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PHASE 1A INTERIH OPINION:
ADOPTED BASE CASE RESOURCE PLANS

I. S ary of Decision

In today'’s decision, we adopt base case resource planning
assumptions for the Biénnial Resource Plan Update (BRPU). These
assumptions are used to determine whether California’s investor-
owned utilities (IOUs) need additional resources over the next 12
years and, if so, to identify those that are potentially deferrable
by'qualifying facilities.,

We reaffirm our prior determinations in Application (A.)
82-04-44 et al. that only existing and committéed resources are
included in the utility’s resource plan, in considering the cost-
effectiveness of potential resource additions. We also establish
specific guidelines for what constitutes a “conmitted” resource,
for this and future BRPU proceedings. In addition, we address
specific implementation issues regarding our adopted methodology
for testing resource cost-effectiveness. We direct respondents to
submit revised analyses of their resource needs, using the
assumptions and methods adopted in today’s order.

IXI. Background

A. Scope and Purpose of the BRPU
We opened this investigation to officially recognize the

start of our current BRPU cycle. In the BRPU, we update long-term

1 Attachment 6 explains each technical acronym or other
abbreviation that appears in this decision, and also refers the
reader to the section of the opinion where the abbreviation first
appears.
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foréecasts and address generic issues related to utility purchases
of electricity from nonutility energy producers, termed #qualifying
facilities” or 7QFs*. Our regulation of these purchases relies on
two concepts: avoided costs (as to the purchase price) and the
standard offer (as to the contractual relationship).

Avoided costs represent the costs a utility would incur,
if not for the presence of QFs, to generate power itself or
purchase it elsewhere. The standard offer is a utility offer to
purchase electricity from a QF, at the QF’s sole option. The
contract terms of that offer are formed within guidelines adopted
by this Commission. Over the past ten years, we have réfined and
implemented these concepts in a series of decisions. (See
Attachment 1.)2

Thé BRPU provides us with an industry-wide forum for
continuing our regulatory oversight of utility/QF matters. 1Its
scope is described in the Administrative Law Judge’s (ALJ)

April 19, 1989 Ruling in A.82-04-44 et al., attached to this order.
(See Attachment 4.) As described in that ruling, a major purpose
of the BRPU is to update the prices for final Standard Offer 4
(FSO4), our resource plan-based standard offer. This involves
quantifying the megawatts (MWs) that QFs can fill on the basis of
each utility’s need for new capacity. Each two-year update cycle
connences upon issuancé of the California Energy Commission’s (CEC)
Electricity Report.

The BRPU is also the forum for updating certain
conponents of QF payments that affect our short-run offers,

2 The federal Public Utility Regulatory Policies Act (PURPA) of
1978 and the california Private Energy Producers Act (Sée Public
Utilities Code §§ 2801-2824) supply the statutory context for the
development of these concepts. The decisions listed in
Attachment 1 all elucidate this legislation and these concepts.
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Standard Offers 1, 2, and 3 (501, S02, and S03; respeotively).3
In Decision (D.) 88-09-026 ‘and D.89-02-017, we also directed
parties to address issues relating to sO02 availability in this
update. By ruling dated July 17, 1989, the Assigned Ccommissioner
added nondiscriminatory transmission access for QFs to the list of
jssues. 1In addition, as outlined in the April 19, 1989 ALJ Ruling,
several implémentation and contract issues for interin and FS04
were deferred to this update. Finally, each BRPU provides a forunm
for considering changés in methodology or contract terms for all of
our. standard offers. :
B. How Final standard Offer 4 Works

Before discussing the issues resolved in today’s
decision, we summarize briefly the structure creatéd for FS04 in
D.86-07-004. Unlike our short-run standard offers, FS04 derives
from a utility’s long-run marginal costs (also referréd to as long-
run avoided costs or LRACs.)4 LRACs are determined from the
respective utility’s resource plan, which includes all cost-
effective potential resourcé additions (e.g., new plant
construction, refurbishments, power purchases, etc.).5 FSO4

3 These three offers are referred to as ”short-run” because the
¢nergy price is computed on the basis of the purchasing utility’s
existing generation resources. In contrast to our FS04 *long-run”
pricing approach, prices for theseé standard offers are calculated
without consideration of possible resource additions. Attachment 2
summarizes the pricing provisions of our various standard offers.

4 Long-run marginal costs and LRACs are used interchangeably in
this decision as répresenting the long-run incremental costs of a
utility system, assuming that the utility adds only cost~-effective
resourceés to its résource plan.

5 QFs do not avoid or defer any resource that, as analyzed in
the resource planning procéss, would not be cost-éffective, The
reason is that a prudent utility would not commit to such a
resourceé in the first place. (See D,86-07-004, mimeo. p. 7.)
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prices are based on those additions that serve as baseload or
intermediate-load resources.

Pricing under FS04 varies according to when the QF cones
on-line. During Period 2, thé QF avolds a specific utility
resource addition, and the QF receives payments based on the fixed
and variable costs of the avoided resource. If the QF comes on-
1ine in Period 1, i.é., before the date when the avoided resource
would have begun delivery of electricity, the QF meéts near-tern
demand growth, and théreforé the QF réceives short-run marginal
cost-based payments until the start of Period 2.

The Commission considers altérnative scenarios for each
utility in determining a MW limit at each update proceeding.
Whenever the capacity of QFs seeking FS04 contracts from a given
utility exceeds that utility’s MW linit, the available contracts
are allocated through bidding. The utilitieés are also authorized
to pay QOFs additional sums for providing performance features
(e.g., downward dispatchability at the.utility’s direction) not
otherwise required under the standard offers. Attachment 3
presents a more detailéd chronological ovérviéw of the FSO4
updating process.

C. Phasing of the Issues

In order to manage effectively the myriad complex issues
in this BRPU, we divided the proceeding into three major phases.
The current Phase, Phase 1, encompasses all the steps for
developing LRACs and a resource plan-based FS04, using our adopted
methodology. As described in Attachment 4, Phase 1 was further
subdivided into Phases 1A, 1B, and 1C. Phasé 1A, which is the
subject of today’s order, involves developing a base case set of
demand, supply and résource cost assumptions for each utility.
This sét of assumptions is used to implement our Iterative Cost
Effectivenéss Method (ICEM) for identifying resources that are
deferrable by QFs. (See Section E. below.) In conducting the ICEM
analysis for Phase 1A, respondents were directed to develop the
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base case using the CEC’s adopted Seventh Electricity Report (ER7)
supply and demand assumptions.6

In Phase 1B, we will address the impacts of uncertainty
and reélevant strategic elements in developing an FS04 solicitation.
As described in Section III.D.2.c. below, during Phase 1B wé will
also examine how we may enablée QFs to compete with power purchase
opportunities that materializé between updates. In addition,
Phase 1B is the forum for addressing S02 reinstatement issues, and
for incorporating environméntal considerations into an so02
solicitation, should one be issued during this update cycle. (See
Séction VIII.D.)

Assuning that QF deferrablé resources are identified in
Phase 1B, we will proceed in Phase 1C to quantify a selected number
of adders prior to soliciting bids. 1In Phase 2, we will update
cost components that affect other standard offéers. Proposals to
modify any of our standard offers, to improve overall integration
of our resource planning proceeéedings, as well as the issueé of
transmission access, will be considered in Phase 3.
D. Procedural History

1. A.82-04-14 et al.

This BRPU proceeding represents the first update cycle
since our adoption of a costing methodology, contract terms, and
bidding protocol for FS04, and completion of complianceé hearings on
the utility resource plan filings in A.82-04-44 et al. As such,
thé procedural history of this investigation is inextricably linked
to that of its predecessor. We present below a brief overview of
the steps we took in A.82-04-44 et al., the consolidated standard
offer proceeding, to develop our resource-plan based offer.

6 1988 Electricity Report, california Energy Commission, June
1989, .
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puring Phase I of the LRAC hearings in A.82-04-44 et al.,

* * we considered a variety of costing methodologies to serve as the

basis for calculating FSO4 prices.7 In D.85-07-022, we found

that the Public Staff’s (subsequently renamed Division of Ratepayer
Advocates and reféerred to in this decision by that name)
nsinplified” generation resource plan (GRP) approach would best
achievé the goals for this methodology, namely, accuracy,
verifiability, and practicality in impleémentation.

During Phase II, we consideéred various proposals for
translating the LRAC methodology adopted in D.85-07-022 into a
structure for FS04. In D.86-07-004, dated July 2, 1986, we adopted
the structure described in Section B. above. The CEC adopted its
then current Electricity Réport (ER6) in December, 1986.2 The
utility compliance filings followed in March 1987. Pursuant to our
directives in D.86-05-024 and D.86-07-004, these filings included
the utility’s resource plan under a CEC-baséd scenario.

In D.87-05-060, dated May 29, 1987, we approved a
detailed bidding protocol for FSO4, resolved a variety of pricing
issues, and discussed the treatment of uncertainty and negotiated
contracts in resource planning.

In the compliance decisions that followed (D.87-11-024,
D.88-03-026, D.88-03-079, and D.88-09-026), we reviewed the utility
resource plans and addressed resource plan-related issues. in
D.87-11-024, we found that none of the utilities had an avoidable
resource within the eight-year *window” that we established for
purposes of FSO4. We also discussed the concept of ”"disaggregated
resource need” and how it relates to avoidable resources.

7 In D.85-07-022 (mimeo. pp. 3-8), we presént a detailed account
of thé procedural history leading up to Phase I.

8 1986 Electricity Report, California Energy Commission,
December 1986, .
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In D.88-03-026, we established how and where we would
update the provisions of the various standard offers, including
FSO4. In D.88-03-079, we developed reliability targets for
resource planning and capacity valuation purposes, and addressed
certain contract drafting problems in FSO4. 1In D.88-09-026, our
final compliancé phase decision, we addressed various resource
planning issues that would affect future filings, evaluated the
utilities’ assessment of performance adders, and discussed the
future availability of So02.

2. Theée ER7 Update Cycle

on February 27, 1989, the Assigned Comnissioner issued a
ruling outlining a proposed schedule, scope and phasing of the
issues for the current BRPU cycle. The Assigned Commissioner
solicited written commeéents on these procedural matters, and a
préhearing conference (PHC) was held on April 7, 1989 to discuss
then further.

on April 19, 1989, ALJ Gottstein issued a final ruling in
A.82-04-44 et al. outlining the scopé of issues to be addressed in
each phase of the BRPU, Phase 1A filing requiréments, and the
Phase 1A schedule for workshops and evidentiary hearings (April 19
ALJ Ruling). .
Workshops on contract-related issues were held during the
spring and summer of 1989. Workshop reports were filed on May 31,
1989, June 21, 1989, and August 3, 1989.°

on June 8, 1989 the CEC issued its ER7 final report,
which officially initiated this BRPU cycle. On June 15, 1989, the

9 Two contract-related issues were deferred to this update, and
addréssed during Phasé 1A hearings: (1) whether or not the
capacity factor assumed for thé FSO4 deferrable resource should be
updated and, if so, how; and (2) the appropriate treatment of
curtailment adders under Pacific Gas and Electric Company’s interim
Standard Offer 4. These two issues were brieféd separately, and
will be addressed in a subsequent interim opinion.
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CEC held workshops on its_draft ER7 data set for the ELFIN
production cost model.: "The final ER7 data set was distributed to
interested parties on June 28, 1989,

on July 6, 1989, wé closed A.82-04-44 et al. and issued
this Order Instituting Investigation (0II). The OII incorporated
the april 19 ALJ Ruling, and all issues carried over to this BRPU
cycle. On August 17, 1989, Pacific Gas and Electric Company
(PG&E), Southern California Edison Company (SCE), and San Diego Gas
& Electric Company (SDG&E, collectively respondents), filed their
Phase 1A conmpliancé reports and testimony.

Phase 1A workshops on the resource plan and modelling
issues were heéld on August 31 and Séptember 12, 1989.10 a
workshop report on these issues was filed on September 21, 1989
(Exhibit (Exh.) 9). A second PHC on Phase 1A procedural and
scheduling natters was held on September 29, 1989.

