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FXNAL· DECISION, COMPLXANCE PHASE: 
GENERAL RESOORCE PIANNING ISStJES, 
PERFORMANCE P'EATORES C·ADDERS·); 
AVAXLABrLXD' OF STANDARD OFFER 2 

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 inteqrate 
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 ~'~mary. 
However, the append:i.Xes provide citations of Jla.j or cPtJ'C decisions 
on OF matte~s, deseriptions of the various ofters, an aceount of 
how the resource plan-~ased otte~ (~~l standard O~fer 4) works, a 
table of acronyms and abbreviations, and a timetable for"the next 

biennial reso~ce plan review_. Im~lementation of final Standard 
Ofter 4, reinstatement ot Standard Ofter 2, 'anel coordinated 
updating proc:e4ures. tor all of the ofters are the maj or issues. in 
the compliance phase. 

A series of interim decisions has resolved most ot these 
issues_ Today's decision addresses some ot the key policy 
~estions in resource plan updating and tilling resource needs, 
makes. a proposal for requlatinq the future availability ot Standard 
otter 2, and resolves outstanding motions. and petitions. The final 
task in thi$ proceeding concerns increasing th~ unitormityot the 

torm and terminOlogy of the standard ofter contracts among the 
utilities. with the completion ot this task in the tall,. we will 
at last ~ able to close the consolidated standard otter 
proeeedinq • 
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II. The ll)terilR DeeisionS 

Four interim opinions preeede today's final deeision. 
All of these concern utility compliance filinqs pursuant to 
oecision (0.) 86-07-004 and 0.86-11-071, in which we created a 
foundation ~or correlating QF development with resource planning 
and capacity valuation. 

The ~irst of these interim opinions approves a detailed 
protoeol tor conducting the second price auction for final Standard 
Offer 4 (0.87-05-060, millleo-. pp. 7-25-), resolves a variety of 
pricinq -issues (pp. 25-39), and- discusses the treatment~ o-! ~- --
uncertainty and neqotiated contracts in resource planning 
(pp. 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 eonclusions 
. ~rom our review of resource plans submitted in compliance with the 

• 
newly created ):)iennial planning' process. In the second interi:m 
opinion' (D.87-11-024', 'maeo. pp. 2-29), we 'found that none of the 
utilities had an avoidable resource within the eiqht-year -window' 

• 

that we established for purposes of final Standard Ofter 4. We 
also discussed the concept of Ndisaqgreqated resource need' and hOW' 

it relates to avoidable resources (pp. 29-31).. Finally, we decided 
to continue the suspension ot standard Offer Z for Pacific Gas and 
Eleetri~ Company (PC&E) and Southern california- Edison Company 
(Edison), :but reinstated the offer, with certain restrictions, tor 
San Diego Gas & Electric Company (SOC&:&). . Us;l., pp. 31-42; see 
also 0.87-12-056 reqardinq queue manaqement and related contract 
provisions for standard Ofter 2.) 

~e third interim opinion, 0.8-8-03-02:6, is essentially a 
matrix showing how and where we will update the provisions of the 
various standard otfers. The tourth interim opinion eo~pletes the 
development of reliability targets for resource planninq 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. 
~p. 6-18). We also resolved a long-standing issue on energy­
pricing for QFs receiving variable energy paYments (pp. 2"1-34) 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 e:ffort with the california Energy Commission's cae) 
Electricity Report. We als~ consider the utility filings on 
additional performance features; these features will reeeive more 
study in the next biennial update proceeding. Finally, we explain 
the continuing role of Standard Offer 2" (firm capaeity, variable 
energy payments) in the portfolio of offers and propose for comment 
a new approach to resulating the availability of Standard Offer 2". 

:ax. Review or the Resource Plans Responding to ER=§ 

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 affect ·future filings. We do not 
undertake a line-by-line dissection of the plans or a re$~nse to 
every planning issue raised by the parties but rather concentrate 
on those matters that significantly influence our eonclusions 
during this (our first) biennial resource planning CY~le.l 

1 Given this approach, the parties should not interpret our 
failure to expressly critieize (or approve) MY particular aspect 
of a utility's resource plan as an endorsement (or rejection) of 
how the utility handled that aspeet • 
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A. Pr~ent strategy 
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 or less uncertain. ~he planner must ex~ine 
a whole range of outcomes that ditte~ 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 th~ those suggested solely by 
cost-effectiveness analysis of a base-case scenario. 2 SDG&E's 
"50/50" procurement strategy (see 0.87-05-060, pp. 41-4$), under 
which SDG&E would fill all its projected near-term needs but only 
half ot the long-term needs arising within the tinal Standard 
Offer 4 "deferral window,* is an example of such a preterence. '!he 
str~te9Y reflects the value that SDG&E attaches to. maintaining 
tlexibility at a time when its resource options seem plentiful. 
This tlexibili ty enables SOG&E to. take advantage ot surplus power 
that it thinks :may be available at low cost over the next few years ' 

from other utilities, and mitigates what SOG&E regards as a major 
risk at this time, namely, the risk of premature co:mmi tlnent to 
major new facilities. Stated difterently, SOG&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 contell1plate 
making any ~ ~egawatts available to final Standard Offer 4 QFs 
than would be found to be needed under the CEC's then-current 
Electricity Report.. (See 0.86-11-071, mimeo,. p. 19.) 
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The main purpose of our resource plan updating process is 
to periodically quantify the megawatts that QFs could fill 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 ~ account for uncertainty but there may 
:be many ways to do this. Our j 01:1- 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 
assumptions (including perceived uncertainties) and a long-run 
least-cost resource plan. 

We do not imaqine that this will be an easy determination 
to make, but one principle is clear.. Ar1y acceptable procurement 
strategy must :be non-discriminatory, i.e., it must apply to the 
utility's own projecta and purchases from non-QF sources as well as 
to QFs. -This is not to say that all generation resources have 
equal value: on the contrary, we expect the utilities to quantify 
asserted,operational differences and system needs, and to capture 
such benefits, wherever possible, through *adders· from final 
Standard Ofter 4 and other QFs. (See section rv :belOw.) 

The present resource plan review does not require us to 
evaluate procuraent strateqies in detail. Only SDC&E lIlAde an 
explicit presentation on this. issue, and we have found that, under 
any of the scenarios, SOG&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 })iennial update 
proceedings, the applicants should explicitly present strategic 
elements in their resource plan filings. 'rhese- presentations . 
should reveal the applicant's. risk preferences and indicate how the 
applicant believes that its strategy responds t~uncerta~ty and 
contriDutes to least-cost plannl.n9. Other parties are free to 
ori tique strategic elements. as well as other aspects of each 
resource plan • 
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consistenCY with etc Assumptions 
The ~iennial 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 
compliance phase because (according to the utilities) some of the 
in~ormation that the utilitie$ needed for plan preparation was not 
separately stated in ER-6 or readily available.from CEC staff. 
ER-7 will pro~ly present fewer problems of thi$ type because ER-6 
was well under way before we adopted our first implementation order 
(0.86-07-004), 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-qoinq basis between the CEC,. the CPtJ'C,. 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 ~or proj.eeted loads of municipal 
utilities within the CEc 'supply planning areas' of the respective 
investor-owned utilities? (:t.e.,. sllouJ.d 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?) 
Also, how should the resource plans account tor sel~-qeneration (as 
a reduction of demand or as a source of both demand and. supply) ? 
We think that, for pU%pOses of the CEC-based resource plans, the 
utilities ought to adopt the treatment preferred ~y the CEC. It 

3 see also Section III.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.4 . 

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 filings sbould 
specifically explore these risks in their showing on uncertainty 
and procurement strate9Y. 
c. PUreb,Ases tram the Pacific;; Northwest 

T.he 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. T.he CPO'C,. 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 ,ensued,. 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 strate<]ies. 
that ensure reliable and economic service in california under 
various possible outcomes •. 

The remarks that follow do not consider 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,. considerinq the possibility that BPA would continue its V 
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 
staff • 
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We hope BPA would make appropriate modi!i~ations to its 
current policies. However, despite some recent progress, BPA has 
still not provided the kind of assuran~es to California that, 
consistent with sound planning strategy, would justify reliance on 
Pacific Northwest energy to the extent that BPA apparently wishes. 

1. BPA's RateMldng E.olic1es 
Electricity supply planning must distinguish between 

short-term and long-term resources. BPA has set prices to 
california that in recent years have tracked just below the short­
run marginal ~osts of california utilities. SUch pricing sharply 
reduces the attractiveness of BPA's energy. 'rhe reason-is-tha.t, as 
california utilities' short-run marginal costs increase, we fear 
BPA's pri~es would also rise, regardless of whether BPA has a lot 
of surplus energy or a little.S In contrast, long-run marginal 
costs recognize that a utility will eventually devote capital t~ 
acquiring a resource that improves its operating efficiency, i.e., 
lowers its short-run marginal costs • 

In the resource planning portion of ~e comp11ance phaso 
hearings,. much time was spent estimating the guantity of surplus 
energy that might be available t~ california from the Pacific 
Northwest. 'rhe Paciti~ Northwest will typically have large 
surpluses tor some years t~ come, but those surpluses lIlean little 
without assurance on price. 'rhe key planning assUlIIption is the 
price associated with varying amounts of energy. until and unless 
BPA (or the Federal Energy Regulatory commission or the courts in 
their review of BPA's decisions) provides appropriate assurance as 
to some other price asswnption; we arguably should ass\UIle that all 
purchases of 'economy' energy from BPA will be slightly below 

.s Given BPA's Intertie Access Policy, we would expect similar I;: 

upward pressure on the prices of other,enerqy 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 SPA 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 t~ respond to, some 
of the concerns of california parties. It adopted~a"·lon9'-term 
nonfirm energy 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 SPA witness Fama err .. 7645-46), 
·The long-term cap is a formula Bonneville proposes to place in 
effect for 12 years. It would 9'~ through 1999. That formula is 
independent of any particular rate design that might be placed in 
effect durin9' those 12 years. It was proposed [to' ensureJ a 
significant alnount o'! savings for ~lifornia purchasers, more than 

one or two ~lls--in the area of four to- five mills-[torJ much 
qreater alnounts 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 o~ ER-6. We are 
·particularly qratified at BPA's tacit recognition of the planning 
quandary that its ratemaking policies have created for california • 
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Unfortunately, the long-term cap offers only nominal assurance of 
savings--certainly nothing that causes us to qualify the planning / 
assumption described above. 6 ~ 

The long-term cap itself is a good concept and can De 

useful to California planners in direct proportion to the level of 
benefits and the degree of assurance provided. This cap provides 
little assurance either qua11tative1y or quantitatively. 

First, the long-term cap is a decision of BPA that BPA 
can reverse. At current oil and qas 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 generati~n 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 point, BPA's Final Record of Decision 

says, NBPA will begin contract negotiations upon interim FERC-' 

approval of the rate cap.N BPA says repeatedly that it fears 
actions by regulatory or legislative 'bodies in California that are 
'detr~ental to BPA's economy energy=arket' and that it is 
'specifically lookinq for appropriate california regulatory 
decisions,· i.e., ·reciprocal action from the regulators.· 
(Exhibit 460, pp. 178--79.) 'rhe only prudent reciprocal regulatory 
action that weean conceive of, Dased solely on the long-term cap, 

6 We must empbasize 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 
rate cap lnight enable us to calculate a "worst· case· scenario for 
california, ~ut such a scenario does notpresen~ a very persuasive 
argument for protecting the BPA market share • 
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is to encourage contract negotiations as soon as possible, ~ut not 
to otherwise commit California to purchases from BPA pending ~e 
result of such negotiations. 7 

second, the assured savings under the long-term cap are 
not impressive. ~he quantity of such savings depends on the size 
of the discount trom california's marginal costs, the amount of 
energy to Which the cap applies, and the length of time when the 
cap is in ettect. Tradeotts are possible: tor example, a 
relatively small discount could still be significant if coupled 
wi tb. larger amounts of energy and a longer period. subj ect to the 
cap. But BPA's long-term cap seems skimpy. in all respects. The 
12-year duration is less than the fixed-price period (15- years) in 
tinal Standard otter' 4, and the amount of energy, wJlich in any 
event is nontirm, declines (due to increased demand in the Pacific 
Northwest) when ~nefits to california from the price cap would 
otherwise increase. The 4r-S mill discount mentioned in BPA's 
testimony is unlikely to ~e attractive compared to the total costs , . 
and benefits ot a long-term resource,. and while the eap(s. fo:c:o.ula 
could in theory provide greater discounts as california's marginal 
costs rise, the realization ot 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 assu:me 
such adherence. 

In short, we think that BPA, with the 
has taken a small step in the right direction. 

long-term rate cap, 
BPA falls short ot 

its goal, to protect ,its california market share, because the cap 
seems less attractive than the long-term resource opportunities, ./ 
that compete tor SPA's market share_ 

7 We are also pursuing 'economic curtailDent' and similar 
performance features. in OF 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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2. BPA's tfanSmissi9n Access Policie~ 
SPA owns and operates most of the Pacific Northwest­

pacific Southwest Intertie transmission lines ~ove the Oregon­
California border. BPA currently allocates access to these lines 
under a 'Near Term Intertie Access Policy.M 

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 california 
parties 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.· ener9'Y~ each eligible producer is telllporarily 
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 Aceess ~ . 
Policy favors Pacific Northwest utili ties generally (not j.ust BPA) 
and acts as an output restriction as well as suppressing price 
competition. a . 

:SPA's adoption of the Access Policy was on an interim 
~asis, although BPA has alreat3.y 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 ot such a long-term policy, and with the 

s california parties have petitioned for writ o'f certiorari from .,/.' 
the tTnitec1 States Supreme Court.. The matter is still pending • 
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interim policy in effect for an indeterminate period, prudent 
planning to meet California's electricity demand is seriously ~ 

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 final Standard Offer 4, should california 
planners tmagine that these power purchase opportunities do- not 
exist, solely because the Intertie Access Policy chokes them ott? 

I~ we assume that the Intertie Access Policy e~tectively 
forecloses some power purchase opportunities, suCh as might be 

created, e.g., by development ot potential generation in British 
ColUlDbia, then we become BPA's. unwilling accomplices in limiting 
competition for the california market.- Essentially, our aSsu:mption 
tor the price of SPA's own output (that it would be priced just 
:below calitornia utilities' short-~ marginal costs) would then 
extend. to all power purchases from the Pacific Northwest. 'I'his 
assumption would certainly spur the QF program because avoided 
costs would be higher; the advantage to california ~rom such a 
policy is that it would lead to maximum. use of california's 
indigenous enerCT,{ 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, 19s.S:, BPA adopted in final form a "Long-Term. 
Intertie Access Policy." 'I'he CEC comments note that this policy 
contains many ot. the obj ectionable features of the interim policy 
but does provide 800 megawatts ot "assured de11veryW (i.e., fir.m 
transmission). While litigation continues on the interim policy, 
the CPO'C and CEC have both filed a petition for review of the 
latest policy in the Ninth Circuit Court of Appe~ls • 
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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 california 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 POliCYl 
is set aside.10 

The Intertie Access Policy seriously distorts 
california's energy planning whichever assumption is used. Our 

preferred solution is that the policy be mocl:ified to enable energy 
sellers in the Pacific Northwest t~ participate in the california 
market up to their full potential. As long as that policy 
continues in effect, then. the mitiqation of the policy's price . 
distortions will be a principal task in the biennial update 
proceedinq. 
D. The Eyolying Resource Planning Process 

1. CBCICPQC Procedural Coordination 
The biennial resource plan proceedinq is a new feature of 

electric utility regulation in california. It dovetails with the 
"'inteqrated assessment of need'" performed b,iennially by the CEC in 
the ElectriCity Report; it is essentially the forum where'the 
largest of the investor-owned electric utilities (PG&E, ~OG&E, and 
Edison) and other parties identity qenerationresources potentially 
avoidable ,by QFs under long-run contracts (final Standard Offer 4). 

10 Thus, a utility should' not use this aSSUlllption to reduce its 
noed assessment by hypothesizinq 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 as 
construction of new power plants) for filling the needs projected 
for these utilities. . 

We recognize that this is an ~itious process, requiring 
(among other things) close coordination between the CEC and the 
CPOC. 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 ~fore the 
filing of briefs in the current (compliance) phase of this 
proceeding. 

The CEC proposal envisions a *eoncurrent approach* under 
which the CEC's findings on need and the CP'O'C's findings on 
avoiclable resources would be developed, in part, through joint 
hearings and decisions. This contrasts with the *sequential 
approach'" exemplified in this, the first, biennial resource plan 
review, in which the.CEC's adoption of ER:"'6 was followed by the 
filing of CEC-based resource plans (and in the case of S~E and 
Edison, alternative scenarios) at the CP'O'C. 

The sequential approach should ~ retained, at least for 
the time beinq. The :main reason is. that the "'Inteqrated Schedule'" 
presented by CEC witnesses Deter and Praul (see Figure 1 of EXhibit 
406 and their discussion in that exhibit) seems t~ combine the 
CEC's. adoption of supply and clemand forecasts with the 
consideration of alternative planning strategies that must, among 
other things,. respond to those forecasts· and to- the uncertainty 
surrounding them. However ~e CEC chooses to- deal with such 
uncertainty , it seems fair and loqical to allow utility planners 
some time in formulating their resource strategies to th~nk about 
the CEC base case after that case is. established. 

There is obvious concern that the CPOC consideration of 
"'alternative scenarios'" could subvert the CEC's adopted planning 
asswnptions: this concern, to<j'ether with. the desire to avoid 
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potentially duplicative proceedings 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 
explieit consideration of forecast uncertainty ~y the CEC. 
However, our review of the utilities' resource plan strateqies is 
not inherently s~versi ve of the CEC forecasts. We are directing 
the utilities to. file--not their preferred forecast--~ut 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 o.f alternative scenarios initially 
seemed to. us the most promising way to. investigate this exposure, 
~ut SDG&E has Made a persuasive presentation to support forecasts 
with o1P):)and,s* to denote uncertainty, while Edison focuses on 
flexible planning that *choose($J resources c~nsidering 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. III-ll.) . 
There are do~tless 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 regulated 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 
s~stantive issue o.f 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 problexns. and the objections 
expressed ~y 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 ot :final Stand.ard. otter 4 on 
projections of neea that ~re consistent with the findinqs o~ 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 number of 
substant£ve areas Where the parties have expressed need for further 
direction on the use of CEC methods or assumptions in the CP'C'C 

proceeding. We discuss these areas ~low. 
2. CQnne9ting Short-range and Long-range Forec:.asts 

The resource planning process involves proj~ction of the 
utility's loads ana supplies during the forecast period. We have 
directed the utilities to present a *~ase ease* planning scenari~ 
that uses the CEC's current long-range demand forecast (which 
begins in year ~ and runs through year 20) and the current 
short-range forecast adopted for the respective utility ~y the CPOC 

(typically, in a general rate case or ECAC proceeding). ~ 
There will be a gap ~tween the first year of the CEC . . 

long-range forecast and the end of a short-range forecast used in 
our proceedings. Filling the qap between short-range and long: 
range forecasts is. tricky because, as most parties agree, the two· 

~l 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 
proeeecling, e.g., if an earthquake· or other disaster were t~ cause 
a supply emergency (and consequently a finding of increased need) 
of indefinite duration. . 

However, our understanding and strong recom:m.endation 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 ~ feasible.. Moreover, the ~iennial 
forecasting cycle seems sufficiently frequent in itself to mitigate 
risk from all but the most extreme unforeseen events • 
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types of foreoast use markedly different methodologies. 12 

Seemingly anomalous jumps or dips in the conneoting years might not 
have praotioal oonsequenoes where a utility appears not to have new 
resouroe needs in those years •• However, where a utility (such as 
SOG&E in this phase) has a near- or mid-term need for new 
resources, proper speoification and timing of resouroe additions 
may require more systematic projections for the connecting years. 

Our approaoh for this phase called for trending from the 
short-range foreoast to the CEC's year S. Upon consideration of 
this record, we Delieve some additional flexiDility is appropriate. 
We will allow the utility in its base case scenari~ to choose among 
the following: the trending approach used in this phase; 
repetition of the CPOC short-range forecast for the connecting 
years; or repetition of the CEC year 5- forecast for the eonnecting 
years. All of these approaches respect the integrity of the c:EC 
and CP'O'C fore=sts, while all.owing the utility t~ choose the most 
reasonaDle way t~ Dridge those forecasts • 

In the next biennial resource plan proceeding, each 
utility should choose explicitly among these approaches and also 
indi=te whether the choice has a material impact on its 
conclusions regarding avoidaDle resources. 

12 The chief reason for the difference is that short-range 
forecasts are designed to be sensitive ·t~ transitory pheno'meI'la 
(business cycles, unusual weather conai tions, etc.), which tend t~ 
e~en out over time, while long-range forecasts deal with more 
fundamental changes, such as turnover in the capital stock of 
energy-consuming' 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-rangeforeeasts serve different purposes; it 
is generally unnecessary (and impossiDle) te> get them to :nesh 
perfectly • 
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3. ~on Teainologv 
Everyone agrees on the need for the CPOC and the CEC to 

arrive at a common terminology for resource planning purposes • . 
Without a common terminology ~ and aqreement on the concepts behind 
that terminol~/, we would spend a lot of time fitting square pegs 
into round boles. 

CEC witnesses presented a common terminology proposal in 
the compliance hearings, and we understand that the proposal has 
))een refined in discussions with <:poe staff and workshops in ER-7. 

We direct our staff, in coordination with CEC staff, to prepare and t 

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 2l, 1988, and 

should indicate areas of agreement as well as those areas that are 
still pro))lematic. It the CEC and CPO'C staffs bave reached 
complete agreement on terminoloqy, then we encourage them. to- submit 
the r~port jointly .13- ./ 

We recognize that terminoloqy should not try to mask or 
•• eliminate metbocloloqieal differences that may exist between' the two 

commissions; in fact, one virtue of a common terminology is that it 
may clarity where those differences arise. We als~ 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 terminoloqy is not to preclude 
different results but only to ensure that we are talking .alx>ut the 
same pro))lem. 

• 

4.. AnAlytiCAl cODsisjiency' Between Regulators 

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

13 We see no need of a CPOC decision to· ratify a common 
terminology. However, we urge completion of this ettort 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 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. ~he 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 I 
considering a. proposal for adjustment~ using CEC targets, of as­
available capacity payments), while the.EUEtargets that we.h~ve 
approved for SOG&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 system reliability continue to-be controversial as new 
models are devel~ped, existing models are refined,. and the merits 
of the value-of-service approach are examined. ~he 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 r but to the extent that 
developments. in, the reliability area warrant changes there~fter, 
the parties should describe those d~velopments 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 CPt1C staffs have dealt with cost­
effeetiveness testing in a series of workshops,. aiming to modify 
the existing Standard Practice Manual to permit more direet 
comparison of generation resources with demand-side options. (See 
D .. 87-11-024, pp. 19-22.) It seems clear at this tfme that 
subs~tial progress has been made, but that all problems will not 
be resolved in this update cycle. Because of ~e importance of 
this issue in the treatment of those conservation/load manage:ment 
prograJnS designated "conditional RETO" (discussed below), we feel 
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that modifications to the Stanaara Practice Manual shoula continue 
to commana a high priority. 

As part of DRA's filing in the next biennial upaate 
proceeaing, DRA shoula incluae a status report on progress toward 
the aevelopment of a standardized and uniform methodology for the 
treatment o.f costs and benefits o.f all resource options (both 
generatio.n ana nonqeneration). 

In D.S7-11-024, we noted the disparate views on how the 
CEC's adopted estimate o.f long-term demana-side management (O~ 
program impacts should be integrated int~the long-run standard. 
offer process. The CEC's forecasts of DSM prQ9ram. impacts include 
(under the term ·conditional RETO· (reasonably expected to. oceurJ) 
some programs sub:; ect to· future regulatory action. EXamples are 
anticipated CEC building and appliance energy efficiency standards 
as well as utility-sponso.red programs whose level o.f funding is set 
by the CPOC. In D.S7-ll-024, we held that committed DSM programs 
are nonde.ferrable by QFs, and for uncommitted· programs we accepted 
the CEC estimates o.f conditional RETO. in preference to. SDG&E's 
position (under which ll2' conditional RETO would be incluaea in 
SOG&E's resource plan). However, we also. noted C~., p. 20) that 
in the future, the level of conditional :RE'I'C> included in the 
resource plans should depend on more aefinitive demonstrations that 
such programs constitute cost-effective supply options. We 
supported expected enhancements to. the cost-etfeetive~ess 
methocloloqy, via j o.int CEC and CP'O'C 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. Tbe 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/CPOC 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. 

rv. Performance features and Disaggreqa3(ed Resource Needs 

We are satisfied,. on the whole,. with the utility 
compliance filings in what i~ the~irst time through a complex new 
proceeding. '!he filings of PG&E and Edison, however, fall short of 
what we required in 0.86-07-004 regarding the assessment of need 
for additional performance feature a (e.g., full dispateh~ilitY,. 
voltage support) on their respective systems: 

HCThe utilities) shall file and serve ••• a report 
preliminarily' assessing the value and 
feasi:bility on their respective systems of 
additional performance features potentially 
supplied. by Qualifying Facilities CQFs). The 
report will address specifications that QFs 
would have to· meet, methods for quantifying and 
costing· the features, implementation 
procedures,. and other partieulars~ ••• H (l.c1. , 
Ordering Paragraph 2.) 

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

Additional.performance features CHaddersH) refer to 
system ;benefits that a generation resource (including:both a 
utility's own plants and purchases from QF and non-QF sources) may 
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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 waddersw concept, see 
D.86-07-004, pp. 11-13, 74-7S~ D.87-11-02'4, pp. 29-31.) 

These additional features are important :for many reasons. 
In particular, they can enhance reliability and hel~ the utility to 
add resources, consistent with economic dispatch and smooth system 
operation. Furthermore, they playa 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 
mitigate the utilities' stated concerns about minimum load problems 
that may accompany higher reserve ~arqins, and als~ hel~ t~ place 
QFs on the same plane as the utilities' other resource options. 
A. 5iE's ReRoxt on Performance Features 

PC&E's comments on performance 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. 58-6l). PG&E 
makes some good points, but its 'comments are often more 
argumentative than analytic. 

/ 

14 Note that standard offer contracts already contain performance ~. 
requirements of various types. For ex&uple, all except very mnal1 
QFs (100 kilowatts or less) are required to provide WreasonableW 
reactive power support, and QFs holding contracts to provide firm 
capacity are dispateh~le 3lP"rmAd Dy the purchasing utility to a:n.y 
level up to- the contract capacity. We therefore Qirected 
consideration of *adders· only to the extent that they concern a 
feature to- which the utility is not already entitled uncler its 
contract with the OF. (0.86-07-004, p. 74.) 
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PG&E notes, and we agree, that what waddersw are 
appropriate depends on the Wbasic 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 e~ent 
had reasonable grounds for insisting that it could not precisely 
determine the value of load-following features (e.q., coordination 
of maintenance, preseheduled dispatch, full dispatchability). PG&E 
also :maXes the helpful observation that system stability features 
(e.g., availability during emergencies, blacX-start capability), 
where appropriate, should be compensated throuq~ a capacity adder 
rather than an enerqy adder. PG&E's analysis barely goes beyond 
this. '.the report has little on how to implem.ent 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 k~y 

issues are (1) what payment structure is used to· calculate the base 

price, and (2) is the avoided utility plant dispatehable? 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 enerqy payments.· (Concurrent 
brief, p. S8.) 'l'his arqument is faU! ty. 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 deter or avoid baseload 
additions may be able and willing t~ follow load in varYing 
degrees, even though the avoidable resource would not. 
FUrthermore, weaqree with the analys.is. of IEP witness Marcus: "To 
pay (load-followingJ QFs ••• a price Dased on the average avoided 
costs, whi~ assume no load following', will underpay those QFs.· 
(Exhibit 432, p. 25.) 
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PG&E itself concedes that *(dJispatchable resources 
should always haVe some incremental value.* (Exhibit 417, 
p. 29.)15 We asked the utilities to investigate, through the 

.; 

adaers concept, how to cost-effectively obtain potential additional./ 
load-following capability from QFs. PG&E has not done so.16 

Regaraing system stability features, PG&E arques 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 woula automatically incorporate 
these and other teaturesww •• 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 tor an avoiaable . . 
resource is bound to be a compromise: a site that is suitable tor 
environmental reasons mayor may not have system stability 
advantages., and the site (no matter how aavantageous) will 
certainly not enable PG&E to meet system stability requirements at 
other areas tn its service territory. (ct. D.86-07-004, p. 60, 

15 PG&E also notes, *(A) dispatchable QF could be relied (upon) 
tor spinning and r.egulatinq reserve, area power factor correction, 
attenuation of local disturbances, local voltage support, ensuring 
system security, and more efficient area load, regulation, just as 
PGGcE relies upon its own dispatchable resources for such purposes." 
(Amended Application, Part 0-, pp_ 109-10.) . We aqree. Furtherlllore, 
some ot these beneti ts might be provided. even by QFs that are not 
tully dispatchable. 

