, p. 50.) Thus, the administrative burden can easily be
minimized while capturing most of the option’s benefits. :
Alternatively, the option could be made available to QFs smaller
than two megawatts that agree to pay for telemetering.

37 Morxeover, the utility can still require the QF to actually V/
curtail its output during “negative avoided cost” conditions.
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error to the QF, although the utility would get more or less
benefit from this, depending on its skill in scheduling %the hours
subject to the option. However, the utility has the right under
the option to revise the Curtailment Schedule at any time up to
four hours in advance of a scheduled curtailment hour.

We have allowed SDG&E the opportunity to develop a
sinmpler curtailment apprcach.38 We also welcome the offer of the
rest of the working group to assist in that effort. Our decision
is prompted chiefly by administrability concerns. We had hoped
that the ”economic curtailment” option would be readily adaptable
for use with the other standard offers, in particular, SDG&E’s
reinstated Standard Offer 2. If this hope is to be realized, the
utility needs to be able to implement the option quite readily.
Our allowing this opportunity to SDG&E is not to be construed as
agreement in any respect with SDG&E’s objections to the “economic
curtailment” option presented by the working group for final
Standard Offer 4.

We therefore request that the working group convene
shortly after today’s decision and report on the pros and cons of
SDG&E’s proposal. The report of the working group should be filed
no later than October 21, 1988.

38 SDG&E filed its separate views on the working group’s
curtailment provision at the same time as the group’s:filing. On
August 2, SDG&E filed an altermative economic curtailment propeosal,
and som§ of the parties have filed initial comnents on that
proposal.
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Pursuant to Public Utilities Code Section 311 and to our
governing Rules of Practice and Procedure (California Code of
Regulations, Title 20, Rules 77 to 77.5), the Propesed Decision of
ALY Kotz was issued before today’s decision. Seven parties (BPA,
CEC, DRA, IEP, PG&E, SDG&E, and Edison) filed timely comments on
the proposed decision, and the CEC filed comments replying to IEP.

We have made many changes, all nonsubstantive. Chiefly,
we have modified the deadline for several of the follow-up tasks to
allow additicnal time, updated our discussion of BPA and of SDG&E’Ss
alternative ~Yeconomic curtailment” option, and clarified our
proposal for regulating the availability of Standard Offer 2.

Various parties have commented on developments affecting
BPA since the close of the record in this phase. We have
acknowledged some of these developments but have not attempted to
analyze them in detail, even when they are subject to official
notice, since the parties have had little opportunity to debate
their significance. We prefer to leave such analysis for the
biennial update proceeding to follow ER-7.

Findings of Pact

1. Strategic considerations play a part in electric utility
resource planning. The utility must provide for uncertainty
underlying its planning assumptions in order to c¢reate a long=-run
least-cost resource plan. Any acceptable procurement strategy must
be non-discriminatory, i.e., it must apply to the ttilityﬁs-own
projects and purchases from non-QF sources as well as to QFs.

2. A resource plan should make explicit its strategic
elements, reveal the planner’s risk preferences, and indicate how
the strategy responds to uncertainty.

3. The utilities’ CEC-based planning scenarios should use:
the treatment preferred by the CEC for accounting for municipal
loads and self-generation. The utilities’ biennial update filings V//
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should specifically discuss uncertainty regarding municipal loads
and self-generation in their respective service areas.

4. California electricity planners should recognize the
uncertainty of the price of, and access to, surplus power from the
Pacific Northwest and Canada.

5. Under BPA’s current ratemaking policies, BPA has set
prices to California that in recent years have tracked just below
the short-run marginal costs of California utilities. BPA’s “long-
term nonfirm energy rate cap” does not provide assurance that this
pattern will change.

6. BPA’s Intertie Access Policy acts to restrict output and
suppress competition among Pacific Noxthwest electricity suppliers.

7. California’s electricity planning should try to mitigate
the anticompetitive impacts of BPA’s Intertie Access Policy.

8. One légical approach to electric resource planning is to
formulate base-case assumptions on future supply and demand, and
then to analyze strategies to meet the needs identified in the base
case, considering also any uncertainties that underlie the base-
case assumptions. ‘

9. A resource planner needs some flexibility in order to
reasonably bridge the gap between short-range and long-range
forecasts. For the biennial resource plan review, the utility may
choose between the trending approach used in this phase, repetition
of a current CPUC short-range forecast for the connecting years, or
repetition of the CEC year S forecast for the connecting years.

10. There is a need for the CEC and CPUC to use common
terminology in a consistent way when analyzing electric resource
planning issues.

11. DRA’s filing in the biennial update proceeding to follow
ER-7 should include a status report on progress toward the
development of a standarized and uniform methodology for the
treatment of costs and benefits of all resource options (both
generation and nongenerxation).
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12. The CEC’s forecasts of DSM program impacts include (in V//
the category ”Uncomitted Conservation,” formerly ”Conditional
RETO”) some utility-sponsored programs whose level of funding is
subject to CPUC review and possible approval. The projection of
impacts from such utility-sponsored programs should be analyzed in
the biennial update proceeding in terms consistent with
enhancements developed in the joint CEC/CPUC staff workshops on
integrated least-cost methodeologies.

13. Standard Offer 2 has a continuing role to play in a
balanced portfolic of standard offers.

- 14. Workshops held earlier in this proceeding have produced
uniform contract language for the short-run .standard offers. The
parties should have an opportunity to further consider the uniform
language in light of the provisions more recently approved for
purposes of final Standard Offer 4. The latter provisions should
be incorporated in the short~run offers, on a prospective basis for
new QFs signing those offers, wherever appropriate.

.  QFs, individually or in the aggregate, may increase or
decrease the transmission line losses that the utility purchasing
the QF’s output would otherwise incur. Prioxr CPUC decisions have
established policy regarding treatment of line losses in payments
to QFs under the short-run standard offers. Refining that policy
for short-run QFs presents formidable problems and should not be
pursued at this tinme.

16. Line loss analysis for individual QFs may be both
feasible and desirable for purposes of final Standard Offer 4.

17. The QF Milestone Procedure and the abandonment provision
developed for £inal Standard Offer 4 address some of the concerns
underlying SDG&E’s request for additional requ;rements,appllcable
to as—-available QFs.

18. PG&E has found a gap in the provisions of its interim
Standard Offer 4. The gap affects a curtailment option that is
unique to PGLE’s offer. Some but not all of the adders needed to
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implement this option are specified in the offer. PG&E’s suggested
solution (which is to apply the specified adders to those payments
under the offer that are based on the current published energy
price) is reasonable, at least for the duration of fixed price
periods, under Energy Payment Option 1 or 2, in interim Standard
Offer 4 contracts, provided that the Commission approved methed for
calculating short-run avoided operating costs is not changed in a
way that would make such adders inapplicable. Other treatments of
these adders may be appropriate for Energy Payment Option 3 (under
which all energy payments throughout the contract are made at
current postings) and for Enexgy Payment Options 1-and 2 at the
expiration of the fixed price pericd. '

19. Additional performance features may have local or system=
wide value, depending on the other resources, transmission
configuration, and other characteristics of the utility receiving
the QF’s power. Such features can enhance reliability and help the
utility to integrate new QFs, consistent with economic dispatch and
. smooth system operation. Such reatures also-mnst be quantified and
priced in order to enable QFs to compete on an even footing with
potential purchases from non-QF sellers to the California market.

20. None of the utility applicants currently has a need for
black~-start capability on its system.

21. The full annualized fixed costs of a combustion turbine,
adjusted for current capacity need on the utilityésystem, serve |
only as a proxy for the short-xun marginal cost of capacity. QFs
are not required or intended to replace combustion turbines on a
utility system. ‘

22. PG&E has not priced any of the adders séecizied in
D.86~07=-004. Edison has priced four the seven adders. However,
only its analysis of the voltage support feature (based on the cost:
of proxy capacitors) is reasonable.

23. Load=following features serve to concentrate the QFf’s
output within relatively high-cost hours on the utility system.
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24. Adders for load following may reasonably be structured as
follews. The adder increases the energy payment to QFs committed
to provide a given load-following feature. The adder applies
during hours when the QF’s output is not subject to curtailment,
scheduling, or other control by the utility, pursuant to the

feature.
’ 25. SDG&E has priced all of the adders specified in
D.86-07-004. SDG&E’s valuation of the voltage support feature is
reasonable. Further work by the utilities on this feature should
concentrate on QF eligibility, including geographic and operational
criteria.

26. The adders concept, if properly implemerted, can serve a
similar function to multi-attribute bidding, and may also provide
some of the analytical basis for such a bidding system.

27. A reduction in capacity payrents may be appropriate for
QFs that separate from the system without (1) being tripped off
automaticall& at predetermined settings, or (2) getting
autborization from the purchasing utility. No utility bas

reasonably evaluated such a reduction. .

28. The “unbundling” of resource needs is the logical
culmination of a resource plan-based QF procurement methodology.
More work is needed to develop this concept, which includes both
performance features and other factors (such as fuel type and
security) of concern to energy planners.

: lusi £ T . .

1. SDG&E’s request for additional requirements applicable to
. as=available QFs should be denied without prejudice.

2. PG)E’s proposed solution for the interim Standard Offer 4
problem described in Finding of Fact 18 should be approved for the
duration of fixed price periods in contracts under Energy Payment
option 1 or 2. Other solutions should be considered for Energy
Payment Option 3, and for Energy Payment Options 1 and 2 at the
expiration of the fixed price period.
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3. The regquest of Ultrasystems/OGI for hearing on PG&E’s
1983 line loss study should be dismissed as moot.

4. PG&E, SDG&E, and Edison should be required to file, in
the resource plan update following ER-7, revised reports on
performance features and disaggregated resource needs.

5. In future biennial update proceedings, the applicants
should explicitly present strategic elements in their resource plan
£ilings. '

6. TFor the biennial resource plan review, the utility should
choose a reasonable way to bridge the connecting years between any
current CPUC shorte-range forecast, applicable to that utility, and
the current CEC long-range forecast, as described in Finding of
Fact 9. However, the utility shall not change the adopted forecast
of either commission. The utility should justify its cheoice and
indicate whether the choice materially affects the type or timing
of avoidable resources on its system.

7. The parties to biennial update proceedings to follow ER-7
and subsequent Electrxcity Reports should evaluate forecasts of
unconmitted conservation programs in terms consistent with any \///
enhancements developed in the joint CEC/CPUC staff workshops on
integrated least-cost methodologies. Based on such evaluation, the
CPUC should consider some or all of the estimated uncommitted ‘
conservation as nondeferrable resource additions for purposes of l
final Standaxd Offer 4. Projection of long-term DSM costs and
impacts by this Commission in the resource plan update proceeding
should also be given weight in subsequent short-term DSM funding
requests in the respective general rate cases.

8. PG&E, SDG&E, and Edison should be required to file
revised reports on performance features in the biennial resource
plan update following ER=7. The reports should cover at least the
same system stablility (except for black-start capability) and
load-following features that were in the original reports; the
utilities may also propose additional features. The utilities
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should indicate the performance features that have been
incorporated to date in any contracts with QFs, and should provide
a statistical analysis. The analysis need not identify individual
QFs but should indicate, by QF technology, the number of megawatts
on the respective utility system that are subject to curtailment or
other special performance requirements.

9. The reports on performance features should also analyze
the potential for a resource plan-based long=-run offer made up of
disaggregated resource needs. Such an offer would include
components for “basic” energy and capacity set at projected long-
run marginal costs; system stability adders and line loss impacts
calculated for various districts within the purchasing utility’s
service area; and load=following adders calculated for a range of
load-following options up to and including direct utility dispatch
of the QF plant. There are other factors in resource planning that
are not strictly performance~based. The “unbundled” generation
resource offer should include premiums for various attributes
deemed desirable by the planner. Such attributes would include,
but are not limited to, various types of security that the QF might
poét, an option to delay or advancé the QF’s on-line date, and use
by the QF of renewable fuels or other fuels that meet fuel
diversity criteria. ,

10. Standard Offer 2 should be made available from all
utilities, subject to reasonable restrictions, on a regulaxr basis.

11. The power purchase agreements under the.standard offers
of the respective utilities should have a common format and
terminology, except for the very few aspects that should be
utility-speciric due to different operating characteristics.

12. This order should be made effective immediately in order
to ensure that remaining issues in this proceeding are resolved in
advance of ER-7 and the following biennial update proceeding.
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IT IS ORDERED that:

1. The Division of Ratepayer Advocates (DRA) shall prepare a
status report on the development of a common terminology for use at
this Commission and the California Energy Commission (CEC) for
resource planning purposes. DRA shall file this report, in
coordination with CEC staff, and serve it on the parties to
Application (A.) 82-04-44 et al., no later than October 21, 1988.

2. DRA’s testimony in the biennial update proceeding that
follows CEC adoption of the Seventh Electricity Report (ER-7) shall
include a status report on progress toward the development of a
standardized and uniform methodology for the treatment of costs and
benefits of all resource options (both generation and
nongeneration) . ' ‘

3. The approximate timeline for the biennial update
proceeding to follow ER-7 is shown in Appendix B.

4. The utility/QF/DRA working group shall file, no laterx
than October 21, 1988, a report on San Diego Gas & Electric
Company’s (SDG&E) alternative for an economic curtailment option.
The report shall assess the potential advantages and disadvantages
of that altermative without taking a position on Commission
approval.

5. Pacific Gas and Electric Company (PG&E), SDG&E, and
Southern California Edison Company (Edison) shall include revised
reports on performance features, as described in Conclusions of
Law 8 and 9, in their application in the biennial update proceedlng
to follow ER-7.

6. The Assigned Commissioner or Administrative Law Judge
skhall set by ruling a schedule for comment on the proposal, in

Section V of tocday’s decision, for regqulating the availability of
Standard Offer 2.
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. 7. PG&E, SDG&E, and Edison shall examine the existing
uniform language proposals for the ghort—ruﬁ standard offers (other
than Standard Offer 2) and shall file revised proposals on
November 16, 1988, for Commission approval. We encourage
continuation of the consultative process that reached general
agreement on contract drafting issues for final Standard Offer 4. \/’
8. SDG&E’s request for additional requirements applicable to
as-available Qualifying Facilities (QFs) is denied without
prejudice.
9. The request of Ultrasystems and Occidental Geothernmal,
Inc., for hearing on PG&E’s 1983 line loss study is dismissed as
moot. ,
10. PG&E’s proposed solution for the interim Standard Offer 4
problem described in Finding of-Fact 18 is approved for the '
duration of fixed price periods in contracts under Energy Payment
Option 1 or 2, provided that the Commission-approved method for
_calculating short-run avoided operating costs is not changed in a
way that would make such adders inapplicable. Other solutions nay
be proposed for Energy Payment Option 3, and for Energy Payment
Options 1 and 2 at the expiration of the fixed price period.
PG&E shall file its own preference, and other parties may file
comments or alternative proposals, in the biennial update
proceeding to follow ER-7.

- 1. PG&E, SDG&E, and Edison shall analyze the line loss
impact of potential QF avoidance of an identified avoidadle
resource in their respective resource plan filings submitted in the
biennial update procéeding to follow ER-7. Each utility shall
present a line loss adjustment method that is sufficiently detailed
to enable each potential QF bidder to precisely calculate its loss
factor, based on the resource against which it is bidding and the
location of its own project.

12. DRA shall notice a public workshop on integrating price
and non-price factors in QF procurement under different types of
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. auctions (e.g., discriminative, second-price) or outside of an
auction framework. The workshop shall be held within 90 days of
the date of this order. The focus of the workshop shall be to
discuss issues that might arise in formulating an ~unbundled”
generation resource offer, as described in conclusion of Law 9.
DRA shall file and serve in this proceeding a draft of the minutes
of the workshop after circulating the minutes among the workshop
participants. ‘

This order is effective today.
Dated SEP 141988 , at San Francisco, California.

STANLEY W. HULETT
President
DONALD VIAL
FREDERICK R. DUDA
C. MITCHEELL WILK
JOHN B. QHANIAN
Commissioners

| CERTIFY THAT THIS. DECISION
WAS ‘APPROVED EY THE ABOVE
COMMISSIONERS TODAY.

Wl

Victor Weisser, Exocutive Directom

s
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How Final Standard offex 4 Woxrks

Unlike the short-run standard offers and the interinm
long=run standard offer, final Standard Offer 4 derives from the
respective utility’s resource plan (including potential new plant
construction, refurbishments, power purchases, ete.), as reviewed
by the Commission in a biennial update proceeding. Pricing under
final Standard Offer 4 varies according to when the QF comes
on-line. During Period 2, the QF avoids a specific utility
generation resource, and the QF receives payments based on the
fixed and variable costs of the avoided resource. If the QF comes
on-line in Period 1L, i.e., before the date,w#en the avoided
resource would have begun delivery of electricity, the QF meets
near-term demand growth, and therefore the QF receives short-run
marginal cost-based payments until the start of Period 2. The
Commission considers uncertainties and procurement strategies for
each utility in determining a megawatt (MW) limit at each update
proceeding. Whenever the capacity of QFs seeking final Standaxrd
Offer 4 contracts from a given utility exceeds that utility’s MW
limit, the available contracts are alleocated through bidding. The
utilities are also authorized to pay QFs additional sums for
providing performance features (e.g., downward dispatchability at
the utiliﬁy’s direction) not otherwise required under the standard
offers. '

We have adapted the following chronological overview from
prior orders. We think the details of the final Standaxrd Offer 4
resource planning process are more easily grasped with the total
design in mind. See also Appendix B (“Timeline for Biennial Update
Proceeding Following CEC Adoption of the Seventh Electricity
Report”) of today’s decision.
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The first step is the utility application. Following the
latest Electricity Repeort of the California Energy Commission
(CEC), the Pacific Gas and Electric Company, the San Diego Gas &
Electric Company, and the Southern California Edison Company each
file a resource plan with a l2-year planning horizon. The plan
identifies within the horizon those potential resource additions
that the applicant believes are cost-effective for its system. The
plan states the costs associated with each such rescurce and the
point in the planning horizon when that resource becomes cost-
effective. The plan also states all relevant assumptions. The
applicant presents its assumptions in intermally consistent
#scenarios.” The latest CEC Electricity Report forecasts give the
supply and demand assumptions for the base case scenaric. The
~ applicant may also file additional scenariocs, or otherwise deal
" with the range of uncertainties underlying the forecasts, in order
teo explain the applicant’s preferred procurement strategy. If the
applicant has filed alternative scenarios, it specifies the .
scenaric that it believes is best suited to the determination of
avoidable plants for purposes of the long-run standard offer.
(#Avoidable plant” could include potential purchases of electricity
fron non-QF sellers.) .