Intervenor testimony was filed on October 19, 1989 by the
Division of Ratepayer Advocates (DRA), Independent Energy
Producers/Indépendent Power Corporation (IEP/IPC), CEC, and Santa
Fe Geothermal, Unocal Corporation and'Freeport-McMoRan Resource
Partners (SF/U/F).11 Respondents filed rebuttal testimony on
November 7, 1989. Phase 1A evidentiary hearings were held
November 13-17, 28-30, December 1 and 4. Concurrent briefs on
Resource Plan and ICEM issues were filed on December 22 and (for

10 All parties who conducted the ICEM analysis as part of their
Phase 1A testimony used the ELFIN production cost model to do so.
Therefore, modelling issues regarding differences among models were
not raised during this phase of the proceeding.

11 The Cogenerators of Southern cCalifornia (cScC) originally filed
testimony on the specific issue of gas prices. However, upon a
favorable ruling on their motion to strike portions of SCE’s
testimony, CSC withdrew its testimony, and did not not participate
further in Phase 1A, .
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DRA only) December 29, 1989, Concurrent briefs on contract-related
issues were filed on January 5, 1990.

on January 2, 1990, ALJ Gottstein issued a ruling
directing respondents to submit additional ICEM analyses, using the
specific assunptions, modelling conventions, and cost-effectiveness
testing methods outlined in the ruling (January 2 ALJ Ruling). A
workshop to discuss and clarify the specifics of this ruling was
held on January 11, 1990. On January 16, 1990 ALJ Gottstein issued
a subsequent ruling summarizing the issues discussed at the
workshop and identifying certain modifications to the January 2 ALJ
Ruling. _
Each respondent filed one additional ICEM analysis on
January 19, 1990. SDG&E filed a second analysis, as directed by
the January 2 ALJ Ruling, on February 2, 1990. Comments on these
filings were submitted on February 5 and 20, 1990, respectively.

Pursuant to Public Utilities Code § 311 and to our Rules
of Practice and Procedure (California Code of Regulations, Title
20, Rules 77 to 77.5), the Proposed Decision of ALJ Gottstein was
filed before today’s decision, on February 16, 1990. Respondents,
DRA, IEP/IPC, CEC, Bonneville Power Administration (BPA), and
SFP/U/F filed comments on the proposed decision. No reply comments
were filed.

We have carefully reviewed the comments, but have not
summarized them in this order. To the extent that they required
discussion, or changes to the proposed decision, the discussion and
changes have been incorporated into thé body of this order.
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E. The ICEM Approach: An QOverview
As described above, the primary focus of Phase 1A is to

inplement our adopted LRAC méthodology for identifying resources
that are deferrable by QFs. In D.86-07-004, we adopted, with one
nodification, the DRA’s ICEM methodology for determining the type
and timing of potentially deferrable resources.'? gince all the
issues addressed in today’s order involve implementation aspects of
the ICEM, a brief overview should prove useful to the unfaniliar
reader. In brief, the ICEM consists of the following three steps:

Step 1: Each utility submits projections of its current
resourcé plan, assuming no néw resource additions, along with a
computer modeéel simulation of how the system would be dispatched to
neet electric loads (the “barebonés” resource plan). This
simulation produces year-by-year projections of total production
costs, i.e,, the fuel/power purchase and other variable operating
costs a utility would incur to meet loads. '3

Using the barebones resource plan assunptions, the
utility also calculates year-by-yéar “shortage costs” for its
system. Shortage costs aré a measure of a utility’s need for new
capacity, and the capacity cost a utility avoids by purchasing

12 In D.86-07-004, we eliminated the ”inframarginality test” )
proposed by DRA and other parties in A.82-04-44 et al. This test
was designed to identify those resources which are so cheap that
their addition to the utilit{ systen would occur, whether or not QF

f

power is present. More specifically, the inframarginality test
identifies resources that are chéaper than projécted system costs,
based on a résource plan that includes all expected QF supply and
cost-effective, non-QF resource additions. (See referénceée Exh. A,
P 50, pp:. C-4 to C-5.) Wé determined that it was not appropriate
to shield any particular price range of resourcé additions from
displacement by QF and non-QF sellers. (D.86-07-004, mimeo. p. 83
and Finding of Fact (FOFP) 39.)

13 The barebones resource plan does assume the addition of
shortagé resources (with combustion turbines as a proxy) to meet
reserve margin requiréments.
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power from QFs for a specified period. They are estimated by the
cost of a combustion turbine (CT), ‘adjusted by an energy
reliability index (ERI).14 The sum of these two values,
production and shortage costs, can be thought of as total systen
costs for the barebonés resource plan.

Step 2: Each utility develops cost estimates and
operating characteristics for various candidate resource additions.
A new computer run is made with oné of these resources included in
the resource plan. This produces a new set of production cost
estipmates. Similarly, new shortage values are calculated. The sunm
of these values represents total system costs with the new resource
added.

Using these results, and comparing them with the
barebones simulation, the candidate resource is tested for first-
year and life-cycle cost-effectiveness. Thé resource is considered
cost-effective, and added to the utility’s resource plan, if it
passes both these tests. ,

candidate resources are evaluated one at a time. 1If a
cost-effective resource is identified, it is added to the resource
plan in the appropriate year, based on the first-year test. This
adjusted resource plan becomes the new reference for evaluating the
next candidate resource (i.e., the next production cost run and
shortage value calculation). This process is repeated in an
jterative fashion until all cost-effective resources are added.

Step 3! After conducting the ICEM for all candidate
resource additions, each utility produces its final ”least-cost”

14 More specifically, shortage costs on the utility system at any
given time are defined as the expected cost of an outage at that
tire. isee D.82-12-120, mrimeo. p. 77.) The ERI is a way of
expréssing whether the value of additional capacity on an electric
utility system in a given year is the same as, greater or less than
the utility’s marginal capacity investment, assumed to be a CT.
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resource plan. This plan indicates the type and timing of all
cost-efféctive resource additions during the 12-year planning
horizon. The utility’s long-run marginal costs are also derived
from this plan. OF prices under FSO4 are based on the costs of any
baseload or intermediate load resources added during the first
eight years, unless otherwise determined to be “nondeferrable” by
the Commission.
F. Phase 1A Issues on Resourcé Plans/ICEM

For Phase 1A, parties were directed to conduct their
ICEM analyseées using the CEC’s ER7 supply and demand assumptions.
(See Attachment 4.) Debate over resource assunptions during this
phase was limited to the following three specific areast

(1) Any inconsisténcies in the CEC’s
definition of ”"barebones” (existing and
committed resources), relative to this
Conmission’s definition;

(2) Any assumptions that were not addressed
and resolved in ER7; and

(3) The types and associated costs of
potential resource additions.
In addition, the following ICEM implementation issues
were deferred to this BRPU cycle!

(4) What method(s) to adopt for connecting
short-run and long-run demand forécasts}
and

(5) How to apply the new gas rate design in
testing the cost-effectiveness of
potential new resources.
puring the course of Phase 1A hearings, it became
apparént that we would also need to address the detailed
methodological steps and various modelling conventions for
implementing the ICEM.
These Phase 1A issues are discussed in Sections III-VII.
below,
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III. The Base Case Resource Plan

By far the most controversial debate during this phase of
the proceeding was over the appropriate starting point, or base
case, for the Phase 1A ICEM analysis. CEC accurately describes the
genesis of this controversy in its prief: 1>

#1n the ALJ ruling of April 19, 1989, Judge
Gottstein directed the utilities and parties to
prepare ’barebones’ resource plans based on ER7
resource assumptions as the starting point for
implementing the ICEM analysis. In that same .
ruling, Judge Gottstein asked the CEC staff to
provide, and directed the parties to use, ELFIN
data sets based on ER7. Since this ruling
appeared prior to the release in May 1989 and
adoption on June 1, 1989 of the final
Electricity Report, the ruling could not have
anticipated the conflict inherent in its two
directions.

#The conflict arose when ER7 ultimately adopted
resource planning assumptions that went
significantly beyond what CPUC decisions
anticipated from this Electricity Report. ER?
contained two categories of resources--
nondeferrable and pending--that the cpPUC did
not expect to see in a CEC ‘barebones’ resource
case. Aware that this conflict existed, but
also cognizant of the need to provide the CPUC
with a complete view of electricity resource
developrment in the state, the CEC prepared data
sets that are entirely consistent with ER7 (as
the ALJ’s ruling requéested), but which also
include these additional resource categories
not anticipated by the ALJ’s ruling. Much of
the Phase 1A debate over resource planning

15 california Energy Commission Brief on Phase 1A (CEC Brief), \//
December 21, 1989, page 2.
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assumptioniﬁarose from this inherent

conflict.”

The significance of this debate stems from the fact that
(1) by definition, a QF cannot bid against the MWs assocliated with
a nondeferrable resource through an FS04 and (2) when moré
resourcés are included in the base case plan, léss résources will
pass thée iterative cost-effectivenéss tests.17? Hence, the
decision to include or excludée cértain résources from thé base case
can have a major impact on theé type and timing of deferrable
resources and, in turn, on FS04 prices.

Tableés 2A-2C outline theé speéecific areas of disagreement
over which resources (and resourcé categories) should be included
in the baseé case résource plan. In addition, some parties
disagreed with CEC’s désignation of certain resources in one
category or anothér. The positions of parties with regard to each
of the thrée major resource categories (i.e., existing and
committed, pending and nondeferrable) are described below.

16 We note that most of the types of resourceés included in the
ER7 péending and nondeferrable categoriés werée not considered by the
CEC in their system analysis of resourcé néeds for ER6. See
ER6, pp. 4-7 to 4-12} Reporter’s Transcript (TR) at 655-659,

668-673.

17 This is becauseée shortage costs, one componént of total \///
costs always goés down as you add resources to the resourceé plan.,
(Production costs may also go down if the resourcé is priced in
such a way that it displaces higher cost energy.) 1In this way, the
cost-éffectiveness tests are moré stringent for subseéquent
additions, and it becomeés harder to identify deferrable resources
over the planning horizon.
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A. Existing and Committed Resources.

The ER7 data set includes price and avallability
assumptions for resources under ER7’s #existing and connmitted”
category. Under this category, CEC includes:1® :

o Resources which are currently operational;

o Signed contracts for power purchases or
exchanges}

savings from implemented conservation and
load manageméent programs; and

Resources which are going to come on-line
without future action by a state regulatory
authority.

All parties agree that existing and committed resources
should be included in the base case resource plan at the outset of
the ICEM analysis. Moreover, parties generally agree with CEC’s
designation of resources under this category, with the major

exceptions discussed below. 12

1. New OFsj/Self-Generation

Under existing and committed resources, the CEC includes
two forecasts of QF developméent. The first is a “short-run”
forecast of QF development for projects with signed contracts. It
is based on a project-by-project assessmént of the likelihood that
projects under existing standard offer contracts will come on-line.
The CEC’s short-run forecast for QFs with signed contracts extends
through 1991, the last year projects with interim S04 contracts are

13 ER7, p. 4-15.

19 See also Section D.2.h. below, where we summarized the V/’
uncontested proposals for modifying the ER7 base case.
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assumed to be operational., Similarly, the CEC developed a short-
run forecast of self-generation.20

The second is a ”long-run” forecast of currently
nonexisting QFs and associated seéelf-generation, based on
projections of economic potential. For all three respondents
combined, theése new QFs/self-generation represent approximately 800
MW of dependable capacity over the planning horizon. CEC assumes
that new QF capacity over and above self-géneration requirements
will be sold to the respondénts under our as-available S01 and S03.
(See TR at 672.)

All parties agree that the base case reésource plan should
include the ER7 short-run forecast of QF/self-generation
development. CEC, PG&E, SCE, and SDG&E also recommend that the
long-run forecast be included in the barébones plan. DRA would
include the CEC’s forecast of self-generation additions, but
exclude new S0O1 and SO3 Ql’-‘s.21 SF/U/F and IEP/IPC, on the other
hand, argue that none of these new resources can properly be
considered existing or committed, and should therefore be omitted
from the Phase 1A base case.