16 We also disagree with PG&E's suggestion that *must-run" QFs 
deferring intermediate resources (which are the only dispatehable 
resources deterrable under tinal Standard otter 4) are overpaia. 
1'ime-CI.ifterentiated . enerqy price$ and the treatment ot en~r9'Y­
related capital costs in that offer ensure that such QFs,. if they 
operate when the avoiaable resource would not, are paid no more 
than avoided cost during those hours. see also our discussion ot 
load-tollowing features in Section IV.B- below • 
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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 iqnores the fact that the avoidable 
resource may not be a plant but rather a purchase of energy and 
capacity trom a non-QF seller. In that case, the load-tollowin9 
and other features of the purchase are generally a part of the 
negotiatiOns between the purchasing utility and the non-QF seller. 
Moreover, the purchasing utility generally claims substantial value 
tor these features in reasonableness reviews and other proceedings. 
We understand the importance ot these teatures in ott-system 

-transactions and desire only that QFs be permitted to com.pete on an 
even tooting'. In our view, that goal requires analysis ot 
disagqregated resource needs, especially those system requirements 
that might not be met by any single avoidable plant but could be 

met by- purchases trom some combination ot QF or non-QF sources. 
B- Edison's Report OD EeJ;tomnru;e Features 

Edison's. comments on performance features are -contained 
in Chapter IV ot Exhibit 421, Chapter IV ot Exhibit 424, and 
Chapter V of its concurrent briet. Edison has priced tour of the 
seven performance features. identified in 0.86-07-004 (emergency 
availability, coordination of maintenance, reactive power support, 
and full dispatchability). Like PG&E, Edison believes that system. 
stability features. are properly refiected in capacity payments. 
Edison would pay for full dispatchability through an adder to the 
QF's ~ase energy price.' 

17 As PG&E notes, many types of system stability requirements 
tend to be local in nature. The })est-planned· power plant would not 
m.eet such requirements if they affect an area remote from the 
plant; the utility would have to satisfy them through other means, 
a=monq which QFs might be a cost-eftective alternative. . 
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Edison apparently believes that the term "adder" is a 
misnomer for what should qenerally be a decrement to QF payments, 
at least as they are currently calculated. For exaJllple, under 
final Standard Offer 4, if'the OF does not aqree to supply all the 
performance features of the avoid~le resource, "the OF should only 
~ paid tor the performance features'it aqrees to supply and 
actually does supply~ otherwise, the ratepayer pays for a ser.rice 
that is not provided." (Exhibit 42l., p'. IV-3.) As for existing 
QFs, Edison says that "implementation [ef adders) is not feasible 
at this time. The majority ef 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 OFs with existinq contracts to seek adders 

. would result in compensatinq them twice for the ~e performance 
feature." (I9a., p. IV-8.) 

Edison cautions that it had to make many'assumptions in 

order to. develop the values shown in its preltminary assessments of 
adders. "As experience is gained, these assessments and 
derivations will need to. be update~ t~ capture other effects not 
presently quantifiable ••• or other methods tor 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 on how the (aveidable resource) 
.was to be operated than how it ~as constructed." (ExhH>it '42l., 
p. IV-4.) 

We find Edison's eomments helpful in some respects, and 
Edison has been more'forthcominq than PG&E in tryinq to determine 
values for at least some of the adders. However, Edison exhibits 
the same tunnel vision as PG&E in thinking about avoidable 
resources, and we are sceptical about Edison's proposed valuation 
methods. 

We accept, in principle, the proposition that capacity or 
enerqy payments to a final S,tandard Otfer 4 OF 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 seems to think that the effect 
of considering performance features would generally be to lower QF 
payments. We think that remains to be seen. 1S However, as 
Independent Energy Producers Association (IEP) notes, QFs' system 
stability features woul~ very likely be adders whenever out-of­
service-area resources are the "avOoidable resources. (See 
Exhibit 432, pp. 2S-29.)19 When the avoidable 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 may make a greater or lesser . , 

contribution to system stability, depending on their technology, 
location, .and willingness tOo ~e appropriate commitments. 

We reject Edison's assertion that adders are 'not 
teasi))le .... for existing QFs. Edison mixes up short-run and lonq-run 
methodologies and misconstrues the role of the combustion turbine 
in cal~lating capacity' payments to th,ese QFs. Final standard 
Offer 4 is the only plant-based offer. ~he combustion turbine is 
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 e~feetively 
reduce QF payments overall, we find it surprising that their 
response to- our request that they quantify and evaluate these 
features is so tepid. . 
~9 w:Many emergencies in fact are caused by transmission line 

failures,. such as loss of the Northwest Intertie on December 2'2,. 
1982 and Fel:>ruary 2'9,. 1984, and. out-of-sexviee-area :resources may 
well be unavailable as a result of' such l1ne failures. In 
add.ition, out-of-service-area resources cannot, support voltage ..... 
(Prepared Testimony of IEP witness Marcus,. EXhibit 432,. pp. 2S-2~, 
citations omitted.) 
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cOmDustion tur~ines in the utilities' resource mix. We therefore 
do not reduce capacity payments to· QFs for failure to match the 
system stability teatures of a combustion tur~ine. (We do., 
however, 'reduce prices to QFs that receive variable capacity 
payments to reflect the purchasing utility'S current need for ~ 

capacity.) 20 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 
o~ligated 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 uDAyailAbility 
of QF capacity on its system. Positing such a relationship. seems a 
reasonable way to. begin the Anal~sis. However, Edison values this 
feature in dollars per kilowatt of increased spinning reserve costs 
rather than dollars per kilowatt of OF capacity projected to be 

unavailable. This. is inaccurate since, even if Edison were 
aetually to increase its spinning reserve's per the model (Edison 
says that it in tact does ll2:t. do this, see Exhibit 424, p. IV-l), 
it would do so on less than a kilowatt-tor-kilowatt Dasis. Edison 
thus siqnifiea.ntly overstates the value of QF emergency 
availability under its own formula. (See also section IV.D below.) 

Ectison also. evaluates an adder for voltage support. 
SDG&E calculates a sfmilar dollars per kilowatt value for this 
adder, which would apply to support provided beyond the minimu:m 

20 'rhus, Edison's and PG&E's current capacity payments to ./ 
variably pricedQFs are deeply discounted from the tull annualized 
fixed costs of a combustion turbine, to reflect the relative 
aDundance of capacity on their systems.. Such d.iscountin~ would not. 
happen under a plant-based otter: the utility cannot bu~ld 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 (roughly $1 per 
kilowatt-year) seems reasonably derived from the cost of proxy 
capacitors. We also agree ~ith Edison and SOG&E that the adder 

should ~ made available only in specified areas of need on the 
system, since reactive power cannot ~ transmitted over long 
distances. IEP prefers SOG&E's approach, which uses distribution 
capacitors, :because (according to IEP) m.ost QFs are located at the 
distribution level. ':this can be discussed further in workshops, 
~ut we are satisfied that the parties have established a good basis 
'for implementing this adder. 

T.nere has been a lot of work on load-following features 
since Edison prepared its report. The key to our preferred 
approach (wh:ich we think is followed in the curtailment provision 
developed tor final Standard Offer 4) is that any kind of load­
following is ~asically a device tor 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-eost periods. Tbe load~following'adder should therefore 
be calculated as the differential ~etween the QF's potentially 
operating at ranclom over all hours of the year and whatever, 
limitation to higher cost hours is imposed by the pertor:mance 
feature to which the QF commits. (See D.&7-08-047, m.imeo. 
pp. 7-8.) We agree with IEP that, wherever the QF would. otherwise 
be paid on an average cost or ttme-ditterentiatedbasis, the QF's 
commitment t~ follow load justifies an increase in its energy 
payments. 

The approac~ that Edison takes in i~s preliminary 
assessment of load-following features is quite different, and we 
doUl:lt that Edison (one of the ehief architects of the curtailment 
provision) would adhere fully to its former proposal at this time. 
Edison zakes a good observation that full dispatchability may be 

analyzed as a composite of various other adders such as 

- ~l -



• 

• 

• 

A.S2-04-44 et al. ALJ/SK/fs w 

pre scheduled 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 v~luing full dispatchability on the basis of efficiency 
savings realized by the purchasing utility. The efficiency savings 
result trom the reduced cycling of the utility's own plants that is 
made possible by QFs' commitlnents to tollow load. Such savings 
might 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 dispatehability. 
C.. SDGiE's REmox:.t on Performance Features 

SDG&E's comments on performance features are contained in 
~it 429, pages 28-33, and. Appendix A ot that exhibit. SDG&E 
tavors valuing performance features,. using historical data wherever 
possibl~, 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 tor, some of the performance features beyond "'base'" 
service.. Nonetheless, the "'baseW service concept is a useful way 
to structure this analysis. SDG&E also discusses the compatibility 
of different types of pertormance features and provides a ~trix 
of Adders Interaction'" that neatly defines the possible 
combinationS of adders that a QF could select. 

As we noted earlier, SOG&E's valuation of the voltage 
support feature is definitive. SOG&E would only make the adder 
available on a ease-by-ease basis, arguing that Wan assess:nent o'! 
need tor var support near the QF s:i.te must be made by (S:oG&EJ 
personnel.'" (Exhibit 429, p. A-a..) We recognize that the need tor 
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 operat~ . 
or planner of its potential eligibility for the adder~21 ~ 

SOG&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 pre scheduled dispatch), SDG&E calculates an adder of 4.~% for 
1000 hours of allowable curtai~ent, 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%. 

SOG&E derives these percentage adders by comparing its 
hourly marginal energy costs (usinq 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 t~ further develo~ these concepts. 
D. ConclusioD!t 

1 •. Specific Pertormance leAjjuresj system. stakili1;,y 

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

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

21 We do not now have a multi-attribute pidding system for final 
Standard Offer 4, but· adders (if the QF developer has sufficient ' 
information about their availability and price) can serve a similar 
function. For example, a QF developer that knows that its plant , 
could. quali:fY' :for certain adders could. take this. int~ consideration 
both in its pl=.t design and in ealculatin<1 its bid for the seconcl 
price auction. This is a II'win-winw situatl.on: the QF optimizes 
its economl:cs while increasin9' its value to- the purchasing utility • 

- 33 -

/-



• 

• 

• 

11..82-04-44 et a1. ~/SK/fs * 

appears reasonable. Analytical work on this feature now needs to 
concentrate on OF 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 thi~ teature trom 
QFs and thus claim that it should be priced at zero. On 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 IE~witness 
Marcus) OFs interconnected at below 220 kilovolts are cut-.off. 
automatically during system disturbances. (See Exhibit 432, 
1>.. 21.) Edison calculates that typical OF power deliveries, and 
roughly hal! of the total megawatts provided by OFS, come from 
stations subject to such disconnection. (Exhibit 421, p .. :rv-6.) 
OXhe ironic result is that PGScE complains of QFs that (according to 
PG&E) 'trip ott-line during trequency deviations less severe than 

would cause damage to the QF's generator, while QFs complain that 
Edison trips them ott-line (and would reduce their capaeity 
pa;tTllents on account of this utility-ilnposed unavailability) even 
during trequency deviations when they could remain on-line .. 

We have rejected Edison's valuation of emergency 
availability. Thus, there is no basis tor Edison to use that value 
either to increase or decrease paYlllents. to QFs.. However, we agree 
in principle with PG&E that, it ~elay settings are established to 
automatically disconnect the QF where trequency 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 OF that defers or avoids. an in-area power plant, this 
logic would dictate a redyption in capacity payments unless that OF 
commits to reliance on the relays or direct authorization trom the 
purchasing utility before separating from the system. Neither PC&E 
nor SOG&E has calculated an appropriate level for such a reduction .. 
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In D.88-03-079, p. 45, we said that Nappropriate OF 
response to emergencies is vital if utilities are to rely on large 
amounts of QF power. w 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 OFS. 

2. f!pecitic brtormaMe Features; Ipad lollowing 
For reasons that. we explained in Section IV.~ above, 

load-followin~ features must qenerallybe treated as adders to the 
energy payments to QFs providing such features. SDG&E's report, 
and the work done on weconomic curtail~ent· 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 Standard Offer 4. 

(See Section VIII below.) We hope that procedure would also be 
adaptable for purposes of reinstated Standard Ofter 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. GeDe::ral Observations OD Pert'O:r:manC8 Features 
and Disaqqxc::gated Resource ~s 

Our original interest in this topic was prompted by two 
concerns. 

First,. the utilities have said that the larqer than 

anticipated response to the standard offers has created or will 
create operational problems. becauseexistin~ QFs are subject to few 
performance requirements and are not dispatched downward by the 
purchasin~ utility. From the utility reports,. we had hoped to get 
more knowledge of the types and severity of these alleged problelllS. 

Second, the wadders· concept seemed adaptable to both new 
and existinq QFs. This was attractive because it (1) involved 
existinq QFs in the solution of problems attributed to their 
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development, ana (2) suggested cost-effective forms of relief for 
QFs that were looking for ways to boost their revenue streams.22 

Our experience in the compliance phase of this proceeding 
has heightened and broadened our interest in the ~unbundling~ of 
resource needs. This is because the resource plans have 
underscored two additional concerns. 

First, over the long term, we are looking tor ways to 
~ring into the QF procurement process other factors ~siaes basic 
capacity and ener9Y. Whether this e.nhancelnent of the process takes 
the form of multi-attribute bidding, RFP-type solicitation (see 
D.86-07-004, p. 21), or adders/subtractor'S to a" contract, base 
price, we woulcl neecl to establish in c.dvance c.t lec.st the relative 
worth of each factor.. Performance features seem to be the loqical 
place to begin this analysis, both. because of the utility 
operational concerns mentioned above and because there seem to be 
objective bases for pricing these teatures .. 23 

seconcl, the record to- date suggests that the avoidable 
.' ~esource is c.pt to be a purchase from non-QF sources, and that 

• 

22 Some QFs predate the standarc1 ofters. These ~pioneers~ often 
receive little or no capacity payment and an enerqy payment based 
on short-run avoided energy costs. When o.il and gas prices dropped 
sharply, so did the energy payments. (see D.87-0J:-049.) Load­
following and other adders are especially suitable in these 
circumstances since they provide higher payments ~ased on increased 
value of the QF'sdeliveries to. the purchasing utility. This is 
fair to QFs' and fai~ to. ratepayers. 

23 For example, we c.lready tilne-4ifferentiate electric utility 
costs and rates for various purposes; such tilne-differentiation has 
obvious relevance t~ the load-follOwing features. Some factors 
that do not directly relate to performance might also:be considered 
in QF procurement~ These factors (e .. 9'~r fuel diversity, impact on 
california economy and environment) are generally more sUbjective 
and/or remote from "traditional~ (i .. e-f' l:>efore passage of CEQA and 
the Warren-Alquist Act) resource planning: hence, our decision to" 
start with performance features • 

- 36 -



• 

• 

•• 

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

performance features would figure i~portantly in such purchases. 24 

Accor~ing to SDG&E, current power purchase negotiations between 
utility systems usually involve a wbase packageN of assets and 
services: the process of negotiating takes the form of 
wrepackagingK to· explore ways to add value or reduce costs. We 
certainly have no, ~esire to replace such purchases with purchases 
~rom QFs unless QFs provide equivalent value. On the other hand, 
we will not ~e 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 wunbundlingKof resource needs 
is the loqical culmination of a resource plan-~ased QF procurement 
methodoloqy. Only SOG&E seems (trom this record) to have grasped 
this point, or to have expended the analyticale~fort 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 Keconomie ~ilmentW option for final Standard'O~fer 4 and 
many individually negQtiated curtailment or dispatchability' 
:reatures. 

24 SOG&E witness Niqqli asserts that Wa utility, can obtain 
services ~rom. a power purchase contract with a utility that a QF 
resource frequently is unable to provide. W Ni9'91i mentions the 
following wservices:w energy storage arrangements: energy banking 
arrangements; capacity and· energy ~rom multiple units at a plant; 
back-up service from the utility system·; div.ersity exchange 
arrangements (hourly, daily, seasonally); marketing services: 
transmission access. (Exhibit 214, p. 10.) We think that the 
ability o~ QFs t~ provide such services is largely untested. QFs 
come in many sizes and technologies,. so there should. be at least a 
potential tor QFs to meet or beat performance adders offered ~y 
non-QF competition. We encourage both utilities and QF d.evelopers 
to explore contractual arrangem.ents 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 system 
stability (except for black-start capability) and load-following 
features that were in the original reports; the utilities may als~ 
propose additional features. The utilities should indicate the 
performance features that have been incorporated t~ 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. 

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 

• various di~tricts withi~ the ptn:ehasinq utility'S service area; and 
load-following adders calculated for a range of load-following 
options u~ 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 
otter could include premiums tor various attributes deemed 
desirable by the planner. Such. attr~utes would include, but are 
not limited to, various types ot 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 
c::riteria. 

• 

v. The FUture of stAndard otter 2' 

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

Revised updatinq and capacity value adjustment procedures 
are now in place. (see 0.87-11-024 and 0.88-03-026.) Block 
pricing, an overall megawatt limit, and a time limit on 
availability are additional features that we approved tor Standard 
Offer 2. These developments made it possible to reinstate standard 
Offer 2, up to a lnaXimum of 100 megawatts. in two' blocJcs of 50 

megawatts each, for SDG&E. (See 0.88-03-079.) 

However, we decided not to reinstate standard Offer 2 for 
PG&E or Edison. (see 0.87-11-024.) These utilities, unlike SDG&E, 
showed very little need ~or new generation capacity over the next 
five years. 25, this causes concern because the levelized capacity V 
payments in Standard Offer 2 would mute th~ price signal that the 
capacity value adjustment and block pricing was supposed to give to 
potential QFs. 'rhus, the outs:tanding issues tor Standard Offer 2 . , 
are (1) under what circumstances shoUld. it be mad.e available', and 
(2) what megawatt limits should apply when it is available. 

Standard Offer 2 uses short-run energy and capacity 
prices (usinq the annualized fixed costs of a combustion turbine as 
a proxy for the short-run marginal cost 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 Z has qreater price certainty than the other offers based on 
short-run methodology, where the capacity price is' subj ect to 
4Mual adjustment.. Also, Standard. Offer 2 is the only one of our 
current offers to have any'degree of front~loadin9 in the payment 

25 Standard Offer 2 currently requires the newQF to come on-line ~ 
within five years after contract execution. 
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• / 
stream.26 Finally, Standard Offer 2, unlike the other short-run 
offers, requires the QF to be available during periods of peak 
demand on the purchasing utility's system and recoqnizes the ~ 
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,. SOG&E has noted the importance of the QF's commitment 
under Standard Offer 2' to :meet peak demand~ during its suspension, 
the only short-run offer available to a QF over 100 kilowatts 
capacity is Standard Offer 1, which entails no such c:onrmitment. 
Moreover, we are convinced that need generally should D2t be an 
issue with standard Offer 2 since, like the other short-run offers 
(and sUbjeet to our concern regarding levelization), payments t~ 
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,. SOG&E,. and Edison after each biennial update proceeding. The 
block sizes would be 50 megawatts for SOG&E and 150 megawatts for 
PG&E and Edison. 'rhe nWDber of blocks to be made available for 

• 

26 Interim Standard Offer 4 also has front-loaded payment 
options. However,. final, Standard Offer 4 supplants the earlier 
version as our long-run offer and only provides 'ramped' (i.e., 
inflation-adjusted) payment streams.· ' 

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 t~meet any performance 
req\lirement for such periocis,. 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 2'Otallowance for forced outages in any month) 
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 ot capacity to be made available, since there 
are two years between updates. 

~o meet our concern about levelization, we would add to 
Standard Offer 2 a new requirement that the OF come on-line no 
sooner than the first year in the eight-year -windowA' that the 
purchasing utility's ERI is projected to' equal or exceed a stated ~ 

threshold. 28 (~he higher the ERI,. the' greater is .the relative V 
value to the utility ot additional capacity.) We propose to set 
this threshold initially at 0.8. It the ERI does not reach the I 
threshold during the -window,- no new' Standard Otfer 2 contracts ' 
would. be mad.e available at that update. A. standard Offer 2 OF that ' 
comes on-line betore the ERI threshold is projected to be reached 
would receive forecast unlevelized capacity payments during that 

• 
interval. (':his is the same way that we treat final Standard ~fer ' 
4 OFs coming' on-line before the projected on-line date of the 
avoidable resource.) 

• 

28 ':he projection would be made in the biennial update proceeding 
~d would be based on the resource plan used for purposes of final 
Standard Offer 4. Tone Standard Ofter 2 contract would have a 
specific date when the OF could begin to receivelevelized capacity 
paYlllents. This date would be redetermined at each update 
proceeding for new standard Otter 2 contracts, but existing 
contracts would not be affected. Both the standard Offer 2 
capacity price table and the nUlllber of blocks of Standarcl Offer 2 
contracts to be made available would be determined assuming full 
subseription of whatever number of final ,Standard Offer 4 megawatts 
is authorized in that biennial update proceeding. In other words, 
any identified avoiclable resource would be deemed avoicled or 
deferred by final Standard Offer 4 QFs when we establish the 
pricing and availability ot Standard Offer 2 • 

- 41 -



• 

• 

• 

A.S2-04-44 et al. ALJ/SK/ts * 

The threshold would modify the eurrent requirement in 
standard Otfer 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 
(dependinq on when the threshold is reached rather than the 
projected on-line date of an avoidable resource). This feature, 
together with capacity price levelization, would make Standard 

'Offer 2 particularly attractive to QFs using new or capital­
intensive technologies that typically require some de9%ee ot tront-· 
loading in order to.be financed and that often need more than five / 
years to come on-line.29 

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 
Ofter 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 ALJ 

Ruling. 

29 Given these adjustments to, reinstated Standard Offer 2, we 
hope to see fewer requests for approval of nonstandard contracts. 
We als~ regard Standard Offer 2 as setting· the limit for front­
loading payments t~ QFs, while tinal 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 supportinq such an agreement will 
bear a heavy burden in demonstrating that it is tair to ratepayers 
and consistent with avoided cost principles. 
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Vl:.. Vnitox;m staxNard. Offer Contras;:t Language 

Our basic policy governing the form and terminology 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 
0.83-09-054, ordering paraqraph 5-; 0 .. 83-10-093, ordering 
paraqraph 20. This ensures evenhanded treatment of QFs and 
promotes a common understanding of the standard offer provisions .. 

Final Standard Offer 4 already tully 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 delayecl,. 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 lanquage, partiCUlarly in light of the products ot 
the final Standard Offer 4 drafting effort_ 'l'hat effort,. ,which we 
~nmmarize in 0 .. 88-03-079, resulted in clarifications and 
ilDaginative solutions in a number of problem. areas. These 
clarifications and solutions should be incorporated in the short-· 
run offers, on a prospective basis for new QFs signing those 
otfers,. wherever appropriate. However,. we agree with PG&E that the 
consideration of uniform lanquage for Standard Offer 2 should await 
action on our l>roPO~l in section v a»ove. 

We intend to review the uniform, language before the next 
biennial resource plan update. AlSo., we need to- review the 
parties' recommended specifiC lanquage~plementing the new 
cu.rtailment provision (see 0.s.s.-03-079',. pp. 40-4l.); these 
recommendations were filed on June 27, l.98'8. Ideally,. we can 
eOlnplete both tasks in a single decision in the fall .. 
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with this timetable in mind, we direct the utilities to 
examine the existing unitorm language proposals tor the short-run 
standard offers (other than Standard Ofter 2) and tile revised I 
proposals on Noveml:ler 16, 1988, for commission approval. We 
encourage continuation ot the consultative process that reached 
general agreement on contract drafting issues for final Standard 
Otfer 4. 

vxx. DiSJ)Ositi2D 2: Pending Mitions and Motions 

We have postponed consideration of' several petitions and­
motions because of the priority given to- the replacement of interim 
Standard Offer 4 with a long-run standard otfer 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. Request tor Bs;orin<Lon Line -Loss XSSUS;S 

Part of the calculation of avoided cost is the variation 
in transmission line losses caused by QFs. ~n other words,. does OF . 
development save money (in the' form of reduced line~losses) for the­
utility that purchases the OF output, or does OF develop~ent cost 
money (in the ~or:m 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 OF or 
from a non-QF seller... (see 0.84-03-092, mimeo. Pl>. 38:-39.) 

Many issues would have t~be resolved to- answer these 
questions- precisely.' We would have to consider,. tor exa:mple, QFs' 
proXimity to the utility's load centers and the char.aeteristics of 
the utility'S transmission system. We would also have to decide 
whether to predieate the answers on analysis of the aggregate 
impact of QFs, or whether a project-specific line-loss methodology 
is necessary or desirable • 
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We addressed line losses in several of the early standard 
otfer decisions. We ordered the utility applicants to include in 
their offers the costs or savings from line losses tor QFs in the 
aggregate. (D.82-01-103, 8 CPeC 2d 20, ordering paragraphs 6.d and 
8.e.) However, we created an exception tor remote QF projects one 
megawatt or larger: losses from such QFs were to be ex~ed 
individually. (1£., 8 CPOC 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 t~ 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, lO CPUC 2d S5~, 625.) We also- determined 
that adjus'bnents for remote QFs were no:t then practicable,. and we 
suspended that exception pending utility study of how to identify 
such QFs and to reflect a different enerCJY loss rate. (lsi.) 

However, we rejected a PG&E suggestion that individual line losses 
be established, instead affirming our prior decision to analyze QF 
l~e losses in the aggregate. (~.) 

Following 0.82-12-120, PG&E revised its previous ~ine 
loss study, reviewed the new stuc1y with an advisor;r 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 
Hearinq* before taking action on PG&E's proposals was filed jointly 
l:)y tn.trasystems :Incorporated and occidental Geotherlnal, Inc. 
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~ (~rasystems/OGI).30 SOG&E and Ed1son have also tiled line loss ~ 

• 

• 

studies; to date, no hearinqs have ~een held on any of the studies, / 
which are now at least four years old.3l V 

With work in this proceeding near completion, and our 
investigation of the impacts of out-ot-state and out-ot-service­
area QFs (I. 85-l1-00S") about to resume, the latter proceeding 
seemed to" be the logical forum for examining line loss issues. 
This was suggested by 'AL3 WU's Ruling of January 7, 1988.. However, 
at a prehearing conference on February ll, 19S5, in that 
proceeding, most parties did not support expanding the scope of the 
investigation to include these issues. Thus, our order 
restructuring 1.85-1l-008 made n~ provision tor addressing line 
losses. (See D.88-04-070.) 

We see little benefit at this ttme to- refining the 
treatment ot line losse$ in our established methodology tor pricing 
energy trom existing QFs, or even future QFs under 'the short-run 

. 
30 santa Fe Geothe:rlllal, Inc., an active participant in the final 

Standard otter 4 compliance phase~ is successor to OGI. 

3-1 However, in 0.84-03-092, we did modify 0.82-l2-l20 in response 
to a petition ~y SOG&E. As the latter decision was modified, the 
adopted energy line loss adjustment tactor ot 1.0 is to be applied 
only by PG&E: tor SDG&E and Edison, we set the transmission ancl 
prilnaJ:y distribution loss adjustment for energy eq\1al to the. 
respective. utility's marginal line loss factor. We also concluded 
that, for SDC&E and Edison, no additional line loss savings would 
accrue from. QFs at the secondary c1istri})ution level.-

We also addressed the subject -of a line loss adjustment for 
capacitx in 0.84-03-092. 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 tor capacity, and we also directed 
PG&E to determine such adjustments remote QFs on an indivic1ual 
basis. SDG&E and Edison (and PG&E for its non-remote QFs) were to 
continue to calculate capacity line loss adjusaents for QFs on an 
agqregatec1 basis • 
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stand~rd offers. Not only ~re the stu~ies ol~ an~ likely to nee~ 
revision, ~ut also the issues involved in making line loss 
adjustments ~or such QFs are complex, and there is no assurance 
that atter wrestling with these issues, we would emerge with 
significantly improved price signals to QFs. We therefore will not 
proceed to hearinq on whether to adjust our present approach to QF 

line loss impacts in existin~ short-run standard otters. 
We reach a different conelusion for the resouree plan-

based offer, final ~~dard Offer 4. First, l~e loss analysis 
seems substantially more practicable when QFs' impact is ju~ged 
against a speeifie avoidable resource instead of the entire utility / 
systell!..32 second, and lnore ilnportant, line losses "J1J1J.y be V 
siqnificant when cons~dering the utility'S wdisagqregated reso~ce 
need. W (see D.87-11-024, mimeo. pp. 29-31.) Consider two 
examples. Tone utility'S choice of site for the avoidable res?urce 
may depend in part on the confiquration ot,the utility's load 
centers .and existing system; this suggests that QFs avoiclillg that 

resource lnay be siqnificantly less well situated in terms ot their 
line loss impact. Ho~ever, where the 'aVo~dable resouree is'an out­
of-state purchase, we are reluctant to assu:me a priori that QFs 
(particularly those in-state and in the purchasing utility's 
service area) would have line. losses equivalent to the out--o~-state 
purchase, which would ~e the effect of applying a loss factor of 
1.0. In both examples, there is a good chance that a given fi:l.al 
Standard Offer 4 QF should have a loss factor hiqher or lower than 
1.0. 