The second step is hearings on the utility applications.
The Commission’s staff and other participants critique each
resource plan. They may note internal inconsistencies in any of
the applicants’ scenarios, present alternative scenarios of their
own, criticize the applicant’s assessment of uncertainty, and
challenge the reasonableness of an applicant’s assumptions. They
also check that the applicants have coxrectly implemented the




Commission’s cost-effectiveness methodology. Finally, these
participants may explain their choice of the scenario best suited
to the determination of avoidable plants.

The third step is Commission determination of avoidable
plants for the respective utilities. Avoidable plants are
essentially the cost-effective baseload or intermediate resouxce
additions appearing in the first eight years of the resource plan
that is preferred by the Commission. ' This choice is the key
Commission act in the long-run standard offer process. The
Commission makes this choice according to the following criteria,
among others: Are the plan and underlying assumptions plausible
(i.e., internally consistent and reasonable, given known forecast
uncertainties)? Does the plan expose ratepayers to unnecessary
risks, either of premature commitments or of shortages? Is the
plan consistent with energy regulatory goals and policies? The
Commission decision comes about five months after filing of the
applications. '

The fourth step is the utilities’ solicitation process
and .QF auction. After making any modifications ordered by the
Comnission, the utilities announce the availability of long=-xrun
standard offer contracts based on the capacity and the fixed and
variable costs of the avoidable resourcé(s). QFs have a
three-month solicitation period to respond. Each interested QF
indicates (1) the resource that the QF seeks to aveoid, (2) the QF’s
own technology and capacity, and (3) the QF’s bid, which is the
lowest percentage of the resource’s fixed costs that the QF would
be willing to accept. The bid cannot exceed the resource’s fixed
¢costs. The utility opens the responses at the end of the
solicitation periocd. If QFs seeking to avoid a resource do not
cumulatively exceed the resource’s capacity, all these QFs arxe

APPENDIX A
Page 3
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offered contracts at the full fixed costs of the rercource. If such
QFs do exceed the resource’s capacity, contracts upfto\that MW
limit are offered to the low-bidding QFs, and they receive that
percentage of the resource’s fixed costs bid by the lowest losing
bidder. (This is known as a “second price” auction.) Contract
signing occurs after the winning bidder complies with the
prerequisites of the QF Milestone Procedure, roughly one year after
the utility applications. - -- '

The f£ifth step is the update to the long=-run standard
offer. The update is scheduled every two Years and follows each
CEC Electricity Report. The utilities file new resource plans, and
Steps 1 through 4 are repeated, with such modifications to the
process as the parties may suggest and the commission approves.

(END OF APPENDIX A)
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APPENDIX B
Timeline for Biennial Update Proce
4y (2 : Dt XA

Time (Approximate)
o

9 weeks Utility resource plan applications
filed

13 weeks CPUC, CEC staffs, other parties serve
testimony critiquing resource plans

15 weeks - Resource plan hearings start (lasting
2=-3 weeks)

21 weeks Concurrent brie:s filed
25 weeks ALT’s proposed decision mailed
29 weeks chC decision

33 weeks Solicitation period for final Standard
. Offer 4 contracts begin

45 weeks |  Solicitation period for final Standard
Offer 4 contracts closes

46 weeks vtilities open bid packages and award
‘ contracts

A precise schedule setting forth specific dates and an initial
service list will be issued by ALY or assigned Commissioner Ruling
following the Seventh Electricity Report. ‘

(END OF APPENDIX B)
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Lapdnark'CPUc Decisions on

The following list, although not exhaustive, shows where
to find answers to the key questions that the Commission bas
addressed regarding QFs. The summaries are necessarily terse and
are not intended either to indicate each issue in any given
decision or to substitute for review of the actual text of the
opinion and order. In addition to these decisions, our general
rate case decisions have been used in the past to update certain
standard offer terms. Finally, decisions in general rate case and
fuel offset proceedings often contain analysis of marginal cost
that is broadly relevant to QF policy.

I. Foundational Recisions

D.91109 - adopted “~avoided cost” pricing for utility -

purchases rrom"private energy producers”
D.82-01-103 - guidelinés for standa:d-otzeré'

D.82~04~-071 - AuthQrized *hydro savings prices” during
spill conditions

D.85-07=022 - long-run avoided cost methodology
Decisions Implementing Variable

Energy Payments and Standard Offers 1
2. and 3 _(the Short=-run Qffers)

D.82-12-120
D.83-10=-093

D.84-03-092
D.84-04-012

D.88=07-024

Decisions on.xnterim.Standaﬁﬂ;otzer 4
{the Intexim Long-xun Offex

D.83-09-054
D.83-12-050
D.84-08=035
D.84-10-098
D.85-01~040
D.85-02~-069

D.85-04=075
D.85-06-163
D.85-07-121
D.86-1.0-038
D.86-12-013
D.86-12-104
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Show GCause Proceeding (PGSE)

D.84-03-093

D.84~08-031 = ”good faith” guidelines for utilities in
negotiating with QFs

Investigation of Transmission Constraints,
Development of QF Milestone Procedure, and

D.84-08=037
D.85-01-038
D.85-01-039
D.85~08-045
D.85=09-058

Standard offer 2: Susvension and Reinstatement

D.86=03-069 .
D.86-05-024
D.86-11-071

D.85-11-017

D.85-12=-075 .

D.86-02-033
D.86-04-053

D.86=~11-005

D.87-09-025
P.87-11-024
D.87=-12-056

D.86~12~017

.D.87=04~039

D.87-08-028
D.87=09=030
D.88-04-067

Development of the Resource Plan-based Offer
(Final Standard Offex ‘

D.86=07-004
D.86~-10=030
D.87=05-060

~ N N

D.93035

D.93364

D.82-04-087
D.82=-07-021
D.83-05-043
D.83~05=047
D.83~06-109
D.84~05-057
D.86~03-030
D.86~06-060

r 4)

D.87-11-024
D.88-03-026
D.88=-03-079

»~

D.86=07-032
D.86-08=017
D.86-09=040
D.86=10-039

D.86-1.0-044

D.86=12-018
D.86-12-061
D.86-12-062

D.86~12-098

D.86-12-100

(END OF APPENDIX C)

D.87=01=049
D.87=-03-068
D.87=-05=065
D.87=-07-086
D.87=08-047
D.87=09-074
D.87=09-080
D.87-10-038
D.87-11-063
D.88=03-036
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Sumarxy of Standard offers

STANDARD OFFER 1: Variable Capacity and Energy

The QF’s enerqgy and capacity are sold on an as-available
basis, meaning that the amount and time of delivery of the energy
is not gquaranteed. The QF is paid full short-run avoided energy
cost, plus current shortage cost, on a per kilowatt-hour basis, for
all energy delivered to the utility. Energy and shortage costs are
updated quarterly and annually -(respectively),-with the energy cost
based on the incremental energy rates established in the utility’s
last fuel offset proceeding and the expected fuel costs for that
quarter. Shortage costs are based on the utility’s cost of a
combustion turbine. This contract is used by all technologies, but
particularly wind, due to the uncertain natuire of that resource.

STANDARD OFFER 2: Firm Capacity and Variable Enerxgy

The QF’s capacity is sold on a firm basis, meaning that -
an amount of capacity is guaranteed to be available to the utility
during its peak load period. The capacity payments are based on
levelized, forecasted shortage costs, which are stated in the
contract and are fixed for the life of the contract. Energy prices
are the same as in Standard Offer 1. Many cogenerators and biomass
QFs hold Standard Offer 2 contracts.

STANDARD OFFER 3: .Vﬁriable Capacity and Energy From QFs Not
More Than 100 Kilowatts
This offer is the same as Standard Offer 1 in practice,
but the contract terms and QF responsibilities are less involved,
due to the small size of the facilities.
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INTERIM STANDARD OFFER 4: Long~-term Capacity and Enerqgy, Based on
Forecast of Short-run Marginal Cost

This offer has fixed payment rates over long time spans
(up to 10 years). There are three energy payment options and two
capacity options.

Energy Option 1) Enerqgy prices are fixed and are based
on forecasted avoided energy costs. The QF can choose to have a
mix of forecasted and current short-run avoided costs for the
energy price, with oil & gas-fired cogenerators limited to 20% of
the price being based on the forecasted prices.

Energy Option 2) This is similar to Option 1, except
that the forecasted energy prices are levelized and oil & gas-
fired cogenerators may not use this option at all.

Energy Option 3) Enerqgy prices are based on fixed,
forecasted utility incremental energy rates and utility oil & gas
costs. Payments are made based on short-run costs, then adjusted
at the end of the year to reflect the forecasted priées. This
option is used by cogenerators and is designed to have the energy
price reflect changes in fuel costs.

Capacity Option 1) As—-available: The QF can choose
paynents based on either short-run shortage costs, or fixed,
forecasted shortage costs, which are not levelized.

Capacity Option 2) Firm: Payments are based on fixed,
forecasted, levelized shortage costs.

FINAL STANDARD OFFER 4: Long-term Capacity and Energy, Based on
Avoidable Resource

Se¢e Appendix A.

(END OF APPENDIX D)
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This table has an expansion of the technical acronyms and
abbreviations used in today’s decision. The parenthetical after
the expansion refers to the section in the body of the decision
where the acronym or abbreviation first appears.

ALY

CEC
CEQA

Conditional RETO
CPUC or Commission
D.

DRA

DSM
ECAC
Edison
ER-6
ER-7

I.
IEP

PG&E

Administrative Law Judge (VII.A)
Bonneville Power Administration (III.C)
California Energy Commission (II).

California Environmental Quality Act
(IV.D.3)

See RETO (III.D.4)
California Public Utilities Commission (I)
Decision (IX)

Division of Ratepayer Advocates .
(part of CPUC staff) (IXI.D.4)

Demand~side Management (III.D.4)

Energy Cost Adjustment Clause (XII.D.2)
Southern California Edison Company (IX)
Tha CEC’s Sixth Electricity Report (XI)

The CEC’s Seventh Electricity Report
(IXI.B) .

Order Instituting Investigation (VII.A)

Independent Energy Producers Association
(IV.B)

Pacific Gas & Electric Company (II)
Qualifying Facility (I)




.
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~ Tx.
Ultrasystems/0GI

VAR

Reasonably Expected to Occur: ~Conditional
RETO” is used by the CEC to designate
conservation and load management programs
deened desirable but awaiting additional
regulatory approval (III.D.4)

Request for Proposal (IV-D-i)
San Diego Gas & Electric Company (IX)
Reporter’s Transcript (III.C)

Ultrasystems Incorporated and Occidental
Geothermal, Inc. (VII.A) .

Volt-Amperes Reactive (a measure of power
lost to reactive loads) (IV.C.)
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Decision

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNI ’////f

Second application of Pacific Gas Application 82-04=-4

and Electric Company for approval of (Filed April 21, 1982;
certain standard offers pursuant to amended April 28/ 1982,
Decision 82-01-103 in Orxder Insti- July 19, 1982, July 1L, 1983,
tuting Rulemaking No. 2. August 2/ 1983,

and Augeiy 21, 1936)

Application 82-04-46
Application 82=04=47
Sgﬁlication 82=-03-26
And Related Matters. Application 82-03=37
Application 82—05-62
Application 82~03-67
Application 82-03-78
Application 82=04-21

(See Appendix F for appearances.)

FINAL DECISION, COMPLIANCE PHASE:
GENERAL RESOURCE PLANNING ISSUES,
Pmrommxcz FEATURES ("ADDERS') 2!
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FPINAL DECISION, COMPLIANCE PHASE:
GENERAL RESOURCE PLANNING ISSUES,
PERFORHBNCE FEAQURES ('ADDERS').

-

-

Today’s decision completes a nine-yeg;/éggzz;s. In this
process, we have developed various standardized power purchase
contracts (Standard Offers 1 through 4) to help integrate
electrical generation from certain non—utii?ty sources (Qualifying
Facilities or QFs) in the elect:ic ut%}{%ies' sﬁpply mix.

Summarizing a nine-year process is itself a lengthy task.
We won’t burden the text of this dedéZion with such a summary.
However, the appendixes provide citations of major CPUC decisions
on QF matters, descriptions of thé varlous offfers, an account of
how the resource plan-based of;é& (final Standard Offer 4) works, a
table .of acronyms and abbreviations, and a timetable for the next
biennial resource plan review. Implementation of final Standard
Offer 4, reinstatement of %;andard Offer 2, and coordinated
updating procedures for al& of the offers are the major issues in
the compliance phase.

A series of interxm decisions has resolved most of these
issues. Today’s declsﬂgn addresses some of the key policy
questions in resource/plan updating and_rilling resource needs,
makes a proposal for/regulating the future availability of Standard
Offer 2, and resolves outstanding motions and petitions. The final
task in this proceeding concerms increasing the uniformity of the
form and terminolo@y of the standard offer contracts among the
utilities. W;th/the completion of this task in the fall, we will
at last de able to close the consolidated standard offer
proceeding.
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IX. The Intexim Decisions

Four interim opinions precede today’s final dggisig;.
All of these concern utility compliance filings pursuant to
Decision (D.) 86=07=-004 and D.86~11-071, in which we created a
foundation for correlating QF development with resource planning
and capacity valuation.

The first of these interim oplnﬁ/ns approves a detailed
protocol for conducting the second price Auction for final Standard
offer 4 (D.87-05-060, mimeo. pp. 7-25),/resolves a variety of
pricing issues (pp. 25-39), and discusses the treatment of
uncertainty and negotiated contracts/ln resource planning
(pp- 39~49). These were the compllance phase issues that did net ‘
directly relate to the resource 1ans developed by the utilities in -
response to the Sixth Electricity Report (ER-6). -

The subsecuent interim opinions deal with our conclusions .
from our review of resource jplans submitted in compliance with the
newly created biennial planning process. In the second interinm
opinion (D.87-11-024, miméo. pp. 2-29), we found that none of the
utilities had an avoidable resource within the eight-year ~window”
that we established zor purposes of final Standard Offer 4. We
also discussed the cgpcept of 'dzsaggregated resource need” and how
it relates to~avoid3ple resources (pp. 29-31). Finally, we decided
to continue the suﬁpension of Standard Offer 2 for Pacific Gas and
Electric Company QPG&E) and Southern California Edison Company
(Edison), but re%pstated the offer, with certain restrictions, for
San Diego Gas & Electric Company (SDG&E) . (Id., PP- 31=42; see
also D. 87-12-054 regarding queue management and related contract
provisions for/%tandard Offer 2.)

The /third interim opinion, D. 88-03-026 is essentially a
matrix showmng how and where we will update the provisions of the
various standard offers. The fourth interim opinion completes the
development/ot reliability targets for resource planning and

o /
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capacity valuation purposes, with the single exception of the

short-term capacity value adjustment for PG&E (D.88-03=075, mimeo. /,,f"
pPp. 6-18). We also resolved a long-standing issue on energy-

pricing for QFs receiving variable energy payments (pp- 21-34&’222//
certain contract drafting problems in final Standard Offexr 4

(pp. 34-48).

In today’s decision, we draw some further conclusions
concerning our resource plan review and the process of coordinating
that effort with the California Energy Commissicn’s (CEQ)
Electricity Report. We also consider the‘uE}'ity f£ilings on
additional performance features; these features will receive more
study in the next biennial update proceedigg. Finally, we explain
the continuing role of Standard Offer 3/?tirm capacity, variable
energy payments) in the portfolio of offers and propose for comment
a new approach to regqulating the avai&ability of Standard Offer 2.

We have already dealt with some of the major implications
of the resource plan filings;/here, we discuss various. issues that
we think will significantly Aaffect future filings. We do not
undertake a line-by-line di'ssection of the plans or a response to
every planning issue rais?ﬁ by the parties but rather concentrate
on those matters that significantly influence our conclusions
during this (our first) biennial resource planning cycle.l

1 Given this approach, the parties should not interpret our
failure to expressly c¢riticize (or approve) any particular aspect
of a utility’s rlesource plan as an endorsement (or rejection) of
how the utility/handled that aspect.

4

- 4 -




A. Exeocurement Stratedy

One of the most significant issues raised in our first
resource plan review is how we should deal with the utilities’
strategic preferences. Judgment affects resource planning‘ggcause
all forecasts are more or less uncertain. The planner must examine
a whole range of outcomes that gdiffer fxom the case deemed most
likely to occur, in order %o determine the financial Trisks that a
given utility faces and how to mitigate those risks through the
utility’s selection among resource options. d////

This issue may affect final Standard” Offer 4 in various
ways. Fundamentally, the utility may pre:sx/ﬁo-add-dirrerent
resources and/or fewer resources than those suggested solely by
cost-effectiveness analysis of a base-case scenaric.® SDG&E’s
#50/50* procurement strategy (see D_87/65—060, PP. 41=45), under
which SDG&E would f£ill all its projected near-term needs hut only
half of the long~term needs arising within the final Standard )
offer 4 ~deferral window,” is an example of such a preference. The
strategy reflects the value that/SDG&E_attaches to maintaining
flexibilityvat a tine when.itg/éesource options seem plentiful.
This flexibility enables SDG&E to take advantage of surplus power
that it thinks may be available at low cost over the next few years
from othexr utilities, and métigates what SDG&E regards as a major |
risk at this time, namelyy/the risk of premature commitment to
major new facilities. st$t9d~ditrerently, SDG&E believes that, in
its present circumstanceé,-the'costs of premature commitment would
likely exceed the costs/of bringing a new resource on~line some
time after the optimal/ point.

2 However, the biennial update process does not contemplate ‘
making any mere megawatts available to final Standard Offer 4 QFs
than would be found to be needed under the CEC’s then-current
Electricity Report. (See D.86=-11-071, mimeo. p. 19.)

- 5 =
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The main purpose of our resource plan updating process is
to periodically quantify the megawatts that QFs could £ill on the-
basis of each utility’s long-run marginal costs, as reveale%/by(the
utility’s current resource plan formulated according tovleast-cost
principles. Such a plan musk account for uncertainty but there nay
be many ways to do this. Our job is not to dictate strategy to the
utilities. Rather, we must determine whether, under the
circumstances of the particular utility, the disé;etionary aspects
of its procurement strategy are consistent with reasonable planning
assumptions (including perceived uncertainties) and a long-run
least-cost resource plan. .