More specifically, SF/U/F and IEP/IPC point out that
there are no contracts in force for the development of these
resources. Furthermore, IEP/IPC argues, no specific sites are
identified, and no project development milestones were considered.
SF/U/F also notes that, with limited exceptions, specific parties

20 For ER7, self-generation is treated as a load to be served and
a resource available to meet load.

21 This position was developed during the course of
evidentiary hearings, and argued in DRA’s Concurrent Brief. 1In
Exh. 24, DRA makes no speciflc recommendation regarding this
resource category. See Brief of the bivision of Ratépayer
Advocates for Phase 1A (DRA Brief), December 29, 1989, pp. 3-6; TR
at 594, 608,

-
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who could build these resources have not been identified. Finally,
IEP/IPC argues that inclusion of these resources in the barebones
plan contradicts the Commission’s determinations in D.85-07-022.
To the extent that future development of QF/self-generation
represents an uncertainty that should be considered, IEP/IPC and
SF/U/F argue that Phase 1B is the appropriate forum for this
consideration.

In rebuttal, SDG&E and SCE assert that thé Commission
considered SF/U/F’s and IEP/IPC’s position once before and, in
D.86-07-004, declined to adopt it. SDG&E also argues that, similar
to demand, self-generation is beyond a utility’s control. For this
reason, the Commission has deferred to the CEC for these forecasts,
SDG&E claims. Moreover, SDG&E argues that removing these resources
would intentionally overstate need. Similarly, PG&(E urges the
commission to adopt ER7 conclusions that the likelihood of these
resources being developed is strong enough to label then
mcommitted”. CEC also points to language in the Joint
CEC/CPUC Proposed Resource Accounting Terminoloay (Exh. 10) as
supportive of including future self-generation under the committed
category.

DRA distinguishes between two components of the new
additions (i.e., self-generation only, and forecasted S01/S03 QFs).
DRA’s recommendation to remove the latter component is based on the
expectation that FS04 contracts could displace the SO1 contracts
that are being forecasted. In DRA’s view, it is preferable to have
the FSO04 contracts. DRA does not believe that removing the self-
generation forecast will have similar ratepayer benefits and,
hence, does not recomméend excluding those resource additions from
the barebonés resource plan.

2. New Standard Offer 2 OFs

In D.89-02-017, dated February 8, 1989, the Commission
jdentified four successful QF bids for SDG&E’s SO2 solicitation.
These QF projects, totalling 182.2 MW, were included as pending
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resources in the ER7 data set. (See Table 1.) Three of these
projects would require CEC certification.

SDG&E argues that these resources should be redesignated
as committed resources because (1) SDG&E expects that these
projects will successfully develop, and (2) pursuant to
D.89-02-019, SDG&E is obligated to enter into these contracts. For
similar reasons, DRA and CEC agree that these types of resources
should génerally bée included in the base case, but as pending
resources. (See Section B.2.d. below.)

In its direct testimony, SF/U/F concurred with SDG&E’s
treatment of these resourcés. However, during the course of the
proceeding, SFP/U/F refined its position. Rather than assuming that
all projects would successfully develop, SF/U/F recommends that a
noré detailed probability assessment or success rate be determined
and applied to these QF resources.22 IEP/IPC, on the other hand,
reconmnends that these resources be excluded, consistent with their
recommendations for all other pending resources (TR at 705) .

At the request of the assigned ALY, SDG&E presented a
statement of counsel regarding the current status of these pending
resources (TR at 781-782). counsel stated that two of the
projects, totalling 52.2 MW of firm capacity, have dropped out
(i.e., decided not to sign the 502 contracts within the commission
specified period). 2all parties agree that these two projects
should be removed from the base case.

B. Pending Resources.

In addition to existing and committed resources, the ER7
data set also included supply assumptions for a category of
resources termed ”"pending” by the CEC. As CEC witness Nix
testified, the CEC developéd this resource category because "the

22 See Concurrent Brief (SF/U/F Brief), December 22, 1989, p. 5
and TR at 731.

v
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ER7 process identified certain kinds of potential resources that
were far too large to ignore in the aggregate,-but which did not
£it into any of the previously agreed-upon definitions of
mexisting” and "committed”.23 ER7 defines pending resources as
follows!

Future resources under developmént which may
materialize in the Electricity Report
planning period but await local, state, or
federal regulatory approval (including
municipal utility resource development):

Existing contracts with contingency clauses
for additional resources; and

Utility and QF projects currently under CEC
siting review or anticipated to file for
review within the two-year effective period
of the Electricity Report.

Table 1 lists the resources included under the pending
category for the three utility planning areas. Statewide, pending
resources represent nearly 1,700 MW of dependable capacity in 1992,
increasing to more than 2,400 MW by 1999.

1. Types of Pending Resources

As indicated in Table 1, the pending category contains a
diverse group of resources, which can be grouped as follows:

' (1) Investor-owned Utility contracts--Executed
contracts, including memorandums of understanding (MOUs), that are
awaiting regulatory approvals. For ER7, this category includes the
PG4E/Seattle, PG&4E/Puget, and SCE/Los Angeles Department of Water
and Power (LADWP) Exchange Agreements. - In addition, ER7 includes
an extension beyond 1998 of the peaking capacity option in SDG&E’s
existing contract with Portland General Electric (PGE).

23 EXh. 28, pp. 5—60
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(2) OF Contracts--Executed QF contracts currently under
CEC review for an Application for Certification (AFC), and
anticipated to come under CEC siting review within the year. For
ER7, the CEC included four solar projects (Luz SEGS IX-XII) and a
cogéneration project (Harbor/Chaplin) in SCE’s service territory.
In addition, the CEC included SDG&E’s four new SO2 contracts under
pending, three of which are anticipated to come before the CEC for
review. These QFs were not included in the ER7 forecasts of
QF/self-generation under existing and conmitted resources. (See
Section III.A.)

(3) Investor-Owned Utility Projects--Projects under
review or anticipated to be so at the CEC or CPUC. Projects
fitting this description are SCE’s Coolwater Coal Gasification
Conversion (Coolwater) project, SDG&E’s 100 MW South Bay 3
augmentation, and SDG&E’s 30 MW retrofit of inlet air coolers.

(4) Municipal (Muni) Resources--Generic generation,

transmission and demand-side projects, executed interutility
contracts and MOUs.2? These include: (1) Resale cCities Southwest
contract (in SCE’s planning area), (2) Burbank and Glendale
purchases and exchanges with Portland General Exchange (PGX) (in
PG&E’s planning area), (3) Horthwest purchases over the Muni
portion of the California-Oregon Transmission Project (COTP), and
Modesto-Santa Clara-Redding’s (MSR) access to San Juan #4 (in
PG&E’s planning areéa).

(5) Demonstration Projects--The ER7 data set includes
one project under this category: the Argus Cogeneration Expansion
(ACE) demonstration project in the SCE service area.

24 Pending Muni resources are included in the ER7 data sets for
PG&LE and SCE because the CEC planning areas for these two utilities
include various Muni loads and resources.
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2. Position of the Parties

As sunmarized in Tables 2A-2C, parties expressed diverse
yviews on which categories of pending resources, if any, should be
included in the base case resource plan. SCE and PG&E take the
position that all pending resources should be included in the base
case for Phase 1A. CEC, SDG&E, and DRA take a more selective
approach, and recommend excluding certain categories of pending’
resources, but not others.25 SF/U/F and 1IEP/IPC, on the other
hand, argue that none of the pending resourcés should be included
in the Phase 1A analysis. .

a. PG&E

In PG&E’s view, keeping pending resources in the base

case presents a more balanced resourcé plan as the starting point
for evaluating alternative résources.26 Moreover, PG&E argues
that the directions given in prior connission decisions intended
that great weight be given to the CEC's Electricity Report planning
assumptions, which, for ER7, include pending resources., (PG&E
Brief, pp. 4-5.) PGS&E also understood the April 19 ALJ Ruling to
mean that the starting point for establishing the Phase 1A base
case is the ER7 data set. Since the CEC only provided a single
resource plan to the parties (i.e., the ER7 data set), PG&E
contends that this plan is, by default, the CEC scenario that
corresponds most closely to the barebones resource plan. (PG&E
Brief, pp. 10-11.) For these reasons, PGLE argues that all of the

25 CEC initially recommended that the commission use the ER7 data \//A
sets, "as is®, for the Phase 1A ICEM runs. (See Exh. 28,
pp. 11-12.) However, during the course of the proceeding, CEC
apparently refined its position to concur with DRA’s more selective
approachi fThe discussion below reflects the position presented in
CEC’s brief.

2¢ Brief of the Pacific Gas and Electric company for Phase 1A of y//,
the Blennial Resource Plan Update (PG&E Brief), December 22, 1983,

po 7.
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CEC resource categories, including pending, should be included in
the base case scenario.

With respect to specific pending resources, PG&E
argues that its exchange contracts (PG&E/Seattlé and PG&E/Puget)
should be included based on the CEC’s evaluation of their
likelihood of going forward. As for Muni resourceés, PG&LE points
out that ER7 has balanced Muni loads and resources on the express
assumption that PG&E is not résponsible for Muni resource planning.
Moreover, PGLE considers it a futile exXercise to require a utility
to do a cost-effective test for a resource over which the utility
has no control. (PG&E Brief, p. 13.)

b. SCE

Similar to PG&E, SCE argues that inclusion of all the
pending resources is consistent with prior Commission decisions to
base FS04 prices on ”"a reasonable resource plan which gave the CEC
great '.-.'eight:.""27 SCE also interprets the April 19 ALJ Ruling to
require use of the ER7 data set, rathér than a plan with existing
and committed resources only.

SCE contends that including pending resources in the
base case gives appropriate recognition of resources that have some
likelihood of naterializing. In SCE’s view, assuming only a strict
definition for barebones, e.g., existing and committed, guarantees
#perpetuation of the current overcapacity situation.” (SCE Brief,
p. 11,)

c. SDG&E -

Unlike PG4E and SCE, SDGLE did not automatically
include all of the pending resources in its base case resource
plan. Rather, SDG4E reviewed each pending resource on an

27 cConcurrent Brief of Southern Callfornia Edison on Resource
Planning Issues_and the Iterative Cost-Effectiveness Methodology
(SCE Brief), December 22, 1989, pp. 4-5.

-
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individual basis to determine whether or not it should be
reclassified as “committed” or tested for cost-effectiveness as a
potential resource addition.2®

As described in Section III.A.2. above, SDG&E
reclassified the new S02 contracts as committed resourceées. All
other pending resources were removed from the ER7 data set. SDG&E
then subjected the South Bay 3 Augmentation and CT Inlet Air
Coolers Retrofit projects to the ICEM analysis.29 In its brief,
SDG&E suggests that one or more of these resources may justify a
finding of nondeferrability. If such a showing is made in
Phase 1B, SDG&E reconmends that those resources should be included
in the resource plan. (SDG&E Brief, pp. 41-42.)

d. DRA and CEC _

According to DRA, a strict interpretation of previous
Commission decisions and rulings would exclude all pending and
nondeferrable resources from the barebones resource plan. (Exh. 24,
pp. II-3 to II-5.) Similarly, CEC acknowledges that pending
resources do not meet the definition of existing and committed
resources, as those terms have been defined by prior Commission
decisions and by the joint efforts of the CEC and CPUC staffs. (CEC
Brief, pp. 2-3, 9.) HNonetheless, both parties urge the Commission

28 SDG&E’s planning territory is the same as its service
territory, i.e., no Muni resources or loads are considered. As a
result, the issué of how to treat pending Muni resources did not
come up for SDG4E; nor did SDG&E comment on this issue.