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

32 Furthermore, within the con.tines o.t tinal Standard otter 4, it /. 
may be both feasible and desirable to judge ~ QF's ilnpaet, 
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. ~he 

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. 

If we are ~le to develop a line loss adjustment methocl 
for final Standard Offer 4, we may then investigate extending or 
adaptinq the method, on a prospective basis, to encompass new QFs 
that choose 'a short-run standard otfer.33 

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 hearinq should be dismissed as moot. 
B. Petition for Mocli:fication Reqardinq Duration of As­

AVAilable contracts (Standard otters 1 and, 3) 

. SOG&E has asked that we provide tor (:J.) a fixed term in 
as-avai;able standard offer contracts (as we do for firm capacity 
contracts), and (2) a contractual obliqation that· the QF develop· 

33 ~e comments of SDG&E and Edison on the 'AI:1's Proposed 
Decision urge that we apply possible future revisions of line loss 
adjustment factors to existing as well 'as. new QFs. In D.84-03-09Z, I 

maeo. 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 tour years have passed since then, and 
several more years will pass ~tore new stUdies (encompassin~ all 
of the otfers) have been prepared and hearinqs held.. The exl.stinq 
utility line loss. studies are both old and untested, and none of 
the utilities bas asked for hearinqs 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 tinal standard Offer 4. We affirm the priorities 
proposed ~y 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 
tacility or the facility cannot be operated ,at the level 
contemplated in the agreement, SDG&E urges that Nallocated 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.$5-01-038 (Jan. 16, 1985), was 
developed after SDG&E filed its petition (Nov~ 16, 1984) and 
responds in part to the kinds of problems that SDG&E identifies. 
Also, final Standard· Offer 4 contains an al>andoxunent provision that 

would apply to as-available QFs under that ofter 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 
Offers 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's concerns appear either already 
resolved or resolvable through fine~tuningof the short-run offers 
that is already under way. (see section VI wove .. ) Therefore, we 
deny SDG&E's petition without prejudice. 
c. Request for Approval of Off-peak Energy Adjus1:llent 

factor tor XnterilJl standard otter 4 CPGiE) 

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 o~~er. (see D.8'3-09-054, mimeo. pp. 36-38 .. ) 

Speci:fically, C'W:tailment Option :a. allows PG&E to- offer 
an adjusted energy price tor various reasons (not limited to 
negative avoided cost and hydro spill conditions, as is the case 
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with CUrtail~ent Option A). CUrtail~ent Option ~ gives PG&E 
increased. operational flexibility and the possibility ot reduced 
energy payments for up to 1000 hours, while QFs choosing this 

'option get an energy price *adder* for certain periods during which 
the adjusted price cannot be offered. The percentage of this ad.der 
is contractually established for that part of the QF's payments· 
based on enerqy prices set forth in the contract: however, part of 
the enerqy 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 priees is DQt specified.34 PG&E 
seeks Commission approval ot an adder to apply to these latter 
prices. 

PG&E suggests a solution. PG&E's interim standard 
Offer 4 does specify some of the adders needed to implement 
curtailment Option B. These apply to the forecasted prices ano. 
levelizeo. prices (Energy Payment options 1 and 2, respectively) 
specified in the contra~. The contractually'established adders 
are 7.7% for Seasonal Period A (May 1 thro'll9h SeptelDber 30) and. 
9.6% for Seasonal Period B (Oeto~r 1 through April 30). PG&E~s 

solution is to- also apply these adders to curtailment Option ~ 
energy prices tor any portion of ~e QF~s energy payments' baseo. 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 Energoy 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-calle<i "fixed 
price period" of its contract. Atter that period is over, for the 
balance of the contract term, all energy paYlllents are based on 
current avoided costs.. 'Onder Energy PaYlllent Option 3, all energy 
payments throu9hout the contract term use current publisheo. energy 
prices with possible year-eno. adjustments t~ reflect the floor and 
ceiling price bano.s chosen by the QF. 
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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 con~erning this aspect of 
PG&E's interim Standard Offer 4 is not detailed; as with the rest 
of that offer, the contractually established aclders 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
enerqy payments based on forecasted or levelized prices but not to 
those payments using current published ener9Y prices. PG&E's 
solution also provides both utility and OF with the price certainty' 
that is one of the primary goals of the fixed price period in 
interim Standard Offer 4. Therefore, we adopt this solution, at 
least for the duration of fixed price periocls (under Energy Payment 
option 1 or 2) specified in interim Standard Otter 4 contracts. 

Nevertheless, we will consider another possrbility tor 
Enerqy Payment Option 3 and tor Ener9Y Payment Options 1 and 2 ~t 

the expiration of the .fixed price period. Since August J.985, when 
PG&E tiled its proposed 'solution, we have ga:ined much experience in 
devising curtailment provisions for standard otfer contracts.. In. 
particular, final Standard Offer 4 has a-curtailment approach that 
in some ways is a refinement on PG&E's curtailment Option s, and 
the parties are also reworking this approach for reinstated 
standard Otter 2. These newer curtailment provisions are designed 
to give the utility enhanced tlexibility without disadvantage to 
the OF; moreover, they will provide for updated adders, which 
should be preferable'to simply continuing the use of the adders 
calculated :by PG&E in 1983 for the duration of its interim standard 
otfer 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 variousenerqy 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. 

vrxx. CUrtailment Provision tor Final standard otter i 

On June 27, Edison, on behalf of the utility/QF/ORA 
working qroup, :filed the qroup's joint proposal for ilnplementation 
of the -economic curtailment- option that we approved in principle 
in 0.88-03-079. 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. . 

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 has to ~rack 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 0.86-07-004, we said that the utility should establish 
reasonable specifications to govern QF eligibility for performance 
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features. The specifications could include minimum size / 
qualifications for the QF. (1£., p. 74.)35 How small is too ~ 
small probably depends on each utility's system. We note that for 
SOC&E, telemetering is required of QF projects of two megawatts or 
greater. This may be an appropriate threshold for the ~economic ~ 
curtailmentW option. 36 

concerning the second point, SDC&E's allegation that the 
utility must determine exactly the lowest cost 1,.500 hours on its 
system just to A'break even,~ our understanding of the ~econom.ic 
eurtailment~ option is completely different. If the QF continues 
to generate during the hours subject to the option, it gets paid 
Wactual incremental costW or the forecast short-run avoided cost 
for those hours, whichever is~. If the utility's access to-
cheap energy is. greater than the forecast, the QF's ener9Y is 
priced at the cheaper alternative~ if there is ~ cheap energy 
around than was :forecast, the QF's energy is priced on the :forecast 
basis even though the utility's available alternative energy is ' 4It _more'expensive.37 This et~ectively shifts. m~ risk of fore~t / 

• 

3$ If SDG&E was eonee~ed about larqe n~ers of tiny QFs Signing 
up for this option, SDG&E could have brou~htup this concern ~ the 
working group. The same observation appll.es to SOG&E's problems 
with the term Wactual incremental costW as used in the option. 

36 The threshold woul~ screen out QFs whose enrollment in the 
option would do, little to enhance the utility'S tlexibility. For 
example, SOG&E asserts. that the nu:m.erical maj or! tjr of· OFs on its 
system. are less than a me9'awatt, but IEP" has calculated that over 
85% of SDG&E's QF capacity is concentrated among the larger QFS 
that are subject to the telemeter1nqrequirement. (See 
D.8-7-05-060,. p .. 50.) 'rhus, the ad:ministrative burden can easily be 
minimized while capturinq most of the option's benefits. 
Al ternati vely, the option could be made available to QFs smaller \ 
than two- meqawatts that aqree to- pay for telemetering. 

37 Moreover, the utility can still require the OF to actually V 
curtail its output during Wneqative avoided costW 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 ~y time up to 
four hours in advance of a scheduled curtailment hour. 

We have allowed SPG&E the opportunity to develop, a 
simpler curtailment approach. 3S We also welcome the offer of the 
rest of the working group to assist in that effort. Our decision 
is prompted chiefly by a~inistrability concerns. We had hoped 
that the *economic curtailment* option would be readily adaptable 
for use with the other standard. offers., in particular, SOG&E's . 
reinstated St~dard Offer 2. If this hope is to be realized, the 
utility needs to be able to implement the option ~ite readily. 
our allowing this. opportunity to· SDG&E is not to. be eonstrued as 
agreement in any respect with SDG&E's objections to the weconomic 
curtailment* opt~on 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"2l, 19S8-. 

38- SDG&E filed its separate views on the working qrou~'s \ 
eurtailJnent provision at the same tilDe as the grouP'S" filing. On ' 
August 2, SOG&E filed an al te:rnati ve economic curtailment proposal., :!,' 

and some of the parties have filed initial comments on that 
proposal .. 
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DC. Res.ponse to Comments on A!J's Proposed J)eeision 

Pursuant to Public Utilities Code Section 311 and to our 
qoverning Rules of Practiee and Procedure (california Code of 
Regulations, Title 20, Rules 77 to· 77.S), the Proposed Decision of 
ALJ Kotz was issued before today's decision. seven parties (EPA, 
CEC, ORA, 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 additional time, updated our discussion of BPA and of SDG&E's 
alternative weconomic curtailmentW option, and clarifieQ our . 
proposal for requlatinq the availability of Standard Offer 2. 

Various parties have eommented on developments affectinq 
EPA 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 subj eOt to official 
notice, since the parties have had little opportunity to debate. 
their si9nificance. We pr~fer to leave suCh analysis for the 
biennial update proceeding to· follow ER-7. 
nmaiMs of Fact 

~_ strategic considerations play a part in electrie utility 
resource planning. The utility must provide for uncertainty 
underlying its planning assumptions in order to ereate a long-run 
least-cost resource plan. 'A:rJ.y acceptable procurement strategy l!I.ust 
be non-discriminatory, i.e., it l!I.ust apply to the utility~s own 
projects and purchases from non-QF sources as well as to QFs. 

2. A resource plan should maJce explieit its strateqic 
elements, reveal the planner's risk preferences, and indicate ho~ 
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 sel!-qeneration. 'the utilities' biennial update filings 
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should specifically discuss uncertainty reqarding 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 ratemakinq policies, BPA has set 
prices to cali~ornia that in recent years have trac~ed just ~low 
the short-run marginal costs of california utilities. BPA's Wlong­
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 co=petition among Pacific North~est electricity suppliers. 

7. california's electricity planninq should try to mitigate 
the anticompetitive impacts ot BPA's Intertie Access Policy. 

8-. One logical approach to electric resource planning is. to 
o tormulate base-case assumptions on future supply, and demand,. and 

then to analyze strategies to meet the needs identitied in the base 
case, considering also any uncertainties that underlie th~ base­
case assumptions. 

9. A.resource planner needs some tlexibility in order to 
reasonably bridge the gap between short-range and long-range 
torecasts. For the bieimial resource plan review, the utility may 
choose between the trendinq approach used in this phase, repetition 
ot a current CPUC short-range torecast for the connecting years, or 
repetition·ot the etc year S torecast tor the connecting years. 

10. There is a need tor the CEC and CPC'C to- use common 
terminology in a conSistent way when analyzing· electric resource 
planning issues. 

11. ORA's tiling in the biennial update proceeding to tollow 
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 nongenerat1on). 
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12. The CEC's forecasts of OSM prograJn impacts include (in 
the category wUncomitted conservation,w formerly wConditional 
RETO~) some utility-sponsored programs whose level of funding is 
subject to CPOC 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/CPOC staff workshops on 
inteqrated least-cost methodologies. 

13. standard Offer Z bas 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 to further consider the uniform 
language in light of the provisions more recently approved fo~ 
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 • 

15 •. QFs, individually or in the agqregate,. may increase or 
decrease the transmisSion line losses that the utility purchasing 
the QF's output would otherwise incur. Prior CPOC 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. time. 

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 final Standard Offer 4 address some of the concerns 
underlying SOG&E's request for additional requirements applicable 
to as-available QFs. 

lS. 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. Some but not all of the adders needed to 
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implement this option are specitied in the ofter. PG&E.' s suggested 
solution (which is to apply the specified adders to those payments 
under the otfer that are based on the current published ener9Y 
price) is reasonable, at least tor the duration ot fixed price 
periods, under Energy Payment option 1 or 2, in interim Standard 
Offer 4 contracts, provided that the Commission approved ~ethod tor 
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 Enerqy Payment Option 3 (under 
which all enerqy payments throughout the contract are made at 
current posting'S) and tor Energy Payment Options 1, and 2 at the 
expiration of the fixed, price period. 

19. Additional performance features may have' local or system­
wide value, depending on the other resources, transmission 
confiquration, and other characteristic~ of the utility roceivinq 
the QF's power. Such feature~ can enhance reliability and help. the 
utility to integrate new QFs, consistent with econo~ic dispatch and 
smooth system operation. Such features also- must be quantified and 
priced in order to enable QFs to- co~pete on an even footing with 
potential purchases from non-QF sellers t~ the california market. 

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

21. ~he 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.. . . 

22. PG&E has not priced any of the adders. specified 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 QF's 
output within relatively high-cost hours on the utility system. 
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24. Adders tor load following may reasonably be structured as 
follows. The adder increases the energy payment to QFs committed 
to provide a given load-following feature. The adder applies 
during hours when the ~F's output is not sUbjeet to curtailment, 
scheduling, or other control by the utility, pursuant to the 
feature. 

25. SOG&E has priced all of the adders speCified in 
D.86-07-004. SOG&E's valuation of the voltage support feature is 
reasonable. Further work ~y the utilities on this feature should 
concentrate on QF eligibility, including geographic and operational 
criteria.· 

26. The adders concept, if properly tmplemented, 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 payments may be appropriate for 
QFs that separate from. the system. without (1) being' tripped off 
automatically at predetermined settings, or (2) getting 
authorization from. the purchasinqutility. No utility has 
reasonably evaluated such a reduction. 

28. The ""unbundling"" o'f resource needs is tho lQg'ical 
culmination of a resource plan-based QF procurement method.ology. 
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. 
Conplusions Of ~ 

1. SDG&E~s request for additional requirements applicable to 
. as-available QFs shoUld be denied without prejudice. 

2. PG&E'$ proposed solution tor the interim Standard Offer 4 
problem. described in Finding of Fact 1$ should be approved for the 
duration of fixed price period.s in contracts under Energy Payment 

. , 

Option 1 or 2. Other solutions should be considered for Energy 
Pay:ment Option 3, and for Enerqy Payment Options 1 and 2at the 
expiration of th4~ fixed price period. 
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3. ~he request of Ultrasystems/OGI for hearing on PG&E's 
1983 line loss study should be dismissed as moot. 

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

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

6. For the biennial resource plan review, the utility should 
choose a reasonable way to bridge the. connecting years between any 
current CPUC short-range forecast, applic~le' 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 choice and 
indicate whether the choice materially affects the type or timing 
of avoidable. resources on its system. 

7. 'rhe parties to biennial update proceedings to. follow ER-7 
and subsequent Electricity Reports should evaluate forecasts of 
uncommi ttecl conservation programs in terms consist~t with any 
enhancements c1evelopec1 in the joint CE.c/CPOc staff workshops on 
integrated least-cost methodologies. Based on such evaluation, the 
cPOC should consider some or all of the estimated uncommitted 
conservation as nondeferrable resource aclditions for purposes of 
tinal Standard Otfer 4. Proj ection of long-term DSM costs and 
impacts by this Commission in the resource plan update proeeeding 
should also be given weight in s'Ubseqllent short-term DSM funding 
requests in the respective general rate cases. 

s. PG&E, SDG&E, and Edison should be required to. tile 
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-followinq 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 Deen 
incorporated to date in any contracts with QFs, and should provide 
a statistical analysis. The analysis need not identity 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 W))asicW energy and capacity set .. at proj ected long­
run marqinal costs; system stability adders and line loss ilnpaets· 
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 "'unbundledA' generation 
resource offer should include premiums for various attribu.tes 
deemed desirable' by the planner. Such attriblltes' would include, 
but are not limited to, v~ious t~s 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. 

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

11. The power purchase agreements under the· standard offers 
of the respective utilities should have a common f'ormat~d 
terminolO<JY, except ror the very few aspects that should be 

utility-specific due to different operating characteristics. 
12-. nds order should :be. mad.e effective immediately in order 

to ensure that remaining issues in this proceedinq are resolved in 
advance of ER-7 and the follOwing biennial update proceeding • 

- 61 -



• 

• 

• 

-A.82-04-44 et ale AI.J/SK/fs 'If 

PXNAL ORDER - COMPLIANCE PHASE 

rr XS ORDERED that: 
1. The Division of Ratepayer Advocates (ORA) 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 planninq purposes.. ORA. shall file this report,. in 
coordination with CEC sb:!:!,. and serve it on the parties to 
Application (A.) 82-04-44 et al., no later than october 21, 1988. 

2. ORA's testimony in the biennial update proceedinq that 
follows CEC adoption of the Seventh ElectriCity Report (ER-7) 'shall 
include a status report on proqress toward the development of a 
standardized and uniform methodology for the treatment of costs and 
benefits of all ~esouree options (both qeneration and 
nonqeneration)oo . 

3. The approximate timeline for the biennial update 
proceedinq to tollOW ER-7 is shown in Appendix ~. . . 

4. 'rhe utility/QF/ORA workinq qroup- shall file, no later 
than october 21" 1988, a report on San Diego Gas & Electric 
Company's (SDG&E) alternative ~or an economic curtailment option. 
The report shall assess- the potential advantaqes and disadvantaqes 
ot that alternative without takinq a position on Commission 
approval. 

5. Pacific Gas and Electric Company (PG&E), SDG&EI' and 
Southern california Edison Company (Edison) shall include rev;sed 
reports on performance features, as described in ConclUsions of 

) 

Law 8 and 9,. in their application in the biennial update proceedinq' 
to follow ER-7. 

6. The Assiqned Commissioner or Administrative Law Judqe 
shall set :by rulinq a schedule for comment on the proposal, in 

Section v of toGay's decision, for requlatinq the availability of 
Standard Offer 2. 
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7. PG&E, SDG&E, and Edison shall ex~ine the existing 
unitorm language proposals tor the ~hort-run standard otters (other 
than Standard otter 2) and shall tile revised proposals on 
November 16, 19$8, tor Commission approval. We encourage 
continuation of the consultative process that reaeh~d general 
agreement on contract dratting issues tor tinal Standard otter 4. ~ 

8. SDG&E's request tor additional requirements applicable to 
as-available Qualifyinq Facilities (QFs) is denied without 
prejudice. 

9. The request ot Ultrasystems and occidental Geothermal, 
Inc., tor hearing on PG&E's 1983 line loss study' is dismissed as 
moot. 

10. PG&E's proposed solution tor the inter~ Standard Ofter 4 

problem described in Finding of-Fact 18 is approved tor the 
duration of fixed price periods·in contracts under En~ 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 may 
be proposed tor Energy Payment option 3, and for Enerqy Payment 

• 

Options 1 and ~ at the expiration of the tixed 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 • 

\ 
. 11. PG&E, SDG&E, and Edison shall ana~yze the line loss 

impact of potential QF avoidance' of an identified avoi~le 
resource in their respective resource plan filings s~mitted in the 
biennial update proceeding to follow ER-7. Each utility shall 
present a line loss adjustment ~ethod that is sufticiently detailed 
to enable each potential QF bidder to precisely calculate its loss 
tactor, based on the resouree against which it is. bidding anel the 
location of its own project. 

12. ORA shall notice a public worksho~ on integrating priee 
and non-price tactors in QF procurement under ditferent types ot 
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auctions (e.g., discriminative, second-price) or outside of an 
auction fr~ework. ~he workshop shall be held within 90 days of 
the date of this order. ~he tocus of the workshop shall be to 
discuss issues that might arise in formulating an *unbundled* 
generation resource offer, as described in conclusion of taw 9. 
ORA shall tile 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. 
Oated SEP 1 4 1988 , at San Francisco, california. 
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How Final standard otter 4 w~ 

Unlike the short-run standard otfers and the interim 
lonq-run standard otfer, final Standard Offer 4 derives from the 

respective utility'S resource plan (including potential new plant 
construction, refurbishments, power purchases, etc.), as reviewed 
by the Commission in a biennial update proceeding. PriCing under 
final Standard Offer 4 varies according to· when the OF comes 
on-line. During Period 2, the OF avoids a specific utility 
qeneration resource, and the OF receiVes payments l:Iased on the 
fixed and variable costs of the avoided resource. If the QF comes 
on-line in Perioa 1, Le., before the date when the avoided . . 
resource would have begun delivery of electricity, the QF :meets 
near-term. demand 9'X'owth, and therefore the QF receives short-run 
marginal cost-based payments until the start of Period 2. The 

• Commission considers uncertainties and procurement strateqies for 
eac:h utility in determininq a meqawatt (MW) limit at eac:h update 
proceedinq. Whenever the capacity of QFs seeking final standard 
Offer 4 contracts from a qiven utility exeeeds that utility'S MW 
limit, the available contraets are allocated through bidding'. The 
utilities are also authorized to pay QFs additional sums for 
providing performance features (e.g., downward dispatehab;lity at 
the utility,s direction) not otherwise reqo.ired under the standard 
offers. 

• 

We have adapted the following chronological overview from 
prior orders. We think the details of the final Standard. Offer 4 

resource planninq process are more easily qrasped with the total 
design in mind. see also Appendix B C·Tfmeline 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 Report of the california Energy Commission 
(CEC), the Pacitic Gas ana Electric Company, the san Diego Gas & 
Electric Company, and the Southern California Edison Company each 
tile a resource plan with a 12-year planning horizon. The plan 
identifies within the horizon those potential resource additions 
that the applicant Delieves' are cost-effective for its system. 'Xhe 
plan states the costs associated with eAch such resource . and the 
point in the planning horizon when that resource Decomes cost­
effective. 'Xhe plan also, states all relevant assUmptions. The 
applicant presents its assumptions in internally consistent 
~scenarios.w The latest etC Electricity Report forecasts give the 
supply and demand assumptions for the base case scenario. The 
applicant may also file additional scenarios, or otherwise deal 
with the range of uncertainties underlying the forecasts, in order 
to explain the applicant's preferred procurement strategy. If the 
applicant has filed alternative scenarios, it specifies the­
scenario 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 
from 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, critic~ze the applicant's assessment of uncertainty, and 
challenge the reasonableness of an applicant's assumptions. They 
also check that the applicants have co~eetly implemented the 
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commission's oo.st-effecti veness methodoloqy.; Finally, these 
partioipants may explain their ch.oice of the scenario- best suited 
to- the determinatio.n o.f avoidable plants. 

The third st~p is Co.mmissio.n determinatio.n of avo.idable 
plants fo.r the respective utilities. AVOoidable plants are 
essentially the co.st-e~fective baselo.ad or intermediate reso.urce 
additio.ns appearinq in the first eight years Oof the reSOource plan 
that is preferred by the Co.mmissio.n •. This cho.ice is the Xey 
Co.mmissio.n act in the lOong-run standard offer process. The 
Co.mmissio.n makes this choice acoo.rding to the fo.llo.wing criteria, 
Ul.o.nq o.thers: A:re the plan' and underlying assumptio.ns plausible 
(i.e., internally co.nsistent and reasOonable, given kno.wn fo.recast 
unoertainties)? Does the plan e)~se ratepayers to unneoes~ 

· risks, either Oof prell1ature co.mmitments o.r o.f sho.rtages? Is the 

• 
plan co.nsistent with ener9Y regulato.ry go.als and po.licies? The 
Commissio.n decisio.n co.mes abo.ut five mo.nths after filing. of the 
applicatio.ns. 

• 

'!'he tou~h s't$P' is the utilitie.s' sOolicitatio.n process 
and ,QF auctiOon. .A!ter making any modificatio.ns. o.rdered by the 
Commission, the utilities annOounce the availability of lOong-run 
standar4 offer co.ntracts based. o.n the capacity and. the fixed and 
variable costs of the avoidable reso.urce(s). QFs have a 
three-month solioitatio.n periocito respond. Each interested QF 
indicates (1) the resouroe that the QF seeks to avo.id, (2) the QF's 
oown technology and capaoity, and (3) the QF's bid, wllich is the 
lowest percentage of the reso.urce's fixed costs that the QF would 
be willinq to accept. The bideannot exceed the resource's fixed. 
co.sts. The utility opens the responses at the end of the 
so.licitatio.n period. If QFs seeldng tOe avoid a resouroe de> no.t 
cumulatively exceed the resource's capacity, all these QFs are 
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offered contracts at the full fixed costs of the re~ource. If such 
QFs do exceed the resource's capacity, contracts up to that MW 
limit are offered to the low-bidding QFs, and they receive that 
percentage ot the resource's fixed costs bid by the lowest losing 
bidder. (This is known as a wsecond pricew auction~) Contract 
signing occurs after the winning bidder complies with the 
prerequisites of the QF Milestone Procedure, roughly one year atter 
the utility applications.' .-

The titth 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 APPElQ)DC A) 
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'l'imeline ror Biennial. update Procee<:linq 
19J,lowing CEC....AdoptiQD or the Seventh Electricity Report 

Time (Approximate) 
btter etC Final bdoptiQn 

9 weeks 

13 weeks 

lS weeks 

21 weeks 

2S weeks 

29 weeks 

33 weeks 

45 weeks 

46 weeks 

EVent 

Utility resource plan applications 
tiled 

CPO'C, CEC statrs, other parties serv-e 
testimony critiquing resource plans 

Resource plan hearings start (lasting 
2-3 weeks) 

Concurrent briets tiled 

ALJ's proposed decision mailed . 
CptTC decision 

solicitation period tor final Standard 
otter 4 contracts begin 

Solicitation period .for final standard 
otter 4 contracts closes 

Utilities open bid packages and award 
contracts 

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

(END OF A'PPENDIX B) 
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Landmark' CPOC Decisions on 
Ayoidcd COst« Standard otfers 

The following list, although not exhaustive, shows where 
to find answers to the key questions that the Commission has 
addressed re~ardin~ 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 ot the 
opinion. and order. In addition tc>'these decisions, our general 
rate case decisions have been used in the past to update certain 
standard offer'terms. Finally, decisions in genera1 rate ease and 

fuel offset proceedings often contain analysis of marginal cost 
that is broadly relevant to QF policy. 

I. Foundational pecisions 

0.91109 - adopted *avoided cost* pricing for utility . 
purchases from *private enerqy producers* 

0.82-01-~03 - guidelines for standard offers' 

0.82-04-071 - authorized *hydro savings prices* during 
spill conditions 

0.85-07-022 - long-run avoided cost methodoloqy 

II. Decisions Implementing Variable 
Enerqy Payments and Standard Offers 1 
2« and 3 (the Short-run Qtters) 

0.82-12-120 
0.8l-10-093 

0.84-03-092 
0.84-04-012 

0'.88-07-024 

III. Decisions on Interim Standard Offer 4 
(the Interim Long-run otf.s:r ) 

0.83-09-054 
0.83-12-050 
0.84-08-035-
0.84-10-098 
0.8S-01-040 
0.85-02-069 

0.85-04-075 
0.85-06-163 
0.85-07-121 
0.86-l0-038' 
0.86;"l2-013 
0.86-12-l04 

e, 
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IV. Show Cause Pro~eeding (PGiE) 

0.84-03-093 
0.84-08-031 - *qood taitb* guidelines tor utilities in 

neqotiatinq with QFs 

v. Investigation of Transmission Constraints, 
Development of QF Milestone Procedure,. anel 
bdministration of Transmission Priority 

0.84-08-037 
O.8S-01-038 
0.85-01-039 
0.85-08-045 
0.85-09-058 

0 .. 85-11-017 
0 .. 85-12-075 
0.86-02-033 
0.86-04-053 
0.86-11-005 

0.86-12-017 
.. 0.87-04-039 
0.87-08-028 
0.8.7-09-030 
0'.88:"'04-067 

VI. standard otter 2; suspension and Reinstatement 

0.86-03-069 , 
0 .. 86-05-024 
0.86-11-071 

0.87-09-025-
0 .. 87-11-024 
0.87-12-056 

VII. Development ot the Resource Plan-based otter 
(Final standard otter 4) , 

0.86-07-004 
0 .. 86-10-030 
0.87-05-060 . 