We do not imagine that this will be an easy determination
to make, but one principle is clear.
strategy must be non-discriminatory,/ i.e., it must apply to the
utiiity's own projects and purchases from non-QF sources as well as
to QFs. This is not to say that/all generation rescurces have
equal value; on the contrary, we expect the utilities to quantify
asserted operational ditferenges and system needs, and to capture
such benefits, wherever poss?ble, through “adders” from final
Standard Offer 4 and other QFs. (See Section IV below.)

The present resou&ce plan review does not reguire us to
evaluate procurement straﬁggies.in detail. Only SDG&E made an
explicit presentation on/this issue, and we have found that, under
any of the scenarios, S?G&E does not have an avoidable resource at
this time. Nevertheleﬁs, we think SDG&E’s focus on.this issue is
both helpful and appropriate. In future biennial update
proceedings, the applicants should explicitly present strategic
elements in their resgurce plan filings. These presentations
should reveal the: apﬁlicant’s risk preferences and indicate how the
applicant believes ﬂhat its strategy responds to uncertainty and
contributes to~least-cost planning. Other parties are free to
critique strategic elements as well as other aspects of each
resource plan. /

|

\
\
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B. Consistency with CEC Assumptions

The biennial resource planning process requires the
utilities, at a minimum, to prepare a resource plan based ég/:he
CEC’s latest adopted Electricity Report. Problems arose in the
compliance phase because (according to the utilities)‘§pﬁ; of the
information that the utilities needed for plan pregjration was not
separately stated in ER-6 or readily available from CEC staff.

ER-7 will probably present fewer problems of this type because ER-6
was well under way before we adopted our tirst/gmplementation order
(D.86=07-004), while ER-7 should benefit from the experience gained
in this resource plan review cycle. We dié;ct.our staff to
cooperate in any effort teo prepare stan '@dized forms or other
means that might help the flow of infe;mation that nust take place
on almost an on-going basis between the CEC, the CPUC, and the
utility applicants. ,

A more fundamental problem concerns the treatment by the
utilities of certain CEC assumptions.3 For example, how should |
the resource plans account for péojected-loads of municipal
utilities within the CEC 'suppi& planning areas” of the respective
investor-owned utilities? (X/e., should municipal load in excess
of municipal resources be treated as demand on the investor-owned
utility system that is poted&ially required to sexve that load?)
Alseo, how should the resour@e plans account for self-gemeration (as
a reduction of demand or dé a source of both demand and supply)?
We think that, for purposés of the CEC-based resource plans, the ’
utilities ought to adopt/the treatment preferred by the CEC. If

3 See also Section XIII.D.4 below.
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the utilities have ¢oncerns about how to implement the CEC’s
preferred treatment, those concerns should be addressed to the
cec.? | .

We recognize that municipal loads and selt-generat;on are
two matters that involve much uncertainty and therefore are the
source of some of the risks confronting the ;nvestor—owned
utilities. If the utilities deem these risks sxgnlrxcant, then
they should explore these risks in their showing on/%ncertaxnty and
procurement strategy, as we discussed above.

c. .

The Bonneville Power Adninistration/ (BPA), a federal
entity, influences electrical supply planning in California through
BPA’s ratemaking authority over cgrtain~€gderal hydroelectric
facilities and its control of transmission capacity intercommecting
California with the Pacific Nortnwestj//The CPUC, the CEC, and
other California parties have differed with BPA over both its
exercise of ratemnking'authority and(its allocation of transmission

capacity through the Intertie Acc3ss'Policy. Litigation has
ensued, and many fundamental differences of legal opinion are not
yet definitively resolved. Inevﬁtgbly; California planners must
recognize the uncertainty that/results from these unsettled
differences and must choose strategies that ensure reliable and
econonic service in Calitorn}a-under various possiblgfoutcomes.
The remarks that follow do not consider or purport to
analyze the legqality of BP’ys past or present policies. We intend
the remarks solely to indicate the 'steps that California planners
must take, considering the possibility that BPA would continue its
current policies on rates and transmission access. |

4 We suspect that these concerms, to the extent that they have
not already been resolved, can be dealt with in workshops with CEC
staff.
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We hope these steps do not become necessary. They would
not be necessary if BPA would make appropriate modifications te its -
current policies. However, despite some recent progress, BPA has
still not provided the kind of assurances to California thax’would
justify reliance on Pacific Northwest energy, conszstent/WLth sound
least-cost planning strategy.

1. BRA’s Ratemaking Policies

Electricity supply planning must distinguish between
short—-term and long-term resources. BPA has esgentially set prices:
to Califormia that track just below the short~run marginal costs of
California utilities. Such pricing sharply reduces the
attractiveness of BPA’s energy. The reason is that, as short-run
marginal costs increase, so do BPA’s pricéZ, regardless of whether .
BPA has a lot of surplus energy or a little. In contrast, long-run
marginal costs recognize that a ut;lity will eventually devote
capital to acquiring a resource that/improves its operating
efziciency, i.e., lowers its short-run marginal costs. As long as
BPA pursues its current ratemaking policies, California ratepayers
will lose money if our utilities/prefer purchases from BPA to
developing cost-effective long-term resources.

In the resource planning portion of the compliance phase
hearings, much time was spent estimating the guantity of surplus
energy that might be availayae to—California £rom the Pacific
Northwest. It is clear th?t the Pacific Northwest will typically
have large surpluses for some-years to come, put those surpluses
mean little without assur ce on price. The Xey planning
assumption is the price associated with varying amounts of energy.
Until and unless BPA provides appropriate assurance as to some
other price assumption, we are compelled to assume that all
purchases from BPA wiHl be slightly below short-run marginal cost.
Under these circumstapces, and given reasconable projections that
oil and gas prices will steadily increase over the long=-term, we
expect that cost-effective long~term altermatives to purchases from
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BPA will appear at the biennial resource plan update. We further
expect our utilities te pursue these alternatives, whether they/be.
new utility power plants, purchases from othexr Qut-ot—state gpiiers
(such as Southwest utilities), or QFs bidding against these/plants
and purchases.

BPA, in its 1987 rate case, has tried to respond to some
of the concerns of California parties. It there adog#%d a
#long-term nonfirm energy rate cap.” (See Chapter VIIX of BPA’s
- 1987 Draft and Final Records of Decision, which fye Exhibits 459
and 460, rgspectively.) As described by BPA wigness Fama
(Tr. 7645=46), "The long=term cap is a formula/Bonneville proposes
to place in effect for 12 years. It would go/through 1999. That
formula is independent of any particular r%yé-design that might be
placed in effect during those 12 years. was proposed [to
ensure] a significant amount of savings for California purchasers,
more than one or twoe mills--in the area/of four to five mills—-
[for] much greater‘amounts of service”/as compared to price
assurance undex nonfirm energy rate design or short-term caps.

We appreciate BPA’s appéar ce in this proceeding, as
well as its participation in the development of ER-6. We are
particularly gratified at BPA’S t?git recognition of the planning
quandary that its ratemaking policies have created for California.
Unfortunately, the long-term cap/offers only nominal assurance of
savings-—certainly nothing that/causes us to qualify the planning
assunption described above.”

5 We must emphasize that/ the root problem for California is
BPA’s nonfirm energy rate design, which has given California good
reason to doubt that any significant amount of benefits will accrue
to California from future energy purchases fxrom the Pacific |
Northwest. Our preference is still that BPA reform its rate design
policies; a rate cap might enable us to calculate a ~“worst case”
scenario for California, but such a scenario does not present 2
very persuasive arqument for protecting the BPA market share.

- 10 -




A.82=04-44 et al. ALJ/SK/fs

The long=-term cap itself is a good concept and can be
useful to California planners in direct proportion to the degree of
assurance provided. This cap provides little assurance eithgf
qualitative;y or quantitatively. ///

First, the long=term cap is a decision of BPA‘;hat BPA
can reverse. At current oil and gas prices, the cap means little,
but as oil and gas prices rise, the difference betweeﬁ/California's
marginal costs and the cost of the Pacific NorthweﬁF”s largely
hydro-based generation will increase, which in t will create
pressure on BPA to abandon the cap precisely whex it begins to
produce significant benefits for California. T'; cap must be
backed up by contracts with California utilities before we can be
satisfied with the quality of the-assurance'péovided.

On this important point, BPA’s F:i';‘n’al Record of Decision
says, “BPA will begin contract negotiatioes upon interim FERC
approval of the rate cap.” BPA says repeatedly that it fears
action by regulatory or legislative bodies in california that arxe
~detrimental to BPA’s economy energy mdéket' and that it is
#specifically iooking for appropriate/California regulatory’
decisions,” i.e., “reciprocal action/from the regulators.”
(Exhibit 460, pp. 178-79.) The only prudent reciprocal regqulatory
action that we can conceive of, pased solely on the long-term cap,
is to encourage contract negotiatﬂens as soon as possible, but not
to otherwise commit Calizornia;to/puxchases from BPA pending the
result of such negotiations. _

Second, the assured savings under the long-texrm cap are
not impressive. The quantity d& such savings depends on the size
of the discount from Califo Ifs marginal costs, the amount of
energy to which the cap applies, and the length of time when the
cap is in effect. Tradeoffs jare possible: for example, a
relatively small discount could still be significant if coupled
with larger amounts of energy and a longer period subject to the
cap. But BPA’s long-term c&p seems skimpy in all respects. The
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12-year duration is less than the fixed-price peried (15 years) in
final Standard Offer 4, and the amount of energy, which im any
event is nonfirm, declines (due to increased demand in the Pacific
Northwest) when benefits to california from the pr%ge cap would
otherwise increase. The 4=5 nmill discount mentieped in BPA’s
testimony is unlikely to be attractive compared o a long-term
resource, and while the cap’s formula could %P theory provide
greatexr discounts as California’s marginal costs rise, the
realization of such discounts depends on BPA's adherence to the
cap. In the absence of contracts, and considering the fiscal
.pressures that affect BPA, we cannot coﬁ%idently assume such
adherence.

In short, we think that BPA, with the long-term rate cap,
has taken a small step in the right Mdirection. BPA falls short of
its goal, to protect its California market share, because the cap
is demonstrably less attractive gﬁ&n the long-term resource
opportunities that compete for BPA’s nmarket share.

‘ 2. m:ummﬂaign_mégﬁ_mlum ‘

BPA owns and operated most of the Pacific Northwest-
Pacific Southwest Intertie tra%sm;ssxon lines above the Oregon-
California border. BPA currﬁntly allocates access to these lines
under a “Near Term Intertie Access Policy” (Access Policy).

The Access Policy/is currently the subject of litigation
between BPA and-Calitornia!parties. For present purposes, it is
most significant to note that a panel of the federal Ninth Circuit
‘Court of Appeals, while di’v:.ded on the merits of the case, has
unanimously agreed with cal;forn;a partxesrthat the Access Policy
is clearly anticompetltxve. The panel majority describes the
result of the Access Policy as ”a regularly shlttlng, horizontal
division of the market for surplus nonfirm enerqgy: each el;gzble
producer is tenporarily}granted sole access to a specified share oz
the capacity, which it may'either use or allow to remain uwnused
without fear of competx&xon by otherx pr°ducers. The dissenting
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judge agrees with this characterization and further notes that the
Access Policy favors Pacific Northwest utilities generally (not//
just BPA) and acts as an output restriction as well as suppressxng
price competa.t:x.on.6 /

BPA‘s adoption of the Access Policy is on an ig;erim
basis, although BPA has already twice deferred the policy’s
expiration. We urge BPA to adopt a long=-term policy
eliminates the anticompetitive impact of the interim policy.
However, in the absence of such a long-term policy, 2and with the
interim policy in effect for an indeterminate period, prudent
planning to meet California’s electricity demand Is seriously
complicated.

Resource planners must consider phys;cal constraints of
the existing transmission system, but the Access Policy is not a
physical constraint. The Access Policy expressly contemplates that
Intertie capac;ty will on occasion go unused’ even when California
utilities are willing to pay prices attractive to some energy
sellers in the Pacific Northwest. For pugposes of QF recruitment
under final Standard Offer 4, should Calltornza planners imagine
that these power purchase opportunxties do-not exist, solely
because the Access Policy chokes thenm c:;:!/f>

If we assume that the Access olicy effectively
forecloses some power purchase opportunities, such as might be
created, e.g., by development of poteﬁ&ial generation in British
Columbia, then we become BPA’s unwil{'ng-acComplices in limiting
competition for the California market. Essentially, our assumption
for the price of BPA’s own output (that it would be priced just
below California utilities’ short-run marginal costs) would then
extend to all power purchases from/the Pacific Northwest. This
assumption would certainly spur the QF program because avoided

/

!

6 cCalifornia parties have petltioned for wrmt of certiorari from
the United States Supreme: COur7’ The matter is still pending.

i
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¢costs would be higher; the advantage to California from such 2
policy is that it would lead to maximum use of California’s
indigenous energy sources. On the other hand, we are troubled by
the implications of this assumption, both for least-cost planning
and for avoided cost principles.

The other possibility is to assume that potential sellers
in Canada and the Pacific Northwest (other than péA) wounld compete
to sell theirx surplus energy and capacity intqyéhe California
market, based on competitive forces and their’own costs, despite
BPA’s attempts to sustain its own art;f;czariy'hlgh price through
the Access Policy. We think that this assumpt;an is consistent
with avoided cost principles and a reasonable level of QF
development. On the other hand, the adgumptlon requires us to
model as resource options some transactlons that could not occur
until the Access Policy is set as;de(

It is apparent that the Kécess Policy seriously d;storts
California’s enexgy planning wh;chever assumption is used. Our

preferred solution is that the policy be modified to enable energy
sellers in the Pacific Northwes to participate in the California
market up to their full potential. If that policy continues in
effect, then we believe on ba ance that Califormia planners should
use the latter assumption, which mitigates but cannot eliminate the
policy’s price distortions./

D.

/

1. CEC/CPUC Procedural cCoorxdination

The biennial resource plan proceeding is a new feature of
electric utility regulatﬂ%n-in California. It dovetails with the
#integrated assessment of need” performed biennially by the CEC in
the Electricity Report:;/it is essentially the forum where the
largest of the investc'- wned: electric utilities (PG&E, SDG&E, and
Edison) and other parties identify generation resources potentially
avoidable by QFs undeﬁflohg—run contracts (final Standard Offer 4).
This necessarily involves consideration of overall strategies
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(including demand management and power purxchases as well as
construction of new power plants) for f£illing the needs projected
for these utilities.

We recognize that this is an ambitious process, requiring
(among other things) c¢lose coordination between tne CEC and the
CPUC. The CEC presented an excellent overall coordination proposal
in last summer’s hearings; however, we were unable to respond to
that proposal in time for ER-7, which was under way before the
filing of briefs in the current (compl;ancey/phase of this
proceeding.

The CEC proposal envisions a ”“concurrent approach” under
which the CEC’s findings on need and the/CPUC's findings on
avoidable resources would be developed’(in part, through joint
hearings and decisions. This.contragps with the “sequential
approach” exemplified in thisg, the first, biennial resource plan
review, in which the CEC’s adoption/oz ER-6 was followed by the

'filing of CEC-based resource plans/(and in the case of SDG&E and
Edison, alternative scenarios) at/the CPUC.

The sequential approach should be retained, at 1east for
the time being. The main reason is that the ~Integrated Schedule”
presented by CEC witnesses Deter -and Praul (see Figure 1 of Exhibit.
406 and their discussion in that exhibit) seems to combine the
CEC”s adoption of supply and/demand forecasts with the
consideration of alternative planning strategies that must, among
other things, respond tovthose forecasts and to the uncerta;nty
surrounding them. However/the CEC chooses to deal with such
uncertainty, it seemS-Zaig and logical to allow utility planners
some time in rormulating/mheir resource strategies to think about
the CEC base case after that case is established.

There is obvious concern that the CPUC consideration of
~alternative scenarxos"/could subvert the CEC’s adopted planning
assumptions; this concern, together with the desire to avoid

potentially duplicatlve proceed;ngs and the CEC’s own interest in
/

/

/




dealing with uncertainty issues, seems to underlie the CEC’s
coordination proposal.

We recognize the CEC’s concern and strongly support the
explicit consideration of forecast uncertainty by the CE?;/f
However, our review of the utilities’ resource plan stsgtegies is
not inherently subversive of the CEC forecasts. We are directing
the utilities to file—--not their prezerred.forecast-liut rather a
resource plan that (1) is devised to meet the czé;s integrated
assessment of need, and (2) does not result in gpdue exposure to
increased costs should their actual need turn ocut to be greater or
less than anticipated. The use of alternativ;/scenarios initially
seemed to us the most promising way to inveiiigate this exposure,
but SDG&E has made a persuasive presentati9n to support forecasts
with “bands” to denote uncertainty, while /£dison focuses on
flexible planning that 'choose[s] resou;Fes-considering their
strategic value, including their ability to be expanded or changed
as time goes on to cover uncertainty.”/ (Edison Concurxent Brief,
Compliance Phase, regarding resource plan issues, p. IXI-1l.)

There are doubtless many ways for a resource planner to hedge risks:
and thus minirize costs over the logé-run: in this respect, the
goals of the requlator and the regulated utilities coincide.

For these reasons, the qﬁestion is not so much a
procedural issue of aligning the FEC and CPUC processes as it is a
substantive issue of how the CECfmmwts to deal in its Electricity
Reports with the universally ac%nowledged uncertainty of all |
forecasting efforts. The CEC response to the latter issue may well
take care off both the procedur I Problems and the objections
expressed by some parties torw?at they‘feel is a deterministic (and
therefore unduly risky) reliance on the CEC forecast.
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In the meantime, we reaffirm our commitment in
D.86~07-004 teo base the availability of final Standard Offer 4 on
projections of need that are consistent with the findings/bf the
CEC’s then—-current Electricity Report.7

Besides the procedural issue of aligning/phe Electricity
Report with the resource plan review, there are a number of
substantive areas where the parties have expressed need for further
direction on the use of CEC methods or assumptféns in the CPUC
proceeding. We discuss these areas below.

utility’s loads and supplies during the forecast period. We have
directed the utilities to present a “base case” planning scenario
that uses the CEC’s current long-fange demand forecast (which
begins in year 5 and runs through year 20) and the current
short-range forecast adopted for the/ respective utility by the CPUC
(typically, in a general rate case or fuel offset proceeding).
There will be a gap betgeen.the first year of the CEC
long-range forecast and the end 71 a short-range forecast used in
our proceedings. Filling the gap between short-range and long- _
range forecasts is tricky because, as most parties agree, the two

7 CEC witnesses indicated/that there is now a process at the CEC
whereby the Electricity Report Committee, upon motion and
appropriate showing, could modify some of the then-current report’s
findings. This preoccess might affect the biennial resource plan ‘
proceeding, e.g., if an earthquake or other disaster were to cause

a supply emergency (and consequently a finding of increased need)
of indefinite duration.