29 In its brief, SDG&E argues that the remaining pending
resource, the PGE Storage Contract renéwal, cannot be considered a
potential resource addition bécause ”PGE is under absolutely no
obligation to extend the existing storage agreement beyond 1998.%
Therefore, SDG4E simply removes the renéwal portion from the
barebones resource plan, and doés not consider it further. See
concurrent Brief of San Diego Gas & Electric on Phase 1A (SDG&E
Brief), December 21, 1989, p. 41.
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to selectively include some of these resources in the base case
resource plan. )

Specifically, DRA and CEC argue that the base case
should include all pending Muni resources, QF projects, and the ACE
demonstration project (in SCE’s seérvice territory), but exclude all
pending IOU projects and contracts. Both recommend that the
Commission examine any uncertainty or changes in the status of
pending resources during Phase 1B.

With regard to Muni resources, CEC points out that
the data sets for PG&E and SCE include various Muni utilities that
own and operate their own resources. Including the pending Muni
resources is therefore a necessary modelling convention to isolate
I0U resource needs, in CEC’s opinion. Both DRA and CEC agree with
PG&E that the Commission should defer to CEC’s expertise regarding
the likelihood of Muni resourcés developing, and their indepéndence
from IOUs. (Exh. 24, p. I1I-8, TR at 583.) Moreover, DRA contends
that it would be improper if IOU utility ratepayers ended up paying
QFs based on the need for resources to serve Muni loads. (TR at
581.)

As a general principle, DRA argues that all pending
QF projects should be included in the base case because the CPUC
has alréady sanctioned the standard offer contracts and, for CEC
jurisdictional projects, QFs seeking certification at the CEC have
historically had a very high success rate. (Exh. 24, p. II-9.)

CEC concurs with this position, asserting that excluding these
projects would prejudge the outcome of its own approval process.
(Exh. 28, p. 9.) However, in their brief, CEC and DRA recommend
that three¢ of the pending QF projects be deleted from the base
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case, based on more updated information regarding the status of
these projects.30

DRA further recommends that the ACE demonstration
project be included in SCE’s base case resource plan, noting that
it is under construction and has CEC approval to operate beyond the
denonstration phase. CEC concurs.

For pending IOU projects and contracts, however, DRA
and CEC propose alternative treatment. They recommend that these
resources be excluded from the base case, absent a showing by the
respondents that they are cost-effective and nondeferrable by QFs.
With regard to IOU projects, DRA argues that these resources have
not yet been determined to be needed and in the best interest of
ratepayers since, by definition, they havé not been certified or
may have been only conditionally certified.

DRA and CEC recommend similar treatment for contract
contingencies/rollovers of existing contracts, MOUs or pending
executed IOU contracts awaiting regulatory action. DRA claims that
including such contracts and/or MOUs in the resource plan allows
for ”"regulatory leapfrog” in which QFs are not allowed to compete
against contracts executed between updates. (Exh. 4, p. II-11.)
Moreover, CEC argues that the respondents have offered no reason
why these contracts cannot be subjected to the ICEM and the
commission’s nondeferrability criteria. (CEC Brief, p. 17.)

e. SF/U/F and IEP/IPC

SF/U/F and IEP/IPC, on the other hand, argue that
none of the pending resources should be included in the Phase 1A
analysis. In their view, these resources do not comply with the
CPUC’s definition of barebones, i.e., existing and committed

30 These are! the two QFs in SDGLE’s service territory that
dropped out of the S02 solicitation (See Section IXI.A.2. above)
and the Harbor/Chaplin project in SCE’s planning area, which does
not currently have a signed contract (See TR at 946-948).
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resources only. IEP/IPC argues that it is inappropriate for the
commission to abandon recent decisions by simply accepting the
conflicting definitions that appear in ER7. In IEP/IPC’s opinion,
using the bareéebones resource plan establishes an identifiable point
of departure from which to assess uncertaintiés and determine
potential resource neéds in Phase 18.31 Moreover, SFJ/U/F and
IEP/IPC argue that inclusion of pending resources in the barebones
plan distorts the ICEM analysis, by introducing speculation about
the emergence of future reésources. SF/U/F points to the
Harbor/Chaplin project, which was withdrawn during hearings, as
evidence of the fundamental uncertainty of this resource category.
C. Nondeferrable Resources

ER7 defines nondeferrable resources as: “future cost-
effective resources which for safety, environmental, technical, or
other démonstrable reasons should be completed and not avoided by
other resources such as QFs".32 In ER7, the CEC determined that
two kinds of resources should be considered nondeferrable. The
first, referred to as “"uncommitted conservation” or ”“derand-side
management” (DSM) programs, consists of anticipated energy savings
and demand reductions that would result if the Commission continued
to fund existing conservation and lcad management prograns at their
present levels. Statewide, the CEC projects that these neasures
will save 1,550 MW and 1,533 gigawatt hours (gWh) by 1992 and 3,510
MW and 5,166 gWh by 1999,33

The second consists of 1,000 MW of surplus capacity from
the Pacific Northwest (PNW) that is available for purchase by the

31 cConcurrent Brief of Indepéndent Power Producers Association
and Independent Power Corporation - Phase 1A Issues (IEP/IPC
Brief), December 22, 1989, pp. 12-13,

32 ER7, p. IV-16.
33 ER7, p. IV-18,

et
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california IOUs on a short-term or "spot” market basis. The CEC
allocated this spot capacity to the three IOUs according to their
intertie shares.3?

CEC, SCE, SDG&E, PG&E, and DRA recommend that the CEC’s
findings on nondeferrability be incorporated into the ICEM analysis
for this update cycle. 1In particular, CEC contends that these
resources were already found to be cost-effective and
nondeferrable, consistent with this Commission’s criteria, during
the ER7 proceedings. In addition, CEC argues that parties should
not have to duplicate in the BRPU the substantial record already
considered in ER7. SCE, SDG&4E, and PG&E concur. MHoreover, PGER
claims that, at the April 7, 1989 PHC in A.82-04-44 et al., the
assigned ALJ acknowledged that uncoanitted DSM would be included in
the Phaseée 1A base case.,

wWhile generally agreeing with the ER? conclusions for
this update, DRA recommends that, for Phase 1B, respondents be
required to specifically address cost-effectiveness and the
commission’s nondeferrability criteria for non-DSM resources.

(Exh. 24, p. II-6.; DRA Brief, p. 6; TR at 597.) Sinilarly, SDGLE
believes that the Commission should subject as many resources as
possible to the ICEM test. It would not object to submitting the
spot capacity purchases to such a test before including them in the
base case. (SDG&E Brief, pp. 39-40.)

With regard to DSM, both CEC and DRA argue that the ER7
adopted savings should be treated as a minimum level. They urge

34 PGLE 500 MW, SCE 400 MW, and SDG&E 100 MW. See ER7, p. 1V-20.
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the Commission to examine additional DSM efforts during
Phase 18.3°

IEP/IPC also includes uncommitted DSM and PNW spot
capacity purchases in the barebones plan for Phase 1A. However,
IEP/IPC does not recommend that the commission adopt the CEC’s ER7
assumptions regarding nondeferrable resources. Rather, IEP/IPC
recomnends that, in Phase 1B, respondents be required to make
resource-specific showings required by Commission orders in support
of any nondeferrability claims. For similar reasons, SF/U/F
recommends that these resources be excluded from the barebones
resource plan for the Phase 1A ICEM analysis.
D. Discussion

As discussed above, the decision to include or exclude
certain resources at the start of cost-effectiveness testing can
have a major impact on the type and tining of deferrable resources
and, in turn, on FS04 prices. Moreover, it is a decision that
forms an important conceptual component of our LRAC pricing
pethodology. As we described in Section I1.D., we have refined and
implemented the concepts of LRAC pricing in a series of Commission
decisions. Before addressing the specific resource plan issues in
this proceeding, we provide a chronological summary of our prior
determinations regarding the issues of ncommitment”,
#nondeferrability” and other aspects of what constitutes the
appropriate starting point for evaluating resource additions.

1. Prior Commission Determinations

The issue of what to include in the resource plan was
first raised during our consideration in A.82-04-44 et al. of
various approaches for calculating LRACs. In Phase I of A.82-04-44

35 See Exh. 28, pp. 4-5. In addition, DRA recommends that the \///
CcPUC improve the integration of DSM into the resource procurement
process by formally adopting the BPRU uncommitted DSM as a
commitnent to fund the programs in future general rate cases (GRC) .
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et al., several parties (including CEC) proposed costing
methodologies that would include expected QF supplies in the
resource plan. DRA and IEP objected to this approach, arguing that
it would result in basing QF prices on QF’s own costs, instead of
utility costs (as required by PURPA).36

In D.85-07-022 we concludéd that the price deternined
under our adopted LRAC methodology must be calculated 7without
including those QFs who are not in existence, pbut will be brought
on-line as a résult of that price.”37 We also recognized that,
for signed QF contracts, an objective standard of what QFs will be
counted in the long-run avoided cost calculation would be
required.38

We next considered the issue of what to include in the
resource plan during Phase II of our LRAC proceeding in A.82-04-44
et al., where we examined specific cost-effectiveness testing
approaches for implementing the GRP methodology. During this phase
of the proceeding, parties presented a diverse set of
recommendations. The utilities recomnmended inclusion of a resource
if, in their judgment, the resource was likely to be completed,
whatever its current status.39 PGLE, for example, recommended
including all expected utility resource additions and expected
future QFs in the resource plan. QF representatives, on the other
hand, recommended including only existing and comnitted utility
plants, QFs that were on-line, and QFs expected to come on line

16 See D.85-07-022, mimeo. pp. 24, 39, 42, and 54-55.

37 1bid. pp. 31, 54-55, Appendix A, p. 3, and FOF 25.

38 1bid. p. 55, FOF 27. In D.86-05-024 (niceo. p. 23) we
directea utilities to use DRA’s projections of the QF success rate
in Exh. 201, which was based on information obtained from the QF
Milestone Procedure.

38 D.86-07-004, nmimeo. p. 53.

-
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under existing contracts.?® DrRA and QF representatives argued

that a resource should not be considered committed, and included in
thé resource plan, if it is not yet under construction or is
awaiting major regulatory approval.

In D.86-07-004, our final Phase II decision, we rejected
utility proposals for establishing broad categories of générically
nondeferrable resources. Instead, we permitted them to make a
showing of nondeferrability on a project-by-project basis:

#This showing must (1) establish the project’s
cost-effectiveneéss, (2) set forth the aspects
of the project claimed to justify a finding of
nondeferrability, (3) quantify the economic and
operational benefits of such aspects, and
(4) describe the impact of attempted deferral
through the use of ‘adders’ and standard offer
contracts.” (D.86-07-004, mimeo. pp. 83-84.)

In D.86-07-004, we also determined that FS04 should be

based on avoidable baseload and intermediate resources, while
41

peaking resources should be considered ”"nondeferrable” by QFs.
. With regard to the definition of “comnitment”, we stated:

#Generally, we agree with Public Staff that a
utility should not bée considered ‘committed’ to
a project for which construction has not
started or major regulatory approvals are
pending. Here again, however, we permit
utilities to demonstrate ‘commitment’ (or the
opposite) on a project-specific basis where
these guidelines seem not to be dispositive.”
(0-86-07—004; mimeo. p- 84.)

We further clarified our position on commitment in
résponse to SDG&E’s petition for modification of D.86-07-004. In
jts petition, SDGLE argued that the decision ~treats QF resources

40 Ibid. pp. 40-42,

41 Ibid. p. 82. We reiterated this finding in D.87-11-024,
mimeo. ppn 22-231
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as committed and nondeferrable by other projects upon contract
execution by the QF, while non-QFP resources may be deferred until
they have received all major permits, are under construction, or
have received special dispensation by the CPUC”. In denying
SDG&E’s petition, we responded:

"We think it’s clear from D.86-07-004 that one
component of the utilities’ résourceé plan
filings is to be the projected success rate
during the forecast period of QFs under
contract. In other words, the resource
plannin? process expressly considers
uncertainty regardin? the total megawatts of
QFs likely to be available. oOur QF Milestone
Procedure is another means of ensuring that
utilities will not have to pass up attractive
resource opportunities on the strength of
phanton QFs.” (D.86-11-071, mimeo. p. 18.)