0.8.7-11-024 
0 .. 88-03-026 
0.88-03-079 

VIII. *Orphans,· ·pioneers,* and Nonstandard Oontraxts 

0.93·035 
0.93364 
0.8.2-04-087 
0 .. 82-07-021 
0 .. 83-05-043 
0.8.3-05-047 
0.83-06-109' 
0.84-05-057 
0.86-03-030 
0 .. 86-06-060 

0 .. 86-07-032-
0 .. 86-08-017 
0.86-09-040 
0.86-10-039 
0 .. 86-10-044 
0 .. 86-12-018 
0 .. 86-12-061. 
0.86-12-062 
]) •. 86-12-098 
0 .. 86-12-100 

(END OF APPENDIX C) 

0 .. 8:7-01-049 
0.8.7-03-068-
0.87-05-065-
0,.87-07-086-
D .. 8:7-08-047 
0.&7-09-074 
D .. 8-7-09-080 
0.87-1.0-038 
0.87-11-063 
0 .. 88-03-036 
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mmm~n;:y ot stMdard otters 

STANDARD OFFER 1: Variable capacity and Energy 
the QF's energy and capacity are sold on an as-available 

basis, meaninq that the amount and time ot <1elivery ot the enerqy 
is not 9'l1aranteed. 'l'he QF is paid tull short-run avoicled 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 otfsetproceeding and the expected fuel costs for that 
quarter. Shortage costs are based on the utility's cost ot a 
combustion tUX'bine. 'Xhis contract is used by all technologies, but 
particularly wind, due to- the. uncertain natUre ot that resource. 

STANDARD OFFER 2: Firm capacity and Variable Energy 
The QF's capacity is sold on a firm " basis, meaning that 

an amoUnt ?t capacity is 9'l1aranteed to be available to the utility 
during its peak load period. 'Xhe capacity payments are basecl on 
leveliz~d, forecasted shortage costs, whiCh are stated in the 
contract and are tixed tor the lite ot the contract. Energy prices 
are the same as in Standard Offer 1. Many c09'enerators and biomass 
QFs hold Stanclard Otter 2 contracts. 

STANDARD OFFER 3: Variable capacity and Energy Fl:'om. QFs Not 
More Than 100, Kilowatts 

This otter is the same 'asStandard Otfer 1 in practice, 
but the contract terms and QF responsibilities are less involvecl, 
clue to the small size of the tacilities • 
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INTERIM S'l'ANDARD OFFER 4: Long-term capacity and Energy, 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. 

Enerc;y Option 1) Energy prices are fixed and are based 
on forecasted avoided energy eosts. The QF can choose to have a 
~ of forecasted and current short-run avoided costs for the 
energy price, with oil & gas-tired cogenerators limited to 20% of 
the price ~eing based on the forecasted prices. 

Energy option 2) This is stmilar to option 1, except 
that the ~orecasted energy prices are levelized and oil & gas­
tired cogenerators may not use this option at all. 

Energy Option 3) Enerqy prices are ~sed on fixed, 
forecasted utility incremental energy rates and utility oil & gas 
costs. Paym~ts are made ~ased on .short-run costs, then adjusted 

'. t • 

at the end of the year to reflect the forecasted prices. This 
option is used ~y cogenerators and is- designed to have the energy 
price reflect changes in :fuel costs·. 

capacity Option 1) As-available: '!'he QF can choose 
payments ~sed on either short-run shortage costs, or :fixe<i,. 
forecasted shortage costs, which are not levelized. 

capacity Option 2) Firm: Payments are ~ased on fixed, 

forecasted, levelized shortage costs. 

FINAL STANDARD OFFER 4: Lon~-term capacity and Energy, Based on 
Avo~dable Resource 

see Appendix A. 

(END OF APPENODC 0) 
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APPENDIX,E 
Page 1 

~le of Acronyms and Abbreviations 

This table has an expansion of the technical acronyms and 
abbreviations us~d 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. 

ALJ Administrative Law Judge (VII.A) 

SPA Bonneville Power Administration (III.C) 

CEC california Energy Commission (II). 

CEQA california Environmental Quality Act 
(IV.0.3) 

Conditional RETO ~ RETO (111.0.4) 

CPOC or Commission california Public Utilities commission (I) 

O • 

DRA 

OSlo! 

ECAC 

Edison 

ER-6 

ER-7 

I. 

IEP 

PG&E 

QF 

, Decision (I) 

Division of Ratepayer Advocates 
(part of CPOC staff) (111.0.4) 

Demand-side Management (111.0.4) 

Enerqy Cost Adjustment Clause (I11.D.2) 

Southern california Edison Company (II) 

The CEC's sixth Electricity Report (II) 

'rhe CEC's Seventh Electricity Report 
(III.B-) 

Order Instituting Investi9ation (VII.A) 

Independent Energy Proclueers Assoc:iation 
(IV.B) 

Pacific Gas « Electric Company (II) 

Qualifying Faeility (I) 
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APPENDIX E 
Page 2 

Table of Acronyms and labbreYiations 
(continued.) 

RETO 

RFP 

SDG&E 

Tr. 

Ultrasystems/OGI 

Reasonably Expected. t~ Oceur~ HConditional 
RETOH is used by the CEC t~ designate 
conservation and load management programs 
deemed desirable but awaiting additional 
regulatory approval (III.D.4) 

Request for Proposal (rv.D-~) 

San Oieg~ Gas & EleetricCompany> .(II) 

Reporter's Transcript (III.C) 

Oltrasystems Incorporated and OCcidental 
Geothermal, :tnc. (VII.A) 

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

(END OF APPENDIX B) 
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Applicants: Howard Golub, Linda Aqerter, and :Zs2~nn ShatW, 
Attorneys at Law, tor Pacific Gas and Electric Company~ Wayn, P, 
Sakarias, Attorney at Law, for San DieC]o- Gas & Electric COlllpany: 
anel Julie Mill~x:, Attorney at Law, for Southern california. 
Edison Company. 

Other Parties: Armour, St. John, Wilcox, Goodin & 5ehlotz r l:>y 
JalI\es P, ~t.i, Attorney at Law, for ~, Inc-.: , and- Kel-co-: 
Division of Merck, Inc.; Whryn t,- Stein, Attorney at· Law, for 
Barakat, Howard & CMm'ber11n, Inc.: SUsan Ack<:rmaD and D. J. 
Adler, tor Bonneville Power Admin:i.stration: Steven Cohn and 
A. Kirk MeKeDzit, Attorneys. at Law, foX' <:alifo:rnia Energy . 
Commission~ Kent Fis;kett, Attorney at Law, tor california Energy 
Company, Inc.: Brobeck, Phleg-er & Harrison, l:>y ~ard C, 
H~t:Per, Attorney at Law, for IMOTEK, Inc.; Matthew v, BrAm:, 
Attorney at Law, Alice kevine, and Law Offices ot Dian 
Grueneich, by pian H, GtYeneich, for state ot Calitornia, 
Department ot General Services; Neal A, JohnsoD, for calitornia 
Waste ManaC]ement Board;. R*rt Grow and Donna Stone, tor 
california Department of Water Resources - EneX'qy Division: 
LaWX'@ce We QAlDPbe1l, Attorney at Law, for Caterpillar Capital 
Company, Inc.: ~n De Quinley, for cogeneration Service Bureau: 
JObn W, Gulled~, for County sanitation Districts of Los Angeles 
COWlty: Graham & James., by MAx:tin HAlites and Dianne FelllDan, 
Attorneys at Law, and Barr! ~Minqold., for Delmarva capital 
'rechnolO<3Y Company: Philip A. Stoh~, Attorne¥ at Law, tor 
Downey, Brand, Seymour & Rohwer; Lindsay, Hart, Neil & Weiqler, 
by Hichael P. Alx~mlia:z: and Clyele E. Hirschfeld, Attorneys at 
Law, and Drazen-Bru,l)a)(er & Associates, Inc., by Donald W. 
Sch~, tor Cogenerators ot Southern Calitornia; Katen 
Edson, tor KKE & Associates; Gary;. Simsm,. for El Paso· Natural Gas 
Company; Kenneth Rs Meyer, tor Enerqy Consulting-Groupo: ~es S. 
Thomson, for Energy Factors, Inc.; Robert LogaD, for Exeter 
Associates; Graham" JalDes, by NomaD As Pedersen, Attorney at 
Law, for Champlin Petroleum Company; ~slie Cs Coni'air, tor GWF 
Power systems Company and The Signal Companies; Hanna and 
Morton, by D01.l~as XS Kerner, Attorney at Law, tor union Oil 
Company ot ca11forn1a, Freeport- McMoRan Resource Partners, 
santa Fe Geothermal Inc., and Hanna and Morton; PAYisl it t 
BraneheQmb, for Henwood Energy Sern.ces, Inc.: Patris<k V, 
Agnello, for Howden Wind Parks, Inc.; Janice G. Hmgin, for 
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Independent Energy Producers Associationf ~di~ Alper, Attorney 
at Law, tor Independent Power corporation: William as Matcus, 
for JBS Energy, Inc.: Marron, Reid, & Sheehy, by M. Baller, 
Attorney at Law, for Foster Wheeler Power Systems, Inc., santa 
Monica Aggregate Company, California Agricultural Power Co~pany, 
Pacific Thermoneties, Inc., and crockett cogeneration Company: 
~gene J, K, McFadden, for McFadden Farm; Morrison & Foerster, by 
Jerry R. Bloom and Barbara A. Reeves, Attorneys at Law, and 
Morse, Richard, Weisenmiller & Associates, Inc., by Robert :g. 
WSisenmiller, fo~California cogeneration council; Wally Gibson, 
tor Northwest Power Planninq.councU:. K. Bobbitt .andJ. 
Kroesche, for orrick, Herrington & Sutcliffe: Us Toth, for 
Pacific Hydro Power: pouglas Xent porter, Attorney at Law, for 
Pacific Liqb.tinq Energy systems: pettit &- Martin, by Edward B. 
IQzowicki, 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 1" 
TrUlnP, Attorney at Law, for Aleneo Resources, Inc.: BriAn Cope, 
for Sierra Enerqy and Risk Assessment: R. Rawlings, tor southern 
california Gas company: Michel Peter norio, Attorney at Law, 
for TORN: Paul pqlan, for Thermo Electron Energy Systems; 
Michael J. Buttat;tg., Attorney at LaW, tor Trigen Resources 
corporationi ~arxy X, Winters, for University o~ california, 
Thomas R, Sparks, for Onocal Geothermal: Margaret Butger, for 
o. S. Wind-power, Inc.i and RoQ.eG Fenrtl, State Public utilities 
commission-office of PUblic Advisor; ~d·Jon ~stor; hrtyrQ 
~Andara, Attorney at Law; Joseph G. Meyet; Milt PAce; Timothy P, 
RYane: an4 WilliMt WAlzer; for thelZlSelves. 

Divis.ion of Ratepayer Advoc~tes: ~arol Hatchett, Attorney at Law, 
and JuliAn Ajello. 

commission Advisory and compliance Division: tr§nk crua • 

(END OF APPENDIX F) 
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BEFORE THE PUBLIC UTILI.T,IES COMMISSION OF THE STATE OF CALIFORN~ 

• 

• 

Second application of Pacific Gas ) Application 82-04-4~ 
and Electric Com.pany for approval of ) (Filed April 21, J..9'82: 
certain standard offers pursuant to) amended April 2&(1982, 
Decision 82-01-103 in Order Insti- ) July 19, 1982, J~ 11, 1933, 
tuting Rulemaking No. .2. ) August 7.:: 1983, __________________________________ ) and August 2l, 1986) 

) / 
) Appli~ion 82-04-46 

~ AP~cation 82-04-47 
) ;I l' . ) ~pp~catlon 82-03-26 
) 

And Related Matters. ) Application 82-03-37 
) 

Application 82-03-62 

Applieation 82-03-67 

Application 82-03-78 

Application 82-04-21 

(See A~diX F for appearances.) 

I 
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GEmmAL RBSOORCE PX..ANN:OlG .XSSOES, 
PERFORJmNCE FEM.'ORES ('ADDERS');' 
AV1\IUB'ILlTI OF $TAl1DARD OFPEB ? 
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FINAL DECISION, COMPLIANCE PHASE: 
GENERAL RESOORCE PLANNlNC ISS'OES, 
PERFORKANCE FEA'l"O'RES (-ADDERS-); 
AVAILABILITY' OF STANDARD OmB 2 

:r:. XDj;rodgction / 

// 

Today's decision completes a nine-yea~oeess. In this 
/ 

process, we have developed various standardizea power purchase 
contracts (Standard Offers 1 through 4) to'~lP' integrate 
electrical generation from certain non-utility sources (Qualifying 
Facilities or QFs) in the electric uti~ties' s~pply mix. 

Summarizing a nine-year pr~ss is, itself a lengthy task. 
We won't burden the text of this dectision with such a summary. 
Ho~ever, the appendixes provide c~£ations of major CPOC decisions 
on QF matters, descriptions of tl:Ie various offers, an account of. 

I . , 
how the r~source plan-based of;er (final standard Offer 4) works, a 
table, of acronyms and abbreviations, and· a timetable for the next 
biennial resource plan revie~. Implementation of final Standard 

, / 
Offer 4, reinstatement of Srandard otter Z, and coordinated 
updatinc;r procedures for altl of the offers are the major issues in 
the compliance Phase./ 

A series ot ~terim decisions has resolved most of these 
issues. Today's deCision addresses some of the key policy 
questions in resource/Plan updating and tilling resource needs, 
makes a proposal for!requlating the future availability of Standard 
otter 2', and resolves outstanding motions and petitiOns. Tbe tinal 
task in this proceJding concerns increasinc;r the uniformity of the 
form and terminoloqy of the standard offer contracts among the , . 
utilities. With;the completion of this task in the fall,. we will 
at last be able ~o close the consolidated standard offer 
proceeding. 

- z -
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II. llle Interim Decision~ 

/' 
Four interim opinions precede today's final d~~ion. 

All of these concern utility compliance filings pursuant to 
Decision (D.) a6-07-004 and D.S6-11-071, in which we'createe a 
foundation for correlating QF development with ~ource planning 
and capacity valuation. ~ 

The first of these 'interim opini~s approves a detailed 
protocol tor conducting the second price~uction tor final Standard 
ofter 4 (0 .. 87-05-060, mimeo. .. pp. 7-25) ,resolves a variety of 
pricing issues (pp. 25-39), and discusses the treatment of 
Uncertainty and negotiated contractsfin resource planning 

I ' 
(pp.39-49). These were the comp~ance phase issues that did not 
directly relate to the resource;{lans developed by the utilities in 
response to the Sixth Electr1c1.ty _Report (ER.-6). 

The subsequent int,(i~ opinions deal with our conclusions 
trom our review of resource~lans submitted in compliance with the 
newly created biennial planning process. In the second interim 
opinion CD. 8.7-11-024, m.~o. pp'. 2-29), we found that none of the 

I 
utilities had an avoidab1e resource within the eight-year ~windowH 
that we established fol puxposes of final Standard Offer 4.. We 
also discussed the corlcept ot -disaggregated resource need' and how 
it relates to avoid~le resources (pp .. 29-31). Finally, we decided 

I ' , 
t~ continue the sus,ension of standard Otfer'~ for Pacific Gas and 
Electric Company ~&E) and SOuthern California Edison Company 
(Edison), but reifStated the offer,. with certain restrictions, tor 
san Die<]o Gas & Electric Company (SOO&:£). (lSi., pp. 3-1-42'; see 
also D.S7-12-0s6 reqardinq queue management and related contract 
provisions for /sta:n.dard otter 2'.) 

The fhl'rd interim opinion,. D.8S-03-02'6-" is essentially a 
matrix showing how and' where we will update the provisions of the 
various s~ard otfers. The fourth interim opinion completes the 
development/of reliability targets for resource planninq ane 

~ . 

- 3 -
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capacity valuation purposes, with the single exception of the 
short-term capacity value adj ustment tor PG&E (0.88-03-079, mimeo,. //'/ 
pp. 6-18). We also resolved a long-standing issue on energy- ~ 
pricing for QFs receiving variable energy payments (pp. 21-3~~nd 
certain contract drafting problems in final Standard ~tf~ 
(pp. 34-48). / . 

In today's decision, we draw some furthe~onClusions 
concerning our resource plan review and the proc~s of coordinating 
that effort with the California Energy Commission's (CEC) 
Electricity Report. We also consider the ut~tity filings on 
additional performance :features; these featn:res will receive more 
study in the next biennial update procee4!riq. FinallY, we 'explain 
the continuing role of Standard Offer 0firm capacity, variable 
energy payments.) in the portfolio of O'tfers and propose for comment 
a new approach to regUlating the aV~lability o~ Standard o~~er 2. 

D:I:. Reyiew of the ~ :rJ.NI§ Responding t2 E&§ 

1 d / , th j '1' . We have a rea y dealt w~th some of e ma or ~p ~cat~ons 
of the resource Planfiling~lhere, we discuss various issues that 
we think will Siqnificantly~:!ect future filings. We do not 
'andertalte a line-l:>y-line dl:ssection of the plans or a response to 

'/ every planning issue raised by the parties but rather concentrate 
on those matters that sighiticantly influence ,our conclusions 
during this (our first) 'iennial resource planning eycle.1 

1 Given this proach, the parties should not interpret our 
failure to expressly criticize (or approve) any particular aspect 
of a utility's x'esource plan as an endorsement (or rejection) ,of 
how the utilitY/handled that aspect. 

\ 

- 4 -
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A. Procurement St:[Ategy 

One of the most signifi~ant issues raised in our first 
resource plan review is how we should deal with the utilities' 
strategic preferences. Judgment affects resource planning ~~w~.~~~ 
all forecasts are more or less uncertain. The planner must ex~ine 
a whole range of outcomes that differ from the case dee~d most 
likely to occur, in order to determine the financia~iSks that a 
qiven utility faces and how to-mitigate those risks 'through the 
utility'S selection ~ong resource options. ~ 

~his issue may affect tinal Standar~Offer 4 in various 
ways. FUndamentally, the utility may prete~to add different 
resources and/or fewer resources than tho;(-suggested solely ~y 
cost-etfectiveness analysis of a base-c~e scenario.2 SDG«E's 
"50/50" procurement strategy (see D.8/05-060, pp. 41-4S), under 
which SDG&E would fill all its proj~ednear-term needs ~ut only 
half of the long-term, needs arisin1 within the· tinal Stanclarcl 
O~fer 4 "aererral w1ndow," is an/exampie of such a preference. ~e 

strategy reflects the value that SDG&E attaches to maintaining 
flexibility at a time when its;lresource options seem plentiful. 
This flexibility enables SOG~ to' take advantage of surplus power 
that it thinks ~y be available at low cost over the next few years 
from other utilities, and ~tigates what SDG&E regards as a major 
risk at this timet- namely/ the risk of premature ~om:mitment to 
major new facilities. S~ted differently, SDG&E believes that, in 
its present circ:u:mstancJs, the costs of premature commitment would 
likely exceed the eosts/ot bringinq a new resouree on-line some 
tilne after the optima point. 

2 However, the biennial update process does not contemplate 
making any ~ meqawatts available to final Standard Offer 4 QFs 
than would ~ found to be needed under the CEC"'s then-cun;'ent 
Electricity Report. (See D.86-1l-07l, mimec>. 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 fill on the-' 

. / 
basis Of each utility's long-run marginal costs, as reveale~ the 
utility's current resource plan formulated. according to. lea:st-cost 

/ 
principles. Such a plan ~ account for uncertainty but there may 
be :any ~ys to do this. Our job is not to dictate s6ategy to the 
utilities. Rather, we must determine whether, undr the 
circumstances Of the particular utility, the distretionary aspects 
of its procurement strategy are consistent wi reasonable planning 
assumptions (including perceived uncertain es) and a long-run 
least-cost resource plan. 

we do not imaqine that this w'll be an easy determination 
to make,. but one principle i.s clear. y acceptable procurement 
strategy must be non-discriminatory i.e., it must apply to the 
utility's own projects and pureha~s from non-QF sources as well as 
to QFs. This is not to say thatJ'll generation resources have 
equal value; on the contrary, wr expect the utilities to quantify 
asserted operational differences and system needs, and to capture 

I 
such benefits, wherever poss~le, through *adders· from final 

I 
Standard Offer 4 and other Q'Fs. (See Section- N below.) 

The present reso~ce plan review does not require us to 
evaluate. procurement stra~egies in detail. Only SDG&E 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. NeVertheles~, we think SDG&E's focus on this issue is 
both helpful and appro.priate. In fUture biennial uPdate 
proceedings, the applicants should: explicitly present strategic 
elements in their reJource plan filings. These presentations 

I . 
should reveal the applicant's risk preferences and indicate how the 
applicant believes that its strateqy responds to uncertainty and 

I 
contributes to least-cost planning. Other parties are free to 
ori tique strategic !elements as well as other aspects of each 

resource plan. ( 

I 
\ 

- 6 -



., A.82-04-44 ct al. ALJ/SK/fs 

B. consistencv with CEC Assumptions ,/// 

The biennial resource planning process requires the ~ 
utilities, at a minimum, to prepare a resource plan baseQ o~e 
CEC's latest adopteQ Electricity Report. Problems arose in the 
compliance phase because (accorQing to the utilities) so~e of the 
in~ormation that the utilities needed ~or plan prep~ion was not 
separately stateQ in ER-6 or reaQily available fr~ CEC staff. 
ER-7 will probably present fewer problems of th~·type because ER-6 
was well under way before we adopted our firs~implementation order 
(0.86-07-004), while ER-7 should benofit fro£ the exp~rience gained 
in this resource plan review cycle. We eli/eet our staff to­
cooperate in,any effort to prepare stan~dized forms or other 
means that miqht help the flow o~ infor.mation that must take place 
on almost an on-qoing basis between tie CEC, the croC,. and the 
utility applicants. ;I, 

A more fundamental prob:yun concerns the treatment by the 
utilities of certain CEC assumptiOns. 3 Fo):" example,. how should. 
the resource plans account ~or p~ojected loads of municipal 
utilities within the CEC wsuppty planning areasW of the respective 
investor-owned utilities? (I/e .. " should m.unicipal load in excess 
of m.unicipal resources be treated as demand on the investor-owned 
utility system that is potedtially required. to serve that load?) 

I • 
Also, how should the resource plans account tor self-qeneration (as 
a reduction of demand or is a source of both demand and supply)? 
We think 'that,.. for purpo~s of the CEC-based resource plans, the 
utilities ought to ad.opt! the treatment preferred by the CEC. If 

3 See also Section III.O.4 below. 

( 
\ 
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the utilities have concerns about how to i~plement the CEC's 
preferred treatment, those concerns should ~e addressed to the 
C£c.4 

,,' 

We rec09'Xlize that m.unicipal loads and self-g'eneratio'~ are 
./ 

two matters that involve much uncertainty and therefore are the 
source of some of the risks confronting' the investor-o~d 
utilities. If the utilities deem these risks signifi~nt, then 
they should explore these risks in their showing' onl/uncertainty and 
proeuraent strateCJY, as we discussed above.~ 
c. Pqrehases fXol!l the Pacitic H2Xthwest 

The Bonneville Power Adm.;nistratio (SPA), a federal 
entity, influences electrical supply Planni~ in california thro~gh 
BPA's ratemakinq authority over certain feaeral hydroelectric 

I 
facilities and its control. of transm.ission capacity interconnecting" 
cal.ifornia with. the Paeific NOrthWest.! ':he CP'C'C, the CEC, and ' 
other california parties have: differed with BPA over both its 
exercise of ratemakinqauthority ana( its allocation of transmission 

I 
capacity through the Intertie Acee,ss Policy. Litigation has. 

t 
ensued, and many fundamental dif~rences of leg'al opinion are not 
yet definitively resolved. InevitablY, california planners must 
recognize the uncertainty that;iresults from these unsettled 
differences and must choose strategies that ensure reliable and 
economic service in california under various possible outcomes. 

I . 

The remarks that follow do, not consider or purport to 
analyze the legality of BP~'S past or present policies. We intend 
the remarks solely t~ ind1cate the 'steps that California planners 
must take, considerinq tile possibility that SPA would continue its 
current policies on rat~ and transmission access • . 

4 We suspect tha-': these concerns., to the extent that they have 
not already been resolved, can be dealt with in workshops withCEC 
sta:f:f. ! 

- S -
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We hope these steps do not ~ecome necessary. They would 
not be necess~ry if 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 th~t"'would 
justify reliance on Pacific Northwest energy, consisten~th sound 
least-cost planning strategy. / 

1. BPA's RateJpAking Policies 
Electricity supply planning must distin,guish ~etween 

short-term and long-term resources. BPA has e~ntiallY set prices 
to california that track just ~elow the sho~~n marginal costs of 
california utilities_ Such pricing sharply~educes the 
attractiveness of BPA's energy. The reas~ is that, as short-run 
:marqinal costs increase, so' do, BPA's priCes, regardless of whether 

/ 
BPA has a lot of surplus eneX'9Y or a li.ttle.. In contrast, lonq-run 
marginal costs recoqnize that a utili~ will eventually devote 
cap~tal to acquiring a resource tha~imprOves its operating 
efficiency, i.e., lowers its sb.ort~ marginal costs. As long as 
BPA pursues its current rat~~l policies,,. california ratepayers 
will lose money if our utilities;lprefer purchases from BPA to 
developing cost-effective long~erm resources. 

In the resource planning portion of the compliance phase 
hearings, much time was spenti' estimating the quantity of surplus 

, I . 

energy that might ~e avail~e t~ california from the Pacific 
I 

Northwest. It is clear th~ the Pacific Northwest will typically 
I . 

have large surpluses for some years to come, ~ut those surpluses 
mean little without assurfnce on price. '1'he key 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 t~ assume that all 
purchases from BPA wilf ~e slightly ~elow short-run marginal cost .. 
under these circumstances, and given reasonable projections that 

I 

oil and gas prices ~ll steadily increase over the long-term,. we 
expect that cost_efiictive long-term alternatives to purchases !rom 

r - 9 -
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BPA will appear at the biennial resource plan update. We further 
expect our utilities to pursue these alternatives, whether they be 

, . ",./ 

new ut~l~ty power plants, purchases from other out-of-state s&llers 
(such as Southwest utilities), or QFs ~idding A9ainst these~lants 
and purchases. / 

BPA, in its 1987 rate case, has tried to respond to some 
of the concerns of california parties. It there ado:~;t~d a 
Wlong-term nonfirm energy rate cap.w (see Chapter /VIII of SPA's 
1987 Draft and Final Records of Decision, which are Exhibits 459 

and 460, respectively.) As described by BPA wi~ess Fama 
I . 

(Tr. 7645-46), w~he long-term cap is a formulajBOnneville proposes 
to place in effect for 12 years. It would go/through 1999. That 
formula is independent of any particular ratfe design that might be 

placed in effect during those 12 years. xj. was proposed eto­
ensure) a' significant amount of savings tor california purchasers, 
more than one or two mills--in the area;lof four to five mills-­
(for) m.uch greater amounts of servicew/~s. compared to- price 
assurance under no~irm enorcr.f rate d,esi<;n or short-term caps. 

We appreciate BPA's appear~ce in this proceeding, as 
well as its participation in the d,~elopm.ent of ER-&. We- are 
particularly g:atified at BPA~s ~.it recognition of the planning 
quandary that its ratemakinq poli6ies have created for california. 
~ortunately, the long-term cap offers only nominal assurance of 
savinqs--certainly nothing that causes us to- qualify the planning 
asswnption descr~ed·above.S. 

S. We must emphasize tha . the root problem for california is 
BPA's nonfirm energy rate design, which has given California good. 
reason to doubt that any.signifieant ~ount of benefits will accrue. 
to california from fUture Jenergy purchases from the Pacific 
Northwest. Our preference is still that BPA reform its rate design . 
policies:: a rate cap miqht enable us to- calculate a Wworst case'" 
scenari~ for California, but su~ a seenari~ does not present a 
very persuasive argument for protecting the SPA market share. 