However, our understanding and strong recommendation is that
the CEC would resort to this process very sparingly. Some
stability in base case planning assumptions is necessary if a
resource plan review is to be feasible. Moreover, the biennial
forecasting cycle seems sufficiently frequent in itself to mitigate
risk from all but the‘mosp extreme unforeseen events.

|

|
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types of forecast use markedly different methodologies.8

Seemingly anomalous jumps or dips in the connecting years might not

have practical comsequences where a utility appears not to have new”

resource needs in those years. However, where a utility (such as/

SDG&E in this phase) has a near- or mid=-term need for new

resources, proper specification and timing of resource additions

may require more systematic projections for the connect;ng/&ears.
Our approach for this phase called for trendxng from the

short-range forecast to the CEC’s year 5. Upon consiq?ration of

this record, we believe some additional flexibility és appropriate.

We will allow the utility in its base case scenario/to choose among

the following: the trending approach used in this/phase;

repetition of the CPUC short-range forecast for the connecting

years; or repetition of the CEC year 5 rorecass/écr the connecting

years. All of these. approaches respect the integrzty of the CEC

and CPUC forecasts, while: allow1nq the utilxty to choose the most

- reasonable way to bridge those forecasts.

In the next biennial resource plan proceeding, each
utility should choose explicitly among tnése approaches and also
indicate whether the choice has a mateg'al impact on its
conclusions regarding avoidable resources.

.

8 The chief reason for the difference is that short=range

. forecasts are designed to be sensitive to transitory phenomena
(business cycles, unusual weather conditions, etc.), which tend o
even out over time, while long-range forecasts deal with more
fundamental changes, such as/turnover in the capital stock of
energy-consuning equipment. ;Thus, for example, a long-range
forecast might project steadily rising fuel prices while a
contemporary short-range forecast shows falling fuel prices.
Short-range and long—range/rorecasts serve different purposes; it |
is generally unnecessary (and impossible) to get them to mesh
rerfectly.
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3. Common Terminolodqy

Everyone agrees on the need for the CPUC and thg/;ﬁc to
arrive at a common terminology for resource planning purposes.
without a common teraminology, and agreement on the concébts behind
that terminology, we would spend a lot of time fitting square pegs
into round holes.

CEC witnesses presented a common termimology propesal in
the compliance hearings, and we understand that/ihe proposal has
been refined in discussions with CPUC staff 3ﬁé workshops in ER-7.
We direct our staff to prepare and serve og/the parties in
A.82=04=44 et al. a status report on this effort. The report is
due no later than September 16, 1988, and/;hould indicate areas of
agreement as well as those areas that aré still problematic. If
the CEC and CPUC staffs have reached gggplete agreement on
terminology, then we encourage them t¢o submit the report
jointly.”

We recognize that terminology should not try to mask or
eliminate methodological difrerencés that may exist between the two
commissions; in fact, one virtue lf a common terminology is that it .
may clarify where those differegces arise. We also note that
whether a given resource falls An one of several possible
categories is generally an issue of fact before one or both
commissions. The goal of a common terminology is not to preclude
different results but only to ensure that we are talking about the
same problen. '

..

The CPUC and CEC must frequently analyze the reliability
of electric utility systems and the cost-effectiveness of utility
programs to add supply or manage demand. In this proceeding,

9 We see no need of aj CPUC decision to ratify a common
terninology. However, urge completion of this effort in time
for ER-7 to incorporate [the terminology.
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parties have noted that the CPUC and CEC sometimes use different
methods for conducting these analyses; these differences maké/it
hard for utilities to prepare their compliance filings andﬂcould
lead to conflicting conclusions on resource needs.

We feel the differing system reliability approaches are
not currently a pressing problem. The reason is thcp/ze have taken
steps to reconcile the results. For PG&E, we are uu;ng CEC-based
target reserve margins for long-term planning purposes, while the
EUE targets that we have approved for SDG&E and/Ed-son are applied
SO as to be consistent with CEC planning criteria. (See
D.88-03-079, pp. 8-18.) ,

However, we also note that methods/for measuring and
valuing system reliability continue to ke cpntroversial as new
models are developed, existing models are refined, and the merits
of the value-of-service approach are examined. The biennial update
proceeding is the forum where we consider methodological changes
for the standard offers. We will use onr existing reliability
methodology for the update to follow ER-? but to the extent that
developments in the rel;abxlxty arealfcrrant changes thereafter,
the parties should describe those developments and their proposed
changes in their testimony submitted in this update.

The CEC and CPUC statts have dealt with cost-
effectiveness testing in a series or workshops, aiming to modify
the existing Standard Practice Manual to permit more direct
comparison of generation- resourceg with demand-side options. (See
D.87-11-024, pp. 19-22.) It seems clear at this time that
substantial progress has been’ mnde, but that all problems will not
be resolved in this update cycle. Because of the importance of
this issue in the treatment of /those conservation/load management
programs designated ~conditional RETO” (discussed belcw}, we feel
that modifications to the Standard Practice Manual should continue
to command a high priority.
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As part of DRA’s filing in the next biennial update”
proceeding, DRA should include a status report on progress/ioward
the development of a standardized and uniform methodoapgy for the
treatment of costs and benefits of all resource options (both
generation and nongeneration).

In D.87-11-024, we noted the disparate Ariews on how the
CEC’s adopted estimate of long-term-demand—sid, management (DSM)
program impacts should be integrated into the/long-run standard
offer process. The CEC’s forecasts of DSM progran impacts include
(under the term ~conditional RETO” [reasonably expected to occur])
some programs subject to future regulatory'actzon. Examples are
anticipated CEC building and appliance 3pergy efficiency standards
as well as utility-sponsored proqrams-vhose level of funding is set
by the CPUC. In D.87-11-024, we held that committed DSM prograns
are nondeferrable by QFs, and wve accepted the CEC estimates of
conditional RETO in preference to SDG&E’S position (under which ng
conditional RETO would be included/in SDG&E’S resource plan).
However, we alsc noted (id., p- 20) that in the future, the level
of conditional RETO included in she'resource plans should depend on.
more definitive demonstrations that such programs constitute
cost-effective supply options. / We supported. expected enhancexents.
to the cost-effectiveness meth dology via joint CEC and CPUC staft;
workshops on revisions to the Standard Practice Manual, as the
vehicle for these demonstrations.

We reaffirm our inﬁgnticn to review long-tern DSM program
impacts and to integrate them into our long-run resource planning
activities. The adopted CEC conditional RETO forecasts should be
presented by the CEC and r iewed by our staff and other parties in
terms consistent with any enhancements developed in the joint
CEC/CPUC staff workshops on integrated least-cost methodolog;es.
Based on our review, we ex%ect that we will consider some or all of
the estimated conditional /RETO as nondeferrable resource addxt;onsu
for purposes of final Standard Offer 4. Projection of long=-term
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DSM costs and impacts by this Commission in the resource plan
update proceeding should also be given weight in subsequent
short-term DSM funding requests in the respective genexal rate

We are satisfied, on the whole, with the utility
compliance filings in what is the first tiﬁ; through a complex new
proceeding. The filings of PG&E and Edison, however, fall short of
what we required in D.86-07-004 regarding the assessment of need
for additional performance features (%fg., full dispatchability,
voltage support) on their respective systems:

#[The utilities] shall file/and serve...a report
preliminarily assessing the value and
feasibility on their respective systems of
additional performance features potentially
supplied by Qualifying Facilities (QFs). The
report will address specifications that QFs
would have to meet, methods for quantifying and
costing the features, fimplementation
procedures, and other/particulars....” (Id.,
Ordering Paragraph 2.)

The reticence of PG&E and Edison contrasts with the careful
analysis that SDG&E devoted té-this issue.

Additional pertorménce features (~adders”) refer to
system benefits that a gemeration resource (including both 2
utility’s own plants and puéchases from QF and non-QF sources) nmay
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provide beyond the resource’s basic energy and capacity.lo These
features may have local or system~wide value, depending on the’/
other resources, transmission configuration, and other
characteristics of the utility receiving the resource;j/power.
(For further discussion of the genesis of the ”adderg, concept, see
D.86-07-004, pp. 11-13, 74-75; D.87-11-024, Pp-. 29;31.)

These additional features are important/for many reasons.
In particular, they can enhance reliability and help the utility to
add resources, consistent with economic dispa;ch and smooth systenm.
operation. Furthermore, they play a role in Ahe utility’s planning
of its own resources and negotiations with non-QF sellers. To the
extent that QFs are able to provide such features, this may
mitigate the utilities’ stated concerns about minimum load problens
that may accompany higher reserve margi /, and also help to place
QFs on the same plane as the utilitieg, othexr rescurce options.
A. PGSE’s Report on Performance FPeatures

PG&E’s comments on perfo A ce features are contained in
Part D, pages 93-112, of its Fifth Amendment to Application
82-04-44 (which we shall refer to as the Amended Application), in
Exhibit 416 (pp. B IV-1 to =~4), in Exhibit 417 (pp. 28-30), and in
its concurrent brief on resource/planning issues (pp. 58=61). PG&E
makes some good points, but its /comments are often more |
argumentative than analytic.

10 Note that standard offer contracts already contain performance
requirements of various types. For example, all except very small
QFs (100 kilowatts or less) jare required to provide “reascnable”
reactive power support, and QFs holding contracts to provide firm
capacity are dispatchable upwaxd by the purchasing utility te any
level up to the contract capacity. We therefore directed
consideration of ~adders” only to the extent that they concern a
feature to which the utility is not already entitled under its
contract with the QF. (D.86=07-004, p. 74.)

-2 -
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PGSE notes, and we agree, that what ~adders” are
appropriate depends on the “basic pricing concept” for the QF,
including such matters as the kinds of performance recquired of QFs
under the various standard offers and the frequency of updating for
the factors that affect the calculation of QF prices. Since some
of our decisions on updating are quite recent, PG&E to that extent
had reasonable grounds for insisting that it could not prsgigely
deternine the value of load-following features (e.g., cgprdination
of maintenance, prescheduled dispatch, full dispatchagility). PG&E
also makes the pointed observation that system stability features
(e.g., availability during emergencies, black—start/éapability),
where appropriate, should be compensated through /capacity adder
rather than an energy adder. PG&E’s analysis barely goes beyond
this. The report has little on how to implement adders, how to
quantify need for adders, or how to price them, even under PG&E’S
recommendations for updating.

PG&E argues that, for load=-following features, ~the key
issues are (1) what payment structure is msed to calculate the base
price, and (2) is the avoided utility pYant dispatchable? DPG&E’S
candidate aveoided plants are dispatchable and were modeled as
dispatchable in cost~effectiveness ani&ysis. As a result, must-run
QFs should receive a decrement to energy payments.” (Concurrent
brief, p. 58.) This argument is faplty. PG&E may only be
considering dispatchable resources/right now, but eventually it,
like any other electric utility, will need additional baseload
generation resources. The QFs tht defer or avoid baseload
additions may be able and williné to follow load in varyving
degrees, even though the avoidaﬁle resource would not. PG&E itself
concedes that *[d)ispatchable rgsources should always have some
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incremental value.” (Exhibit 417, p. 29.)11 We asked the
utilities to investigate, through the adders concept, how to
cost-effectively obtain potential additional load-following
capability from QFs. PG&E has not done so.+2 5///
Regarding system stability features, PG&E argue’ that
#there is no question that the features identified as appropriate
in determining an adder would be inherent in the avoidéa plant.
Any plant that PG4E constructs would automatically incorporate
these and other features.... Likewise, the cost estimates for
constructing and operating the avoided plant would’include the cost
of these features.” (Exhibit 417, p. 29.) We don’t doubt that )}
PG&E designs its plants with system stability mind, along with a .
great many other things. However, the site 'gsen for an avoidable
resource is bound to be a compromise: a site that is suitable for
environmental reasons may or may not have séstem stability ‘
advantages, and the site (no matter how advantageous) will
certainly not ‘enable PG&E to meet systenm/stability requirements at
‘other areas in its service territory. (Cf. D.86=07-004, p. 60,

11 PG&E also notes, “[A) dispatchable QF could be relied [upon]
for spinning and requlating reserve, area power factor correction,
attenuation of local disturbancesJ local voltage support, ensuring
system security, and more efficient area load regqulation, just as ‘
PGLE relies upon its own dispatchable resources for such purposes.”
(Amended Application, Part D, pp/ 109-10.) We agree. Furthermore,

some of these benefits might be provided even by QFs that are not
fully dispatchable. , '

12 We also disagree with PG&E/s suggestion that ”must=run” QFs
deferring intermediate resources (which are the only dispatchable
resources deferrable under final Standard Offer 4) are overpaid.
Time~-differentiated enerqgy prices and the treatment of energy-
related capital costs in that pffer ensure that such QFs, if they
operate when the avoidable regource would not, are paid no nore
than avoided cost during those hours. See also our discussion of
load-following features in Section IV.B below.
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note 37.)13 Thus, it is possible for QFs aveiding a/ég;ource, and
even existing QFs that do not defer or avoid a Sp cified resource,
to provide system stability benefits to the purchasing utility.

More important, PG&E ignores the {9ct that the avoidable
resource may not be a plant but rather a purchase of energy and
capacity from a2 non-QF seller. In that cdge, the load-following
‘and other features of the purchase are enerally a part of tke
negotiations between the purchasing utility and the non-QF seller.
Moreover, the purchasing utility generally claims substantial value
for these features in reasonablene,s reviews and other proceedings.
We understand the importance of 9hese features in off-systen
transactions and desire only that QFs be permitted to compete on an
even footing. In our view, that goal requires analysis of
disaggregated resource needs,/especially those system requirements
that might not be met by any/ single avoidable plant but ¢ould be
met by purchases from some/combination of QF or non-QF sources.
B. Edison’s Report on Performmance Featureg

Edison’S‘commenés on performance features are contained
in Chapter IV of Exhibit/421, Chapter IV of Exhibit 424, and
Chapter V of its con ent brief. Edison has priced four of the
seven performance features identified in D.86-07-004 (emergency
avajlability, coordination of maintenance, reactive power support,
and full dfspatchabifity). Like PG&E, Edison believes that systenm
stability features are properly reflected in capacity payments.
Edison would pay z?r full dispatchability through an adder to the
QF’s “base energy price.”

13 As PG4E notes, many types of system stability requirements
tend to be 1 in nature. The best-planned power plant would not
meet such requirements if they affect an area remote from the
plant; the utility would have to satisfy them through other means,
among which QFs might be a cost-effective alternative.
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Edison apparently believes that the term ~adder” ;s a
nisnomer for what should generally be a decrement to QF‘payments,
at least as they are currently calculated. For exampaf, undex
final Standard Offer 4, if the QF does not agree to supply all the
performance features of the avoidable rescurce, ”“the QF should only
be paid for the performance features it agrees to” supply and
actually does supply:; otherwise, the ratepayer pays for a service
that is not provided.” (Exhibit 421, p. IV-3£) As for existing
QFs, Edison says that “implementation [of adé;rs] is not feasible
at this time. The majority of existing QF/contracts includes
capacity payments that are based on the full value of a [combustion
turbine] which alrxeady includes most of /the performance adders
identified. To allow QFs with existing contracts to seek adders
would result in compensating them twice for the same performance
feature.” (Id., p. IV=8.)

Edison cautions that it hnd to make many assumptions in
order to develop the values shown n its preliminary assessments of
adders. 7~As. experience is galneq, these assessments and
derivations will need to be updated-to-capture other effects not
presently quantifiable ... or oﬁher methods for attempting to
‘unbundle’ the value of varxous/pertormance characteristics from
the cost of the [avoidable reséurce). As currently derived, the
value of the adders is bhased loxe ‘on how the [avoidable resource]
was to be operated than how it was constructed. (Exhibit 421,
p- IV-4.) '

We find Edison’s comments helpful in some respects, and
Edison has been more forthcoming than PG&E in trying to determine
values for at least some of/the adders. However, Edison exhidits
the same tunnel vision as PG&E in thinking about aveidadble

resources, and we are sceptical about Edison’s proposed valuation
methods.

We accept, in p#énciple, the proposition that capacity or
energy payments to a final Standard Offer 4 QF could be lowexr, as
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well as higher, depending on the mix of performance featires that
the QF supplies, as compared to the performance features asseciated
with the avoidable resource. Edison seens toathink/éhat the effect
of considering performance features would generall§ be to lower QF
payments. We think that remains to be seen.t? ﬁ;wever, as
Independent Energy Producers Association (IEP)/notes, QFs’ system
stability features would very likely be adders whenever out-of-
service-area resources are the avoidable resources. (See

Exhibit 432, pp. 28-29.)15 When the avoid£5le resource is an
in-area power plant, the'question is more/complex. As we’ve noted
above, the site chosen for that plant is/apt to be a compromise.
QFs avoiding or deferring that plant make a greater or lesser
contribution to system stability, depdgdihg on their technology,
location, and willingness to make appropriate commitments.

We reject Edison’s assertion that adders are “not
feasible” for existing QFs. Edisod’mixes up short-run and long-run
methodologies and misconstxues-th?/role of the combustion turbine
in calculating capacity paymentSjt¢ these QFs. Final Standarxd
Offer 4 is the only plant-based offer. The combustion turbine is
used simply as a proxy for the purchasing utility’s short-run
marginal cost of capacity. Nob%dy ever expected QFs to run like a
combustion turbine or designed/a standaxd offer to replace

1]

14 Since both Edison and PG&E apparently take the position that
the correct treatment of performance features would effectively
reduce QF payments overall, /we f£ind it surprising that their

response to cur request that they quantify and evaluate these
features is so tepid. / ,

15 “Many emergencies in fact are caused by transmission line
failures, such as loss of the Northwest Intertie on December 22,
1982 and February 29, 1984, and out-of-service-~area resources may
well be unavailable as a result of such line failures. In
addition, out-of-service—area resources cannot support voltage.”
(Prepared Testimony of IEP witness Marcus, Exhibit 432, pp. 28-29,
citations omitted.) i

\ ~ 28 -
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combustion turbines in the utilities’ resource mix. We therefore
do not reduce capacity payments to QFs for failure to match the
system stability features of a combustion turbine. (We do,
however, reduce prices to QFs that receive variable capacity
payments to reflect the purchasing utility’s curren need for
capacity.) 16 It follows that there is neo overpayment oxr
methodological inconsistency if utilities were to’ pay existing QFs
for supplying performance features that such QFs are not otherwise
obligated to provide.