There was further debate over the definition of committed
and nondeferrable resources during the compliance hearings in
A.82-04-44 et al. During hearings in Decémber, 1986, parties
subnitted testimony on the treatment of negotiated power purchase
contracts in utility resource plans. As noted in D.87-05-060, all
parties agreed that the utility’s resource plan should include, not
only the plants that the utility owns, but also power generated by
other resources, to the éxtent those other resources are
contractually bound to supply and the utility is bound to purchase
their output. The parties disagreed, however, on what constitutes
a binding commitment for this purpose. As we described in that

decisiont

spublic staff and QF representatives arqgue that
the only ’‘committed’ purchases aré those for
which (1) a contract has been fully executed by
both sides, and (2) the subject power plant is
constructed or at least fully certificated by
the relevant licensing authorities. The
utilities all take a broader view of
‘commitment’. PG&E argueées that the resource
plan should include ‘reasonable’ estimates of
purchases, whether or not a contract exists,




1.89-07-004 ALJI/MEG/jt *

since many such purchases are made on a short-
term or spot market basis. Edison proposes
that a negotiated contract be considered
'‘comnitted’ when ’(1) the parties mutually
intend to enter into an agreed upon
transaction, (2) consideration has been
identified and agreed upon, and (3) sufficient
docunentation exists to establish the basic
terms of a power purchase sale or exchange
between the parties...’ At a minimum, Edison
asks that utilities have the opportunity to
denonstrate on a case-by-case basis that a
negotiated contract is comnitted. Edison also
says that the impact of regulatory
certification on a seller’s ability to
construct its facllity and become operational
is already accounted for in the purchasing
utility’s projection of QF success rates.”
(D.87-05-060, nimeo. p. 48.)

In responding to these various viewpoints, we explained:

"What underlies our concern about conmitment is
that a vague standard for inclusion of
potential purchases in utility resource plans
amounts to an imputation of cost-effectiveness
to purchases from certzin sellers that have not
bound themselves to specific terms and may be
unwilling or unable to agree on terns
acceptable to the utility. Such an imputation
can only work to strengthen the hand of these
sellers. We believe that the appropriate place
to account for the size and attractiveness of
potential, but unsigned, power purchase
contrdacts is in the utility’s examination of
uncertainties, using alternative scenarios
and/or other approaches to guantify the impact
of varying outcomes.” (D.87-05-060, mimeo.
pp. 48-49.)

We concluded that, in general, a negotlated contract nust
be fully executed hefore the utility includes that contract in the

resource plan. However, we allowed the utility the opportunity to
nake a specific showing that a particular purchase is conmitted,
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since many such purchases are made on a short-
term or spot market basis. Edison proposes
that a negotiated contract be considered
rcompitted’ when ‘(1) the parties mutually
intend to enter into an agreed upon
transaction, (2) consideration has been
identified and agreed upon, and (3) sufficient
documentation exists to establish the basic
terms of a power purchase sale or exchange
between the parties...’ At a minimum, Edison
asks that utilities have the opportunity to
demonstrate on a case-by-case basis that a
negotiated contract is committed. Edison also
says that the impact of regulatory
certification on a seller’s ability to
construct its facility and become operational
is already accounted for in the purchasing
utility’s projection of QF success rates.”
(D.87-05-060, mimeo. p. 48.)

In responding to these various viewpoints, we explained:

"what underlies our concern about commnitment is
that a vague standard for inclusion of
potential purchases in utility resource plans
amounts to an imputation of cost-effectiveness
to purchases from certain sellers that have not
bound themselves to specific terms and may be
unwilling or unable to agree on terms
acceptable to the utility. Such an imputation
can only work to strengthen the hand of these
sellers. We believe that the appropriate place
to account for the size and attractiveness of
potential, but unsigned, power purchase
contracts is in the utility’s examination of
uncertainties, using alternative scenarios
and/or other approaches to quantify the impact
of varying outcomes.” (D.87-05-060, mimeo.
ppl 48-490)

We concluded that, in general, a négotiated contract must
be fully executed before the utility includes that contract in the

resource plan. However, we allowed the utility the opportunity to
make a specific showing that a particular purchase is committed,
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#hased on objective manifestations of mutual intent, identified and
agreed upon consideration, and other appropriate documentation".42

We also agreed with SCE that certification requirements
for power plants yet to be constructed are properly considered by
the utility in weighing the likelihood of available energy from a
particular seller. We stated that this should apply whethér or not
the seller is a QF. Finally, we determined that the .utility
applicant should bé ablé to amend its resource plan, before the
matter is taken under submission, to réflect a negotiated contract
signed aftér the initial filing.43 :

As described in Section II.D.1. above, the CEC adopted
its then current Electricity Report (ER6) in December, 1986. The
utility compliance filings followed in March 1987. Per -our
directives in D.86-05-024 and D.86-07-004, these filings included
the utility’s resource plan under a CEC-based scenario. During the
hearings that followed, several parties expressed concerns over the
utilities’ and CEC’s assertion of ”“committed” status for certain
résources.

In particular, parties objected to the inclusion of:

a. Forecasts of future QFs (including self-

- generation) not currently under contracti

b. Inclusion of certain power purchases and
exchanges that had not been embodied in
fully executéd contracts or were awaiting
regulatory approvals;

New IOU projects that had not yet commenced
construction;

nReasonably expected to occur” DSM programs
that depend on future regulatory action

(termed ”Conditional RETO” by the CEC in
ER6)} and

42 D.87-05-060, mimeo. FOF 34.
43 Ibid. p. 48, FOF 33, 35, and Conclusion of Law (COL) 14.

- 34 -
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The treatnment of Muni utilities’ “residual”
loads, i.e, how the resource plans
accounted for projected loads of Muni
utilities within the CEC supply planning
areas for the 1I0Us.

Despite these differences, all parties generally agreed
with our conclusion of no avoidable resources, as the term is used
for purposes of FSO04. Nonetheless, parties noted that these
concerns were likely to have a significant impact in the next BRPU
(i.e., this one).

In the compliance decisions that followed, we addressed
44 1y, D.87-11-024, we réiterated our
position that the resources in a utility’s resource plan, whether

several of theseé issues.

or not they are deferrable by OFs, must be cost-effective. With
regard to DSM, we determined that committed DSM programs are
nondeferrablé by QFs.45

For uncommitted DSM programs, we accepted the CEC’s
estimates in preference to SDG&E’s position (under which no
uncommitted DSM would be included in SDG&E‘s resource plan).
However, we also noted that in the future, the level of uncomnitted
DSM included in the resource plans should depend on more definitive
demonstrations that such programs constitute cost-effective supply
options. We supported expected enhancements to the cost-
effectiveness methodology, via joint CEC and CPUC staff workshops

44 As described in D.88-09-026, we did not undertaké a line-by-
1ine dissection of the resource plans filed in the ER6 update
oycle, or respond to every planning issue raised by the parties.
This was unnecessary, given the general agreement that there was no
need for an FSO4 solicitation. However, we explicitly cautioned
parties that they should not interpret our failure to expréssly
criticize (or approve) any particular aspect of a utility’s
resource plan as an éndorsement (or rejection) of how the utility
handled that aspect. (See D.88-09-026, mimeo. p. 4.)

45 D.87-11-024, mimeo. pp. 19-20.
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on revisions to the Sstandard Practice Manual, as the vehicle for

these demonstrations.?® _
In D.88-09-026, we clarified our expectations for future

BRPU proceedings:

7The adopted CEC forécasts of uncommitted
conservation should bé presented by the CEC and
reviewed by our staff and other parties in
terms consistent with any énhancements
developed in the joint CEC/CPUC staff workshops
on integrated least-cost methodologies. Based
on our review, we expect that we will consider
some- or all of the estimated uncommitted
conservation as nondeferrablé resource
additions for purposes of final Standard

offer 4. (D.88-09-026, mimeo. pp. 22-23.)

in D.88-09-026 we also dirécted the CEC and CPUC staffs
to work jointly to define each Commission’s resource planning
terminology. That assignment was made in an attempt to understand
moré clearly what methodological differences may exist between the
CEC’s Electricity Report planning process and our LRAC pricing
methodology.47

In D.88-03-079, in responsé to criticisms of SCE’s and
PG&E’s resource plans, we again reiterated our position that a

46 Ibid. The ternm ”"uncommitted DSM” used in ER7 is synonymous
with the term ”conditional RETO” used by the CEC in ER6 (and by us
in D.87-11-024).

47 D.88-09-026, mimeo. p. 20. The joint staff effort was
sunmarized in thé Joint CEC/CPUC Proposed Resource Accounting
Terminology, (Exh. 10). We note that seéveral parties referred to
specific examples in this document in support of their position to
include (or exclude) certain resources from the barebones resource
plan. Such use of this document is inappropriate. The éxamples
listed under the ~existing and committed” category represent the
view of staff only, and do not reflect (in all cases) our prior
determinations. Moreover, some of the examples represent the types
of resources that were not specifically considered in the
conmpliance decisions in A.82-04-44 et al. and therefore will be
addressed, for the first time, in today’s order.
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utility should show that any given resource proposed for future
development in its resource plan is cost-effective, regardless of
whether the resource would be deferrable by QFs:48

nNondeferrable generation resources don’t belong
in a resource plan unless they are shown to be
cost-effectivé. To include such resources
unfairly reduced capacity payments to QFs and
violates least-cost planning principles.
Reliance on such a resource plan would limit QF
opportunities at ratepayer expensé. That is
obvio?sly unacceptablée. ” (D.88-03-079, mimeo.
P 5.

Finally, in D.88-09-026, we concluded that, for purposes
of the CEC-based resource plans, the utilities should adopt the
treatment of residual Muni loads preferred by the CEC. With regard
to the treatment of self-generation (i.e., as a reduction of demand
or as a source of both demand and supply), we also deferred to the

49
CEC.
2. Conclusions

As described above, we have previously discussed, in sone
detail, what should (and should not) be included in the utility’s
resource plan before testing new resources for cost-effectiveéness.
While some of our determinations may require further clarification,
many of them are straightforward and, consistent with the scope of
this phase, should be followed without further debate. We will
therefore address each of the resource plan issues raised in this
proceeding with direct referénce to our prior orders, where
applicable. ’

48 D.88-03-079, nimeo. COL 3. We made one exception to this
rule, namely, hydroelectric projects proposed in the context of
relicensing proceedings. (Ibid. p. 6.)

49 D.88-09-026, mimeo. p. 7.
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Before turning to épecific issues, however, we make two
general observations. First, in addressing each specific issue in
A.82-04-44 et al., we never lost sight of the overall purpose of
our adopted LRAC methodology, which is ”to create a pricing
structure that captures to the extent possible the efficiency and
other benefits of perfect competition in electricity

50 aAs we stated in prior orders, our intent is to

generation.”
create a 7level playing field” for consideration of all resource
options, including utility-owned géneration projects, interutility
contracts, DSM and QF projects. Our basic approach is to establish
the appropriate price signals, based on the utility’s long-run
parginal costs, which would encourage these outcones.>!
Accordingly, our decisions today on specific issues will be, as
they have been in the past, designed to encourage competition among
resourcé options as well as between QFs and non-QF sellers
interested in long-term supply contracts with california.

We recognize that the current state-of-thé-art in LRAC
pricing and bidding will require certain refinements to fully
realize these objectives. Nonetheless, our adopted LRAC
methodology goes a long way towards achieving consisténcy in
utility resource planning decisions. Unlike other proposals we
considered in A.82-04-44 et al., the GRP approach does not need to
be varied depending on the purpose for which it is being used. As
we stated in D.85-07-022, the method of calculating LRAC for QF
payments should be the same as it would be for other utility

50 D-88"03"079' mineO- po 29- \/‘

51 Our discussions in A.82-04-44 et al. is replete with
references to the objectives of fostering competition and creating
a "level playing field”: sSee D.85-07-022, mimeo. pp. 49-50;
D.86-07-004, mimeo. pp. 3, 45 (footnote 29), 61-62a, and 86}
D186-11-071' mimeo- p- 18: Da87-11"024, mimeo. ppl 10, 28"29’ and
D.88-09-026, mimeo. p. 6.
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resource decisions.”? we will keep this in mrind as we consider

various recommendations on what constitutes the appropriate
starting point for the ICEM analysis. -

Our second observation is that most parities to this
proceeding fail to distinguish bétween the “barebonées” resource
plan and the ”base case” plan or scenario.f’3 The former is a
nethodological concept. It refers to those résources that are
assumed in the utility’s resource plan béfore testing candidate
resource additions for cost-effectiveness. The latter represents a
specific set of assumptions assumed to comprise the “most likely”
scénario, including forecasts of demand, prices, and availabilities
of the resources in thé bar¢bones plan, as well as theée costs and
operating characteristics of candidate reésource additions.>?