- 10 -
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The lonq-term cap itself is a good concept and can be 
useful to California planners in direct proportion to th~ deqr~e of 
assurance provided. This cap provides little assurance either' 
qualitative,ly or quantitatively. // 

First, the long-term eap is a decision of BPA that BPA 
can reverse •. At current oil and gas prices, the cap meLns little, 
~ut as oil and gas prices rise, the difference ~etweer.f california's 

I 
marginal costs 'and the cost of the Pacific Northwes~'s larqely 
hyclro-based generation will increase, which in tw;rt will create 
pressure on BPA to abandon the cap precisely whexiit begins to 
produce significant'benefits for california. "e ca~ must be 
~acked up by contracts with California utilit~s before we can be 

satisfied with the quality of the assurance ~~ovided. 
On this ilI1portant point, BPA's Final Record of Decision 

I 
says, 'SPA: will begin contract negotiations upon interim FERC 

.f • 
approval of the rate cap.' BPA says repeatedly that 1t fears 
action by regulatory or legislative bodi's in california that are 
'detrimental to BPA's economy energy ~ket' and that it is 
'specifically looking for appropriate!<.califOrnia regulatory' 
decisions,' i.e., 'reciprocal action!fromthe regulators.' 
(Exhibit 460, pp .. 178-79.) The only prudent reciprocal regulatory 
action that we can conceive of, ~s'ed solely on the long-term cap, 
is to encourage contract negotiati!ons as soon ·as possible, but not 
to otherwise commit californiatclpurchases from BPA pending the 
result of such negotiations.. '/ 

second, the assured savings under the long-ter:l cap are 
not impressive.. The quanti ty o~ such savings depends on the size 
of the discount from calit.O~'S marginal costs, the a:mount of 
energy to which the cap applies, and the length of time whe."l the 
cap is in effect. Traaeoffs~re possible: for example, a 
relatively small aiscount cofla, still. be sic;niticant it coupled 
with larger amounts o·f ener9Y and a longer period subj.ect t~ the 
""p. But BPA's lonq-te:rm rp seems skimp), in all respects. ~ 

- 11 -
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12-year duration is less than the fixed-price period (lS years) in 
final Standard Offer 4, and the amount of energy, which in 'any 

,-

event is nonfir.m, declines (dU~ to increased demand i?/the Pacific 
Northwest) when benefits to california from the price cap would 
otherwise increase. The 4-5 mill discount mention~ in EPA's 

/ 
testimony is unlikely to be attractive compared/t0 a long-term 
resource, and while the cap's formula could i~/theory provide 
greater discounts as california's mat'9"inal c6sts rise, the 
realization of such discounts depends on BP~'s adherence to the 
cap_ In the absence of contracts, and cori'sidering the fiscal 

_pressures that affect BPA, we cannot corffidently assume such 
aclherence. I 

In short, we think that BPAI, with the long-term rate cap, 
has taken a small step in the riqht~irection. BPA falls short of 
its goal, to protect -its california market share, because the cap 

is. demonstrably less attractive th'an the long-term resource 
J 

opportunities that compete for BPA's market share • 
. i I - -. z. BPA'S TranSDQ.SS on Access Poll,CHS . 

BPA owns and operateJ ~ost of thePaeifie Northwest­
Pacific Southwest Intertie tra~mission lines above the Oreqon-

J . 
. california border. BPA currently allocates access to these lines 

t 
under a ~ear Term Intertie Access Policy· (Access Policy). 

The Access POliCY/iS currently the subject of litigation 
between BPA and california ,parties.. For present purposes, it is 
:most significant to note that a panel of the federal Ninth Cireui t 
'Court of Appeals, while cl.£viaea on the merits of the case, has 
unanimously agreed with cilifornia parties that the Access poliey 

I 

is clearlY anticompetitive. The panel majority describes the 
I 

result of the Aceess policy as ·a reqularly. shiftingr horizontal 
division of the market ior surplus nOnfirm energy: each eliqible 
producer is telll.porarily /qranted sole access to a specified. share of 
the capacity, which it may either use or allow to' remain unused 

r . . 
without fear of eompet~tion by other produeers.· ~he dissenting 

- 12 -
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judge agrees with this characterization and further notes that the 

Access Policy favors Pacific Northwest ~tilities generally (not~ 
just BPA) and acts as an output restriction as well as suppre~inq 
price competition.o ~/ 

BPA's adoption of the Access poliey is on an interim 
I 

basis, although SPA has already twice deterred the po1i~'s 
expiration. We urge BPA to adopt a long-term policy tb(at 
eliminates the anticompeti ti ve impact of the interim 101 icy • 
However, in the absence of such a lonq-term policy, ;and with the 
interim policy in effect for an indeterminate periOd, prud.ent 
pl~ng to meet california's eleetricity demand ;is seriously 
complicated. / 

Resource planners must consider physical constraints of 
the existing transmission system, :but the ACc~s policy is not a 
physi~l constra:i.nt. The Access Policy expr~slY contemplates that 
Intertie capacity will on occasion go- unusedieven when california 

- . I 

utilities are willing to pay prices attractive t~ some enerqy 
sellers in the Pacific Northwest. Forp~oses of QF recruitment 
under final Standard Offer 4, should cal itornia . planners imaqine 

I 
that these power purchase opportunities do not exist, solely 
))ecause the Access policy chokes them oif? 

I 

- If we assume that the ~ccess foliey e:ffectively 
torecloses some power- purc:ll4se opportunities, such as miqht :be 

created, e.g., by development of pot~ritial generation in British 
Columbia, then we become BPA's unwil~nq accomplices in limiting 
competition tor the california marke~. Essentially, our assumption 
for the price of BPA's own output (that it would be priced ju.st 
below calitornia utilities' short~-r.&n ~qinal costs) would then 
extend to- all power purchases tromthe Pacific Northwest. ~s 
assumption would certainly spur e QF program because aVo-id.ed 

I 
I 

6 california parties have petitioned. tor writ of certiorari from 
the United States supreme court!. The' matter is still pending-. 

I 
I 
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costs would be higher; the advantage to· California from such a 
policy is that it would lead to maximum use of California's 
indigenous en~rqy 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 ~PA) would compete 
to sell their surplus energy and capacity intO'/the California 

. I 

market, based on competitive forces and their/own costs, despite 
BPA's attempts to' sustain its own artificially high price through 

I 
the Access Policy. We think that this aSS\lInption is consistent 

. I 
with avoided cost principles and a reasonable level of QF 
<1evelopment. On the other hand,. the as!sumption requires us to' 

. I 
model as resource options some transactions that could not occur 
until the Access PO'licy is set asid~ 

It is apparent that the Jiccess Policy seriously distorts 
CAlifornia's energy planning' which'ever assumption is used. OUr . 

preferred solution is tbatthe P/)liC':/ be modified to' enable enerCJY 
sellers in the Pacific NOrthWe~ to participate in the California 
market up to their full potent al. If that policy continues in 
effect, then we :believe on ])a ance that California planners sh.ould 
use the latter assumption, w~ich mitigates but cannot eliminate the 
policy's price distortiOns./ 
D. '!'he Jyolying RUogrce EIMJ)inq Process 

I • i 1. gC1CPO'e Pro<;edun1 COOrdlJl§j:~ 
I • 

The biennial resource plan proceeding 1S a new feature of 
electric utility regulation in california. It dovetails with the 
'integrated assessmentj1'need' performed biennially by the CEC in 
the Electricity Report; it is essentially the forum where the 
largest of the investo -owned· electric utilities (PG&E, SDG&E, and , 
Edison) and other parties identify generation resources potentially 
avoidable by QFs u:ndei long-run contracts (~inal Standard Offer 4). 

I 
This necessarily involves consideration of overall strategies 
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(including demand management and power purChases as well as 
construction.ot new po~er plants) tor tilling the needs projected 
tor these utilities. 

We recognize that this is an ambitious process, requiring 
(among other things) close coordination :between tl';e/CEC and the 
CPOC. Tbe etc presented an excellent overall coordination proposal 

I 
in last summer's hearings~ however, we were unable to respond to 
that proposal in time for ER-7,. which was und.e'r way before the 
filing ot briefs in the current (eOmplianceY!Phase of this 
proceed.ing. / 

The CEC proposal envisions a ""concurrent approach"" under 
which the CEC's tindinqs on need and the! CPOC's tindinqs on 
avoidable resources would be developed! .in part,. through joint 
hearings and decisions. This. contrasrs with the ""sequential 
llpproaeh' exempli~ied in this.,. the :e:irst, biennial resource plan 
review, in which the esc's adoptior! ot ER-6 was tollowed by the 
tilinq of CEC-based resource plans! (and in the case of SDG&E and 
Edison, alternative scenarios) at/the CPOC. 

I . 

The sequential approach should be retained, at least for 
the tixne beinq _ The main reasoxi is that the ""Integrated Schedule"" 

I . 
presented by CEC witnesses Deter and Praul (see Figure 1 ot Exhibit 
406 and their discussion in ~t exhib·it) seems to combine the 
CEC's adoption ot SUPPlyand./demand torecasts' with the 
consideration of alternative planning strategies that must, among 

I . 
other things, respond t~ those forecasts and to the uncertainty 
surroundinq them. However/the CEC chooses t~ deal with such . 
uncertainty, it seema tair and loqical t~ allow utility planners 

I 

some time in formulating /their resource strategies to think about 
the CEC base case atter that case is-established.. 

I 
There is obvious concern that the CPOC consideration of 

I 
""alternative scen~rios"'/eould subvert the CEC"s adopted: plannirlq 
assUlDptions; this concern, toqother with the desire to avoid. 

I . 

potentially duplicative proceeclings and the CEC"s own interest in 
; 

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

We reco9nize the CEC's concern and strongly SUppoy'the 
explicit consideration of forecast uncertainty by the CEC~' 

/ 
However, our review of the utilities' resource plan strategies is 
not inhercn~ly sUbversive of the CEC forecasts. We art directing 
the utilities to file--not their preferred forecast~~ut rather a 
resource plan that (1) is devised to meet the CEC;S integrated 
assessment of need, and (2) does not result in unQue exposure to 
increased costs should their actual need turn ocit to ~e greater or 
less than anticipated. The use of alternative/scenarios initially 
seemed to us the most promising way to inve~iqate this exposure, 
but SDG&E has made a persuasive presentation to support forecasts 

I 

with ~Mds' to denote uncertainty, while fdison focuses on 
flexible planning that 'choosers) resources considering their 
strateqic value, including their 'ability' to- :be expanded or chang-ed 
as time goes o~ to- cover uncertainty ... ! (Edison'concurrent Brief,. 
CompliMce Phase, regarding' resouree plan issues, p .. III-ll.) 
There are doubtless many ways for a ~esource planner to hedge risks' 
and thus minimize costs over the lo~-run; in this respect,. the 

I 

goals of the regulator and the requlated utilities coincide. 
For these reasons, the ~estion is not so much a 

proeedural issue of aligning the CEC and CPO'C processes as it is a 
I 

substantive issue of how the CECMants to- deal in its Electrieity 
Reports with the universally ae~owledqed uneertainty of all 
forecasting efforts. The CEC r~sponse to the latter issue may well 

I 

take care of both the proeedur~ problems and the obj ections 
expressed by some parties to what they feel is a deterministic (and 

I . 
therefore unduly risky) reliance on the CEC forecast .. 

- 16-
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In the meantime, we reaffirm our commitment in 
0.86-07-004 to base the availability o·f final Stanaara Otter 4. on 
projections of need that are consistent with the findin~ot the 
etc's then-current Electricity Report. 7 ~ 

Besides. the procedural issue of aliqninq the Electricity 
. th . th / Report wlth e resource plan rev~ew, ere are a/number of 

substantive areas where the parties have expressed need for further 
direction on the use of CEC methocls or assumptions in the CPUC 
proceedinq. We discuss these areas below. I 

2". &onnecting Short-range and Long-onge POXeea$;Z. 

The resource planninq process in~olves projection of the 
utility's loads and supplies durinq the tbrecast period. We have 
directed the utilities to present a 'bas'e case' planning scenario· 
that uses the CEC's current lOng-rang';demand forecast (which 
beqins in year S. and runs through year 20) and the current 
short-range forecast adopted for the/respective utility by the CPOC 
(typ1cally,. in a general rate case fr fuel offset proceeding). 

There will be a gap between the first year of the CEC 
I 

long-ranqe forecast and the end of a short-ranqe forecast used in 
our proceedings. Filling the qaf· between short-ranqe and long­
range forecasts is tricky because,. as :most parties aqree, 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 so:me of the then-current report's 
findings. This process mi9'ht affeet the biennial resource plan 
proceeding,. e.g., if an eaJ:ithquake or other disaster were to cause 
a supply emergency (and consequently a finding of increased need) 
of indefinite duration. I 

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 mitiqate. 
risk from all but the mOSt extreme unforeseen events. 

I 
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types of forecast use markedly different methodologies. S 

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 tor new ~/ 
rc~ource~, proper specification and timing of resource addi~ons 
:may require more systematic projections for the connectinglYears. 

Our approach for this phase called tor trending/from the 
th 

. I . 
short-range forecast to, e CEC's. year 5-. Upon eons).derat).on of 

I 
this record, we believe some additional fle~ibility ~ appropriate. 
We will allow the utility in its 'base case scenari~;t0 choose among 
the following: the trending approach used in thi~phase; 
repetition of the CPOC short-range forecast for the connecting 
years:- or repetition of the CEC year 5- forecaSo/for the cOXl%l.ecting 
years. All of these approaches respect the integrity of the CEC 

" I . 
and CP't1C forecasts, while allowinq the utility to choose the most 
reasonable way to bridge those' fore~sts. ~ 

In the next biennial resource p~ proceeding, each 
utility should Choose explicitly among tJ:Iese approaches and also 
indicate whether the choice has a material impact on its 

I 
conclusions regardinq avoidable res~es. 

/ 
S ~e chief reason for the di~ferenee is that short-range 

forecasts are designed to be sensitive to. transitory-phenomena 
(business cycles, unusual weather conditions.,. ete.), which tend to 
even out over tilDe, while long-range forecasts deal with more 
fUndamental changes, such as/turnover in the capital stock of 
ener9Y~onsuming equipment. Thus, for example,. a longo-range 
forecast might pro:) ect steadily rising'. fuel prices. while a. 
contemporary short-ranqe·torecast shows falling· fuel prices. 
Short-range and lODq-ranqe /for~cast$ . serve ·dif:terent purposes; it 
is generally unnecessary (and ~possible) to qet them to ~esh 
perfectly. 
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3. Common Terminology //. 

Everyone agrees on the need. for the CPUC and. the CEC to 
. . l' / arr1ve at a common term1noloqy for resource p ann1ng purposes. 

Without a common terminology, and. agreement on the conc~pts behind 
that terminology, we would spend a lot of time fitti~ square pegs 
into round. holes. ~ 

CEC witnesses presented a common terminology proposal in 
the compliance hearings, and. we und.erstand. that! the proposal has 
~een refined in discussions with CPOC staff a~ workshops in ER-7. 
We direct our staff to prepare and. serve on~e parties in 
A.8Z-04-44 et al. a status report on this effort. The report is 
due no later than Septe~er 16, 1988, anw!should indicate areas of 
ac;reem.ent as well as those areas that ale still pro~lematic. If 

. / 
the CEC and CPOC staffs have reached complete agreement on 

_.r_ / . te • .IIl.L.Uology, then we encourage them Ito s~xu t the report 
jointly.9 

We recognize that termin~ogy should not try to mask or 
eliminate methodological differen~s 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 

I 

whether a given resource fallsfn one of several possible 
categories is generally an issfe.o~ ~act be~ore one or both 

commissions. The goal of a common terminology is not to· preclude 
different resul ts ~ut only td ensure that we are talking about the 
same pro~lem. I . 

4.. AnalytiCAl consistency Between Regulators 
I • •• The CPUC and CEC rust ~requently analyze the re11.abl.ll.ty 

of electric utility systems and the cost-effectiveness of utility 
PX'C9""""" to add supply oriqe d_. In this proeeedinq, 

9 We see no need of a/cPOc decision to ratify a common 
terminology. However, urge completion of this effort in time 

~ for ER-7 to incorporate the terminology. 
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parties have noted that the CPOC and CEC sometimes use different 
methods for conducting these analyses~ these differences mak~it 
hard for utilities to prepare their compliance filings and./could 

... 1 ' 

lead to conflieting conclusions on resource needs. / 
We feel the differing system reliability apP)=,oaehes are 

not currently a pressing problem~ The reason is thatfwe have taken 
i 

~ steps to reconc le the results. For PG&E, we are us~ng CEC-based 
target reserve margins tor long-term planning purp6ses, while the 
EOE targets that we have approved for SDG&E and Edison are applied 

I 
so as to be consistent with CEC planning cri tema.· (see 
D.88-0~-079, pp~ 8-18.) I 

However, we also note that methods Ifor measuring and 
valuing system reliability continue to ~e controversial as new 

I 
models are developed, existing models are refined, and the merits. 
of the value-ot-service. approach are ex~ned. The biennial update 
proceeding is the torum where we consider methodological changes 

. I 
tor the standard otfers. We will use onr existing reliability 

. I 
methodology for the update to follow ER-7, but to the extent that 
developments in the reliability area Jarrant changes thereafter, 
the parties should,describe those deJelopments and their proposed' 
changes in their testimony submitted in. this update. . , 

The CEC and CPC'C staffs have dealt with cost-
effectiveness testing in a series bf workshops,. aiming t~ modi~ 
the existing Standard Practice Mariual t~ permit more direct 
comparison of generation resourcJs with demand-side options. (See 

I 
D.87-11-024, pp'. 19-22.) It seems clear at this time that 
substantial progress bas been~de, but that all problems will not 
be resolved in this update CYC1~. Because of the ilIlportaneeot 
this issue in the treatment Of/those conservation/load manaqement 
progr~ designated Wconditional RETOw (discussed below), we teel 
that modifications to the Staridard Practice Manual Should continue 
to command .. hig-h priority. I 
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As part of ORA's filing in the next biennial update'" 
proceeding, ORA should include a status report on progre~toward 
the development of a standardized and uniform methodOl~ for the 
treatment of costs and benefits of all resource optio£s (l:>oth 

generation and nongeneration). ~ 
In 0.87-11-024, we noted the disparate;views on how the 

CEC's adopted estimate of long-term demand-side/management (DSM) 
I 

proqr~ impacts should be integrated into thejlong-run standard 
offer process. 'rhe CEC's forecasts of DSM p,roqra:m. impacts include 

"I 

(under the term ·condi tional RE'I'O"" (reason@ly expected to occur) 
some proqralllS subject to- future regulator! action. Examples are 
anticipated CEC building and appliance e;nerqy efficiency standards 
as well as utility-sponsored programs ~ose level of funding is set 
by the CPO'C. In D.87-11-024, we held'fbat pommitted DSM programs 
are nondeferrable by QFs, and we accepted the CEC estilnates of 

I 

conditional RE'rO in preference to- SDG&E's poSition (under which ~ 

conditional RE'rO would be included fin SOG&E's reSource plan) • 
However, we also- noted (1s;l., p. 201 that in the' ;fUture, the level 
of conditional RETO included in the resource plans should depend on, 
more definitive demonstrations tiat suCh programs constitute 
cost-effective supply options. lwe supported expected enhzsncements,' 
to- the cost-effectiveness methdd0109Y, via j,oint CEC and CPtrC staff 
/' 

workshops on revisions to the standard Practice Manual, as the 
, I 

vehicle tor these demonstrations. 
We reatfirm our int'ention to review long-term DSM progra:m 

I ' 
impacts and to- integrate them into our long-run resource planning 

I 
activities. 'rhe adopted CEC conditional RE'I'O forecasts should be 

presented by the CEC and. reriewed by our staff and. other parties in 
terms consistent with any enhancements developed. in the jOint 
CEC/CPUC statf workshops ok integrated least~ost methodologies. 
Based on our review, we e~ct that we will consider som.e· or all of 
the estimated conditionaljRE'I'O as nondeferrable resource additions . 
for purposes ot final S dard, Offer 4. Projection of long-term. 
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~SM costs ana impacts ~y this Commission in the resource plan 
update proceeding should also ~e given weight in s~se~nt 
short-term DSM funding requests in the respective gen~l rate 

cases. L 
:tV. hrtomanee Features and Disaggrega:t w:ee Needs 

We are satisfied, on the whole, wi the utility 
compliance filings in what is the first ti~ through a complex new 
proceeding'. The filings of PG&E and Edidn, however, fall short ot 
what we required in D.86-07-004 regard~ the assessment of need 
tor additional performance features (e/ g ., full aispatchability, 
voltage support) on their respeetivi;laystems: 

*(the utilities) shall tile and serve~ •• a report 
preliminarily assessing e value and 
feasibility on their respective systems of 
additional performance f$atures potentially 
supplied by Qualifying tacilities (QFs). The 
report will address s~itications that QFs 
would have to· meet, methods for quantifying'and 
costing the feature:t:s. .. plementation 
procedures, and· other particulars •••• • (~., 
Ordering Paragraph 2 ) 

':he reticence. ot PG&E and Eeli on contrasts with the careful 
analysis that SDG&E devoted tb· this issue •. 

Additional pertorm1nce features (*adders·) refer t~ 
syst~ benefits that a gene~ation resource (including both a 

I utility'S own plants and pwrchases trom QF and non-QF sources) may 
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provide Deyond the resource's basic energy and capacity.10 ~hese 
features may have local or system-wide value, depending on tl?,e'/ 

other resources, transmission configuration, and other / 
characteristics of the utility receivinc; the resource':l:!:.0wer. 
(For further discussion of the genesis of the *adder7 concept, see 
D.86-07-004, pp. 11-13, 74-75; D.87-11-024, pp. 29-~.) 

.. 1 f . / These add.t.ona eatures are ~portan~or many reasons. 
In particular, they can enhance reli~ility and~elp the utility to 
add resources, consistent with economic dispajeh and smooth system 
operation. Further.more~ they play a role in;tne utility's plannin9 
of its own resources and negotiations with ton-Q.F' sellers. 1'0- the 
extent that OFs are able to- provide such' features, this :may 

I 
mitigate the utilities' stated concerns about min~u:m load problems 
that may accompany higher reserve marg~, and also help to place 
QFs on the same plane as the utilities; other resource options. , 
A- PGiR's Report on Performance leAtQres 

'/ 
PG&E's comments on perto~ce features are contained in 

Part D, pages 93'-112, of its Fifth 'f3end:m.ent to, Application 
82-04-44 (which we shall refer to· as the Amended Application), in 
EXbibit 416 (pp. B: IV-1 to -4), iri EXhil:>it 417 (pp. 28-30), and in 
itJs concurrent :brief on resource planning issues (pp. 58-61). PG&E 
makes some 9'oodpoints, :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 SlIlall 
QFs (100 kilowatts or less) lare required to- provide "reasonable' 
reactive power support, and QFs holding contracts to provide firm 
capacity are dispatchable upward by the purchasinc; utility to- lJIlY 
level up to- the contract capacity. We therefore directed 
consideration of "adders" onl¥ to- the extent that they concern a 
feature to ,which the utility is not already entitled under its 
contract with the OF. (D.86-07-004, p'. 74 .. ) 
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PG&E notes, and we agree, that what waddersH are 
appropriate depends on the ~basic pricin~ conceptW for the QF, 
including such matters as the kinds of perfo~ance 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 upaatinq are quite recent, PG&E to that extent 
had reasonable qrounds for insisting that it could not pre~selY 
determine the value of load-following features (e.g., c~dination 

/ 
of maintenance, prescheduled dispatch, tull dispatchabi1.ity).. PG&E 

I 
also makes the pointed observation that system stabil~ty features 
(e .. g., availability during emergencies, black-sta~capability), 
where appropriate,. should be compensated thrOUgh;' capacity adder 
rather than an enerqy adder. PG&E's analysis b~ely qoes beyond 
this. '!he report has little on how to· imPlem'£t adders, how to 
quantify need for adders, or how to price them, even under PG&E's 
recommendations for updatinq.. / 

PG&E argues that,. f,or load-fOll~n9' features, "'the key 
issues are (1) what pay:ment structure is~sed to- calculate the base 
price, and (2) is the avoided utility plant dispatchable? PG&E's 
candidate avoided plants are dispateh~le and were modeled as 

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

I QFs should receive a decrement to energy payments.... (Concurrent 
brief, p. 58.) This arqument is taJlty. PG&:& may only be 

considering dispateh8ble resources/right now; but eventually it, 
like any other electric utility, Vill need additional ~aseload 
qeneration resources. The QFs ~at deter or avoid ~aseload 
additions may be able ancl will~ to tollow loacl in varying , 
deqrees, even though the avoidable resource would not. PG&E itself 
eoncedes that *tdJispatchoble;resources should always have some 
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incremental value. W (EXhibit 417, p. 29.)ll We asked the 
utilities to investigate, through the adders coneept, ho~ to 
cost-effectively obtain potential additional load-following .,. 
capability from QFs. PG&E has not done so.12 ~/ 

Regarding system stability teatures, PG&E argue~that 
'there is no question that the features identitied as ap£ropriate 
in determining an adder would be inherent in the avoiaed plant. 
Any plant that PG&E constructs would automatically i~orporate 

I 
these and other teatures •••• Likewise, the cost estimates for 
constructing and operating the avoided plant woUlc{ include the cost 
of these teatures. W (Exhibit 417, p. 29.) We ct6n't doubt that 
PG&E designs its plants with system stability ~ mind, along with a 
great many 'other things. However, the site ,iosen for an avoidable 
resource is bound to be a compromise: a site that is suitable for 
environmental reasons mayor may not have ~stem stability 
advantages, and the site (no matter how aJ.,antaqeous) will 
certainly not 'enable PG&E to meet system stability re~rements at 
.other areas in its service territory. ct- 0.86-07-004, p. 60, 

11 PG&E also notes, 'CAJ dispat Able QF could be relied (upon; 
for spinning and regulating reserve, area power factor correction, 
attenuation of local disturbances,/local. voltage support, ensurinq 
system security, and more etficient area load regulation,. just as 
PG&E relies upon its own dispat~le resources for such purposes.' 
(Amended Application, Part D, ppJ109-10.) We agree. FUrthermore,. 
some of these benefits miqht b~·rovided even by QFs that are not 
fully dispatchable. . 

12 We also disaqree with PG& s suggestion that 'must-runW QFs 
deferring intermediate resources (which are the only dispatchable 
resources deferrable under tin~l Standard Ofter 4) are overpaid. 
Time-difterentiated energy prices and the treatment of enerqy­
related capital costs in that /otfer. ensure that such QFs,. it they 
operate when the avoidable resource would not,. are paid no. l:lore 
tl2.an avo:i.:d.ed cost during' those hours. see also- our discussion of 
load-following' features inS I ion IV.B below. 



, 
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note 37.)13 Thus, it is possi~le for QFs avoiding ~~ouree, and 
even existing QFs that do not deter or avoid a s?~itied resource, 
to provide system stability benefits to the pu~Chasing utility. 

More important, PG&E ignores the !~ that the avoidable 
/ 

resource 1I1ay not be a plant but rather a purchase of energy and 

capacity from a non-QF seller.. In that dse, the load-following 
'and other features of the purchase are lc/enerallY a part of the 
negotiations :between the purchasing ut1.1ity and the non-QF seller. 
Moreover, the purchasing utility qenirally clafms substantial value 
for these features in reaSOnablene~ reviews and other proceedings .. 

o / • We understand the ~portance of these features ~n off-system 
I 

transactions and desire only th«t QFs be permitted to coxnpete on an 
even footing.. In our view, th't goal requires analysis of 
disagqregated resource needs,;fespeciallY those system requirements 
that might not be met by an~single avoidable plant but could be 
met by purchases from some~Ombination of QF or non-QF sources .. 
B. Edison's Report on Performance Features , 

Edison's'comments on performance features are contained 
in Chapter IV of EXhibi.J 421, Chapter IV of Exhibit 424, and 
Chapter V of its con~ent brief. Edison has priced four of the 
seven performance fea~es identified in D.86-07-004 (e:nergeney 
availability, coordination of maintenance" reactive power support, 
and fUll d!spatchabii1tY).. Like PG&E, Edison believes that system 
stability features Jre properly reflected in capacity payments .. 

{ 
Edison would pay for full dispatchability through an adder to the 

f 
QF's Wbase enerqy price .. * 

13 As PG&E no~es, 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 uti).ity would have to satisfy them through other means, 
among which QFs might be a cost-effective alternative. 