Turning to .specific systenm stabil%;y features, IEP has
demonstrated a flaw in Edison’s valuation of emergency
availability. Edison uses a formula thatféelates'increased'
spinning reserve requirements to potentza& exergency unavailability
of QF capacity on its system. Positinglﬁuch a relationship seems 2
reasonable way to begin the analysis. However, Edison values this
feature in dollars per kilowatt of increased spinning reserve costs
rather than dollars per kilowatt of QF capacity proiected to be
unavailable. This is inaccurate sxnce, even if Edison were
actually to increase its spinning reserves per the model (Edison
says that it in fact does pot do thas, see Exhibit 424, p. IV=1),
it would do so on less than a kiloyatt—for—k;lowatt basis. Edison
thus significantly overstates the/value of QF emergency
availability under its own formula. (See also Section IV.D below.)

Edison also evaluates an adder for voltage support.

SDG&E calculates a similar dellars per kilowatt value for this
adder, which would apply to support provided beyond the minimum

{

16 Thus, Edison’s and PG&E’s current capacity payments to
variably priced QFs are deeply discounted from the full annualized
fixed costs of a combustion turbine, to reflect the relative
abundance of capacity on their systems. Such discounting would not
happen under a plant=based offer:r the utility cannot build a
fraction of a power plant. |

t
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interconnection requirements in the respective utility';/éarirf
rule (Rule 21). The value assigned to this adder (roughly $1 per
kilowatt-year) seems reasonably derived from the cosX of proxy
capacitors. We also agree with Edison and SDG&E that the adder
should be made available only in specified areas o: need on the
system, since reactive power cannot be transm;tted over leong
distances. IEP prefers SDG&E’s approach, whlch uses distributieon
capacitors, because (according to IEP) most g?s are located at the
distribution level. This can be discussed further in workshops,
but we are satisfied that the partxes have established a good basis
for implementing this adder.

There has been a lot of work on/locad-following features
since Edison prepared its report. The key to our preferred
approach (which we think is followed in /the curtailment provision
deveioped for final Standard Offer 4) is that any kind of load-
following is basically a device for co’centrating the QF’s output
within relatively high-cost hours on the utility system. This
leaves the purchasing utility free to-ach;eve optimal Aispatceh
during low=cost pericds. The load-following adder should therefore
be calculated as the differential b?tween the QF’s potentially
operating at random over all hours of the year and whatever
limitation to higher cost hours is/imposed by the performance
feature to which the QF commits. '(See'D.87-08-047, mimeo.

PP- 7-8.) We agree with IEP‘that' wherever the QF would otherwise
be paid on an average cost or time-differentiated basis, the QF’s
commitment to follow load justifies an increase in its energy

payments. ‘
: The approach that Edison takes in its preliminary

assessment of load-following re?tures is quite different, and we
doubt that Edison (one of the %hier architects of the curtailment
provision) would adhere fully to its former proposal at this time.
Edison makes a good observation that full dispatchability may be
analyzed as a composite of va;ious other adders such as

]
|
/
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prescheduled dispatch. However, much work still needs to be done
in order to derive a full dispatchability adder made up of the sum
of discrete load-following increments. In Exhibit 421, Edison
suggests valuing full dispatchability on the basis of efficiency
savings realized by the purchasing utility. The efficiency savings
result from the reduced cycling of the utility’s own plants that is
made possible by QFs’ commitments to follow load. Such savings
might indeed occur, but they seem quite speculative and haxrd to
quantify relative to our preferred approach, and also seem to be
only a small component of the total load-following benefits
attributable to full dispatchability. )
C. SDGSE’s Report on Performance Features _

SDG&E’s comments on performance features axe coptained in
Exhibit 429, pages 28~33, and Appendix A of that exhibir. SDGLE ‘
favors valuing performance features, using historical/aata wherever
possible, by determining a “base” level of service (with energy-
related and capacity-related components). What is or is not
included in "base” service is open to dispute, évis‘the question
of whether some of the standard offers already require, and
compensate QFs for, some of the performance/features beyond “base”
service. Nonetheless, the ”“base” service/concept is a useful way-

to structure this analysis. SDG&E also/discusses the compatibility:

' of different types of performance features and provides a "Matrix
of Adders Interaction” that neatly détines the possible
combinations of adders that a QFjgéﬁld_select.

As we noted earliexr, SDG&E’s valuation of the voltage
- support feature is definitive./ SDG&E would only make the adder
available on a case-by-case basis, arguing that ~an assessment of
need for var support near the QF site must be made by [SDGLE]
personnel.” (Exhibit 429, gﬁ A-8.) Ve recognize that the need for
this featuxe is site-specific: however, the utility should be able
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to specify some criteria that would at least alert the QF operator
or planner of its potential eligibility for the adder.*’

SDG&E expresses its suggested load-following adders as a
percentage of the energy price. It calculates an adder of 0.8% for
coordination of maintenance. For curtailment (which SDG&E prefers
to prescheduled dispatch), SDGAE calculates an adder of 4.1% for
1000 hours of allowable curtailment, increasing to-sfg% where the
curtailment level is set at 2000 hours, and toz7.9’/ror 3000 hours.
Finally, the full dispatchability adder works out’ to 16.5%.

SDG&E derives these percentage adderg/%y comparing its
hourly marginal energy costs (using 1985 recoaﬂed data) with its
Time-of-Use rates. This seems reasconable as initial
quantification. However, there may be othe;/::ys<to«compute the
etfect of concentrating the QF’s output within relatively high-cost
hours. We are also concexrned about the poésible sensitivity of the
adder to the choice of historical base yeér. SDG&E itself urges in
jits concurrent brief that we not implemeﬁt'adders at this time but

/
instead convene workshops to further i7yelcp~these concepts.
D.

Speci relornance Foeatures System_Stability

All parties agree that none’ of the utility applicants
currently has a need for black-start/capability on its system. We
will defer further consideration or/this feature.

Voltage support is the tghture most satisfactorily
analyzed to date. A price range of $1 to $1.20 per kilowatt-year

/

!

——— } ‘
17 We do not now have a multi-attribute bidding system for final
Standard Offer 4, but adders (it{the QF developer has sufficient
information akbout their availability and price) can serve a similar
function. For example, a QF developer that knows that its plant
could qualify for certain addersicould take this into consideration:
both in its plant design and in calculating its bid for the second
price auction. This is a “win-win” situation: the QF optimizes
its economics while increasing its value to the purchasing utility.

4

|
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appears reasonable. Analytical work on this feature now needs to
concentrate on QF eligibility, including geographic and operational
criteria. .

The utilities show a wide variation in their treatment of
emergency availability and perhaps in how they define it. PG&E and
SDG&E believe that they are already entitled to this feature from
QFs and thus claim that it should be priced at zero. On tﬁe other
hand, Edison assigns a very high price to emergency ava;Iablllty.
It appears, however, that Edisen has unique criteria 59’
underfrequency load=-shedding, under which (according to IEP witness
Marcus) QFs interconnected at below 220 k;lovolts,a cut off
automatically durlng system disturbances. (See Exh;bzt 432,

P- 27.) Edison calculates that typical QF power/dellvermes, and
roughly half of the total megawatts provided by QFs, come from
stations subject to such disconnection. (Exhibit 421, p. IV=6.)
The ironic result is that PG&E complains o£‘QF§ that (according to
PG&E) trip«off-line during frequency deviations less severe than
would cause damage to the QF’s generator, whﬁle QFs complain that
Edison trips them off-line (and would reducé their capacity |
payments on account of this utility-inposed unavailability) even
during frequency deviations when they could remain on-line.

We have rejected Edison’s valuation of emergency
availability. Thus, there is no basi5~£6r Edison to use that value
either to increase or decrease payments/ to QFs. However, we agree
in principle with PG&XE that, if relay settings are establisbed to
- automatically disconnect the QF where ’requency deviations would
damage the QF’s generator, it is reas?nable to expect the QF not to
nanually separate from the systenm during lesser deviations. At
least for a QF that defers or avoids /an in-area power plant, this
logic would dictate a zggng:ign in capacity payments unless thaﬁ-QF
commits to reliance on the relays orf direct authorization from the
purchasing utll;ty before separatin from the system. Neither PG&E.
nor SDG&E has.calculated an appropriate level for such a reduction.

2
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In D.88-03-079, p. 45, we said that ~appropriate QF
response to emergencies is vital if utilities are to rely on large
anounts of QF power.” We repeat our call in that decision for more
QF/utility consultation on this subject, particularly on matters
such as variations in practice between the utilities and manual
separation by QFs. |

For reasons that we explalned in Section IV. . above,
load-following features must generally be treated as/adders to the
energy payments to QFs providing such features. SDG&E's report,
and the work done on “economic curtailment” for z;nal Standard
Offer 4, create a sound basis for further efrorts in this area.
SDG&E has also indicated that it intends to develop-a simplified
curtailment procedure for use with its :inal/Standard Offer 4.
(See Section VIII below.) We hope that pro?edure would also be
adaptable for purposes of reinstated Standard Offer 2. We direct
DRA to held a public workshop to discuss,%é;d-rollowing features
generally, define future tasks and priorities, and review SDG&E’s
proposal. The workshop should take placé within a reasonable time
after SDG&E publishes its proposal.

3. General Observations on Performance Features
and Disagareqated Resource Needg

/
Our original interest in this topic was prompted by two

concerns.
First, the utilities have said that the larger than
anticipated response to the standard offers has created or will |
create operational problems because existing QFs are subject to few
performance requirements and are /not dispatched downward by the
purchasing utility. From the utility reports, we had hoped to get
more knowledge of the types and/severity of these aileged problenms.
Second, the “adders” /concept seemed adaptable to both new
and existing QFs. This was attractive because it (1) involved
existing QFs in the solution of problems attributed to their




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

development, and (2) suggested cost-effective forms of relief for
QFs that were looking for ways to boost their revenue streams.l8

our experience in the complignce phase og/fhis proceeding
has heightened and broadened our interest in the ”unbundling” of
resource needs. This is because the resource p'égs have
underscored two additional concerns. ' //}

First, over the long term, we are j/locking for ways to
bring into the QF procurement process other factoxrs besides basic
capacity and energy. Whether this enhaggement of the process takes
the form of multi-attribute bidding, Rg?—type solicitation (see
D.86-07-004, p. 21), or adders/subtractors to a contract base
price, we would need to establish iq/sdvancé at least the relative
worth of each factor. Performance features seem to be the logical
place te begin this analysis, botlY because of the utility
operational concerns mentioned abéVe-and because there seem to be
objective bases for pricing thes@ teatures.>?

Second, the record td’date suggests that the avoidable
resource is apt to be a purchase from non=QF sources, and that

18 Some QFs predate the /standard offers. These “pioneers” often
receive little or no capacity payment and an energy payment based
on short-run avoided energy costs. When oil and gas prices dropped .
sharply, so did the energy payments. (See D.87-01-049.) Load-
following and other adders are especially suitable in these }
circumstances since they|/provide higher payments based on increased
value of the QF’s deliveries to the purchasing utility. This is
fair to QFs and fair to xatepayers.

19 For example, we already time-differentiate electric utility
costs and rates for various purposes; such time-~differentiation has
obvious relevance to the load-following. features. Some factors g
that do not directly relate to performance might also be considered
in QF procurement. Howgver, these facters (e.g., fuel diversity,
impact on California economy and environment). are generally more
subjective and/or remote from traditional resouxce planning:
hence, our decision to start with performance features.
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performance features would figure importantly in such purchases.zo
According to SDG&E, current power purchase negotiations between
utility systems usually involve a “base package” of assets and
services; the process of negotiating takes the form of
~repackaging” to explore ways to add value or redegé costs. We
certainly have no desire to~replace such purchaﬁps with purchases
from QFs unless QFs provide equivalent value. ,0n the other hand,
we will not make the a priori assumption that/QFs cannot provide
equivalent value. The development of performance features should
give us a measure against which to test t?e QFs’ response.

For all these reasons, the “unbundling” of resource needs
is the logical culmination of a resource plan-based QF procurement
metheodology. Only SDG&E seems (from Shis record) to have grasped
this point, or to have expended the analytical effort to make
significant progress.

To be fair, we must also note that since the preparation
of these utility reports, all of ; e utilities and many QFs have
done much work on load-following features. This work has resulted
in an “economic curtailment” option for final Standard Offer 4 and -

many individually negotiated cufkailment or dispatchability
features.

20 SDG&E witness Niggli asserts that ~a utility can obtain
services from a power purchase contract with a utility that a QF
resource frecuently is unable to provide.” Niggli mentions the
following “services:” energy storage arrangements; energy banking
arrangements; capacity and energy from multiple units at a plan®;
back=-up service from the utility system; diversity exchange
arrangements (hourly, daily/ seasonally):; marketing sexrvices:
transmission access. (Exhibit 214, p. 10.) We think that the
ability of QFs to provide such services is largely untested. QFs
come in many sizes and technologies, so there should be at least a
potential for QFs to meet or beat performance adders offered by
non-QF competition. We encourage both utilities and QF developers

to explore contractual arrangements whereby QFs would provide'these
or other services. :
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In the resource plan update following ER-7, the utility
applicants should each file revised reports on performance
features. The reports should cover at least the same systen
stability (except for black-start capability) and loadjtéilowing
features that were in the original reports; the utilé:ies may also
propose additional features. The utilities should indicate the
performance features that have been incorporated to date in any
contracts with QFs, and should provide a statistical analysis. The
analysis need not identify individual QFs but gould indicate, by
QF technology, the number of megawatts on the respective utility
system that are subject to curtallment or other special performance

requirements.

' Finally, the reports should.an?ayze the potential for a
resource plan-based long=-run offer made ap of disaggregated
resource needs. Such an offer would include components for “basic”
energy and capacity set at projected f;ng-run marginal costs:
system stability adders and line 1°ﬁ? impacts calculated for
varicus districts within the purchasing utility’s service area: and
load-following adders calculated :&E a range of load-following
options up te and including directfutility dispatch of the QF
plant. There are other factors iﬁ resource planning that are not
strictly performance-based. The['unbundled' generation resource
offer could include premiums :of various attributes deemed
desirable by the planner. Sucyfattributes would include, but are
not limited to, various types of security that the QF might post,
an opticn to delay or advance ‘the QF’s on~line date, and use by the
QF of renewable fuels or other fuels that meet fuel diversity
criteria. |

/

V. ZIhe Future of Standard offexr 2

Standard Offer 2, like interim Standard Offexr 4, has been
suspended (i.e., is not available for new QF contracts). Similar
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problems underlie both suspensions: inadegquate provisions for
updating, coupled with price terms that, in view of then-current
expectations of need, were seemingly too generous to QFs seeking
new contracts. -

Revised updating and capacity value adjustment procedures
are now in place. (See D.87-11-024 and D.88=03-026.) ‘Pibck
pricing, an overall megawatt limit, and a time limit ?n
availability are additional features that we approved for Standard
Offer 2. These developments made it possible to €g£nstate Standard
Offer 2, up to a maximum of 100 megawatts in two Plocks of 50
megawatts each, for SDG&E. (See D.88-03-079.)

However, we decided not to reinstate/Standard Offexr 2 for
PG&E or Edison. (See D.87-11~024.) These uEAlities, unlike SDG&E,
showed very little need for new generation capacity over the next
five years.21 This causes concern because /the levelized capacity
payments in Standard Offer 2 would mute the price signal that the
capacity value adjustment and block pricihg‘was supposed to give to
potential QFs. Thus, the outstanding issues for Standard Offer 2
are (1) under what circumstances‘shodld‘it be made available, and
(2) what megawatt limits should apply'/hen‘it is available.

Standard Offer 2 uses shprﬁvrun energy and capacity
prices (using the annualized fixed costs of a combustion turbine as,
a proxy for the short-run marginal cost of capacity). However, the!
capacity priée-is projected and‘levélized over the life of the
contract (up té 30 years). This feature means that Standard
Offer 2 bas greater price certaint& than the other offers based on
short-run methodology, where théyéapacity price is subject to
annual adjustment. Also, Standard Offer 2 is the only one of our
current offers to have any degreel of front-loading in the payﬁént

21 Standard Offer 2 currently requires. the new QF to come on=line
within five years after contract |execution.

- 38\ -
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stream.zz' Finally, Standard Offer 2, unlike the other shorﬁifun
offers, requires the QF to be available during periods of peak
demand on the purchasing utility‘’s system and recegnizes the
ability of many QFs to provide firnm capacity.23

There is no doubt that Standaxrd Offer 2 ha a continuing
role to play in a balanced portfolio of standard/offers. For
example, SDG&E has noted the importance of the QF’s commitment
under Standard Offer 2 to meet peak demand; d,'&ng its suspension,
the only short-run offer available to a QF over 100 kilowatts
capacity is Standard Offer 1, which entails s mo such commitment.
Moreover, we are convinced that need generally should not be an
issue with Standard Offer 2 since, like t?@ other short-run offers
(and subject to our concern regarding levelization), payments to
Standard Ofifer 2 QFs reflect the purchasing utility’s short-run
marginal costs. Considering these £eatures, we seek comment on the
following proposal for regulating the/availabzlzty of Standard
Offer 2.

Standard Offer 2 would be made available, for a specified
time and subject to block pricing agﬁ'overall megawatt limits, for
PG&E, SDG&E, and Edison after each.Piennial update proceeding. The
block sizes would be 50 megawatts for SDG&E and 150 megawatts for
PG&LE and Edison. The number of b%écks to be made available for

j

22 Interim Standard Offer 4 alsc has front-loaded payment
opt;ons. However, final Standard Offer 4 supplants the earlier
version as our long-run offer and only provides “ramped” (i.e.,
inflation-adjusted) payment streanms.