JIn othér words, our consideration of proposals to modify
the ER7 data set to comport with our definition of “barebones” does
not, in any way, undermine our commitment to assign the CEC’s
Electricity Report assunptions great weight ip this and future BRPU

52 D.85-07-022, mimeo. pp. 49-50.

53 Although we do not agree éntirely with IEP/IPC’s definition of
#hbarebones”, wWe note that IEP/IPC appropriately emphasized this
distinction {n developing its position on specific issues. (See
Exh. 33, PP 7“9.)

54 In their comments to the ALJ’s Proposed Decision, PGLE and
SDG&4E argue that the ALJ’s charactérization of the basé caseé as the
*most 1ikely” scenario is unfounded. We disagreée with PGLE’s and
SDG&E’s interpreétation of our prior orders. We have repeatedly
stated that the ER7 base case assumptions will be giveén ?réat
wei?ht in our resourcé planning deliberations. 1In practice, this
pollcy translates into ascribing a higher likelihood to the base
case sceénario than alternative assumptions and scenarios (even
those considered to be most 1ikely by respondents). This does not
nmeéan that we ignore theée impact of uncertainty and strategic
considerations. As described in Section VIII.A. below, we will
incorporaté those considerations into our FSO4 solicitation.
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proceedings.55 As we have stated in prior orders, utilities are

required to present theéeir base case scenarios for each BRPU using
the demand and supply assumptions adopted in the CEC’s most recent
Electricity Report. And we intend to give the results of those
base case analyses great weight in developing LRACs and FSO4
prices. '

our decision to use the CEC’s assunptions for the base
case does not, however, imply that we have changed our adopted LRAC
pricing methodology, as SCE asserts. (SCE Brief, pp. 4-6.) SCE
pisinterprets our prior orders. We have never changed our
philosophy concerning our adopted approach for calculating LRAC.
Nor have we abandoned the basic concept of considering only
existing and committed resources as the starting point for
identifying cost-effective resource additions that are potentially
deferrable by QFs., Rather, as the neeéed arose, we have attempted to
clarify what 7“commitnment” means for various types of resources,
such as utility-owned projects or interutility contracts. 1In
addition, we have outlined specific criteria for a showing of
nondeferrability, which includes a demonstration of project cost-
effectiveness. Throughout the process of developing FS04 prices,
we have reaffirmed the underlying principles and methods of our
adopted GRP methodology.

Indeed, we expectéd respondents to implément our adopted
nethodology in presenting their ICEM results in Phase 1A. As
stated in the April 19 ALJ Ruling in A.82-04-44 et al., which was
incorporated into this 0II, respondents were to present a base case
ICEM analysis of candidate resource additions, using ER7 demand and
supply assumptions. The ruling specifically directed respondents
and other interesteéd parties to develop a barebones resource plan,
consistent with this commission’s prior determinations, but using

55 See D.86-07-004, nimeo. pp. 67-68,
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all of the ER7 adopted demand and supply assumptions that would be
needed to create the barebones plan.

PG&E and SCE did not follow these directives. Rather,
they both used thé ER7 data set ”as is”, without attempting to
correct for any inconsistencies between the CEC’s definition of
barebones, relative to ours.’® Both PG&E and SCE assert that the
requirement to use ER7 assumptions for the base case was a
réequirement to include all pending and nondeferrable reésources in
the resource plan. We fail to see how PG&E and SCE could have
interpreted our prior orders and the April 19 ALJ Ruling in this
panner. >’

It is incumbent upon SCE and PG&E, as respondents to this
proceeding, to implement our orders in a complete and conscientious
manner. If PG&E and SCE believed that our directives were
ambiguous, they should havé actively sought clarification prior to
submittal of their filings. We put both SCE and PG&E on notice
that we will accept nothing less than complete and conscientious
implementation of our orders or of ALJ rulings in future phases of
this proceeding.

a. Future QFs/Self—Generation

in our view, the plain reading of D.85-07-022 leads
to a single, straightforward conclusion; namely, that future QF

56 We note, however, that both PG4E and SCE proposed various
nodelling changes to the data set, as well as changeées to the
Texisting and committed” categories. (See Exhs. 2 and 12.)

v’

57 For the specific language contained in our OII, see \///
Attachment 4, Appendix A, pp. 3-5¢ Appendix B, pp. 1, 5-6.




1.89-07-004 ALJ/MEG/jt #*

developmnent under unsigned contracts should not be included in the
resource plan when developing FSO4 prices.‘r’8 »

The PURPA principles that formed the basis of this
conclusion in D.85-07-022 deserve repeating:

»PURPA requires developing a QF price based
on the utility’s cost and not the QF’s} the
utility should pay QFs what the utility
avoids by having some QFs come on line and
provide power. It does not suggest that
the QFs providing power to the utility be
paid a price based on the costs that would
have been avoided by the utility if all ,
expected QFs provide power. Otherwise, the
QF avoided cost rate will discriminate
against both the QFs intexested in signing
contracts now and undetermined future QFs
who are included improperly in the pricing
détermination. With expected QFs included
as part of the resource plan, the utility
can retire inefficient plants and the
avoided cost will be based on a less
expensive plant at the margin. This does
not represent the marginal cost to the
utility but for the QFs. The Staff GRP
methodology doés not have this potential

problem. It gives the QFs an even-handed
treatment with other utility resources and
Xeeps the ratepayer indifferent to how the

58 SCE cites D.86-07-004 to support its proposal to include
future SOl QFs in the resource plan. (Exh. 14, pp. 2-3.) We do
not agrée with SCE’s interpretation. In D.86-07-004, ve aia
characterize DRA’s position as including forecasted QFs not under
contract in the resource plan. (D.86-07-004, nimeo. p. 41.)
However, the decision never directly states that this
recomméndation was adopted. Instead, in D.86-07-004, we adopt
DRA’s proposal for the ICEM, except for the inframarginality test.
(D.86-07-004, mimeo. p. 83 and FOF 38.) As DRA points out in its
brief, inspection of DRA’s testimony shows that the recomméndation
to include future QFs was limited to the inframarginality test.
(See Réference Exh. A in this proceeding, pp. 50, 97-110, and
C-17.) Since the inframarginality test was not adopted, but the
remainder of DRA’s ICEM proposal was, the only inference that can
be made from D.86-07-004 is that future QFs should not be inocluded
in the base case resource plan.
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utility meets its customer demand.”

(D.85-07-022, mimeo. p. 54.)

Including forecasts of unsigned SOl and SO3 QFs in
the reéesource plan would not only produce inaccurate avoided costs,
but also, as DRA points out, would impute a policy preference,
similar to a finding of nondeferrability, for as-available, short-
run QF contracts relative to our long-run resource plan based
offer. We do not, and never have, promulgated such a policy. HNor
do we believe that such a policy would be beneficial to ratepayers.
We concur with DRA that the price for energy and capacity under our
FS04, based on theé cost of new resources, should be lower than the
S01 and SO3 prices would pe.>?

Moreover, we have consistently rejected proposals to
include generic resources or unconsumnated purchase power
agreements in the barebonés resource plan. In this respect, there
is no real distinction between forecasts of futurée QF development,
without signed contracts, and the types of generic resources that
respondents included in their resource plan during the compliance
phase of A.82-04-44 et. al. We are no nore disposed today, than we
were four years ago, to include these resources in the barebonés
resource plan in determining LRACs for FSO4 prices. Nor would we
include these types of resources in calculating LRACs for other

59 As DRA explains in its brief, SOl and SO3 prices are based on
100% of the utility’s short-run avoided costs {SRACs), whereas FS04

prices are based on the costs of a cost-effective resource addition
(i.e., LRACs). Under the ICEM methodology, a potential resource
adaition should cost less than 100% of SRAC in order to pass the
cost-affectiveness tests. Therefore, FS04 prices should be lower
than the forecasted SRAC payments to the SO0l and S03 QFs.

Moreover, if more than enough QFs subscribe to the FS04 offer, our
adopted bidding system would further reduce the FS04 prices paid to
winning QFs.
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resource planning purposes.6° For all of these reasons, we

reaffirm the principle articulated in D.85-07-022 that forecasts of
future QFs not under contract should be excluded from the resource
plan in this and future updates.

With regard to self-generation, D.88-09-026 clearly
states that the treatment of these assumptions (e.g., as a
reduction in demand or as a source of both demand and supply)
should follow the CEC’s preference. However, we did not directly
address the issue of how to differentiate between committed and
uncommitted self-generation, as some parties urged us to d0.%! as
we cautioned in D.88-09-026, our failure to expressly criticize (or
approve) any particular aspect of a utility’s resource plan was not
intended as an éndorsement (or rejection) of how the utility
handled that aspect.

Accordingly, we consider this issue now, in the
context of the ER7 BRPU cycle. As described in Séction III.A.1l.
abové, DRA argues that projections of future self-generation should
be treated differently from projections of unsigned SO1 QF
contracts. We disagree. The distinction between a potential self-
generator and a potential as-available QF is a moving target at
best. Under our as-available standard offers, QFs have the option

60 For example, in evaluating the cost-effectiveness of a
utfrity-proposed project, we would not start out the analysis by
imputing the cost-effectiveness of future, uncomnitted resources.,
Rather, we would create a barebones resource plan of existing and
committed resources (as of that point in time), subjéct the project
to cost-effectiveness testing, and compare those results with the
results of a similar analysis for each project alternative.

61 For example, QF representatives urged the commission to adopt
specific guidelines excluding all future QF development, including
self-generation, from the resource plan. See the Concurrent Briefs
of Independent Power Producers Association, p. 40; PG&E, pp. 22-23;
and CEC, pp. 16-17, filed on August 5, 1987 in A.82-04-44 et al.
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of changing from simultaneous purchase and sale (i.e., no self-
generation) to surplus sale (i.e., self-generation and sale of
excess power) on a yearly basis. As described in D.82-01-103, this
flexibility allows the QF to respond to changes in SRACs and retail
ratés.62

Hence, whether or not the project in question is
operating as a self-generator, QF (or some combination of the two),
the impact on the utility system is based on short-run pricing
signals, which we update as frequently as every three months. We
are unwilling to reserve a slot in the resource plan for these
resources until they have signed contracts or are otherwise
committed. As SF/U/F and IEP/IPC point out, no specific sites have
been identified for these resources, and no development milestones
were considered. For there reasons, consistent with our treatmeéent
of future QFs, we will exclude future self-generation additions
from the barebones resource plan. )

specifically, for the Phase 1B base case, we direct
respondents to use the CEC’s short-run forecast for QFs with signed
contracts, which extends through 1991. All post-1991 additions to
as-available contracts should be set to zero, except for projects
with negotiated deferrals, as reflected in executed amendments to
their interim S04 contracts. QF projects within the latter
category should be included in the barebones resource plan.
Respondents should include the CEC’s estimates for self-generation
additions through 1991. After 1991, all additions to self-
generation should be set to zero.