- 26 -



, A.S2-04-44 et al. ALJ/SK/fs 

Edison apparently believes that the term ,wadderN is-a 
,/ 

misnomer for what should generally be a decrement to QF payments, 
a~ least as they are currently calculated. For exampl~under 
final Standard Offer 4, if the QF does not agree tc s6pply all the 
performance features cf the avoidable resource, Nt~ QF should only 
be paid for the performance features it agrees to/sUPPly and 
actually does supply; otherwise, the ratepayefays for a service 
that is not provided." (Exhibit 421., p. IV-1.) As for existing 
QFs, Edison says that "implementation rcf ad'ders) is not feasible 
at this time. The majority of existing Q~contracts includes 
capacity payments that are based on the :Cull value o·f a (col!ll:)ustion 
turbineJ which already includes most o~the performance adders 
identified. To allow OFs with existin? contracts tc seek adders 
would result in compensating them twlice for the same performance 
feature." (I.s:l., p .. IV-8.) . 

. ' Edison cautions that it hbd to :make many asswnptions in 
I 

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 

I 

presently quantifiable .... or other methods for attempting to 
'unbundle' the value ofvarious!performanee characteristics from 
the cost of the' [avoidable res~uree J .. As currently derived, the 
value of the adders is based Jore on how the [avoidable resource) 

/ 
was to be operated than how i1t was constructed." (Exhibit 421, 
p .. IV-4.) 

We find Edison's comments helpt~l in some respects, and 
Edison has been more forthcdming than PG&E in trying to· determine 
values for at least some of I the. adders. However, Edison exhi))i ts 
the ~e tunnel vision as ~&E in thinking about avoidable 
resources, and we are sceptical about Edison's proposec:lvaluation 
~ethoc1s. I 

We accept, in pdinciple, the proposition that capacity or 
I 

energy payments to, a final Standard Otfer 4 QF could be lower, as 
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well as higher, depending on the mix of performance :fe"tU'~es that 
the OF supplies, as compared to the performanee feat~es associated 
with the avoidable resource. Edison seems to thi~that the effect 
of considering performanee features would general14 be to· lower OF 
payments. We think that remains to be seen.l~ /'1f.owever, as 
Independent Energy Producers Assoeiation (IEPynotes, OFs' system 
stability features would very likely be adde~ whenever out-of­
service-area resources a.re the avoidable re/ources. (See 

Exhibit 432, pp. 28-29.)15 When the avoi~le resource is an 
in-area power plant, the question is morel complex. As we've noted 
above, the site chosen for that plant islapt to be a compromise. 
QFs avoiding or deferring that plant mJ.t make a greater or lesser 
contribution to system stability, deplnding on their technology, 
location, and. willingness to make apa/ropriate commitments .. 

We reject Edison's assertion that adders are ·not 
feasible· for existing QFs. EdisoJmixes up short-run and long-run 
methodoloqies and misconstrues th,j role of the combustion tur})ine 

• i ' 

in calculatinq capacity payments Ito these QFs.. Final Standard 
I ' 

O:f:fer 4 is. the only plant-based offer.. The 'combustion turbine is 
used simply as a proxy for the Jurchasinq utility'S short~run 
marqinal cost ot capacity. NO~ody ever expected QFs to run like a 
combustio~ tur~ine or de&i~a standard offer to replace 

i 
14 Since both Edison and P,G&E apparently take the position that 

the correct treatment of pe~formance features would effectively 
reduce QF payments overall,/we find it surprising that their 
response to our request that they ~tity and evaluate these 
features is so tepid. / . 

I 
15 *Many emerqencies in fact are caused by transmission line 

failures, such as loss. of the Northwest Intertie on Deeember 2"2", 
1982" and. Fel:>ruary 29, 1984~ and out~:t-service-area resources may 
well be unava:!..laJ)le as a resul.t o:f such line :f.eLilures. In 
a~d1tion, out-Of-service-arearesources cannot support voltage.· 
(Prepared Testimony of IEP witness Marcus,· Exhil:>it 432", pp. 28-29, 
citationa omitted.) I . 
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co~ustion turbines in the utilities' resource mix. We therefore 
ao not reduce capacity payments to QFs for failure to matc~the ,.-
system stability features of a cOI@ustion turbine. (We/do-, 
however, reduce prices to QFs that receive variable capacity 
payments to reflect the purchasing utility's currentlrieed for 
capacity.)16 It follows that there is no overpaym'~t or , 
methodolCX]ical inconsistency it utilities. were to/pay existing QFs 
for supplying performance features that suchiEI are not otherwise 
o~ligated to-provide. 

Turning to' .specific system stabili;ty features, IEP has 
demonstrated a flaw in Edison's valuation of emergency 
availability. Edison uses a tormula that~elates increased' 
spinning reserve requirements to'potenti~l emergency unavailability 
of OF capacity on its system, •. positing fUcb. a relationship seems a 
reasonable way to begin the analysis .. ,1However, Edison values this 
feature in dollars per kilowatt of increased spinning reserve costs 

.1 
rather than dollars per kilowatt of OF capacity projected to be 
unavailable. This is inaccurate sinde, even. if Edison were 

, J ' 
actually to increase its spinning reserves per the model (Edison 

I 

says that it in fact does D2:t do tbis, see Exhibit 424, p. IV-l), , 
it would do so on less than a kilowatt-for-kilowatt basis. Edison , 
thus significantly overstates the /value of OF emergency 
availability under its own formuJ:a. (See also, Section IV .. D ~low_) 

Edison also evaluates an adder for voltage support .. 
, . 

SDG&E calculates a similar dollars per kilowatt value tor this 
adder, which would apply to support provided beyond the ~imum 

1.6 'rhus, Edison's mld PGtrE's current capacity payments to 
variably priced OFs are deeply discounted trom the full annualized 
fixed costs of a combustion turbine, to retlect the relative 
abundance of eapaci ty on their systems. SUc::h. diseountin~ would not 
happen under a plant-based offer~ the utility cannot bu~ld a 
fraction: of a power plant. i 

I 

" 
f 
J, 
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interconnection requirements in the respective utility's/tarift 
/ 

rule (Rule 21). The value assiqnod to this adder (roughly $l per 

kilowatt-year) seems reasonably derived trom the c07~ ot proxy 
capacitors. We also agree with Edison and SDG&E teat the adder 
shoul~ be made available only in specified areas if need on the 
sy~tem, since reactive power cannot be transmitt4d over long 
distances. IEP prefers SOG&E'S approach, Whic' uses distribution 

I 
capacitors, because (according to IEP) most QFs are located at the 

distribution level. This can be ~iseussed ~~er in workshops, 
but we are satisfied that the parties hav~e established a good basis 
for tmplementing this ad~er. 

There has- been a lot of work on load-following features 
since Edison prepared its report. The key to our preferre~ 
approach (which.we think is followed ~}the curtai~ent provision 
deve::'oped for fJ.nal Standard Offer 4) lis that any kind of load-

I 
followinq is basically a device for cOfcentrating the QF's output 
within relatively hiqh-cost hours on the utility system. 'I'his 
leaves the purchasing- utility free td. achieve optilnal dispatCh , 
during low-cost periods. The 10ad-iollowin9 adder should therefore. 
be calculated as the differential between the QF's- potentially 

f 
operating at random over all hour~st the year and whatever 
lim! tation to higher cost hours is imposed by the performance 
feature to which the QF commits. (See 0.87-08-047, mimeo •. 

pp. 7-8.) We aqree with IEP that wherever the OF would otherwise 
I • • 

be paid on an average eost or ttme-d~f!erentiated bas~s, the OF's 
eommitment to follow load justiflks an increase in its ener9j" 
payments.. / 
. The approach that Edi~n takes in its preliminary 
assessment of load-following features is quite different, and we 

. I 

doubt that Edison (one of the chief arch.i tects ot the cu:r:taillnent 
I . 

provision) would adhere fully to its tormerproposal at this ti:e. 
/ . 

Edison makes a good observation that tull dispatchability may be 
. I 

analyzed as a composite ot various other. adders such as , 
i , 
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pre sCheduled dispatch. However, mucn work still needs to be done 
in order to derive a full dispatchability adder made up of the sum 
of discrete load-followinq increments. In Exhibit 4~1, Edison 
suqqests valuinq full dispatchability on the basis of efficiency 
savinqs 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' co:m:mitlllents to follow load. Such savings 
might indeed occur, but they seem qui te speculative and hard to 
quantify relative to our preferred approach, and also seem to be 
only a small component ot the total load-followinq benefits 
attributable to full dispatchability. 
c. SDGiK's RePOrt on Pe:r;tonmnee Features 

SDG&E's co:m:ments on performance features are in 
Exhibit 429, pag'es 28-33, and Appendix A of that • SDG&E 
favors valuinq pertormance features, using bistoricalldata wherever 
possible, by determining' a wbasew level of service~with energy­
related and capacity-related components). What is or is not 
included in Wbase* service is open t~ dispute, 'is the question 
of whether some of the stAndard offers alread require, and 
compensate QFs for, some of the performance features beyond WbaseW 

service~ Nonetheless, the WbaseW service concept is a usefU~ way 
t~ structure this analysis.SOG~E also alscusses the compatibility' 
of different types of performance fe~ ures and provides a *Matrix 
of Adders Interaetionw that neatly ~fines the possible 
combinations of adders that a QF ~Uld select. 

/ 
M wenoted,earlier, SOG&E's valuation ot the voltage 

support feature is de:fini tive.1 SOG&E would only make the adder 
a.vailable on acase-by-case btsis,. arguing' that Wan assess:ment of 
need for var support near the QF'site must be made by rS~EJ 
personnel.w (Exhibit 429,. ~ .. A-a.) We recognize that the need. ~or, 
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 OF operator 
or planner of its potential eligibility for the adder. 17 

SDG&E expresses its suggested. load-following ad.d.ers as a 
percentage of the enerc;y price. It calculates an adder o/O.S% for 
coordination of maintenance. For curtailment (which Socf&E prefers 
to prescheduled dispatch), SOG&E calculates an adder oi 4.1% for 
1.000 hours of allowable curtailment, increasing to- 61."5% where the 
curtailment level is set at 2000 hours, and to 7.9;{ for ~ooo hours. 
Finally, the full dispatchability adder works out! to 16.5%. 

SOG&Ederives these percentage addersjby comparing its 
hourly marginal enerc;y costs (using 1985 reco~ed data) with. its 
Time-of-Use rates. This seems reasonable as~ initial 
quantification. However, there may be other'ways to compute the 

I 

effect of concentrating the OF's output within relatively hiqh-cost . 
hours. We are also concerned about the po~sible sensitivity of the 

adder to the choice of historical base yJar. SDG&E itself urges in 
its concurrent brief that we not implemehtadders at this tfme but 

I 
instead convene workshop~ to further d7~eloP' these concepts. 
D. Conclusions . 

1. Specific: Es:rtomanee Features; system stability 
All parties aqree that none' of the utility applicants 

currently has a need for blaCk-start! capability on its system. We 
will deter turther consideration Of/thiS feature. 

Voltage support is the feature most satisfactorily 
I 

analyzed to date. A price ranse of $1 t~ $1.20 per kilowatt-year 

I 
1 

17 We do not now have a multi-a~tribute biddinq system tor final 
standard otter 4, but adders. (it /tbe QF developer has sutficient . 
information about their availability and. J)rice) can serve a similar 
tunction. For example~ a QF developer that knows that its plant 
could qualify tor certain addersjcould. take this into- consideration 
both in its plant design and in ealeulatin~ its bid tor the second 
price auction. This is a -win-win' situat10n: the QF optimizes 
its economics while inereasinq 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 
emergency availability and perhaps in how they define it. PG&E and 
SDG&E believe that they are already entitled to this feature- from 

l 

QFs and thus claim that it should be priced at zero. On !=he other 
hand, Edison assiqns a very high price to emergency avai!~ility. 
It appears, however, that Edison has unique criteria fo-~ 
underfrequency load-shedding, under which (according it.o IE? witness 
Marcus) QFs interconnecte~ at below 220 kilovolts are cut off 
automatically d~ring system disturbances. (see ~ibit 432, -

I 

p. 27 *) Edison calculates that typical QF power ;deliveries, and 
rouqhly halt ot the total meqawatt~ provided bYjQFs, come from 
stations subject to such disconnection. (Exhiliit 421, };). IV-6.) 
The ironic result is that PG&E complains ot Qis that (according to 
PG&E) tri};) otf-line during frequency deviatio~ less severe than 

would cause damage to the QF's generator, wtlile QFs complain that 
Edison trips them off-line (and would reducle their capacity 
paYl'lents on account ot this utilitY-imPOS~ unavailability) even 
during frequency deviations when they could _ remain on-line. 

We have rejected Edison's valuation ot emergency 
availability.. 'rhus, there is no; basis t-or Edison to. use that ,value 
either to increase or decreas~ payments! to QFs. However, we agree 
in principle with PG&E that, it 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 

I 
:manually separate from the system' d1lrfng lesser deviations.. At 
least for a QF that deters or avoids/an in-area power plant, this 
logic would dictate a reduction in capacity payments unless thatQF 
commits to reliance on the relays or/direct authorization from the 
purchasinq utility before separatin

4 
from the system. Neither PG&E 

nor SDG&E has cal~ated an appropr

l 
ate level ~or such a reduction. 
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In 0.88-03-079, p. 45, we said. that Nappropriate QF 
response to emergencies is vital if utilities are to rely on large 
amounts of QF power.N We repeat our call in that d.ecision for more 
QF/utility consultation on this subject, particularly on matters 
such as variations in practice ~etween the utilities and manual 
separation by QFs. /i 

2. Specific Pertormance features; Load Following / 

For reasons that we explained in Section IV ~ above, 
load-following features must generally ~e treated a~adders to the 
energy payments to OFs providing- such features. SOG&El's report, 
and the work done on weconomic curtailmentN for ~nal Standard 
Offer 4, create a sound basis for further effo~ in this area. 
SDG&E has also indicated that it intends to de/elOI> a simplified 
curtailment procedure for use with its final Standard Offer 4. 

I 
(See Section VIII ~low.) We hope that procedure would also. ~. 
adaptable for purposes of reinstated Standafd Offer 2. We direct 
DRA to hold a public workshop, to discuss ,lbad-following features 

I 

generally, define future tasks and prior~ties, and review SOG&E's 
propo~l. The workshop should take Plada wi thin a reasonable tiIne 
after SDG&E publishes its proposal. ;I 

3. General. Observations on ~r.mance Features 
ADd Disagqxeaated ' Resours:e ' Heeds 

Our original interest in ~iS topic was prompted by two 
concerns_ . j 

First, the utilities hay said that the larger than 
antiCipated response to the standafd offers has created or will 
create operational problems beca~e existing QFs are subject to few 
performance requirements and are /not dispatched downward by the 
purchasing utility. From the uJ.lity reports, we had hoped to get 
more knowledge of the types and/severity of these alleqed. problems. 

Second., the wa4derSW/concept seemed ad.aptable to both new 
and existing' QFs. This was a'7tractive because it (l) involved 

existinq QFs in the SOlut:::;;:f3:r~lems attributed to their 

-.'-



, 

• 

• 

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

development, and (2) suggested cost-effective forms of relief tor 
QFs that were looking tor ways to DOOst their revenuestreams. lS 

Our experience in the compliance phase 0:Ythis proceeding . , 
has heightened and broadened our interest in the;.:.Wunbundling" of 
resource needs. This is Decause the resource ~ans have 
underscored two additional concerns. • ;' 

First, over the long term, we are/looking tor ways to 
bring into the QF procurement process oth~ factors besides basic 
capacity and energy. Whether this enhancement of the process takes 

I 
the torm ot mul ti-attril:lute bidding', lUJ-type solicitation (see 
D.86-07~004, p. 21), or adders/subtractors to a contract base 
price, we would need to establish in;1advance at least the relative 
worth of each factor. Performance leat~es seem to be the logical 
place to beqin this analysi$, botblbecause ot the utility 

I . 
operational concerns mentioned above and because there seem. to be 

objective bases tor pricing theJe features. 19 

second, the record tcf date suggests that the avoidable 
resource is apt to be a purchise trom non-QF sources, and'that 

18' Some QFs predate the standard otfers. 'l'hese ·pioneersw 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
followinq and. other adde~s are especially suitable in these 
circumstances since tbey/providehigher payments based on increased 
value of the QF's delive~ies. to the purChasing utility. This is 
fair to QFs and fair to ratepayers. , . ' 

19 For ~ple, we already time-differentiate electric utility 
costs and rates for var~ous purposes; such time-ditferentiation has 
obvious relevance to the load-following features. Some factors 
that do not directly relate to performance might also be considered 
in QF procurement"' How~ver, these factors (e.g., tuel diversity, 
impact on cali!ornia eC9nomy and environment). are generally more 
subjective and/or remote from traditional resource planning: 
hence, our decision to start with performance features • 
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performance features would figure importantly in such purchases. 20 

According to SDG&E, current power purchase negotiations between 
utility systems usually involve a wbase packageW of assets and 
services; the process of negotiating takes the form ,of 
wrepackagingW to explore ways t~ add value or reduce costs. We 
,. / , 

certa~nly have n~ des~re to replace such purchases w~th purchases 
/ 

from QFs unless QFs provide equivalent value~~on the other hand, 
we will not make the a priori assumption tha;tQFs cannot provide 
equivalent value. ~he development of performance features should 
give us a measure against which to test th' QFs' response. 

I • For all these reasons, the WunbUndl~gW of resource needs 
is the logical culmination of a resourctf plan-based QF procurement 

I. 
methoclology. only SDG&E seems (from "f~s record) to have grasped 
this point, or to have expended the ~alytical effort to make 
significant progress.. / 

~~be fair, we must alsoJlote that since the preparation 
of these utility reports, all of the utilities and many QFs have 

I 

done much work on load-following!eatures. ' This work has 'resulted 
in an weconomic curtailmentW option for final Standard Offer 4 and 
many individually negotiated ~ilment or dispatchability 
features.. 

20 SDG&E witness Niggli asserts that Wa utility can obtain 
services from a power purchase contract with a utility that a QF 
resource frequently is unAb~ to provide.w Niggli mentions the 
following 'services.:' energy storage arran9'ements; energy banking 
arrangements: capacity and energy frommult~ple units at a plant; 
back-up service from the utility system; diversity exchange 
arrangements (hourly, dailyf, seasonally); marketing services; 
transmission access. (Exb:.il:>it 214, p. 10.) We think that the 
ability of QFs to provide such services is largely untested. QFs 
Come in many sizes and technologies, s~ there should :be at least a 
potential for QFs t~ meet or beat performance adders offered by 
non-QF competition. We encourage both utilities and QF developers 
t~ explore contractual arrangements whereby QFs would provide'these 
or other services. 
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In the resource plan update followinq ER-7, the utility 
applicants should each file revised reports on performance 
features. The reports should cover at least the sa:me system . / 
stability (except for black-start capability) and load-f'Ollowinq 

/ 

features that were in the original reports; the util~~ies may also 
propose additional features. The utilities shouldjmdicate the 
performance features that have been incorporated tic· date in any 

I 
contracts with QFs, and should provide a statistical analysis. The 
analysis need not identify individual QFs but;fhould indicate, by 
QF technology, the number of megawatts on thefrespective utility 

I 

system that are sUbject to curtailment or other special performance 
requirements. . ;I 

Finally, the reports should ana~yze the potential for a 
. ,I. 

resource plan-based long-run otter made~p .Of d~sagqregated 
resource needs. Suen an offer would include components tor 'basic* 
energy and capacity set at projected tong-run marginal costs; 

I 
system stability adders and line loss tmpacts calculated for 
various districts wi thin the purchaJinq utility's service area; and 
load-following adders calculated tdr a range of load-following 
options up to and including direcJ utility dispatch o~ the QF 

~/ . plant. There are other factors ~n resource plann~ng that are not 
strictly performance-based. The/-unbundled- qeneration resource 

\ . 
otfer could include premiums for various attributes deemed 
desirable by the planner. sueld attributes would include, but are 
not limited to, various types bf security that the QF might post, 

,i 

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. I 

! 
V. The Future of standard Offer ~ 

St=cIard O:/::/:er :1;, /1:Lke 1ntedm Stancl=d o:/::/:er 4, has been 
r 

suspended (i.e., is not ava~lable for new QF contracts). Similar 

i 
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pro~lems underlie ~oth suspensions: inadequate provisions for 
updatinq, coupled with price terms that, in view of then-current 
expectations of need, were seeminqly too qenerous to QFs seeking 

" new contracts. /' 
Revised updatinq and capacity value adjustment procedures 

are noW' in place. (See D.87-11-024 and D.88'-O'3-026..) ;s,lock 
pricinq, an overall meqawatt limit,. anc:l a time limit 00£ 
availability are additional features that we' approve' for standard 
Offer 2. These developments made it possible to reinstate Standard 
Offer 2, up to a maximum of 100 meqawatts in t~o floCks of SO 
meqawatts each, for SDG&E. (See D.88-03-079.) 

However, we c:lecided not to, reinstate Standard otfer 2 for 
PG&E or Edison. (See D'.8-7-11-024.) 'rhese ut.4.lities,. unlike SDG&E, 
showed very little need for new qeneration ~pacity over the next 
five years.Z1 This causes concern because/the levelized capacity 
payments in Standard Offer ,2 would mute de price signal that the 
capacity value adj,ustment and block pricing was supposed to give to. 
potential QFs. Thus, the 'outstanding iJsues for Standard Offer 2 
are (1) under what circumstances should. it be made available,. and 
(2) what megawatt limits should apply fhen it is available. 

Standard Offer 2 uses sho~run enerqy and capacity 
prices (using the annualizec:l rixec1,c6sts or acomDustion turl:>ine as 
a proxy for the short-run marqinal dost of capacity). However, the! 
capacity price is projected and le~~lized over the life of the " 
contract (up to 30 years). This feature means that Standard 

I ' 
Otfer 2 has greater price certainty than the other offers based on 
short-run methocloloqy, where the dapacity price is sul:>j ect to 

, I 

annual adjustlDent. Also·, Standard Offer 2' is the only ,one of our 
current offers to, have any degree of front-loading in the payment 

21 Standarc1 Offer 2 currently requires, the new QF to come on-line' 
within ~ive years a~ter contraet\execution. 
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/ 
stream. 22 . Finally, Standard Offer 2, unlike the other short-run 
offers, requires the QF to- ~e available durinq periods ~peak 
demand on the purchasinq utility's system and recognizes the 
ability of many QFs to provide firm capacity.23 / 

There is no doubt that Standard Offer 2 bas a continuing 
role to play in a balanced portfolio· of standard;6ffers. For 
example, SDG&E has noted the importance of the QF' s com:mi tment 
under Standard Offer 2 to meet peak demand: d~inq its suspension, 
the only short-run offer available to a QF o~r 100 kilowatts 
capacity is Standard Offer 1, which entails;n0 such cOmlIlitlnent. 
Moreover, we are convinced that need gener~ly should n2t be an 
issue with Standard Offer 2 since, like ttle other short-run offers , 
(and s~ject to our concern reqardinq levelization), payments to 
standard Offer 2 QFs reflect the purchasing utility'S short-run 
marg'inal costs. Considerinc; these feat tires , we seek comment on: the 
followinC; proposal for regulating the fVa'ilability of ~dard 
Offer 2. . i 

Standard Offer 2 would be made available, for a specified 
time and subject to block pricing add overall meqawatt limits, for 

I 
PG&E, SOG&E, and Edison after each. ):)iennial update proceeding"- '!'he 

I 

block sizes would be SO megawatts for SDG&E and. 150 megawatts for 
f PG&E and Edison. The number of ):),Ocks to· be made available for 

I ---. l' 22 Inter~ Stand.ard Offer 4 aso has front-loaded payment 
options. However, final Standard Offer 4 supplants the earlier 
version as our long-run offer and only provides *ramped* (i-e.~ 
inflation-adjusted) payment streams. 

23 Time-differentiated capaciJy payments under Standard otters 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 ~e available for\all on-peak hours in the peak 
months (sul:ljeet to- a. 20% allowance for forced outages in any month) 
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 rep=esents 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 com~ on-line no· 
sooner than the first year in the eight-ye~r *wu{dow* th~t the 
purchasing utility's ERI is projected to equal~r exceed a stated 
threshold..24 (The higher the ERI, the qreaty is the relative 
value to the utility of additional capacity./,l We propose to- set 
this threshold initially at 0.8. A Stand.~ Offer 2 QF that comes 
on-line before the ERI threshold isprojedted. t~ be reached would 
receive Standard Offer 1 capacity paymen~s during that interval. ' 
(This is the same way that we treat final Standard Offer 4 QFs 
coming on-line Detore the prOjected~onlline date of the avoidable 
resource ~) - . . . 

The threshold would modify the current requirement in 
Standard Offer 2 that the QF come 0 line within five years of 
contract exeeution~ instead,. like Standard Offer 4 QFs, the 

24 The projection would De mad in the biennial update proceeding. 
and would be ):)ased on the resource plan used tor purposes of final­
Standard Offer 4. The Standard Offer 2 contract would have a 
specific date when the QF could ~qin to~ receive levelized capacity 
paYlllents.. This date would :be re,\1etermined at each update 
proceeding for new standard Offer 2 contracts, Dut existing 
-contracts would not :be affectedJ 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 n~erlot final Stan~ard Offer 4 megawatts 
is- authorized in that biennl.al Update proeeedJ.ng. In other words, 
any identified avoidable resource would De deemed avoided or 
deferred DY final Standard O~fer 4 QFs when we establish the 
pricing and availability of Standard Offer 2. 

\ 
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Standard Ofter 2 QF would have up to eight years to· come on-line 
(depending on when the threshold is reached rather than th~/ 
projected on-line date of an avoidable resource). This fe~ture, 
together with capacity price levelization, would make St:andard 
Offer 2 particularly attractive to QFs using new or ~pital­
intensive technologies that typically re~ire some/~qree of fr?nt­
loading in order to be financed and that otten need more than tive 
years to come on-line. 25 ~ 

It may be useful to receive comments n our proposal 
before the next biennial upciate proceedinq. ccordingly, the , 
schedule tor comments will be set by AsSign/ed Commissioner or ALJ 

Ruling. 

V,t. uniform standard OUer Contract Language 

our basic policy qoverning' ~ form' and terminology used 
I 

in the standard otter contracts is th~t they should be uniform 
amonq' the utilities except for the ve:f:y tew aspects. that must be 

J 
utility-specific due to differento~ratinq characteristics. see 
D.83-09-054, orderinqparaqraphS: d.83-10-09~, orderinq 
paraqraph 20. 'l'his ensures ev~ed treatment ot QFs and 
promotes a common understaridinqof!the standard offer provisions. 

I 
I 

2S Given these adjustlllents t<>/reinstated standard Offer 2, ·we 
hope to see fewer requests for approval of .nonstandard contracts. 
We also reg-ard Standard Offer 2' as. settinq the limit for front­
loadinq payments to QFs, while tinalstandard Offer 4' sets the 
limit for price certainty. We do not preclude greater front­
loading or price certainty in al nonstandard power purchase 
aqreement, but the utility and RF supportinq such an aqreement will 
bear a heavy burden in demonstratinq that it is fair to ratepayers 
and consistent with avoided co~ principles. 
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Final Standard Offer 4 already tully implements this 
policy for that otfer. Also, pursuant to the cited decisions, // 
workshops held earlier in this proceeding have produced uniform 
contract language for the other standard offers. However, o~r 
review of the uniform language was delayed, while we dLVO ed our 
attention to Standard Offer 4. 

Before our review andpossi~le approval of e uniform 
i . 1 / . lanquag-e,. we th nk the partl.es shou d have an OppOr;nnl. ty to 

reconsider that lanquag-e, particularly in light of e products of 
the tinal Standard Otfer 4 drafting effort. 
summar~ze ~n D.88-03-079, resu~te4 in claririca ons and 

~qinative solutions in a number of problem a~as~ These 
clarifications and solutions should be incorpof-ated in the short­
run offers, on a prospective basis. tor new Qi(s siqning those 
offers, wherever appropriate. / . 

We intend to review the uniform ~quage ~efore the next 
biennial resource plan update. , 'Also-, we ~ed to review the 
parties' recommended specific 'languag-e ~lementing the new 
curtailment proviSion (see Da8S-03-079,lP • 40-4.1): these 
recommendations were filed on June 27, t98S. Ideally, we can 
complete both tasks in a single decision in the fall. 