23 Time-differentiated capacity payments under Standard Offers 1
and 3 give the QF a powerful incentive to be on~line during peak
pericds; however, the QF does not have to meet any performance
requirement for such periods, i.e., the QF delivers only ”as
available” capacity. In contrast, the QF under Standard Offer 2
must generally be available for |all on-peak hours in the peak
nonths (subject to a 20% allowance for forced outages in any month)
in order to receive full capacxty payments.
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each utility would be an issue in the update proceeding.
Generally, we would make available an amount of capacity not less
than 2% of the respective utility’s peak demand; this corresponds
to about one year’s growth in peak demand and represents a’
conservative amount of capacity to be made available, since there
are two years between updates.

To meet our concern about levelization, we would add to
Standard Offer 2 a new requirement that the QF cowe on-line no
sooner than the fLirst year in the eight-year “window” that the
purchasing utility’s ERY is projected to equal /or exceed a stated
threshold.24 (The higher the ERI, the greatsr is the relative
value to the utility of additional capacity.) We propose to set
this threshold initially at 0.8. A Standard Offer 2 QF that comes
on-line before the ERI threshold-is~projed£éd to be reached would
receive Standard Offer 1 capacity paymeg;s during that interval. -
(This is the same way that we treat final Standard Offer 4 QFs
coming on-line before the érojected on-line date of the avoidable
resource.) '

The threshold would modify /the current requirement in
Standard Offer 2 that the QF come on~line within five years of
contract execution; instead, like final Standard Offer 4 QFs, the

24 The projection would be made in the biennial update proceeding.
and would be based on the resource plan used for purposes of final .
Standard Offer 4. The Standard Offer 2 contract would have a

specific date when the QF could begin to receive levelized capacity i

payments. This date would be redetermined at each update
proceeding for new Standard Offer 2 contracts, but existing
‘contracts would not be affected.] Both the Standarxrd Offer 2
capacity price table and the number of blocks of Standard Offer 2
contracts to be nade available would be determined assuming full ‘
subscription of whatever number | of final Standard Offer 4 megawatts
is authorized in that biennial update proceeding. In other words,
any identified aveoidable resource would be deemed avoided or
deferred by final Standard Offer 4 QFs when we establish the
pricing and availability of Standard Offer 2.

- 4°,v -
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Standard Offer 2 QF would have up to eight years to come on-line
(depending on when the threshold is reached rather than the-
projected on-line date of an avoidable resource). This‘;éﬁture,
together with capacity price levelization, would make‘fmandard
Offer 2 particularly attractive to QFs using new or capital-
intensive technologies that typically require some dégree of front-
loading in order to be financed and that often need more than five
years to come on-line.2>

It may be useful to receive comments jon our proposal
before the next biennial update proceeding. ’ccordingly, the
schedule for comments will be set by Assigned Commissionex or ALY
Ruling.

vI.

our basic policy governing t?e form and terminology used
in the standard offer contracts is that they should be uniform
among the utilities except for the vgéy few aspects that must be
utility-specific due to different operating characteristics. See
D.83-09-054, ordering paragraph 5; D.83-10-093, ordering
paragraph 20. This ensures evenhanﬁed treatment of QFs and
promotes a common understahding‘oﬁ/the standard offer provisions.

f/

25 Given these adjustments tojrainstated Standard Offer 2, we
hope to see fewer requests for approval of nonstandard contracts.
We also regard Standard Offer 2|as setting the limit for front-
loading payments to QFs, while final Standard Offer 4 sets the
limit for price certainty. We do not preclude greater front-
loading or price certainty in al nonstandard power purchase
agreement, but the utility and QF supporting such an agreement will

bear a heavy burden in demonstrating that it is fair to ratepayers
and consistent with avoided cost principles.
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Final Standard Offer 4 already fully implements this
policy for that offer. Also, pursuant to the cited decisions,
workshops held earlier in this proceeding have produced uniform
contract language for the other standard offers. However, oﬁf
review of the uniform language was delayed, while we devored our
attention to Standard Offer 4.

Before our review and possible approval of the uniform
language, we think the parties should have an oppor?nnity to
reconsider that language, particularly in light of sthe products of

the final Standard Offer 4 drafting effort. That/effort, which we
summarize in D.88-03-079, resulted in clarificatdons and

imaginative solutions in a number of problem axeas. These
clarifications and solutions should be iﬁcorp ated in the short-
run o::ers, on a prospective basis for new QEé sign;ng those
offers, wherever appropriate.

We intend to review the uniform guage before the next
biennial resource plan update.. Also, we need to review the
parties’ recommended specific danguage*imélenenting the new

recommendations were filed on June 27, 88. Ideally, we can
complete both tasks in a single decisidn in the fall.

with this timetable in mind,/ we direct the utilities to
examine the existing uniform language/proposals for the short-run
standard offers and file revised proposals on October 14, 1988, for
Commission approval. We encourage»c'ntinuation of the consultative
process that reached general agreement on contract drafting issues
for final Standard Offer 4. Underitéis process, the utilities and
interested parties would file a joint propésal'on October 14, ‘
indicating agreed-upon provisions, /utility-specific language where
appropriate, and any contested matters. Other parties may comment

on the proposal(s):; such responsi comments must be filed no later
than November 4, 1988.

curtailment provision (see D.88-03-079,%pp- 40-41) ; these
9
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VII. Di iti ¢ pendi etitions 3 : om

We have postponed consideration of several petitions aﬁgff
motions because of the priority given to the replacement of ing;rim
Standard Offer 4 with a long-run standard offer based on utility
resource plans. Now that final Standard Offer 4 is in place{lwe'
turn to these other matters relating to the standard offer; {-

A. Request for Hearing on Line Ioss Issves

Part of the calculation of avoided cost is the variation
in transmission line losses caused by QFs. In other wérds, does QF
development save money'(in the form of reduced line résses) for the
utility that purchases the QF output, or does QF derelopment cost
money (in the form of increased line losses), as compared to
generation and transmission of an equivalent amount of electricity
from the utility’s other resources? Note that wéne losses atfect
the value of both the energy and capacity purcHased from a QF or
from a non-QF seller. (See D.84-03=092, mime¢. pp. 38=-39.)

Many issues would have to be resolved to answer these
questions precisely. We would have to consﬂ&er; for example, QFs’
proximity to the utility’s load centers-an§/the characteristics of
the utility’s transmission system. We wowld also have to decide
whether to predicate the answers on analylis of the aggregate
impact of QFs, or whether a project-gpecific line-loss methodology
is necessary or desirable. _ &Z

We addressed line losses in several of the early standard
offer decisions. We ordered the utili,y applicants to include in
their offers the costs or savings trozflinelosses for QFs in the
aggregate. (D.82~-01-103, 8 CPUC 2d 20, ordering paragraphs 6.d and
8.e.) However, we created an exceptipon for remote QF projects one
megawatt or larger: - losses from such QFs were to be examined
individually. (Id., 8 CPUC 2d at 45.) In D.82-12-120, we noted
the paucity of utility line loss studies to date and detexmined for
the time being to adopt a loss factoE of 1.0 to be applied by all
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utilities for all QF energy. This essentially treats the line
losses associated with QFs as equivalent to those from util%;y
plants. (D.82-12-120, 10 CPUC 2d 553, 625.) We also determined
that adjustments for remote QFs were not then practicable{rand we
suspended that exception pending utility study of how to/identiry
such QFs and to reflect a different energy loss rate./ (Id.)
However, we rejected a PG&E suggestion that individegl line losses
be established, instead affirming our prior decision to analyze QF
line losses in the aggregate. (Id.) 9//n

Following D.82=-12-120, PG&E revised its/ previocus line
loss study, reviewed the new study with an adviséry group that it
had convened, and filed the study at the CPUC on September 30,
1983. Not surprisingly, the results of the new study were
controversial, and on November 8, 1983, a “Request for Evidentiary
Hearing” before taking action on PG&E’s prop?sals was filed jointly
by Ultrasystems Incorporated and Occidental Geothermal, Inc.

(Utrasystems/oétr).z6 SDG&E and Edison have/also~£iled line loss
|ll’ {

26 Santa Fe Geothermal, Inc., an active participant in the final
Standard Offer 4 compliance phase, is successor to OGI.




studies; to date, no hearings have been held on any of the studies,
which are now at least four years old.27

with work in this proceeding near completion, and our
investigation of the impacts of out-of=-state and out=-of-se vice~
area QFs (I1.85-11-008) about to resume, the latter procegding
seermed to be the logical forum for examining line loss/;ssues.
This was suggested by ALT Wu’s Ruling of January 7, 1%88. Eowever,
at a prehearing conference on February ll, 1988, in Fhat
proceeding, most parties did not support expandinglﬁhe scope of the
investigation to include these issues. Thus, ouz'Prder
restructuring X.85-11~008 made no provision for addressing line
losses. (See D.88-04-070.)

We see little bemefit at this time to refining the
treatment of line losses in our established me?hodoloqy for pricing
energy from existing QFs, or even future QFs umder the short=-run
standard offers. Not only are the studies o%ﬁ and likely to need
ravision, but alsc the issues involved in making line loss
adjustments for such QFs are complex, and th@re is no assurance

27 However, in D.84-03-092, we did modify D.82~12-120 in response
to a petition by SDG&E. As the. latter decision was modified, the
adopted energy line loss adjustment factor of 1.0 is to be applied
only by PG&E; for SDG&E and Edison, we set the transmission and
primary distribution loss adjustment for/energy equal to the
respective utility’s marginal line loss factor. We also concluded
that, for SDG&E and Edison, no additional line loss savings would
accrue from QFs at the secondary distri?ution level.

We also addressed the subject of ajline loss adjustment for
capacity in D.84-03-092. We noted that|capacity pricing involves
payments set further into the future those for energy and on
that basis determined that failure to include a capacity line loss
adjustment would expose ratepayers to excessive risk. We approved
PG&E’s line loss adjustments for capacity, and we also directed
PGLE to determine such adjustments remcte QFs on an individual
basis. SDGSE and Edison (and PG&E for [its non-remote QFs) were to
continue to calculate capacity line loss adjustments for QFs on an
aggregated basis.

v
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that after wrestling with these issues, we would emerge with
significantly improved price signals to QFs. We therefore will not
proceed to hearing on whether to adjust our present approach to QF
line loss impacts in existing short-run standard offérs.

We reach a different conclusion for the resource plan-
based offer, final Standard Offer 4. PFirst, line/loss analysis
seems substantially more practicable when QFs/ %ppact is judged
against a specific avoidable resource instead of the entire utility
system.28 Second, and more important, line losses may be
significant when considering the utility’s “disaggregated resource
need.” (See D.87-11-024, mimeo. pp. 29-31.)/ Consider two
examples. The utility’s choice of site for /the aveoidable resource
may depend in part on the configuration of /the utility’s load
centers and existing system; this suggests/that QFs avoiding that
resource may be significantly less well situated in terms of their
line loss impact. However, where the ave&dable resource is an out-
of-state purchase, we are reluctant to assume a priorxi that QFs
(particularly those in-state and in the jpurchasing utility’s
service area) would bave line losses equivalent to the out-~of-state
purchase, which would be the effect otlspplying a loss factor of
1.0. In both examples, there is a good chance that a given final
Standard Offer 4 QF should have a loss/ factor higher or lower than
1.0.

The line loss impact of poténtial QF avoidance of an
identified avoidable resource should be analyzed by the utility in
its resource plan submitted in the bxennlal update proceeding. We
expect each utility to present a line| loss adjustment method that .
is sutfzc;ently detailed to enable each potential QF bidder to

28 Furthermore, within the confines|of final Standard Offer &, it
may be both feasible and desirable tol|judge eagh QF’s impact,
rather than taking QFs in the aggregate.
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/

calculate its loss factor precisely, based on the resé:;ce against
which it is bidding and the location of its own proj@ct. The
bidder could then. take its loss factor inte account when Preparing
its bid; there would be no need to change the second price auction
to weight the bids by the loss factor. //

If we are able to develop a line loss/adjustment method
for final Standard Offer 4, we may then investfgate extending ox
adapting the method, on a prospective basis, tg enconpass new QFs
that choose a short-run standard offer.

Since we have decided not tovhear/o: othexrwise ac¢t upon
the utilities’ 1983 line loss studies at t§;s time, the
Ultrasystems/OGI request for hearing shoul? be dismissed as moot.
B. Petition for Modification Regarding Duration of Ase

available contracts (Standard Offers 1 and 3)

SDG&E has asked that we providJ for (1) a fixed term in
as-available standard offer contracts (as we do for firm capacity
contracts), and (2) a contractual oblig?tiqn that the QF develop
its project substantially as set forth in the power purchase
agreement. To the extent that the QF either does not develop the
facility or the facility cannot be opa&ated at the level
contemplated in the agreement, SDG&E urges that ”allocated line
capacity should be reduced and the coﬁtract modified or terminated,
as appropriate.” SDG&E says that th% as-available shoxrt-run
offers, in their current form, present enforcement problens,
complicate the utility’s resource planning, and permit a
floundering QF project to tie up traﬁsmissipnAcapacity, to the
likely detriment of future QFs.

* The QF Milestone Procedure, which we authorized in.a
series of decisions beginning with D.85-01-038 (Jan. 16, 1985), was
developed after SDG&E filed its petiFion (Nov. 16, 1984) and
responds in part to the kinds of proPlems that SDG&B identifies.
Also, final Standard Offer 4 contains an abandonment provision that
would apply to as-available QFs unde%.that offer and that appears

|
|
|

-~ 47 - |
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to handle the kinds of problems that prompt SDGLE’S reque%;/for a
fixed term in as-available contracts. Modification of %pandard
Offers 1, 2, and 3 to incorporate appropriate provisi?ps from final
Standard Offer 4 is one of the remaining tasks to be completed
after today’s decision.

In short, many of SDG&E’s concerns appear either already
resolved or resolvable through fine-tuning of thé’short-run offexrs
that is already under way. (See Section VI a2bove.) Therefore, we
deny SDG&E’s petition without prejudice.

C. Request for Approval of Off-peak Energy Adjustment
Pactor for Interim Standaxd Offer 4 (PGEE)

PG&E has found a gap in the prov!sions‘oz_its interinm
Standard Offer 4. The gap affects a curtailment option that is
unique to PG&E’s offer. (See D.83—09-054, nmimeo. pp. 36-38.)

Specitically, Curtailment 0ptéon-3 allows PG&E to offer
an adjusted energy price for various réasons (not limited to
negative avoided cost and hydro spill/conditions, as is the case
with Curtailment Option A). Cuxtai:l/.éent option B gives PG&E
increased operational flexibility 3nd~the possibility of reduced
energy payments for up to 1000 hours, while QFs choosing this
option get an energy price 'adder”’tor certain periods during which
the adjusted price cannot be offered. The percentage of this adder
is contractually establishedyror/that part of the QF’/s payments
based on energy prices set fortﬂ in the contract; however, part of .
the energy payments to certain é: these QFs depends on the current
published energy prices (i.e., /short-run avoided operating costs),
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//,

and the adder applicable to these prices is net specified.z29 PG&E

/
seeks Commission approval of an adder to apply to these:latter

prices.

PG&E suggests a solution. PG&E’s interim dard
Offer 4 does specify some of the adders needed to 'lglement
Curtailment Option B. These apply to the forecasted prices and
levelized prices (Enexgy Payment Options 1 and 2//respectively)
specified in the contract. The contractually established adders
are 7.7% for Seasonal Period A (May 1 through September 30) and
9.6% for Seasonal Period B (October 1 through/&pril 30). PG&E’s
solution is to also apply these adders to Cuxtailment Option B
energy prices for any portion of the Qr’s enérgy paynents based on
the current published energy price. PG&E ?élieves its solution
would be appropriate as long as the Commission~approved method for
calculating short-run avoided operating costs does not already
capture the effect of the Curtailment Option B adjustment.

PG&E’s solution is attractive for many reasons, not least
of which is its simplicity. The record éoncerning this aspect of
PG&E’s interim Standard Offer 4 is not letailed: as with the rest .
of that offer, the contractually established adders are the product
of the 1983 negotiating conference betwéen utilities and QFs. S$o
far as we can determine, there is no reason to apply the adders to
energy paynents based on forecasted orflevelized prices but not to
those payments using curxrent published|energy prices. PG&E’s

29 Specifically, a QF choosing Enerqgy Payment Option 1l or 2 nay
also choose to have a percentage of itis energy payment based on
current published energy prices, even |for the so~called ~fixed
price period” of its contract. After [that period is over, for the
balance of the contract term, all energy payments are based on
current avoided costs. Under Enerqgy Payment Option 3, all energy
payments throughout the contract term use current published energy
prices with possible year-end adjustments to reflect the floor and
ceiling price bands chosen by the QF. :
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solution alse provides both utility and QF with the price certainty
that is one of the primary goals of the fixed price period %n/
interim Standard Offer 4. Therefore, we adept this solut%pn, at
least for the duration of fixed price periods (under Enexgy Payment
Option 1 or 2) specified in interim Standard Offer 4 ceﬁéracts.

Nevertheless, we will consider another possibility fZor
Energy Payment Option 3 and for Energy Paynent 0ptiou§ 1 and 2 at
the expiration of the fixed price period. Since August 1985, when
PG&E filed its proposed solution, we have gained mgch experience in
devising curtailment provisions for standard offer contracts. 1In
particular, final Standard Offer 4 has a curtailment approach that
in some ways is a refinement on PG&E’s Curtailment Option B, and
the parties are also reworking this approach rf& reinstated
Standar@ Offer 2. These newer curtailment pr?visions are designgd
to give the utility enhanced flexibility without disadvantage to
the QF; moreover, they will provide for updated adders, which
should be preferable to simply continuing th@ use of the adders
calculated by PGSE in 1983 for the duration/ of its interim Standard
Offer 4 contracts. ' f :

The parties have not previously ﬁad an opportunity to
consider whether the newer curtailment prdbisions are reasonably
adaptable to purposes of interim standardfotzer'4. The conmplexity
of the various enerqgy payment options dictates care in applying a
curtailment approach developed with a diﬂferent standard offer in
mind. We therefore solicit comment on‘tﬁe appropriate treatment of
adders under PG4E’s Curtailment Option Bjfor Energy Payment
Option 3 and Emergy Payment Options 1 and 2 at the expiration of
the fixed price period. The parties sball file their comments no
later than September 1, 1988. -
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On June 27, Edison, on behalf of the utility/QF/DRA
working group, filed the group’s joint proposal for/ﬂ%plementation
of the “economic curtailment” option that we approyed in principle
in D.88=03-079. However, SDG&E doubts the workability of the
option for its system and requests authorization/to develop a
simpler curtailment approach, in consultation with other group
members. SDGSE says that it expects to publi its proposed
approach in late July-.