These adjustments are designed to reflect the above
determinations, namely, that unsigned QF contracts be excluded fronm

62 See D.82-01-103, mimeo. pp. 83-86; D.82-12-120, mimeo.
pp. 74-75. .
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the barebones resource plan, along with projections of new self-
qeneration.63 We recognize that, for self-generation, the
dividing line between ”existing or committed” and "new” nay be
difficult to draw precisely. oOur intent is to include only
existing sites, or sites under construction, and corresponding
estimates of self-generation levels. We expect that the methods .
for quantifying these amounts will be debated, as in the past,
during the development of the CEC’s short-run self-generation
estimates in its Electricity Report proceeding. For the purpose of
this updaté, we will adopt SF/U/F’s récomméndation that all
additions to self-generation be set to zero beyond 1991,
recognizing that, in future updates, the cut-off year may vary.
b. OF contracts

As described in D.86-11-071 and D.87-05-060, QF
projects with signed contracts are to be assigned a projected
success rate, based on an objective standard, before including them
in the barebones resource plan. The projected success rate is to
account for the impact of regulatory certification on the QF’s
ability to construct its facility and become operational. While
they may disagree on the specific assumptions, parties generally
agree that the CEC’s project-by-project approach for estimating
short-run QF development comports with this requirement.

our prior orders did not, however, directly address a
situation where a standard offer solicitation has been issued,
successful bidders are identified, but contracts have not yet been

63 bDuring Phase 1B, parties may consider uncertainty with regard
to the forecasts of 7likely to develop” QFs under signed contracts,
or 7existing” self-generation. However, parties should not présent
sensitivity analysis showing the need for new additions with future
self-generation additions or unsigned QF contracts included. These
types of future resources should not be included in the barebones
resource plan, base case or otherwise, in conducting the ICEM
analysis.
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signed. This was the case with the four S02 contracts in SDG&E’s
service territory. (See Section III.A.2. above.)

IEP/IPC would exclude all of these projects, since,
in their view, they do not qualify as committed (e.g., signed)
contracts. We disagree. Unlike interutility MOUs or contracts
under negotiation, a standard offer is a contract that is complete
and available at the QF’s sole option. Granted, it is not
completely certain that the QF, once it wins the solicitation, will
actually sign the contract. However, to assume that none of the
successful QOF bidders will sign an offer is, in our view, an
extreme position. Moreover, it could lead to a situation where a
subsequent bid cycle resolicits bids for all of the deferrable MWs
that were identified in the previous cycle.

SDG&E, CEC, and DRA, on the other hand, would
automatically include these projects, at an assumed 100% success
rate, unless (and until) individual projects dropped out of the
running. W¥e disagree with this approach for two reasons. First,
as described in D.86-11-071, even if thé contracts were signed, we
would not impute a 100% success rate. To do so would give QF
projects preferential “commitment” treatment vis-a-vis other
projects. Second, even if a QF tenders a successful bid, and
thereby has the option of signing a standard offer, it could still
decide, for a variety of reasons, not to do so.

PR

64 In geneéeral, QFs have the option of withdrawing from a L//’
solicitation if the utility’s interconnection study results in
unacceptable costs or risks to the QF. In SDG&E’s S02
solicitation, where three of the four winning bids were from out-
of-state QFs, the interconnection studies included an evaluation of
poténtial ~“economic harm” and, depending on the outcome, possible
additional curtailment provisions. One of the winning QF bidders
(Bonneville) is currently negotiating with SDGLE over these
provisions.
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This was clearly the case for SDG&E’s SO2
solicitation. At the request of the presiding ALJ, SDG&E presented
an updated project status report during Phase 1A evidentiary
hearings. (TR at 781, 782.) Two of the winning bidders, for
projects totalling 52.2 MW, did not elect to pursue their projects.
SDG&E and Bonneville Pacific Corporation (representing a 50 MW
cogeneration project) are still negotiating a dispute over
curtailment terms. To date, only one of the winning bidders has
actually signed the S02 contract with SDG&E (i.e., Luz Development
for an 80 MW solar thermal project).

Clearly, the two projects that have dropped out of
the solicitation should be excluded from the barébones plan. With
regard to the remaining two active participants, some assessment of
their successful developmént needs to be made before including them
in the barebones plan. Unfortunately, none of the parties in this
proceeding presented any estimates of these success rates.

For lack of more objective criteria, we will assume a
50% success rate for these two projects for the base case scenario.
This represents a middle ground between the unacceptable eXxtremes
of 0% and 100%. As discussed in Section VIII. below, parties may
consider the uncertainty of this estimate in their Phase 1B
analysis.

similarly, we will assign a 50% success rate to other
QOF projects with signed contracts that were designated as pending
by the CEC. These are the Luz SEGS IX-XII solar units in SCE’s
service territory. The Harbor/cChaplin project, on the other hand,
should not be included in thé barebones resource plan. As CEC
counsel described during evidentiary hearings, this project does
not have a signed contract with any utility. It was included in
CEC’s pending category based on information from the developer that
he might pursue negotiations with SCE for an expansion of his
existing project. According to more recent information, the
developer is now pursuing negotiations with LADWP. (TR at
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946-948.) This project clearly does not represent a committed
resource, and should not be included in the barebones resource
plan.

In sum, for future FSO4 updates, respondents should
project success rates for QF projécts with signed contracts (or
winning S02 or S04 bids) before including them in the barebones
resource plan.65 QF projects without signed contracts should not
be included, unless the ufility can make a specific showing to
justify commitment. This approach is consistent with our treatment
of interutility purchase power agreements (see below).

Contrary to CEC’s assertions, we do not believe that
our policy of including less than 100% of CEC jurisdictional QFs
prejudges the outcome of the CEC’s approval process. HNor does it
undermine our own decisions to award standard offer contracts, as
DRA and SDG4E suggest. Rather, as we explained in D.86-11-071,
this policy is designed to take into account the less certain
status of these resources which are committed in the contractual
sense, but still may not materializeé. Some of that uncertainty
may, for certain projects, relate to uncertainty over the outcome
of the CEC’s siting review. To the extent that the CEC’s
Electricity Report process develops success rates for these types
of contracts, we will use those estimates for our base case. If
the Electricity Report process does not produce those estimates, we
expect the respondents to develop them for their base case
submittals.

65 This does not alter our previous determination that shortage
costs for short-run QFs {SOI, s$02, and S03) should be computed
assuming the full subscription of Fs04. (D.86-07-004, mimeo.
footnote 42; D.86-11-071, mimeo. footnote 2.)
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c. Interutility (I0U) contracts®®
As described in D.87-05-060, our guidelines on the
treatment of interutility contracts are straightforward: An
interutility contract should be fully executed by both sides before
including it in the barebones resource plan. However, we allow the
utility the opportunity to make a specific showing that a
particular purchase is committed, based on appropriate

documentation.

In D.87-05-060, we explicitly rejected the position
that executed contracts must also obtain all requlatory approvals
before being considered committed. Rather, consistent with our
treatment of signed QF contracts, the uncertainty associated with
regulatory review should be accounted for in a projectéd success
rate for each purchase.

In this update, PG&E included two interutility
exchange agreements in its recomnended base case resource plant
the Seattle cCity Light and Puget Sound agreéements with BPA. The
effective dates for these contracts are January 1, 1992 (Puget
Sound) and December 1, 1993 (Seattle City Light).

PG&E has been negotiating transmission access with
BPA for both of these contracts since August 1988, and does not yet
have complete access to deliver the pover. Transmission access
must also be established before PG&E can seek approval from the
Federal Energy Regulatory Commission (FERC). Since the effective
dates of these contracts are 2-3 years into the future, PGLE’s
request to FERC will not be made until at least mid-1991 (for Puget
sound) and mid-1992 (for Seattle city Light). (TR at 47, 74, 894.)
Although PG&E considers these contracts likely to go forward, PG&E

66 This section addresses IOU contracts only; the treatment of \///
Muni resources (including pending Muni contracts) is discussed in
Section III.D.2.e. below.
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could not assess the probability of success to these (or any other)
pending resources. (TR at 46-47.)

As described above, purchase agréements under
negotiation do not satisfy our criteria for commitment. Moreover,
the evidence fails to support a finding that these resources should
be considered committed for other reasons. As DRA and CEC point
out, the only other basis for including these resources in the
barebones plan would be a finding of cost-effectiveness and
nondeferrability. However, héreée again, PG&E provided no evidence
to support this finding, and even testified that it would be
difficult to do so before negotiations were completed. (TR at
78-79.)

As we discussed in D.87-05-060, including contracts
under negotiation in the barebones resource plan amounts to an
imputation of cost-effectiveness to purchases from sellers that
have not bound themsélves to specific terms, and may be unwilling
or unable to agree on terms accéptable to the utility. This, in
turn, puts competing resources, including QFs, at a competitive
disadvantage, and may even strengthen the hand of the séllers.
From a policy perspective, this creates undesirable incentives in
the energy market, and undermines one of our major objectives for
the QF bidding program.

For all of the above reasons, PG&E should exclude
these two purchase agreements from the barebones resource plan.
For the ER7 base case scenario, the firm energy associated with
these agg?ements should be redesignated to nonfirm, consistent with
Exh. 37.

67 As this exhibit illustrates, the firm energy associated with
these two exchange agreements (and with spot capacity purchases)
must be redesignated to nonfirm in order to arrive at the ER7
adopted levels for available energy from the Northwest,
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In D.87-05-060, we indicated that utilities could
consider the attractiveness of potential, but unsigned power
purchase agreements, in their analysis of uncertainties. However,
per ALJ Gottstein’s November 14, 1989 ruling, we will exanmine the
jssué of how to enable QFs to compete with power purchase
opportunities that materialize between updates during Phase 1B.

(TR at 188-189.) oOur deternminations on this issue may, in fact,
cause us to reconsider the treatment of unsigned agreements in

- alternative scenarios. For example, if a QF is allowed to bid for
potential purchase opportunities that arise in betweén updates,
then we might not consider alternative scenarios with potential
purchase opportunitiés assumed ”in” the barebones resource plan.
Instead, we might subject these purchases to the ICEM analysis, and
pake available for bidding any purchase that passes the test.
These interrelationships need to be explored by parties further, in
Phasée 1B, in developing their overall reconmendations on how to
treat power purchase opportunities.

Until we resolve these issues, we will treat purchase
power agreements under negotiation as follows! If a utility does
not believe it can reasonably estimate the final terms of contracts
it is currently negotiating, it should remove those resources from
the barebones resourcée plan for the base case scenario and all
sensitivities. In other words, we will treat them in a manner
similar to any future resource that is not far enough along in the
development process to enable the utility to derive prices against
which OFs could bid. We will establish the MW limit for this FSO4
solicitation without ccasideration of these reésources, either in
the barebones resource plan, or as potentially deferrableée résource
additions.

If, on the other hand, a utility believes that
current negotiations are sufficiently mature to pernit it to
project prices for its Phase 1B filing, it should do so, and treat
the unconsummated purchase option as a candidate resource.
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Accordingly, these purchases will bé subjected to the ICEM analysis
and, if found to be cost-effective, considered to be deferrable by
QPs (absent a convincing showing of nondeferrability).

We have, however, major concérns over the latter
approach, ¢given the lack of commitment on the part of potential
sellers to adhere to the estimated terms and conditions of
contracts undergoing negotiations. This raises the important
policy issue of how to ensure that the final terms of the contract
are consistent with the respondents’ showings in this proceeding,
if we do find that these purchases are nondeferrable by QFs. We
will address this issue in Phase 1B.

d. XIOU Projects

In D.86-07-004, we determined that, absent a specific
demonstration of commitment, a utility should not be considered
connitted to a project for which construction has not started or
najor regulatory approvals are pending. Based on these guidelines,
most parties now recommend that all pending IOU projects be removed

from the resource plan and tested for cost-effectiveness. We
68

concur.

CEC and DRA recommend making an exception for the ACE
demonstration project. They would include this resource in SCE’s
planning territory as a committed resource because it is currently
under construction, and has CEC approval to operate beéyond the
demonstration phase¢. SCE argues that its Coolwater project should
also be included in the resource plan, since it has recently
conpleted a five-year demonstration.