With this timetable in m.ind,/ we direct the utilities to 
examine the existing- uniform la:nquage/proposals for the short-rim 
standard ofters and file revised proposals on October ~4, ~9sa, for 
Commission approval. We encourage cpntinuation of the consultative 
process that reached general aqreem~t on contract drafting issues 
for final Standard, otter 4 _. Under fhis pr~eess, the utilities and 
interested parties would tile a jo~t proposal on Octo~r 14, 
indicatinq agreed-upon provisions.~utilitY-SpeCific language where 
appropriate,. and any contested :mat ers. Other parties may comment 
on the proposal(s): such responsi comments must ~e tiled no later 
than Novem})er 4, 1988. 
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vxx. Dis.positi9n. 0: Pending Pe3:itions and Motions 

We have postponed consideration of several petitions and../ 
motions because of the priority given to the replacement of interim 
standard Offer 4 with a long-run standard offer baseQ on util~y 
resource plans. Now that final Standard Offer 4 is in plac~ we . /. 
turn to these other matters relating to the standar.d Off7r .' 
A- Request tor Hearing on Line Loss Issue~ 

Part of the calculation of avoided cost is ~ variation 
in transmission line losses caused by QFs. In other wbrds, does QF 
development save money (in the form of reduced line t6sseS) ror the 
utility that purchases the OF output, or does OF d7*elopment cost 
money (in the form of' increased line losses), as ~mpared to 
generation and transmission of an equivalent amo~t of eleetricity 
from the utility'S other resources? Note that ~ne losses affect 
the value of Doth the energy and capacity pur1ased from a QF or 
from. a non-QF seller~ (See D .. 84-03--092', milneo ... pp'. 38'-39-.) 

Many issues would have to be resol,jed to answer these 
questions precisely.. We would have to consJder, for example, QFs' 
proximity to, the utility's load centers ancithe characteristics of 

I 

the utility'S- transmission system.. We woU'ld also have to decide 
whether to predicate the answers on 1J:r1alypis of the agqregate 
impact 'Of QFs, or whether a project-specific line-loss methodology 
is necessary or desirable. / 

We addressed line losses in skveral of the early standard 
offer decisions. We ordered the utili' yapplieants to include in • 
their ofters the costs or savinqs fro line losses for QFS in the 
aqqregate. (D.82-01-103,8 CP'C'C 2d 2·, ordering paraqraphs 6 .. d ana 
8.e.) However, we created an excePt~ntor remote QF projects one· 
meqawatt or larger:, losses from SU~\QFS. were to be exaJIljned 
incl1v1dually. (~., 8 CPUC 2d at 45- .. ) In D.8:2-12-120', we noted. ' 
the paucity of utility line loss stu~ies to date and determined ~or 
the tillle ;beinq ~ adopt a loss factt of i.o to be applied by all 
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utilities for all OF enerqy. This essentially treats the line 
losses associated with QFs as equivalent to those from utility 

d 
/, 

plants. (D.82-l2-l20, 10 CPUC 2d 553, 625.) We also eter.m~ned 

that adjustments for remote QFs were not then practicable! and we 
suspended that exception pending utility study of how tcr identify 
such QFs and to reflect a different energy loss rate.~(~.) 
However, we rejected a PG&E suggestion that individual line losses 
~e established, instead affirming our prior deCiIiol te analyze OF 
line losses in the aggregate. (1£.) 

Following D .. 82-12-120, PG&E revised it previous line 
loss study, reviewed the new study with an advisbry group that it 
had convened, and filed the study at the CPOC ~ Septel:lber 30, 

1983. Not surprisingly, the results of the. ne~ study were 
controversial, and on November 8:, 1983, a "Request tor Evicientiary 
Hearing" be~ore takin~ action on PG&E's propdsals was filed Jointly 

. , 
by Ultrasystems Incorporated and Occidental Geothermal, Inc. 
(t7trasystelnS/oGI) .2& SDG&E and Edison have/ also filed line loss 

I 
I 

/ 
i 
I 
I 
I 

26 santa Fe Geothermal, Inc., an aetiye participant in the final· 
~ stond4rd otter 4 compliance p~:, _is su~ssor to OCI. 

" 
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studies: to date, no hearings have been held on any of the studies, 
which are now at least four years 01d. 27 

With work in this proceeding near completion~ and/our 
I 

investigation of the impacts of out-of-state and out-Of-s~ice-
area QFs (I.85-11-008) about to resume, the lat~er proceeding 
-seemed to be the logical forwn for examining line loss Issues. 
This was suggested by AI:! WU' s Rulinq of January 7, 19.8 8 • However, 

I 
at a prehearing conference on February 11, 1988~ in that 

I 

proceeding, m.ost parties did not support expanding t'he scope of the 
investigation to include these issues. Thus, our drder 

/ 
restructuring I.85-11-008 made no provision for addressing line 
losses. (see 0.88-04-070.) / 

We see little benefit at this time to/refining the 
treatment of line losses in our established methodol~ for pricing 

, I 
ener9Y from. existing QFs, or even future QFs U4'1der the short-run 

, , 
standard offers. Not only are the studies old and likely to need 
revision, but also the issues involved in maJb.ng line loss 
adjustments for such QFs are complex, and tlIere is n~ assurance 

I 
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 depision was moclified~ 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 forI energy equal to the 
respective utility's marginal line loss ~actor. Weals~ concluded 
that, for SDGfrE and Edison, no additionl\f'l line loss savings would 
accrue from. QFs at the secondary distr~ution level. 

We also addressed the su:bject Of~line loss adjustment for 
kapaeity i·n D.84-03-092. We noted that capacity pricinq involves 
payments set further into the future . those for ener9'Y and on 
that basis determined that failure t~ include a capacity line loss 
adjustment would expose ratepayers to eXcessive risk.. We approved 
PG&E's. line loss adjustments tor capaei/ty, and we also d.irected. 
PG&E to determine s.uch adjustments remote QFs on an individual 
basis.. SOG&E and Edison (and PG&E for jits non-remote QFs) were to. 
continue to calculate capacity line loss adjustments for QFs on an 
aqqreqated :basis. I 

l; 
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, 

that after wrestling with these issues, we would emerge ~ 
significantly improved price siqnals to QFs. We there;ore will not 
proceed to hearing on whether to adjust our present approach to QF 
line loss impacts in existing short-run standard of7'rs. 

We reach a aifferent conclusion for the resource plan­
based otfer, tinal standard otter 4. First, line;lloss analysis 
seems substantially more practicable when QFs' impact is judged 

I 

against a specific avoidable resource instead ~ the entire utility 
system. 28 Second, and more important, line 10 ses may be 

significant when considering the utility'S * saggregated resource 
need. * (See 0.87-11-024, mimeo. pp'. 29-31.) Consider two 
examples. The utility'S choice of site for the avoidable resource 
may depend in part on the configuration 0;te utility's load 
centers and existing system~ this suggests that QFs avoiding that 
resource may'~ significantly less wells tuated in terms of their 
line less impact. Hewever, where the avoadable resource is an o~t­
of-state purchase, we are reluctant to a~sume a priori that QFs 

(particularly those in-state and in thekurchasing utility's 
service area) would have line losses e~ivalent to the out-of-state 
purchase" which would be the effect of ~pP1Ying a less factor o.f 
1.0. In both examples, there is a good chance tha.t a given final 
Standard O~~er 4 QF should ha~e ~ loss1'faetor higher or lower than 
1.0. 

The line less impact of potJntial QF avoidance o.f an 
identified avoidable resource should ~ analyzed by the utility in 
its resource plan subm.itted in the bi~al upclate proceeding. We 
expect e~ch utility to present a line/ less adjustment method that 
is sufficiently detailed to. enable eaCh potential QF bidder to 

28- Furtherlllore" within. the contines. o·:f final Standard Offer 4, it 
may be both :feasible and desirable to judqe ~ QF's impact, 

~ rather than ~ng QFs in the _ a:~~at~ 
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I 

calculate its loss factor precisely, based on the re~rce aqainst 
which it is bidding and the location of its own pro~ct. The 
bidder could then. take its loss factor into account when preparing 
its bid; there would be no- need to change the secdnd price auction 
to weight the bids by the loss factor. / 

It we are able to develop a line loss/adjUstment method 
for final Standard Otfer 4, we may then investigate extending or 
adapting the methO<1,. on a prospective basis,. to encompass new QFs 
that choose a short-run standard offer.. / 

Since we have decided not to hear fr otherwise act upon 
the utilities' 198~ line loss studies at thfs time, the 
~ltrasystems/OCI request for hearing should be dismissed as moot. 
B. PetitiOD :tor Kod.i:ticatiOD Reg'ardin9' oufc.atiOD of As­

ADilAllle Contracts 'standard Qtters 1 and 3) 

SOG&E has asked that we providJ for (1) a fixed term in 
as-available standard otfer contracts (~we· do· for tirm capacity 
contracts),. and (2) a contractual o~lig~tion that the QF develop 
its project substantially as set forth An the power purchase 
agreement.. 1'0 the extent that the QF either does not develop the 
facility or the facility cannot be op~ated at the level 
contemplated in the aqreement,. SDG&E Jrges that wallocated line 
capacity should be reduced and the cohtract modified or terminated, 

I 

as appropriate. w SDG&E says that the as-available sho~-run 
I 

offers, in their current form, present entorcelnent problems, 
complicate the utility'S resource pl~ing, and permit a 
floundering QF pro:) ect to- tie up trabslnission capac:i ty, to- the 
likely detriment of future QFs. I 

. The QF Milestone Procedure, which we authorized in. a 
series of decisions beqinning with D[.8:5-01-038: (Jan. 16, 1985) '" was 
developed after SDG&E filed its petition (Nov. 16, 1984) and 

I . 
responds in part to the kinds of problems that SOG&E identities. 
AlsO,. final Standard Otfer 4 eontaink an abandonment provision that 

I. 
would apply to as-available QFs under that otfer and.that appears 
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to handle the kinas of problems that prompt SOG&E's rcqucst/;for a 
/ 

fixea term in as-available contracts.. Modification of Standard 
Offers 1, 2, and 3 to incorporate appropriate provisio~ from final 
Standard ofter 4 is one of the remaining tasks to- be~ompleted 
atter today's decision. ;f _ 

In short, many of SDG&E's concerns appe~ either already 
/ 

resolved or resolvable through tine-tuning ot the short-run offers 
. d . I .it that loS alrea y under way. (See Sect:l.on VI above.) 'I'hereol.ore, we 

deny SOG&E's petition without prejudice. ~ 
c. Request for Approval or Off-peak Energy Adjustment 

Factor tor Interim standard Ofter 4 cPG,iE) 
/ 

PG&E has tound a gap in the pro~sions otits interim 
standard Otfer 4.. 'I'he gap affects a curtailm.ent option that is 
unique to PG&E's ofter. (See 0 .. 83-09-054,. mimeo. pp. 3-6-38:.) 

specifically, curtailment option Sallows PG&E to otter 
an adjusted enerqy price tor various ~asons (not limited to 
negative avoided cost and hydro spilJ conclitions, as- is- the case 

I 
with curtailment option A). Curtailment Option S gives PG&E 
increased operational fiexib·ili ty a~d the possibility ot reciuced 

/ 
energy payments for up to 1000 hours-, while QFs choosing this 
option get an energy price "adder( tor certain pe:r::iocls during which 
the adjusted. price cannot be o!!~ed. 'rhe percentage of this adaer 
is contractually established tor/that part of the QF's payments 
based on energy prices set fod in the contract; however, part of 

I 
the energy payments to certain of 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 n2t specified~Z9 PG&E 

I 
se~ks Commission approval of an adder to, apply to theze 1atter 
prl.ces. 

PG&E suggests a solution. PG&E's interim dard 
. d . / 1 Offer 4 does specl.fy some of the adders neede to ~p ement 

curtailment Option B. These apply to the forecasted prices and 
levelized prices (Energy Payment Options 1 and z/respectively) 
specified. in the contract. The contractually es'tablished adders 
are 7 .. 7% for Seasonal Period. A (May 1 through /eptember 30) and 
9.6% for seasonal Period B (October 1 thrOUgh/APril 30) .. PG&E's 
solution is to also apply these adders to CU~ilment Option B 

energy prices for any portion of the QF'S enkrgy payments ~ased. on 
the current published energy price. PG&E b~lieves its solution 
would be appropriate as long as the Commisdion-approved method for 
calculatinq short-run avoided operating c~ts does not already 
capture the effect of the curtailment OPtion B adjustlnent. 

PG&E's solution is attractive tor many reasons, not least 
of which is its simplicity~ The record 6oncer.ning this aspect of 
PG&E's interim Standard Offer 4 is not Jetailed~ as with the rest 

I 

of that offer, the contractually established adders are the product 
of the 1983 neqotiatinq conference be~~en utilities and QFs. So 
far as we can determine, there is no reason to apply the adders to 
energy payments based on forecasted orllevelized prices but not to 
those payments usinq current published!enerqy prices. PG&E's 

I 

29 Specifically, a QF choosing Energy Payment option 1 or 2 l'Aay 
also choose to have a percentage of its, energy payment based on 
current published energy prices, even Ifor the so-called wfixed 
price periodw of its contract.. After \that period is over, for the 
balance of the contract term, all energy payments are based on 
current avoided costs.. 'Onder Energy Payment Option 3-,. all energy 
payments throuqhout the contract term use current published. energy 
prices with possible year-end adjustments t~ re~lect the floor ana 
ceiling price bands chosen ~y the QF.. \ 
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solution also provides both utility and QF with the price ce~ainty 
that is one o1! the primary qoals o1! the fixed. price period it{ 

/ 
interim Standard Otfer 4. Therefore, we adopt this solution, at 
least tor the duration ot fixed price periods (under Ene~ Payment 
Option 1 or 2) specified in interim Standard Offer 4 co~racts. 

Nevertheless, we will consider another poss~ility for 
Energy Payment Option 3 and for Energy Payment OPtio~ 1 and 2 at 
the expiration of the fixed price period. Since Aufst 1985-, when 
PG&E filed its proposed solution, we have qained 11fCh experience in 
devisinq c:urtaillllent provisions tor standard ottef contracts. In 
particular, final Standard Offer 4 has a curtailment approach that 
in some ways is a retinement on PG&E's curtailm~nt option S, and 
the parties are also, reworkinq this approach fdr reinstated 
Standard Ofter 2. These newer curtailment pr~isions are designed. 
to- <Jive the utility enhanced tlexibility Withbut disadvantaqe to 
the QF; moreover, they will provide tor upda~ed adders, which 
should be preferable to simply continuinq t:rk use of the adders 
cal~ated by PG&E in 1983 tor the aurationjo-f its interim Standard 
Otter 4 contracts. f 

The parties have not previously had an opportunity to 
consider whether the newer curtailment pr~sions are reasonably 
adaptable to purp~ses ot interim Standardi otter 4. The complexity 
ot the various ene~ payment optione dictate$ care in· applying a 
curtai~ent approach developed with a diiterent standard otter in 
mind. We therefore solicit comment ontbe appropriate treatlnent of 
adders under PG&E's curtailment Option Blfor Energy Payment 
option 3 and Energy Payment options 1 ana 2 at the expiration of , 
the tixed price periOd.. The parties S1l file. their co:m:ments no 
later than September 1, 1988. 

\ 
- 50 -

.. -



, 
A.S2-04-44 ct al. ALJ/SK/fs 

/ 
v.tll. curtailJDent Provision tor Final standArd Ofter 4 

/ 
On June 27, Edison, on behalf of the utilit~/QF/DRA 

working group, filed the group's joint proposal for ~Plementation 
of the "economic curtailment* option that we appro~d in principle 
in 0.88-03-079. However, SDG&E doubts the wor~i~ity of the 
option tor its system and requests aUthOrization;!to develop a 
simpler curtailment approach, in consultation wf th other group 
members. SDG&E says that it expects to Publl.i its proposed 
approach in late July. 

SDG&E's problems with the *econom~ curtailment* option 
are not clear.. Basically, SDG&E finds the fPtion, as implemented 
under the working qroup's proposal, (1) &a d to- ac1:minister, ana 
(2) risky tor the utility.. . 

Coneerning the first point". we are not eonvinced. The 
utility has to track much cost informat~on in order to- maximize its 
benefits under the option. However, the utility'S system 
dispatchers alreaay track (or should ~ tracking) most of this 
information. The utility's billing dJpartment may have additional . , . 
tasks, as SDG&E suggests, but there are presently no final stand.ard. 
Offer 4 QFs on-line" and there won't/be any tor at least a year .. 
SDG&E does not estimate the time re~iredto develop the needed 
infrastructure. I . 

SDG&E also feels that administration of the option would 
be eostly, relative to the small siFe ot the typical QF on its 
system.. Xn 0.86-07-004, we said 'tl:iat the utility should establish 
reasonable specifications to gover.dQF eligibility for performance 
features. The specifications coul~ include minimum size 

\~ 
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30 qualifications for the QF. (~., p. 74.) How small is too 
small probably depends on each utility'S system. We note that tor 

./ 
SOG&E, telemetering is required of QF projects of two megawatts or 

" . greater. This may be an appropriate threshold for the ~econom~c 
curtailmentII' option.31 / / 

Concerninq the second po,int, SDG&E's allegation that the 
utility must determine exactly the lowest COst 1,500

1 
hours on its 

j 
. / . 

system ust to II'break even,1I' our understand~nq 'of /the lI'econo~c 
curtailmentII' option is completely different. If /the QF continues 
to generate c1uring the hours subj ect to the option, it gets paid. 
'actual incremental costll' or the forecast shortLrun avoided cost 

f 

for those hours, whichever is~. If the utility's access to 
cheap enerqy is qreater than the forecast, th~ QF's energy is 

f 
priced at the cheaper alternative:- if there is .au cheap, energy 

. { 
around than was forecast, the QF's energy is priced on the ~orecast 

I 

basis even though the utility'S available alternative energy is 
more ~i ve. 32 'rhis eftectivelyshiftS'/ much risk of forecast , 
error to the QF, although the utility would, get more or less 

f 
f 

I 

/ I 
J , 

l 
30 It SDG&E was concerned about l~~ nUlllbers of tiny QFs signing. 

up· for this option, SDG&E :could certainly have brouqht up this 
concern in the workinq group. The same observation applies to 
SDG&E's problems with the term lI'actua,l incremental costll' as used in· 
the option. Surely SDG&E, as an active participant in the working 
group, could have sought to have the/term c1efinedto its 
satis~aetion. / 

J 
I 

31 The threshold would screen outlQFs whose enrollment in the 
option would do little to enhance the utility's- flexibility. For 
example, SDG&E asserts that the numerical majority of QFs on its 
system are less than a megawatt" but IEP. has calculated .that over' 
85% of SI>G&E's QF capacity is concentrated among the larger QFs 
that are subject to the telemeterinq requirement. (See 
D.87-05-060" p. 50.) Thus" the ac1:lilinistrative burc1en can easily Pe 
'minimized while capturing most of the option's benetits. 

32 Moreover, the utility can st~l require the QF to actually 
curtail its output during II'neqati~e avoided costll' conditions. 

I 
! 



.. 

, 
A.S2-04-44 et ale ALJ/SK/!s 

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 
tour hours in advance of a scheduled curtailment hour. 

On balance, we will allow SDG&E the opportunity to , 
.1 

develop a simpler curtailment approach, as it requests. ~,,/alSo 
welcome the ofter ot the rest of the working group, to as~st in 
that effort. Our decision is prompted chiefly by adminxstrability 

I 
concerns. We had hoped that the weconomic' curtailment~ option 
would be readily adaptable for use with the other s-t;a'ndard ofters, 
in particular, SOG&E's reinstated Standard Ofter Z/ It this hope 
is to be realized, the utility needs to be able tel ilnplement the 
option ~ite readily. Our allowing this opporturiity to SOG&E is 
not to be construed as agreement in any respect!with SDG&:E's 
objections to- the weconomic curtailmentW opti~ presented by the 
workinq group tor final Standard Otter 4. / 

We therefore request that thewor¥ng group convene 
shortly atter SDG&E has published its propc:sed approach. My party 

JJJ.a,Y also tile written comments on that apPfoach. 'SUch comments, 
and the reportot the working qroup, should be tiled no later than 

. I 
september 30, 1988.. The report should il:lcluc:le the working group's 
recommendation for an *economic curtai~tW option suitable tor 
inclusion in the short-run standard otf~rs-
Findings or Fact . I 

1. strategic considerations pla.y a part in electric utility 
resource planning. The utility must provide for uncertainty 
underlying its planninq assumptions in order to create a long-run 
least-cost resource plan. Any accep~a):)le procurement strategy must 
be non-d1seriminatory, i.e., it mustJapP1Y to, the ~tility's own 
projects and purehasestrom non-QF sources as well as to QFs. 

2. A resource plan should mak~ eXplicit ·its strategic 
I . 

elements, reveal the planner's risk preferences, and indicate how 
the strategy responds to· uncertainty.~ .' 

, \ . 
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3. ~he utilities' CEC-based planning scenar~shoUld adopt 
the treatment preferred by the CEC for accounting;tor municipal 
loads and self-qeneration. / 

4. california electricity planners shoul~ recognize the 
uncertainty of the price of, and access- too, srI lus power from. the 
Pacific Northwest and canada. 

S. Under BPA's current ratemaking POlfcies, BPA has set 
prices to california that track just below the short-run marginal 
costs of california utilities. As long as/BPA pursues its current 
ratemaking policies, california ratepayerJwill lose money if 
california utilities prefer purchases frof BPA to developing cost­
effective long-term resources. PUrchases from BPA should be 
assumed to be slightly below short-run mfarqinal cost until and 

I 
unless BPA provides appropriate assurance on some other price 
assumption. BFA's -long-term nonfirm Jnerqy rate cap- does not 
provide such assurance... I 

&. SPA'S Intertie Access POli~ acts to- restrict output and 
suppress competition amonq Pacific Northwest electricity suppliers. 

I 
7. california's electricity planning should try to- mitigate 

the anticompetitive impacts of BPA's ~ntertie Access policy. 
8. One loqical approach to electric resource planning is to 

) 
rormulate base-case ass~ptions on tuture supply and demand, and , 
then to analyze strategies to' m.eet the needs identified in the base 

I 

case~considering also any uneertaiJ~ies tho at. underlie the base-
ease assumptions. . 

9. A resource planner needs ,ome flexibility in order to. 
reasonably bridge the gap between s~ort-rAnge and long-rAnge 

I 
forecasts. For the biennial resource plan review, the utility may 
choose between the trending approa~ used in this phase, repetition 

l .' of a current CPUC short-range forecast for the eonnect.J.nq years,. or 
repetition of the CEC year S foreea It for the connecting years. 
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10. There is a neeQ for the CEC anQ CPOC to use common 
te:rn.inoloc;y in a consistent way when analyzing electric/resource 
planning issues. /' 

11. ORA's filing in the biennial upaate proceeding to follow 
. / 

ER-7 should lncluae a status report on progress t~ward the 
development of a standarized and uniform methodo~ for the 
treatment of costs ana Denetits of all resourze options (both 

generation and nongeneration). 
12. The CEC's forecasts of DSM program pacts include (in 

the category wConditional RETOW) some utili~-sponsorea programs 
whose level of funding is subject to CPOC review and possible 
approval. The projection of impacts from Jucb. utility-sponsoreQ 
programs should be analyzed in the bienniJl update proceeQing in 
terms consistent 'with enhancements devel~ed in the joint CEC/~C 
staff workshops on integrated least-costj methodoloqies. 

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 
, ' I 

uniform contract language for the short~run standarQ ofters. The 
parties should have an opportunity td further consider the uniform 
language in light of the provisions 40re recently approved for ' 
purposes of final Standard Offer 4. I The latter provisions should 
be incorporated in the short-run offers" on a prospective basis tor 
new QFs siqningthose Off~S, Whererer appropriate. 

15. QFs, individually or in the aggregate, may increase or 
decrease the transmission line losJes that the' utility purchasing 
the QF's output would otherwise inb.r. Prior CPOC decisions have 
established policy reqarcl:i.ng trea~ent of line losses in payments 
to QFs under the short-run standa~d offers. Refining that policy 

• I 
for short-run QFs presents formidable problems and should not be 

pursued at this tilDe. j 
16. Line loss analysis for, individual QFs' may be both 

teasible and desirable tor p~~s ~ tinal standard o~ter 4. 

I ' -I Ss.-
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17. The QF Milestone procedure and the abandonment provision 
developed for tinal Standard Otfer 4 address some of the concerns 

/ 

underlying SOG&E's request for additional requirements applicable 
to as-available QFS. ~ 

18. PG&E has tound a gap in the provisions ot its interim' 
Standard otter 4. The gap affects a curtailment o~tion that is 
unique to PG&E'S otfer. Some but not allot the ~dders needed to 
ilnplelllent this option are specitied in the otter) PG&E's sU9'gested -
solution (which is to apply the specitied adders/to those payments 
under the otter that are based on the current p'ublished energy 
price) is reasonal:>le, at least tor the duratidn ot fixed price 
periods, under Energy Payment Option 1 or 2, lin interim Standard 
otter 4 contracts. Other trea'bnents of these adders may :be 

I 

appropriate for Energy- Payment Option 3 (under which all energy 
I • 

payments throughout the contract are made at current postJ.Dqs) and 
for Energy Paym~nt Options 1 and 2 at the jexpiration of the fixed 
price period.' . / 

19. Additional performance features may have local or system­
wide value,. depending on the other resodrces, transmission 
confiquration,. and other characteristic~ of the utility receivin9' 
the QF'S power. Such features can e.rud.nce reliability and help the 

I 
utility to integrate new QFs, consistent with economic a.ispatcll and 
smooth system. operation. Such featur~s. also must be quantified ana. 
priced in order to enable QFa to com~~te on an even tooting with 
potential purchases from non-QF sellfrs to the California market .• 

20. None ot the utility applicants currently has a need for 
black-start capability on its systJt,. .• 

I 

21. T.be fUll annua11zea. fixed costs of a combustion turbine, 
adjusted for current capacity neea./on the utility system, ~erve 
only.as a proxy tor the short-run ~rginal cost ot- ~paeity.. QFs. 
are not requirea. or intended to replace combustion turbines on a 
utility system. 

I 
I 
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22. PG&E has not priceCl any of the aClClers specif~~Cl in 
I 

D.86-07-004. EClison has priceCl four the seven aClder~. However, 
only its analysis of the voltage support feature (b~ed on the cost 
of proxy capacitors) is reasonable. ~ 

23. Load-following features serve to conce~trate the QF's 
output within relatively high-cost hours on the /l!I.tility system. 

24. Adders for load following may reasonably be structured as 
follows. The adder increases the energy pay.merit to QFs committed. 
to provide a given load-following feature. T~e adder applies 
during hours when the QF's output is not sUb1ect to eurtail~ent, 
scheduling, or other control by the utility ,/ pursuant to the 

feature. I 
2$. SDG&E has priced all of the adders specified in 

I 

. D.86-07-004. SDG&E's valuation of the vol,:tage support feature is 
reasonable. Further work by the utilities on this feature shoula 
concentrate on QF eligibility, inC1Udingr} eoqraphi. 'c and operational 
criteria. . 

26. The ad.ders concept,. if properl'Y' implemented, can serve ,a , 
similar function to multi-attribute bidding, and may also provide 
some o~ the analytical ~asis for such J~iddinq system. 

27. A reduction in capacity paymJnts may be appropriate for 
QFs that separate from the system with6ut (:L). being tripped off 
'automati~lly at predetermined setting~, or (2) getting 
authorization from the purchasing uti~i ty.. No utility bas. 

reasonably evaluated such a reductioni 
28.. The "unbundling" of resource needs is the logical 

I 
culmination of a resource plan-based QF procurement methodology. 
More work is needed to develop· this concept, which. ineludes :both 

I 
performance features· ana other factors. (such.. as fuel type and 

I 
security) .of eoncern to energy planners. 
Conclusions of Lay I . 