SDG&E’s problems with the "econom%c curtailment” option
are not clear. Basically, SDG&E finds the pption, as implemented
under the working group’s proposal, (1) hard to adninister, and
(2) risky for the utility. .

Concerning the first point, we/are not convinced. The
utility has to track much cost information in orxdexr to maximize its
benefits under the option. However, the utility’s system
dispatchers already track (or should be tracking) most of this

information. The utility’s billing d/ artment may have additional '
tasks, as SDG&E suggests, but there are presently no final Standara
Offer 4 QFs on-line, and there won’t/be any for at least a year. |
SDG&E does not estimate the time required to develop the needed
infrastructure.

SDG&E also feels that administration of the option would
be costly, relative to the small i'e of the typical QF on its
system. In D.86-07-004, we said at the utility should establzsh :
reasonable specifications to govern QF eligibility for performance
features. The specifications coul. include minimum size




qualifications for the QF. (Id., p. 74. )30 How small is too
small probably depends on each utility’s system. We note that for
SDG&E, telemetering is required of QF projects of two megawatts or
greater. This may be an appropriate threshold for the ”economzc
curtailment” option.>* /

Concerning the second point, SDG&E’s allegat;on that the
utility must deterxrmine exactly the lowest cost l,soo/hours on its
system just to “break even,” our understanding of the “economic
curtailment” option is completely different. Itlthe QF continues
to generate during the hours subject to the option, it gets paid
#actual incremental cost” or the forecast shortirun avoided cost
for those hours, whichever is less. If the utal;ty's access to
cheap energy is greater than the forecast, the QF’s energy is
priced at the cheaper altermative:; if there is Aless cheap energy
around than was forecast, the QF’s energy is prmced on the forecast
basis even though the utility’s available alternatzve energy is
more expensive.32 This effectively shizts/much risk of forecast
erroxr to the QF, although the utility would get more or less

!

/

J
'
‘

30 If SDG4E was concerned about large numbers of tiny QFs signing,
up for this option, SDG&E could certainly have brought up this “
concern in the working greoup. The same observation applies to
SDG&E’s problems with the term “actua)l incremental cost” as used in:
the option. Surely SDGLE, as an active participant in the working
group, could have sought to have the}term defined to its
satisfaction. J

31 The threshold would screen out!QFs whose enrollment in the
option would do little to enhance: the utility’s flexibility. For
example, SDGLE asserts that the numerical majority of QFs on its
system are less than a megawatt, but IEP has calculated that over
85% of SDG&E’sS QF capacity is concentrated among the larger QFs
that are subject to the telemetering requirement. (See
D.87=05=-060, p. 50.) .Thus, the administrative burden can easxly be
minimized while capturing most of the option’s benefits.

32 Morxeover, the utility can still require the QF to actually
curtail its output durxng rnegative av01ded cost” conditions.
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benefit from this, depending on its skill in scheduling the hours
subject to the option. However, the utility has the right under
the option to revise the Curtailment Schedule at any time up to
four hours in advance of a scheduled curtailment hour.

On halance, we will allow SDG&E the opportunity to
develop a simpler curtailment approach, as it reguests. We /2ls0
welcome the offer of the rest of the working group to assist in
that effort. Our decision is prompted chiefly by admigﬁstrability
concerns. We had hoped that the ”economic curtailment” option
would be readily adaptable for use with the other st 'pdard offers,
in particular, SDG&E’s reinstated Standard Offer 2. If this hope
is to be realized, the utility needs to be able to(implement the
option quite readily. Our allowing this opportunity to SDGEE is
not to be construed as agreement in any respect/with SDG&E’S '
objections to the “economic curtailment” optioé presented by the
working group for final Standard Offer 4.

We therefore request that the workﬁng group convene
shortly after SDG&E has published its proposed approach. Any party
nay also file written comments on that app oach. ‘Such comments,
and the report of the working group, should be filed no later than
September 30, 1988. The report should imclude the working group’s
recommendation for an “econonmic curtallg@nt' option suitable for
inclusion in the short-run standard offers.

Eindinas of Fact

1. Strategic considerations play a part in electric utility
resource planning. The utility must provzde for uncertainty
underlying its plannxng assumptions in order to c¢reate a long-run
least-cost resource plan. Any accept&ble procurement strategy must
be non~discriminatory, i.e., it must}apply to the utility’s own
projects and purchases from non-QF sources as well as to QFs.

2. A resource plan should make expl;c;t its strategic
elements, reveal the planner’s rxsk rezerences, and indicate how
the strategy responds to uncertaxnty. ;

I
Y




3. The utilities’ CEC-based planning scenar}os should adopt
the treatment preferred by the CEC for accounting /for nunicipal
loads and self-genecration. //f

4. California electricity planners should recognize the
uncertainty of the price ¢f, and access to, surplus power from the
Pacific Northwest and Canada. /FP

5. Under BPA’s current ratemaking policies, BPA has set
prices to California that track just below the short-run marginal
costs of Califormia utilities. As long as/BPA pursues its current
ratemaking policies, California ratepayerl will lose money if
California utilities prefer purchases from BPA to developing cost~
effective long-term resources. Purchases fron BPA should be
assumed to be slightly below short-run marglnal cost until and
unless BPA provides appropriate assurance on some other price
agsumption. BPA’s “long-term nonfirm energy rate cap” does not
provide such assurance.

6. BPA’s Intertie Access Policw acts to restrict output and
suppress competition among Pacific Northwest electricity suppliers.

7. California’s electricity planninq should try te mitigate
the anticompetitive impacts of BPA’s [Intertie Access Policy.

8. One logical approach to elactrxc resource planning is to
formulate base-case assumptions on zuture supply and demand, and
then to analyze strategies to~meet.tpe needs identified in the base
case, considering also any uncertainties that underlie the base-
case assumptions. ]

9. A resource planner needs

ome flexibility in orxder to
reasonably bridge the gap between short—range and long~range
forecasts. For the biennial resource plan review, the utility nmay
choose between the trending approach used in this phase, repetxtlon
of a current CPUC short-range forecast for the connecting years, or
repetition of the CEC year S forecast for the connecting years.
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10. There is a need for the CEC and CPUC to use common
terminology in 2 consistent way when analyzing electric resource
planning issues. /f

11. DRA’s filing in the biennial update proceceding to follow
ER-7 should include a status report on progress toward the
development of a standarized and uniform methodology for the
treatment of ¢osts and benefits of all resource/options (both
generation and nongeneration).

12. The CEC’s forecasts of DSM program impacts include (in
the category “Conditional RETO”) some ut;l;sy-sponsored programs
whose level of funding is subject to CPUC review and possible
approval. The projection of impacts from such utility~-sponsored
programs should be analyzed in the b;enn;al update proceeding in
terms consistent ‘with enhancements developed in the joint CEC/CPUC
staff workshops on integrated least—cosg/methodolog;es.

13. Standard Offer 2 has a continuing role to play in a
balanced portfolio of standard offers. '

14. Workshops held earlier in this proceeding have produced
uniform contract language for. the short-run standard offers. The
parties should have an opportunity tdfrurther consider the uniform
lanquage in light of the provisions more recently approved for
purposes of final Standard offer 4. /The latter provisions should
be incorporated in the short-run orrers, on a prospective basis for
new QFs signing those offers, wherever appropriate.

15. QFs, individually or in the aggregate, may increase or
decrease the transmission line losses that thewutility purchasing
the QF’s output would otherwise 1n£ur Prior CcrUC decisions have
established policy regarding treaﬁment of line losses in payments
to QFs under the short-run standard offers. Ref;nxng that policy
for short-run QFs presents rormxdable problems and should not be
pursued at this time.

16. Line loss analysis for|individual QFs may be both
feasible and desirable for purpeses of final Standard Offer 4.
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' 17. The QF Milestone Procedure and the abandonment provision
developed for final Standard Offer 4 address some of the/cbncerns
underxlying SDG&E’s request for additional recquirements applicable
to as~-available QFs.

18. PG&E has found a gap in the provisions of mt; interim -
Standard Qffer 4. The gap affects a curtailment opt;on that is
unique to PGLE’s offer. Some but not all of the adder, needed to
implement this option are specified in the Offerd/ PG&E’s suggested -
solution (which is to apply the specified adders/to.those paynents
under the offer that are bhased on the current publ;shed enerqgy
price) is reasonable, at least for the duration of fixed price
periods, under Energy Payment Option 1 or 2, /in interim Standard
Offer 4 contracts. Other treatments of thase adders may be
appropriate for Energy Payment Option 3 (under which all energy
payments throughout the contract are made at current postings) and
for Energy Payment Options 1 and 2 at the expiration of the fixed
price perxriod.

19. Additional performance features may have local or system-
wide value, depending on the other resou&ces, transmission
configuration, and other characterist;cé of the utility receiving
the QF’s power. Such features can enhdhce reliabxlzty and help the
utility to integrate new QFs, conszstent with economic dispatch and
smooth system operation. Such teaturea also must be quantified and
priced in order to enmable QFs to compete on an even footing with
potential purchases from non-QF sellers to the California market.

20. None of the utility applicants currently has a need for
black-start capability on its systﬁéb

21. The full annualized fixed costs of a combustion turbine,
adjusted for current capacity need/on the utility system, serve
only.as a proxy for the short-run marginal cost of  capacity. QFs
are not required or intended to replace combustion turbines on a
utility system.
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22. PG&E has not priced any of the adders speci%féd in
D.86-07-004. Edison has priced four the seven adders. However,
only its analysis of the voltage support feature (bdéed on the cost
of proxy capacitors) is reasonable.

23. lLoad-following features serve to concentrate the QF’s
output within relatively high=-cost hours on the utility systen.

24. Adders for load following may reasonﬁply be structured as
follows. The adder increases the enexrgy payment to QFs committed
to provide a given load-following feature. The adder applies
during hours when the QF’s output is not subj@ct to curtailment,
scheduling, oxr other control by the utxl;ty//pursuant to the
feature.

25. SDGSE bas priced all of the adders specified in
'D.86-07=-004. SDG&E’s valuation of the voléage support feature is
reasonable. Further work by the utilities on this feature should
concentrate on QF eligibility, including eograph;c and operational
criteria.

26. The adders concept, it properly implemented, can serve a
similar function to multi-attribute bxddmng, and may also provide
some of the analytical basis for such aj bidding system.

27. A reduction in capacity paym%nts may be appropriate for
Qrs that separate from. the system‘with?ut (1) being tripped off
‘automatically at predetermined settings, or (2) getting
authorization from the purchasing utility. No utility has
reasonably evaluated such a reduction

28. The ~“unbundling” of resourc? needs is the logical
culmination of a resource plan-based QF procurement methodology.
More work is needed to develop this céncept, which includes both
perfornance features and other ractors (such as fuel type and
security) .of concern to energy planners.

Conclusions of Iaw :
1. SDG&E’s request for additional requirements applicable to
as-available QFs should be denied: w:thout prejudice. ’
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2. PG&E’s proposed solution for the interim Stae ard Offer 4
problen described in Finding of Fact 18 should be approved for the
duration of fixed price periods in contracts under BnZZgy Payuzent
Option 1 or 2. Other solutions should be considered for Energy
Payment Option 3, and for Energy Payment Options 1/and 2 at the
expiration of the fixed price period.

3. The request of Ultrasystems/QGI for hepring on PG&E’s
1983 line loss study should be dismissed as moot. '

4. PG&E, SDG&E, and Edison should be recquired to file, in
the resource plan update following ER-7, revised reports on
performance features and disaggregated reso fe needs.:

5. In future biennial update proceedings, the applicants
should explicitly present strategic elements in their resource plan
filings.

6. TFor the biemnial resource plan r?view, the utility should
choose a reasonable way to bridge the connecting years between any
current CPUC short-range forecast, applxcaﬁle to that utility, and
the current CEC long-range forecast, as described in Finding of
Fact 9. However, the utility shall not change the adopted forecast.
of either commission. The utility shoul& justify its choice and
indicate whether the choice materially afrects the type or timing
of avoidable resources on its system.

7. The parties to- biennial update; proceedings to follow ER-7
and subsequent Electricity Reports should evaluate conditional RETO
forecasts in terms consistent with any enhancements developed in
the joint CEC/CPUC staff workshops on integrated least-cost
methodologies. Based on such evaluatic%, the CPUC should consider
some or all of the estimated-conditiopa} RETO as nondeferrable
resource additions for purposes of £ina},$tandard Offer 4.
Projection of long~term DSM ¢osts and impacts by this Commission in
the resource plan update proceeding should also be given weight in
subsequent short-term DSM funding requests in the respective
general rate cases.
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8. PG&E, SDG&E, and Edison should be required to f‘le
revised reports on performance features in the b;ennxalfresource
plan update following ER-7. The reports should covesyat least the
same system stablility (except for black-start capag;lmty) and
load-following features that were in the original reports; the
utilities may also propose additional features. The utilities
should indicate the performance features that have been
incorporated to date in any contracts with QFs, and should provzde
a statistical analysis. The analysis need not faentmty individual
QFs but should indicate, by QF technology. the/number of megawatts
on the respective utility system that are subject to curtailment or
other special performance requirements. / /

9. The reports on performance features should alsc analyze
the potential for a resource plan-based long-rug/orfer made up of
disaggregated resource needs. Such an offer/ would include
components for “basic” energy and capacity set/at projected long=-
run marginal costs; system stability adders and line loss impacts
calculated for various districts within the purcha»;ng utility’s
service area; and load-following adders calculated for a range of
load-following options up to and including t direct uwtility dispatch
of the QF plant. There are other ractors.#n resource planning that
are not strictly performance-based. The “unbundled” generation
resource offer should include premiums !o; various attributes
deemed desirable by the planner. Such attributes would include,
but are not limited to, various types of %ecurity that the QF might
post, an option to delay or advance the QF's on-line date, and use
by the QF of renewable fuels or other fuels that meet fuel
diversity criteria.

10. Standard Offexr 2 should be made available from all
utilities, subject to reasonable restrlctmons, on a regqular basis.
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11. The power purchase agreements under the standaxd offers
of the respective utilities should have a common format and
terminology, except for the very few aspects that should be
utility-specific due to different operating characteristics.

12. This order should dbe made effective meedzatefy in oxder
to ensure that remaining issues in this proceeding are/resolved in
advance of ER-7 and the following biennial update prgceedlnq.

IT XIS ORDERED that:

1. The Division of Ratepayer Advocates (DRA) shall prepare a
status report on the development of a common termznology for use at
this Commission and the California Energy Comnission (CEC) Zfor
resource planning purposes. . DRA shall flle th s report, and serve
it on the parties to Applicatzon (A.) 82-04-@4 et al., no later
than September 30, 1988.

2. DRA’s testimony in the biennial update proceedlng that
follows CEC adoption of the Seventh Electrlcity Report (ER-7)
shall include a status report on progress /toward the developnent of
a standardized and uniform methodelogy for the treatment of costs
and benefits of all resource options (both generation and
nongeneration).

" The approximate timeline for the biennial update
procaedlng to follow ER~7 is shown in Appendix B.

4. DRA shall notice a public workshop on load-following
features generally, San Diego Gas & Eiectric,Company's (SDG&E)
proposal for a simplified curtailment/option, and defining future
tasks and priorities. The workshop ghall take place shortly after
SDG&E publisbes its proposal.

S. Pacific Gas and Electric ompany (PG&E)., SDG&E, and
Southern California Edison Company 'Edison) shall include revised
reports on performance :eatures,asldescribed in Conclusions of

_
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Law 8 and 9, in their application in the biennial upd;te proceeding
to follow ER-7. ,/

6. The Assigned Commissioner or Adm;n;stratxve Law Judge
shall set by ruling a schedule for comment on Ehe proposal, in
Section V of today’s decision, for regulating Ahe availability of
Standard Offer 2.

7. PG&E, SDG&E, and Edison shall examine the existing
uniform language proposals for the short—rﬁn standard offers and
shall file revised propesals on October 14 1988, for Commission
approval. We encourage continuation of the consultative process
that reached general agreement on contﬁact drafting issues for
final Standard Offer 4. Under this process, the utilities and
interested parties would file and serye a joint proposal on
October 14, indicating agreed-upon pfovisions, utility=-specific
language where appropriate, and’anytcontested matters. Other
parties may comment on the proposal(s)- such respensive comments
shall be filed no later than November 4, 1988.

8. SDG&E’s request for add%Fional requirements applicable to
as-available Qualifying Fac;lities (QFs) is denied without
prejudice. ;

9. The request of UltrasyStems and Occidental Geothermal,
Inc., for hearing on PG&E’s 1983 line loss study is dismissed as
moot. /

10. PG&E’s proposed solutﬁbn for the interim Standard Offer 4
problem described in Finding offPact 18 is approved for the
duration of fixed price periodsfin contracts under Energy Paynment
Option 1 oxr 2. Other solutions‘may be proposed for Energy Payment
Option 3, and for Energy'Payment Options 1 and 2 at the expiration
of the fixed price pericd. Any such proposed alternative solutions.
shall be filed no later than September 30, 1988. PG&E shall file
its own preference at or before tbat time. '
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11. PG&E, SDG&E, and Edison shall analyze the line loss
impact of potential QF aveoidance of an identified avc;dable
resource in their respective resource plan filings submztted in the
biennial update proceeding to follow ER=-7. Each utility shall
present a line loss adjustment method that is gufzzcnently/detalled
to enable each potential QF bidder to precisely calculate its loss
factox, based on the resource against which it is b;dd&hg and the
location of its own project.

12. Any party may file comments on SDG&E’s proposal for a
simplified curtailment option. Such comments shaXl be filed no
later than September 30, 1988.