1. SDG&E's request for additional requirements applicable to 
as-available QFs should be denied'without prejudiee. . 
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2. PG&E's proposed. solution for the interim stanLouer , 
/ 

pro~lem described in Finding of Fact 18 should be app~ved tor the 

duration of fixed price periods in contracts under ~rqy Payment 
Option 1 or 2. Other solutions should be considered for Enerqy 
Payment Option 3, and for Energy Payment Options rand 2 at the 

expiration of the fixed price period. 
3. The request of Ultrasystems/OGI for h7arinq on PG&E's 

1983 line loss study should be dismissed as moo/t •. 
4. PC&E, SDG&E, and Edison should ~ required to' file~ in 

the resource plan update following ER-7, revis~d reports on 
performance features and disaggregated reso~e needs.' 

s. In future ~iennial update proceedings, the applicants 
should explicitly present strategiC elementJ in their resource plan 
filinqs. / 

6. For the biennial resource plan review, the utility should 
choose a reasonable way t~ bridge the conn~cting years between any 
current CPUC short-ranqe 'forecast, apPlicable to' that utility, and 
the current CEC long-range forecast,. as d~scribed in Finding. of 
Fact 9. However, the utility shall not change the adopted forecast 

" of either commission. The utility should! justify its choiee and. 
• 

indicate whether the choice materially affects the type or timing 

of avoidal:>le resources on its sy~tem. ~ 
7. The parties to~ biennial upd.ate proceedinqs to follow ER-7 

and subsequent Electricity Reports. shou ,evaluate conditional RE'XO, , . 
forecasts in terms. consistent with anyennancements developed in , 
the joint CEC/cpuC staff workshops on iriteqrated least~ost 
methodoloqies. Based on suCh eValUatio+,. the CPUC should consider· 
some or all of the estimatedc:onditional RETO as nondeferrable 

I 

resource additions tor purposes of tinal,Standard Ofter 4& 

Proj ection of lonq-term DSX· costs and ~pacts by this Commission in 
the resource plan update proceedinq shohld alsc be qiven weiqht in 
subsequent short-term OSM funding reque~ts in the respective 
general ~ate cases. 
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8. PG&E, SOG&E, and Edison should be required to/file 
revised reports on performance features in the bienniai resource 
plan update following ER-7. The reports should cove~/at least the 
same system stablility (except for black-start capability) and 
load-following features that were in the original 7eports; the 
utilities may also- propose additional features. Tfe utilities 
should indicate the performance features that have been 

/ I 

incorporated to date in any contracts with QFs, ~nd should provide 
a statistical analysis. The analysis need not iden~ifY individual 

• I / 
QFs but should J.ndicate, by QF technolo<JY, the;n~er of megawatts 
on the respective utility system that are subj

1
ect fO. curtailment or 

other special performance requirements. ,/ 
9. ~he reports on performance features should also analyze 

the potential tor a resource plan-based longfru:d offer made up- of 
4isagqregated resource needs. Such an offe, wo~ld include 
components for 'basic· enerqy and capacity set/at projected long­
run marginal costs; system stability adders/and line loss impacts 
calculated for various districts within the ~urchasing utility'S 

i I 

service area; and load-following adders calculated for a range ot 
load-following options up to. and inCludinq!direet utility dispatch 
ot the QF plant. There are other factors lin resource planning that 

are not strictly performance-based.. ~he iunbuncUedw generation 
resource ofter should include premiums tor various attributes 

I 

deemed· desirable by the planner. SUch attributes would include, 
but are not limited to, various types of fecurity that the QF xniqht 
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. f 

10. Standard Offer 2 should be made available from all 
I . 

utilities, su))ject to reasonable restrictions,. on a regular basis. 

I 
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ll. The power purchase agreements under the s~andard 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 characteristxSs. 

l2. This order should be made effective immediateiy in order 
to ensure that remaining issues in this proceeding are/resolved in. 

.' 
advance of ER-7 and the following biennial update proceeding .. 

I 

.I 
/ 

~ XS = = -CQmJAHCR PBME / 
/ 

1. The Division of Ratepayer Advocates (ORA) shall prepare a 
status report on the development of a common te~inology for use at 
this Commission and the california Ener9'Y commi'~sion (a:C) for 
resource planning purposes •. ORA. shall file th·is report, and se%Ve 

'. I 
it on the parties to Application CA.) 82-04-4~ et al., no later 
than' september 30, 1988.' /. 

2. ORA's testilDony 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 stanClardized and uniform methodology for the treatment ot costs I 

f 
and benefits of all resource options (~th generation and 

nongeneration). / ' 
3. The approximate timeline for itb.e bie~al update 

proceeding to follow ER-7 is shown in Appendix S. 

4. ORA shall notice a public W~kshop, on load-following 
( 

t~tures generally, San Diego Gae & Electric Company's CSDG&E) 
proposal for a simplified curtaillnent! option, and defining: 'future 
tasks and priorities. The workshop ~ball take place shortly after 
SDG&:E publishes its proPosal'. / .' . 

s. Pacific Gas and Electrie dompany (PG&E), SDG&E,. and 
Southern cali~ornia Edison Company (Edison) shall include revised 
reports on performance features, as/described in Conclusions of 

L 
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Law 8 and 9, in their application in the biennial update proceeding 
to ~ollow ER-7. II 

/ 

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

I 

Section V of to~ay's decision, for regulating/~e availability of 
Stan~ard O~fer 2. ! 

7. PC&E, SOG&E, and Edison shall examine the existing 
unitorm language proposals tor the short-r&n standard otters and I . 

shall tile revise~ proposals on Oeto~er 14, 1988, ~or Commission 
t 

approval. We encourage continuation of ;the consultative process 
that rea~ed general agreement on cont~act drafting issues tor 
tinal Standard otter 4. Under this process, the utilities and 

J' 

interested parties would tile and serVe a j oint proposal on 
I 

Octo~er 14, indicating' agreed-upon provisions, utility-speci~ic 
• . f lanqua<;e where approprl.ate, and any pontes-ted matters.. other 

parties may comment on the proposal.cs); such responsive ,comments 
! 

shall be tiled no later than November 4, 1988. 
I 

8. SDG&E's request tor 'additional requirements applicable to 
as-available Qualifyinq FaeilitieJ (QFs) is denied without 

I 

prejudice. J 
I' 

9. The request ot tTl trasy~ems and occidental Geothermal, 
Inc., for hearinq on PG&E's 198311ine loss study is dismissed as 

I 

moot. J I 

. 10. PG&E's proposed soluti!on for the interim Standard Otfer 4 

problem descril:>ed in Finding of [Fact lS is approved tor the . 
duration of fixed price periods! in contracts under Energy Pay:nent 
Option 1 or 2. Other solutions I may be proposed ~or Energy Payment 
option 3, and tor Enerqy Paym~t Options 1 and 2 at the expiration 

, , . 
of the fixed price peri~.. Any! such proposed alternative solutions 
shall be filed no, later than sePtember 30,. 1988. PG&E shall tile 
its own pre terence at or betorl that time. 

\ 

\ 
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11. PG&E, SOG&E, and Eaison shall analyze the line loss 
impact ot potential QF avoidance of an iclentitied avoicla~le 
resource in their respective resource plan filings submitted ~ the 
biennial update proceeding to follow ER-7. Each utility sha-i'l 

• ? 

present a line loss adjustment method that is sufficiently/detailed 
to enable each potential OF bi~der to· precisely calculati its loss 
factor, based. on the resource against which it is biddng and the 
location ot its'own project. ;I 

12. Any party may file comments on SOG&E's proposal for a 

simplified curtailment option. Such comments 1ha 1 be tiled no 
later than September 30, 1985. 

This order is ettective today_ 
Dated , at san Francisco, california • 
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APPENDIX A 
Page 1 

Bow Final staD@rd Qt~r 4 Works 

Unlike the short-run standard offers ana the interim , 
long-run standara offer, final Stanaard Offer 4 aerives from the 
respective utility's resource plan (incluaing potJntial new plant 
construction"refur~ishments, power purchases, etc.), a~ reviewed 
by the commission in a ~ionnial upaate procccai;tq. Pricing under 
final Standard Offer 4 varies according to Wh~ the QF comes 
on-line. During Period 2, the QF avo· ids a sPfcific utility 
generation resource, ana the QF receives pa~ents based on the 
fixed and variable costs of the avoided res~urce. If the QF comes 
on-line in Period 1, i.e., before the date/When the avoided 
resource would have begun delivery ,of electricity, the QF meets 
near-term demand· growth, and therefore thie QF receives short-run 

. I, 
lna%'qinal cost-:based payments until' the, ~tart of Period 2. ' The 
Commission considers uncertainties and procurement strate~ies for 
each utility in determining a megawatt/(~ limit at each update 
proceeding. Whenever the capaci tyof /QFS seeking final Standara 
Offer 4 contracts from a qivenutili~ exceeds that utility's MW 
limit, the available contracts a:z;oe allocated through bidding., 'I'he' 
utilities are also authorized to pai QFs aaaitional sums for 
providing performance features (e_gf, downward dispatehal:>ility at 
the utility's direction) not otherwise required under the standard 
otfers. 1 

We have adapted the folIowing chronological overview from 
.. I ., 

prior orders. We think the detai?-s of the final Standard Offer 4 

resource planninq process are more easily grasped with the total , .' 
design in mind. See, also Appendix B C*~imeline for Biennial Update 
Proceeding Following CEC, Adopti I of the Seventh Electriei ty 
ReportN) of today's decision .. 

" 
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The first s~e~ is the utility application. F~~Winq the 
latest Electricity Report of the California Energy Co~ssion 

/ 
(CEC), the Pacific Gas and Electric Company, the san~ieqo Gas & 
Electric company,. and the Southern California Edis~ Company each 
file a resource plan with a 12-year planning hori:Con. 'Ihe plan 
id~ntifies within the horizon those potential re/ource additions 

I 

that the applicant believes are cost-effective for its system. The 
plan states the costs associated with each such resource and the 
point in the planning horizon when that reso-u/:ce becomes cost­
effective. The plan alsc states all releva~t assumptions. The 
applicant presents its assumptions in internally consistent 
·scenarios. w The latest CEC Electricity RJport forecasts give the 
supply and demand assumptions for the bas,} case scenario. The 
applicant may also file additional scena~os,. or otherwise deal 
with the range or uncerua.inties unc1erlYi~g the forecasts,. in oro.er 

, I 
to explain the applicant's preferred procurement strategy. If the 
applicant bas filed alternative scenaribs,. it specifies the 
scenario that it believes is best suit~d to the determination of 
avoidable plants for purposes of the lbng-run standard offer. 
(*Avoidable plant- could include potential purchases of electricity 

. I 

from non-QF sellers.) J 
T.ne' ;eeond steR is hearing on the utility applications. 

t 

The Commission's staff and other participants critique eaeh 
resource plan. 'l'bey '11J.ay note intern~l inconsistencies in any of ., . 
the applicants' scenarios,. present alternative scenarios of their 
own, criticize the applicant's assesbment of uncertainty,. and . 

I • • 
challenge the reasonableness of an appl~cant's assumpt~ons. They 
also cheek that the applicants have I:orreetly implemented the 

I . 
I 
I 
i 
l. 
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Commission's cost-effectiveness methoooloqy_ Finally, ~ese 
participants may explain their choice of the scenario best sui'Cee 
to the oetennination of avoidable plants. I 

The third step is Commission determination;of avoidable 
plants for the respectivG utilities. Av~idable pl~s are 
essGntially the cost-effective base load or interme~iate resource 
additions appearing in the first eight years of tie resource pl~~ 
that is preferred by the Co:mm.ission. This choiei is the key 
commission act in the long-run stanoaro offer p~ocess. The 
commission makes this choice according to the;l0llowing criteria, 
among others: Are the plan and underlying as,sumptions plausible 
(i.e., internally consistent and reaSOnable,/giVen known forecast 
~certainties)? Does the plan ~ose ratep;ayers to. unnecessary 
rl.sks, either of premAture comm~tments or of shortages? Is the 
plan consistent with energy requlatory qoJlsand policies? The 

I 
commission decision comes about five months after filing of the 
applications. / 

The tourth step is the utilit5ks' solicitation process 
I 

and QF auction. Atter makinq any modifications ordered by the 
COmmission, the utilities announce the fVailability of long-run 
standard offer contracts based on the capacity and the fixed and 
variable costs of the avoidable resourbe(s). QFs have a 
three-month soliCitation period to re~ond. Each interested QF 

I 
indicates (1) the resource that the QF seeks to avoid, (2) the QF's 

I 
own technology and capacity,.' and (3) tthe QF's l:>icl,' which is the 
lowest percentaqe of tae resource's ~ixed costs that the QF would 
be willinq to accept. The bid cannot exceed the resource's fixed 

, I 
costs. The utility opens the responses at the end of the 
solicitation period. It QFs seekinq\to avoid a resource do not 
eamul~tively exceed the resource's ca\aCity, all these QFs are 
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o:r:rerecl contracts at th.e :rull fixed costs of the resout:'ce. If such 
• I 

QFs ~o excee~ the resource's capac4ty~ contracts up to that MW 
limit are offere~ to the low-~idding QFs, and they ieceive that 
percentage of the resource's fixe~ costs ~id by ~ lowest losing 
bid~er. (~his is known as a wsecond prieew aueti~n~) contract 
signing occurs after the winning bidder complies" with the 
prerequisites of the QF Milestone Procedure, rJuqhly one year after 
the utility applications. ;'. 

The :lfth step is the update t~ th long-run stan~ard 
offer. The update is scheduled every two· ye~rs and follows each 

• 
CEC Electricity Report. 'l'he utilities file! new resource plans, and 

J' 
Steps 1 throu9h 4 are repeated, with such lI1odifications to the 
process as the parties may suggest and thJ commission approves. 

/ 
I 
I 
/ 
{ 
! 
I 
I 
( 

! 
r 

I 
r 

(END OF APPmIlDlX A) 
I 
I 

\ 

~. 
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l\PPEN])xxa / 
Ti:meline for Biennial 'Opclate P;roceedinq 

Following CEC adoption or the Seventh El&$:trieity Repol:t 

Time (Approximate) 
After etc Final AdoptiQn 

9 weeks 

13 weeks 

l$ weeks 

2l weeks 

25 weeks 

29 weeks 

33 weelcs 

45 weeks 

46 weeks 

/ Event 

Utility resource plan applications 
tiled·· / 

cpue, de statfs, other parties serve 
testimony critiquinq resource plans 

Resoulce pl'an hearings start (lasting 
2-3 woeks) 

cono&rrent briets tiled 

~s proposed decision mailed 
I ' 

CPt1e decision 

sblicitation period tor tinal Standard 
otter 4 contracts begin 

solicitation period tor tinal Staneard 
Offer 4 contracts closes 

Utilities open bid packages and award 
contracts 

I 
A precise schedule setting forth specific dates and an initial 
service list will be issued by ALJ or assiqned Commissioner Ruling 
following the Seventh E~ctricity Report. 

I 

/ 
j 

I 
I 
I 

(END OF APPENDDC B) 
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Landmark CPOC Decisions on / 
AVQided C'()st. Standa~ otter 

~e following list, ~lthoU9h not ~ustive, sho~ wh~rc 
;-

to tind answers to the key questions that the commission has 
addressed regarding QFs. The summaries ~'e necessarily terse and 
are not intended either to indicate eact!issue in any given 

I 

decision or to substitute for review ~ the actual text of the 
opinion and order. In addition to these decisions, our general 
rate case decisions have been used i~ the past to- update certain 
standard offer terms. Finally, dedlsions in general rate case and 
fuel offset proceedings otten conlain analysis ot marginal cost 
that is broadly relevant to QF pdlicy. 

I. Foundational oeeision' 
I 

D.91l09 - adopted 'avoided cost* pricing for utility 
purChases from 'private energy producers* 

D.82-01-103 - quideiines for standard otters 

D.82-04-071 - aUth~riZed 'hydro- savings prices* during 
spill eonditions 

I. . 
D.85-07-022 - long-run avoided cost methodology 

f . -
II. Decisions Implementing standard Offers l, 

2. and 3 (the ShOtt-run otters) 

0.82-12-120 I 0.84-03-092 
0.83-10-093 I 0.8:4-04-0-12 

III. Decisions on Interim Standard Offer 4 
(the Interim Long-run otter) 

0.83-09-054 
0.83-12-050 
0.84-08-035 
0.84-10-098 
0.85-01-040 
0.8S-02-069 

/ 
I 
! , 
I 
J 

\ , 

D.85-04-075 
D.8S-06-163 
0.8:5-07-l2l 
0.$6-10-038 
0.86-l2-0l3 
0.8:6-12-104 
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IV. Show Cause ~oceeding (~iE) ~ 
0.84-03-093 
0.84-08-031 - *good faithw guidel'nes for utilities in 

negotiating with QFs 

V. Investigation o~ Transmission obnstraints, 
Development of QF Milestone Prpcedure, and 
agm1D1~~t~~12D 2: It~D~1~~12D EX12t1~~ 

0.84-08-037 0.8'5-11-0l7/ 0.86-12-017 
0.85-01-038 0.8-5-12-075 0':87-04-039 
0.85-01-039 0 .. 86-02-0:3"3 0 .. 87-08-028 
0 .. 85-08-045 0 .. 86-04-0,53- 0 .. 8-7-09-030 
0.85-09-058 0.86-11-005- 0.8-8-04-06-7 

VI. ~ADg~tg Qf:~t 2. 
/ 

~~:lJ~~Dfd2D AD~ B~1D~~~~~m~D~ 
I 

0.86-03-069 0.87-~~-025 
0.86-05-024 0 .. 8-7-li -024 

• 0.86-11-071 D.8-'12-056 . 

'nI. Development of the Resource Plan-based Offer 
!E1D~1 a~~Dg~tg Q:f~~~) 

I 
D.86-07-004 o..~7-11-024 
0.8-6-10-030 o. ·8--03--026-
0.87-05-060 D.88-03-079 

VIII. .w,2::z:::gbana.* 
I ' 

.w~12n~~~s • .w Ang H2nsta~A~~ ~2nt~A~S 

D.9"3-035- Dt8-6-07-032 0.87-01-049 
0.933-64 0.86-08-017 0.87-03-068 
0.82-04-087 0 .. 86-09-040 0.87-05-065 
0.82-07-021 0.8'6-10-039 0.8-7-07-086 
0 .. 8-3-05-043 0.86-10-044 0 .. 87-08-047 
0.8-3-0'5-047 0 .. 86-l.2-018- 0.87-09-074 
O.8:~-06-l.09 .. 86-12-061 0.8.7-09-080 
0.84-05-05-7 0.86-12-06-2 D .. 87-10;"038 
D.·86-03-030 D.86-12-098 0.8.7-11-063 
0.86-06-060 0.86-12-100 0.88-03-036 

END OF APPEN1)XX C) 

( 
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S~ANDARO OFFER 1: Variable capacity and Energy 

;// 
" 

su:m:marv: of Standard 9tfem ! 
The QF's energy and capacity are sold on an as-available 

basis, meaning that the al'Dount and tilne of deii very o! the energ'Y" 
I 

is not guaranteed. The QF is paid full short-run avoided. energy 
cost, plus current shortage cost r on a per~lowatt-hour basis, for 
all energy delivered to the utility. Energy and shortage costs are 
upclated quarterly and, annually (respect~~elY), with the energy cost 
based on the incremental energy rates ?tabliShed in the utility'S 
last fuel offset proceeding and the expected fuel costs for that 
quarter. Shortage costs are based o~the utility's cost of a 
combustion turbine. This contract is used :by all technologies, :but 

/. 
partieula~ly wind, due to the uncertain nature of that resource. 

STAlIDARJ) OFFER 2: Firm capaC:1tyid Variable Enerw 
, I 

The QF's capacity is s~ld on a firm basis" meaning that 
an amount of capacity is 9Uarant~ed to be available to the utility 
during its peak load period. T.Je capacity payments are :based on 

I ' 
levelized, forecasted shortage costs, which are stated in the 
contract anc:l are fixed for the !life o·f· the contract. Energy prices 
are the salIle as in Standard Offer 1. Many cogenerators and biomass 
QFs hold Standard Offer 2 contracts. 

. 1 / . STANDARD OFFER 3: Var.ab e capac~tyand Energy FromQFs Not 
More Than/100 Kilowatts , 

'!'his offer is the Salne as Standard 'Offer 1 in practice, 
I ' 

but the contract terms andQF responsibilities are less involved, 
due to the small size of thd facilities. ' 

I 
! 

~ . 
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INTERIM STANDARD OFFER 4: Long-term c..pa<::i ty and ~. Based on 
Forecast of Short-run Marginal Cost 

This offer has fixed payment rates ov~ long time spans 
I . 

(up to lO years). There are three energy payment opt~ons an~ two 
capacity options. jI 

Energy Option l) Energy prices ~e fixed and are based 
I 

on forecasted avoided energy costs. The?F can choose t~ have a 
mix of forecasted and current short-run avo-ided costs for the 
enerqyprice, with oil & gas-fired coqe£erators limited to 20% of 
the price being based on the forecasted prices. 

Energy Option 2) This is slimilar t~ Option 1, except 
that the forecasted energy prices a~ levelized and oil & gas­
fired coqenerators may not use this/option at all. 

Energy ~ption 3) Energy/prices are based on fixed, 
forecasted utility incremental energy rates and utility oil & gas 

I . . 
costs. Payments are made based on short-run costs, then adjusted 
at the end of the year to- refledt the forecasted prices. This 
option is used by cogenerators fond is designed to have the energy 
price reflect changes in fuel costs. -

capacity option 1) (As-aVailable: The QF can choose 
payments based on either short-run shortage costs, or fixed, 
forecasted shortage costs, wtiich are not levelized. 

capacity Option 2)/ Firm: payments are based on fixed, 
forecasted, levelized shO~ge <::osts. 

FINAL STANDARD OFFER 4: Lon~-term capacity and Energy, 5ased. on 

see Appendix A.A/O~doble Resource 

(END OF APPENDIX D) 

I 
I 
L 
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nble of Ag'Onyms and 2\lWreyiations // 
This table has an expansion of the techn~al acronyms and 

abbreviations used in today's decision. The pa~thetical after 
the expansion refers to the section in the bod! of the decision 

th i ·· / where e acronym or abbrev at10n !1rst appears. 

i 
. I 

BPA 

CEC 

Conditional RE'I'O 

Admin stratlve Law Judge (VII.A) 

Bonneville pow~ Administrati~n (III.C) 

California ~r9Y Commission (II) 
I 

~ lWrO (I1:I.D .. 4.) 

CPO'C or commission' californi' Public Utilities commission (I) 

DecisiO~(I) . D. 

DRA. 

DSM 

Edison 

ER-7 

I. 

IEP 

PC&E 

QF 

Division of Ratepayer AdVocates 
Cpart~ot CPUC staff) (~II.~.4) 

Demand-side Manaqement (III.D.4) 
/ 

so~ern california Edison'Company (II) 

~e CEC~s Sixth Electricity Report (II) 
I .. ' 

The CEC's Seventh Eleetr1c1 ty Report 
(III.B.) 

IO~der Institutinqlnvestiqation (VII.A) 

I 
Independent Enerqy Producers Association 
(~.~ , ' 

Pacif.ic Gas & Electric Company (II) 

Qualifyinq Facility (I) 
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Table of Acronyms and AbbreViatiODS/// 
(continued.) 

Ro~sonably Expected to Occur; "'Conditional 
RETO'" is used by the CEC'to- designate 
conservation and lo~d management programs 
deemed desirable but ~waiting additional 
re9'Ulatory approval/(III.D.4) 

RE'I'O 

RFP 

SDG&E 

Tr. 

'O'ltrasystems/OGI 

VAR. 

Request ~()r Proposal (IV .0.3) 
/ . 

San Diego- Gas &;elect~ic company (II) 

Reporter's Transcript (III.C) 
I 

'OJ. trasystems/Xncorporatecl and. Oeeid.ental 
GeOthermal,!nc. (V:tI.A) . 

volt-Amperes Reactive (a ~easure of power 
lost trctive loacls), (IV.C.) 

I 

/ 
I 

I 
I 
I 
J 
l 
I 
I 

/ 
(END. OF" APPENDIX E) 
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Lis!; 2f Appearances / 

.-.-' 

Applicants: Howard GQlub, Linda Aqerter, and ~oAnn Sh~tter, 
Attorneys at Law, fQr Pacific Gas and Electric Company: Waype P. 
Sakaria~, Attorney at Law, for San Diego Gas &}.Electric Company; 
ana Julie Miller, Attorney at Law, for Southetn California 
Edison Company. J' 

Other Parties: Armour, St. John, wilcox, Goocr1n & schlotz, by 
,James P, Squeri, Attorney at LaW, for AJIrA)(,. Inc. and. Kelcc> 
Division of Merck, Inc.: 1<athrm L, Steiri,. Attorney at Law,. tor 
Barakat, Howard & Chamberlin, Inc.; Sus~ Ackerman and D. J. 
Adler, for Bonneville Power Administrat~Qn; Steven Cohn and 
A, Kirk McKenzie, Attorneys at Law, for california Energy 
commission: Kent Fickett, Attorney at ~w, for California Energy 
Company, Inc.; Brobeek, Phleger & Ha~ison, by Richard C. . 
HAtPe~, Attorney at Law, for IMOTEK,/Inc.; Matthew V, Br~dy, 
Attorney at taw, Alice Leyine, and Law' Offices of Dian 
Grueneich, by pian M. Grueneich, for state of California, 
Department of General services;~~;f A, Johnson,. for california 
waste Management Board-; Robert ~___ and· Donna· Stone,. for 
california Department of Water Re$ources - Energy Division; 
Lawrence W, campbell, Attorney at/Law,. for cater,pillar capital 
company, Inc.; John p. Ouinley, for cogeneration Service Bureau; 
John W. Gulledge, for County Sanitation Districts of Los Angeles 
County; Graham & James, by Marti'n Mattes and Dianne Fellman, 
Attorneys at LaW, and Barry 5heingold, for Delmarva capital 
Technology Company; Philip A, $Qtu:, Attorney at Law, for 
Downey, Brand, Seymour «.Rohwer; Lindsay, Hart, Neil & Weiqler, 
by Miehael P, Alcantar and Clyde E. Hirschfeld, Attorneys at 
Law, and Orazen-Brubaker & AssOciates,. Inc., by Donald w. 
Schoenbeck, for Cogenerators of Southern California; Karen 
Edson, ~or XKE " Associates:- GAry Simon, for El Pa.so· Natura.l Gas 
Company; Kenneth R, Meyer, fOir Energy Consultin9 Group: JAmes 5. 
Thomson, for Energy Factors, IInc.; Robert Logan, tor Exeter 
Associates; Graham & James, by N'Qrman at Pedersen, AttQrney at 
Law, :for Champlin Petrole'Qlll company; Leslie C, cs;mtai:, for GWF 
Power Systems Company and Tbe Signal companies; Hanna and 
Morton, by P9u~las 1<. Kerne:i, Attorney at Law, tor 'Onion oil 
Company of ca11!ornia,. Freeport- MeMoRan Resource Partners, 
Santa Fe Geothermal Inc., anCl Hanna and Morton; pavid R. 
B:anchcomb, tor Henwood Energy Services, Inc .. ; PAt:ick V, 
Agnello, for Howden Wind Parks, Inc.; Janice G, Hamrin, for 

I 

\ 

"--
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Independent Energy Producers Association; , Attorney 
at Law, tor Independent Power corporation; will~am BT Marcus, 
for JBS Energy, Inc.; Harron, Reid, & Sheehy,jby MT Baller, 
Attorney at Law, for Foster Wheeler Power sy.stems, Inc., santa 
Monica Aggregate Company, california Aqricu.ltural Power Company,. 
Pacific Thermonetics, Inc., and crockettcOc;eneration company; 
Eugene J,M. McFadden, tor McFadden Farm~ ~orrison & Foerster, by 
,:retry R. Bloom and Barbara A. Reeves, Attorneys at Law, and 
Morse, Richard, weisenmiller & Associates, Inc., by Robert E. 
weisenmillet, tor.calitOrnia cogenera~on Council; Wally Gibson, 
for Northwest Power Planning council;/K. Bobbitt and J. 
Kro~sche, tor Orrick, Herrington & S}o1tcliffe:: Us Toth, for 
Pacl.tic Hydro Power; Douglas Kent P9lj:et, Attorney at Law, for 
Pacitic Lighting Energy systems;. Pettit « Martin, by Edward $. 
Lozowicki, Attorney at Law, for eaAitornia Energy Company.and 
co-Generation Services, Inc.; Recpn. Research corporation, by 
Ronald G. Qechsler, and Squire, Sanders « Dempsey, by James L. 
TrUlDP, Attorney at Law, tor Aler,lco Resources,. Inc.; BrYan C2P9, 
tor Sierra Energy and Risk AsseSsment; R. Raw1ing~, for Southern 
~iforn1a Gas company; Hicbel/peter Flor:i..o, Attorney at Law, 
tor TORN: Paul polan, for Thermo, Electron Energy Systems; 
Kichael J. RutfattQ, Attorney/ at Law, tor Trigen Resources 
Corporation; Ha~ X. Wint~rs, tor university of california, 
Thomas R. Sparks,. tor TJnocal/ Geothermal: Hatgaret RUeger,. for 
U. S. Windpower, Inc,.: and Bobert Fetaru, State PUblic Utilities 
CommissioneeOftice of PUblic Advisor; and Jon CastQr: AtturQ 
Gondan, Attorney at Law: Joseph G. ~yet; Milt Pac~; I;i.mothY p. 
INane: and William walZet'i tor themselves. 

Division'.ot RAtepayer Advocates: Catol Matchett, Attorney at Law, 
and. JuliAD Aiell.2. I . 

Commission Advisory and co~liance Division: Frank crua. 
I 
I 

(END OF APPENDIX F) 
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