This oxder is effective today.
Dated , at San Francisco, California.
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How Final Standaxd Offexr 4 Works

Unlike the short-run standard offers and the interim
long=run standard offer, final Standard Offer 4 derives from the
respective utility’s resource plan (including potéﬁtial new plant
construction, refurbishments, pbwer purchases, etc.), as reviewed
by the Commission in a biennial update proceceding. Pricing undex
final Standard Offer 4 varies according teo when the QF comes
on-line. During Period 2, the QF avoids a specific utility
genexation resource, and the QF receives paypents based on the
fixed and variable costs of the avoided resource. I the QF comes

on=line in Periocd 1, i.e., before the date/when the avoided
resource would have begun del;very of electricity, the QF meets
near-term demand growth, and therefore thé QF receives short=-run
marginal cost-based payments until the. tart of Period 2. . The
Commission considers uncertainties and procurement strategies for
each utility in determining 2 megawatt/(MW) limit at each update
proceeding. Whenever the capacity of /QFs seeking final Standard
Offer 4 contracts from a given utility exceeds that utility’s MW
limit, the available contracts are allocated through bidding.. The’
utilities are also authorized towpay/QFs‘additional sunms for
providing pexformance features (e.g/; downward dispatchability at
the utility’s direction) not otherwise required~under the standard
offers.

We have adapted the £ollow1ng chronological overview. from ‘
prioxr orders. We think the deta;}s of the final Standard Offer &
resource planning process are more easily grasped with the total
design in mind. See also Appendix B ("szelxne for Biennial Update
Proceeding Following CEC Adoption of the Seventh Blectr;c;ty |
Report”) of today’s decision.




APPENDIX A
Page 2

The first step is the utility application. Fodlowing the
latest Electricity Report of the California Energy Conﬁgssion
(CEC), the Pacific Gas and Electric Company, the San/Diego Gas &
Electric Company, and the Southern California Edison Company each
file a xesource plan with a l2-year planning horizon. The plan
identifies within the horizon those potential reégurce additions
that the applicant believes are cost—efrectlvel;or its system. The
plan states the costs associated with each such resource and the
peint in the planning horizon when that resource becomes cost-
effective. The plan also states all relevant assumptions. The
applicant presents its assumptions in internally consistent
#scenarios.” The latest CEC Electricity Réport forecasts give the
supply and demand assumptions for the base case scenario. The
applicant may also file additional scena:&os, or otherwise deal
with the range of uncertainties underlying the forecasts, in order
to expla;n the appl;cant's preferred procurement strategy. If the
applicant has filed alternative scenar;os, it speczrxes the
scenario that it believes is best su;tfd to the determination of
avoidable plants for purposes of the long-run standard offer.
(#Avoidable plant” could include potentlal purchases of electricity
from non-QF sellers.) s/

The second step is hearings on the utility applications.
The Commission’s staff and other participants critique each
resource plan. They may note lnternal inconsistencies in any of
the applicants’” scenarios, present alternat;ve scenarios of their
own, criticize the applicant’s assesément of uncertainty, and
challenge the reasonableness of an appl;cant’s assumptions. They
also check that the applicants have correctly implemented the

|
|
L
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Commission’s cost-effectiveness methodology. Finally, these
participants may explain their choice of the scenario best suited
to the determination of avoidable plants.

The £hird step is Commission determination/or avoidable
plants for the respective utilities. Aveidable plants are
essentially the cost-effective baseload or intermezzzte resource
additions appearing in the first eight years of tﬂg resource plan
that is preferred by the Commission. This choicé is the key
Commission act in the long=-run standard offer process. The
Comnission makes this choice according to the following criteria,
among others: Are the plan and underlying assumptions plausible
(i.e., internally consistent and reasonable,/given known forecast
uncertainties)? Does the plan expose ratepayers to unnecessary
risks, either of premature commitments or of shortages? Is the
plan consistent with energy requlatory gotls‘and-policies? The
Commission decision ¢omes about five months after filing of the
applications.

The fourth step is the utilit; s’ solicitation process
and QF auction. After making any modifications ordered by the
Commission, the utilities announce the availability of long-run
stan¢ard offer contracts based on the ?apacity and the fixed and
variable costs of the aveidable resource(s). QFs have a
three~month solicitation periocd to re#%ond- Each interested QF
indicates (1) the resource that the Q? seeks to avoid, (2) the QF’s
own technology and capacity, and (3) the QF’s bid, which is the
lowest percentage of the resource’s fiixed costs that the QF would
be willing to accept. The pid‘cannoé exceed the resource’s fixed
costs. The utility opens the responées 2t the end of the | _
solicitation periocd. If QFs seéking}td'avoid a resource do not
cumulatively exceed the resource’s capacity, all these QFs are
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offered contracts at the full fixed costs of the resouxce. If such
QFs do exceed the resource’s capacity, contracts up to that Mw
limit are offered to the low=bidding QFs, and they/;ecemve that
percentage of the resource’s fixed costs bid by the lowest losing
biddex. (This is known as a ”"secend price” auction.) Contract
signing occurs after the winning bidder complies/with the
prerequisites of the QF Milestone Procedure, roﬁghly one year after
the utility applications.

The fifth step is the update towthe/long-run standard
offer. The update is scheduled every two yeérs and feollows each
CEC Electricity Report. The utilities tlle“new resource plans, and
‘Steps 1 through 4 are repeated, with such mod;t;catxons to the
process as the parties may suggest and thé Commission approves.

(END OF APPENDIX A)
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APPENDIX B
. Tmmellne for Bmenn;nl Update Pxoceed;ng
Time (Approximate)
After CEC Final Adoption Lyvent
9 weeks Utility resource plan applications

f;led

13 weeks Ccrue, c stafrs, other parties serve
testimony eritiquing resource plans

15 weeks Resource plan hearings start (lasting
2=3 woeks)

21 weeks Concurrent briefs filed

25 weeks ’s proposed decision mailed
29 weeks ' CPUC decision
’ 33 weeks s/olic:.tat:.on period for final Standard

Offer 4 contracts-begmn

45 weeks Solicitation per:od for final Standard
‘otter 4 contracts ¢loses

46 weeks Utilities 6§en,bid packages and award
contracts

A precise schedule settinq forth specific dates and an initial
service list will be issued by ALT or assigned Commissioner Ruling
following the Seventh Electricity Report. _

/

/
|
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Iapdmark CPUC Decisions on
Avoided Cost, Standard Offers’

The following list, although not 9xhaustive, shows where
to find answers to the key questions that}ﬁne Commission has
addressed regarding QFs. The summaries are necessarily terse and
are not intended either to indicate each/issue in any given
decision or to substitute for review o /the actual text of the
opinion and order. In addition to t?eﬁe decisions, our general
rate case decisions have been used im the past to update certain
standard offer terms. Finally, ded&sions in general rate case and
fuel offset proceedings often conﬁgin analysis of marginal cost
that is broadly relevant to QF gplicy.

I. roundational Decisions

/
D.91109 - adopted ”aveided cost” pricing for utility
purchases from ”private energy producers”

D.82-01-103 - guidelines for standard offers

D.82-04-07)1 - authorized “hydro savings prices” during
spiXl conditions

D.85-07-022 = long-run avoided cost methodolegy

f . .
Decisions Implementing Standard Offers 1,
2..2and 3 _(the Short-rmun Offexrs)

D.82-12-120 / D.84~03~092
D.83=10~093 D.84=04=012

Decisions on Interim Standaxd Offer 4
Lthe Intexim Long-xun Qffex)

D.83=-09-054 D.85-04~075
D.83-12-050 D.85~06~163
D.84=-08-035 D.85~07-121
D.84-10~098 D.86=10=038
. D.85=01-040 D.86-12-013
D.85=02-069 D.86-12~204

|
f
!
|
!
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Show Cause Proceeding (RG&E)

D.84=-03-093

D.84-08-031 - “good faith” quidelines for utilities in
negotiating with QFs

Investigation of Transmission Constraints,
Development of QF Milestone Procedure, and
administ . r T T, Priori

D.84-08=037
D.85~-01-038
D.85=01=-039
D.85-08-045
D.85-09~-058

D.86=03-069
D.86~05=024
D.86~11=-071.

D.&S—ll-Olz/
D.85~-12=075
D.86-02=033
D.86~-04-053
D.86~11-005

!
D.87=09=025
D.87~11-024
D.87-12=056

D.86-12-017
D.87=-04=039
D.87-08~028
D.87-09-030
D.88=04-067

Development of the Resource Plan-based Offer

D.86-07-004
D.86~10~030
D.87=05-060

» ~ N

D.93035

D.S3364

D.82=-04-087
D.82~07=-021
D.83~05-043
D.83=05-047
D.83-06~109
D.84=05-057
D.86-03-030
D.86-06-060

/
D.87-11-024
D.88=03-026 "
D.88=03-079

Dlas-ov—oaz
D.86-08~017
D.86-09-040
D.86=10-039
D.86-10-044
D.86=12-018

-86=12=-061
D.86-12-062
D.86-12-098
D.86-12-100

D.87-01~049
D.87-03-068
D.87-05=065
D.87=07-086
D.87-08-047
D.87=09~074
D.87=-09=-080
D.87-10-038
D.87-11-063
D.88~=03=-036
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Summary of Standard Offexs

STANDARD OFFER 1l: Variable Capacity and Energy

The QF’s energy and capacity are sold on an as-available
basis, meaning that the amount and time of de ivery of the energy
is not guaranteed. The QF is paid full short-run avoided energy
cost, plus current shortage cost, on a per ilowatt-hour bhasis, for |
all energy delivered to the utility. Energy and shortage costs are
updated cquarterly and. annually (respect% ely), with the energy cost
based on the incremental energy rates established in the utility’s
last fuel offset proceeding and the expected fuel costs for that
quarter. Shortage costs are based on/the utility’s cost of a
combustion turbine. This contract Ls used by all technologies, but
particularly wind, due to the uncertaxn nature of that resource.

STANDARD OFFER 2: Firm Capacity and Variable Energy |

The QF’s capacity is sold on a firm basis, meaning that
an amount of capacity is guaranteed to be available to the utility
during its peak load period. THL capacity payments are based on
levelized, forecasted shortage costs, which are stated in the
contract and are fixed for the /life of the contract. Energy przces;
are the same as in Standard Offer 1. Many‘cogenerators,and biomass’
QFs hold Standard Offer 2 contracts. -

STANDARD OFFER 3: Variable Capacity and Energy From QFs Not
: More Than 100 Kilowatts

Th;s offer is the: same as Standard Offer 1 in practice,
but the contract terms and QF responszbml;tzes are less involved,
due to the small size of thé facilities.

|
|
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INTERIM STANDARD OFFER 4: Long-term Capacity and Eﬂé;;;' Based on
Forecast of Short-run Marginal Cost

This offer has fixed payment rates oggr long time spans
(up to 10 years). There are three energy payment options and two
capacity options.

Energy Option 1) Enexgy prices are fixed and are based
on forecasted avoided energy costs. The QF can choose to have a
mix of forecasted and current short-run aveoided costs for the
enerqgy price, with oil & gas-fired cogenerators limited to 20% of
the price being based on the forecasted prices.

Energy Option 2) This is sémilar to Option 1, except
that the forecasted enerdgy prices aré levelized and ¢il & gas~-
fired cogenerators may not use this/opticn at all.

Energy Option 3) Energx/prices are based on fixed,
forecasted utility incremental eeérgy rates and utility oil & gas
costs. Payments are made based on short-run costs, then adjusted
at the end of the year to‘retle?t_the forecasted prices. This
option is used by cogenerators and is designed to have the energy
price reflect changes in fuel costs. '

Capacity Option 1) /ks-available: The QF can choose
payments based on either short-run shortage costs, or fixed,
forecasted shortage costs, which are not levelized.

Capacity Optioen 2)/ Firm: Payments are based on fixed,
forecasted, levelized shortage costs.

FINAL STANDARD OFFER 4: Long-term Capacity and Energy, Based on
Avoidable Resource

See Appendix A.

(END OF APPENDIX D)

|
|
!




A.82-04~44 et al. ALJ/SK/fs

APPENDIX E
Page 1

m!] ;l :E!l « !- //‘/”
This table has an expansion of the technical acronyms and
abbreviations used in today’s decision. The pa:enthet;cal atter

the expansion refers to the section in the bedy of the decision
where the acronym or abbreviation first appears.

ALY

CEC
conditional RETO

CPUC or Commission:

D.
DRA

DSM
Edison
ER=6
ER=7

X.
IEP

PG&E

/

Adninistrative Law Judge (VIX.A)
Bonneville Power Administratien (III.Q)
california Energy COmhission (iI)

See RETO (:ccr/z .D.4)
California Public Utilities Commission (I)
Decision (I)

Diﬁision-of'natepayer Advocates
(part /of CPUC staff) (III.D.4)

Demand-side Management (IIX.D.4)

/
Southexrn California Edison Company (IX)
The CEC's'Sixth Electricity Report (II)

/
The CEC’s Seventh Electricity Report
(IIX.8)

‘Order‘xnstitutihg Investigaﬁien (VIX.A)

Independent Energy Producers Assocxatzon
(IV-B) .

Pacific Gas & Electr;c Company (IX)
Qualifying Facility (XI)
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Tr.
Ultrasystems/OGI

VAR

APPENDIX E
Page 2

v"
¢”

v

(continued)

Rcasonably Expected teo Occur; “Conditional
RETO” is used by the CEC' to designate
conservation and load management prograns
deemed desirable but awaiting additional
regulatory approval/AIII.Dj4)

Recquest for Propﬁfél (IV.D.3)

San Diego Gas & Electric Company (II)
Reporter’s Transcript (IIX.C)

Ultrasystems):ncorporated and Occidental
Geothermal, /Anc. (VIX.A)

Volt-Amperes Reactive (a measure of power
lost to reactive loads) (IV.C.) ‘
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Applicants: Howard Golub, Linda Agerter, and JoAnn Shaffer

Attorneys at Law, for Pacific Gas and Electr:.c Oompany.
Sakarias, Attorney at law, for San Diego Gas &/Electric Company:
and Julie Miller, Attorney at Law, for Southe California
Edison Company.

Other Parties: Armour, St. John, Wilcox, Goodin & Schlotz, by

James D, Scueri, Attorney at Law, for AMAX, Inc. and Kelco
Division of Merck, Inc.; Kathrvn L. Stein/, Attorney at Law, for
Barakat, Howard & Chamberlin, Inc.; Susan Ackerman and D. J.
Adler, for Bonneville Power Adnministration; Steven Cohn and
A_._m_xgm_nm Attorneys at Law, for California Energy
Commission; Kent Fickett, Attormey at Law, for California Energy
Company, Inc.; Brobeck, Phleger & Harrison, by Richard €.
Harper, Attorney at lLaw, for IMOTEK, /Inc.:; Matthew V, Bradv,
Attorney at Law, Alice lLevipne, and Law Offices of Dian
Grueneich, by Dian M. Grueneich, for State of California,
Department of Genexal Services; , for California

Waste Management Board: and Donna Stone, for
California Department of Water Resgources = Energy Division;
W » Attorney at/lLaw, foxr Caterpillar Capital
Company, Inc.; John D, Quinlev, for Cogenera.tzon Service Bureau;
, for County San /i.tatzon Districts of Los Angeles .
Martin Mattes

County; Graham & James, by . and Dianne Fellman,
Attoxrneys at Law, and Barry Sheinageld, for Delmarva Capital
Technoleogy Company:; Philip A. Stohr, Attorney at Law, for
Downey, Brand, Seymour & Rohwer; Lindsay, Hart, Neil & Weigler,
by Michael P. 2Alcantar and Clyde E. Hirschfeld, Attorneys at
Law, and Drazen-Brubaker & Assoc:.ates, Inc., by Donald W,

» for Cogeneraters of Southern Califormia:; Karen ‘
Edson, for KKE & Associates: Garv Simen, for EL Paso Natural Gas .
Company; Kenneth R, Mever, for Energy Consulting Group: James S.
Thomsen, for Energy Factors, /Inc.; Rebert Logan, for Exeter
Associates; Graham & James, by Noxman A. Pedersen, Attorney at
law, for Champlin Petroleum Company: L@_Ewm, for GWF
Power Systems Company and The Signal Conpanies; Hanna and
Morton, by W Attorney at law, for Union 0il
Company of California, Preepcrt— MeMoRan Resource Partners,
Santa Fe Geothermal Inc., and Hanna and Morton:; David R.
Branchcomb, for Henwood Energy Services, Inc.; Ratrick V,
Agnello, for Howden Wind Parks, Inc.; Janice G, Hamrin, for
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Independent Energy Producers Association; i , Attormney
at Law, for Independent Power Corxrporation; Willdam B. Marcus,
for JBS Energy, Inc.; Marron, Reid, & Sheehy,/dby M. Rallex,
Attorney at Law, for Foster Wheeler Power Systems, Inc., Santa
Monica Aggregate Company, California Agricultural Power Company,
Pacific Thermonetics, Inc., and Crockett Cogeneration Company:;
, for McFadden Farm: Morrison & Foerster, by

' and Barbara A. Reeves, Attormeys at ILaw, and
Morse, Richard, Weisemmiller & Associates, Inc., by Rokerk E.
Veisenmiller, for California Cogeneration Council:; Wally Gikson,
for Northwest Power Planning Council:/M. Bobbkitt and J.
Kroesche, for Oxrick, Herrington & Sutcliffe; Les Toth, for
Pacific Hydro Power; Doudglas Kent Porter, Attorney at Law, for

Pacific Lighting Energy Systems; Pettit & Martin, by Edward B,
Jozowicki, Attorney at Law, for California Energy Company and
Co-Generation Services, Inc.; Recon Research Corporation, by
Ronald G, Oechsler, and Squire, Sanders & Dempsey, by James L.
Trump, Attornmey at Law, for Alenco Resources, Inc.; Bryan Cope,
for Sierra Energy and Risk Assessment; R. Rawlings, for Southern
' California Gas Company; Michel/Peter Florio, Attorney at Law,

for TURN; Paul Dolan, for Thermo Electron Energy Systems;
Michael J. Ruffatto, Attorney/ at law, for Trigen Resouxces
Corporation; Harxy K. Wintexrs, for University of California,
Thomas R. Sparks, for Unocal/ Geothermal; Margaret Rueger, for

U. S. Windpower, Inc.; and Robert Ferari, State Public Utilities
Commission-0ffice of Publi¢ Advisor; and Jon Castor: Arturo ,
Gandara, Attorney at Law; Joeseph G. Meyer: Milt Pace; Tinmethy P. -
Duane:; and mumulnlzsr./ for themselves. - -

Diviséon:oz Ratepayer Advocates: Carol Matchett, Attormey at Law,
and Julian Ajello. '

Commission Ad\fisory -and Co l:i.é_mce Division:s Frank Crua.

(END OF APPENDIX F)
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