HWe distinguish betwéen a utility’s commitment to a
commercially viable project, to which our guidelines in D.86-07-004

68 We agrée with SDG&E, however, that renewal of the PGE Storage
contract In 1998 is highly uncertain at this time, For this
reason, the renewal portion of the contract should not be
evaluated as a candidate resource for this update.
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apply, and comnitment to a demonstration project.69 By

definition, ‘a demonstration project may or may not become
commercially viable (and cost-effective). Including a
denonstration project in the barebones resource plan beyond the
demonstration phase assumes that it will be both teéchnically
successful and cost-effective beyond the demonstration phase. This
approach penalizes all other resource options, including QFs, that
could competeé using commercially available technologies.

Moreover, in many cases, IOUs will bé purchasing
power from these demonstration facilitieés, once commercial, under
negotiated contracts with third parties.70 As we discussed in
Section III.D.2.c. imputing project cost-effectiveness in these
situations creates undesirable market incentives.

In our view, the appropriate treatment for a
demonstration project is to include it in the resource plan during
the denonstration phase if it has received all regulatory approvals
and construction has commenced. In other words, the commitment
standard for a demonstration project should be the samé as for a
commercial project, but only during the demonstration phase. The
utility will need to estimate what the project, in a demonstration
mode, can reasonably be expected to contribute to energy and
dependableée capacity requirements during the démonstration phase,

Beyond the demonstration phase, the project should be
evaluatéed as a potentially deferrable resource, and subjected to
our ICEM tests of cost-effectiveness. Accordingly, SCE should
exclude the Coolwater project from the barebones plan beyond its V//

69 To our knowledge, the issue of how to definé “commitment” for V//
a demonstration project was never raised in A.82-04-44 et al.

70 This is apparently the case with the ACE Demonstration L//
project. According to SCE, it is also negotiating to sell its
Coolwater facility to another party. See SCE Brief, p. 16,
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denonstration phase. For its Phase 1B base case filing, SCE may
evaluate this project for cost-effectiveness using our ICEM \///
methodology. As with any cost-effective addition, SCE has the
opportunity to make a showing that this resource is nondeferrable p//'
by QFs, based on our adopted criteria.’?!

The ACE demonstration project, on the other hand, is
a QF project owned by Kerr-McGee Chemical Corporation. Apparently,
SCE has negotiated a long-run contract to purchase power from this
QF beyond the project’s démonstration phase. Howeéver, the record
is not clear as to the status of this contract. If the contract is
fully executed for the commércial phase then we consider this
resource to be conmitted and would include it in the barebones
résource plan, discounted by an appropriate success rate (see
Section D.2.b. above)72 Por purposes of the base case, we would
assign a 100% success rate to this project, given the fact that it
has received all necessary permits and has commencéd construction.

If, on the other hand, the contract between SCE and
Kerr-McGee for the post-demonstration phase is not fully executed,
then this project should be treated the same as the Coolwater
project, as described above. Accordingly, within ten days from the
effective date of this order, SCE shall file and serve on all
parties to this proceeding a statement describing the status of its

+
.

71 In its brief, SCE asserts that the Coolwater project has
already completed its demonstration phase, and would pass the ICEN
tests of cost-effectiveness. However, SCE failed to present any
evidenceé or analysis of the project’s costs, nor did it address our
four-part test of nondeferrability. We will give SCE a final
opportunity to do so in Phase 1B.

72 The record is also unclear as to the type of QOF contract
involved (i.e., standard or nonstandard). If it is the latter, our
inclusion of the contract in the barebones plan would not impute a
finding of reasonableness. Reasonableness issues are addressed in
our Energy Cost Adjustment Clause (ECAC) proceedings.
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contract with Kerr-McGee. §pecifica11y, the statement should
include the following information: (1) the date of contract
execution, (2) the term of the contract, and (3) whether the
contract is a standard offer or nonstandard contract.

e. Muni Resources

As described in Section III.D.1. above, in
D.88-09-026 we determined that respondents should adopt the
treatment of residual Muni loads preferred by the CEC. For this
updaté, the CEC makes two related assumptions: (1) the IOUs have
no additional obligation to meet the capacity and energy needs of
the Muni utilities beyond the obligations imposed by existing
contracts, and (2) Muni utilities will take steps to secure
resources on their own to meet their future needs. Using these
assumptions, CEC added enough pending resources to Muni service
areas to balance Muni requirements. Accordingly, the pending Muni
resources should be retained in each IOUs barebones resource plan,
consistent with CEC’s treatment of residual Muni loads.

As IEP/IPC points out in D.88-09-026, we also
directed utilities to explore the risks of alternative assumptions
in their showing on uncertainty and procurement strategy. However,
in issuing that directive, we had not fully considered the
implications of basing 10U avoided costs on the need for resources
to serve Muni loads. In effect, SCE’s and PG&E’s FSO4 payménts to
OFs would reflect the future resource needs of Muni utilities if
pending NMuni resources were excluded from the barebones resource
plan. We agree with DRA that IOU ratepayers should not pay QFs
based on Muni utility needs, unless the IOU is contractually
obligated to meet those needs. Therefore, we direct respondents to
use the above assumptions (and include all pending Muni resources
in the barebones resource plan) throughout the Phase 1 analysis of
LRACs and QF deferrable reésources.
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f. Spot capacity Purchases

puring the compliance hearings in A.82-04-44 et al.,
we addressed the issue of how to treat spot market purchases. In
responsé to PG&E’s position, we stated that such purchases should
be excluded from the barebones resource plan, but may be accounted
for in the utility’s examination of uncertainties. Again, our
reason for taking this approach was to ensure that non-QF sellers
to the california market are encouraged to compete with other

resources, including QFs, rather than being guaranteed a
preférential slot in the utility’s resource plan.

We note that several parties support the CEC’s
assessment that these resources are nondeferrable. However, in
making its findings, the CEC did not subject these resources to the
ICEM. Nor could it have constructed a barebones resource plan,
consistent with our determinations today, in order to do so. We
agree with DRA and SDG&E that as many resources as possible should
be subjected to the ICEM tests of cost-effectiveness.

Therefore, for their Phase 1B filings, respondents
should exclude spot capacity purchases from the resource plan,
absent a utility showing of cost-effectiveness and
nondeferrability. In making such a showing, respondents should
rely on ER7 assumptions concerning the availability and costs of
these resourcés, as reflected in the ER7 data sets.73 Consisteit
with Exh. 37, the firm energy associated with these purchases
should be redesignated to nonfirm when they are removed from the
base case barebones resource plan. Alternative assumptions may be
considered in the Phase 1B evaluation of uncertainties.

73 In addition, respondents will need to estimate the fixed
charges associated with these purchases, and include those charges
in their cost-effectiveness evaluation. For the base case
scenario, respondents should use the estimates provided in the ER?7
docunents.
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We have, however, similar concerns regarding these
purchase opportunities as we do for contracts currently under
negotiation. There is no guarantee that sellers in the PNW will
make these purchases available, at favorable terms, in the future.
Moreover, we do not have adequate information on these types of
purchases, their quantities, prices, and availabilities, on an
ongoing basis, in this or other proceedings at the Comnission.

This information would aid us in assessing the uncertainty
associated with these purchases in future update proceedings.
Accordingly, commencing on August 1, 1990 and until further order
by this commission, respondents will be required to file quarterly
reports on the guantity, price, and terms of any spot firm capacity
purchases made during the previous quarter. These reports shall be
filed with the commission’s Docket Office on February 1, May 1,
August 1, and November 1 of each year, and served on all parties to
this proceeding.

g. Dncommittéed DSM ]

As described in prior orders, cost-effective
uncommitted DSM is nondeferrable by QFs. HMost parties to this
proceeding recognize that current procedures result in different

cost-effectiveness tests for generation resources on the one hand,
and conservation and load managenent programs on the other.
specifically, generation resources are tested using the ICEM tests
of cost-effectiveness, while DSM is evaluated using several tests,
including a measure of rate impacts on the nonparticipating




1.89-07-004 ALJ/HMEG/jt *

ratepayers.74 These tests were developed, and are described, in

the joint CEC/CPUC Standard Practice Manual.’>

While sore progress via informal workshops has been
pade to imprové the consisténcy of these tests among resource
options, weé haveé not yet fully integrated our cost-effectiveness
testing methods for supply- and demand-side resources. Apparently,
the informal workshop process encouragéd in our compliance
decisions in A.82-04-44 et al. has comé to a standstill. (TR at
620.) In order to further this process, in Phase 1B we will
exploré the feasibility and relative advantageés of subjecting
specific DSM programs to our ICEM methodology, using SDG&E’s system
as a test caseé. (Se¢eé Section VIII.B. below.)

Before addressing a broader rangé of integration
issues, we need to fully consider the recommendations of the
Statewide Collaborative Process (Collaborativé) on energy
efficiency, as well as the utility-specific proposals for pilot

74 In contrast to most supply options, DSM programs cause a
direct shift in révenues, which affects rates. Under many
conditions, revenues lost from DSM programs have to bé made up by
ratepayers through increased rates. In addition, unlike supply
options, a utility usually fnvests only a fraction of the costs
associated with a demand-side résource, with program participants
investing the remainder. As a result, the participating ratepayer
faceés a different stream of costs and bénéefits than the utility,
the nonparticipating ratepayer, and society as a whole. For theése
reasons, we have found it necéssary to consider, and balance the
results of a variety of tests, each designed to réflect these
various perspectives.

75 This manual was originally publishéd in 1983, undér the title
of Standard Practicé for Cost-Bénefit Analysis of Conservation and
Load Management Prograns. In Decembér 1987, a second edition of
the Standard Practicé Kanual was published jointly by the CEC and
CPUC staffs. This version is entitled Staudard Practice Manual,
Economic Analysis of Demand-Side Management Programs.

v’
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shareholder incentive nechanisms.76 it is therefore premature to

consider in Phase 1B DRA’s proposal to link program funding
comnitnents to the levels of uncomnitted DSM adopted in this -
proceeding. Instead, we will schedule consideration of DRA’s
proposal for Phase 3 of this proceeding, or whatever proceedings
may follow from the collaborative process.

In the meantime, as we stated in D.87-11-024, we
expect the CEC to present its adopted forecasts of uncommitted DSM
for review by DRA and other parties, in terms consistent with the
interagency staff enhancements to thée standard Practice Manual. We
have reviewed ER7 and the record in this proceeding, related to DSM
cost-effectiveness testing.77 Based on that review, we conclude
that the CEC’s projections were developed in a manner consistent
with the cost-effectiveness criteria contained in the Standard
Practice Manual. Accordingly, we will include those amounts in the
base caseé. Alternative levels of cost-effective uncommitted DSM
nay be consideéred in the Phase 1B evaluation of uncertainties.

h. Additional Base Case Modifications

-Several additional modifications to the CEC base case
were proposed by various parties. SCE recommends that its Castaic
exchange contract with LADWP and Chino battery storage project be
considered committed and included in the base case resource plan.
Although ER7 included the SCE/LADWP Castaic exchange contract as a

76 The Collaborativeé was formed in July 1989 by 15 parties with a
stake in énergy efficiency, including utilities, nonprofit public
interest groups, and providers of alternative energy services. 1In
January 1990, thé Collaborative presented its consensus proposals
to the Commission, in An Enerqy Efficiency Blueprint for
california. The next step of theé process is to consider the March
1990 utility-specific filings and address the Collaborative’s
consensus (and nonconsensus) policy principles outlined in the
January 1990 report.

77 ER7, Appendix C, pp. C-38, C-44, Exh. 28, p. 3! TR at 619.

L

v’
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pending résource, SCE claims that it is committed, having been in
effect since May 8, 1988. According to SCE, the 10 MW Chino
battery storage project is currently being demonstrated as a pumped
storage unit, and was inmproperly omitted from ER7 supply
assumptions.

In addition, SCE recommends that the Axis steam plant
and CT resources be added under existing resources, and that the
Blythe load be incorporated into the demand forecast. SCE asserts
that these resources and loads were integrated with SCE’s main
systen whén the Blythe-Eagle Mountain interconnection was closed on
October 31, 1988.

PG&E recommends that an additional 62 MW of QF
geothermal resources be included, claiming that this amount was
jdentified in ER7, but inadvertently omitted from the ER7 data set.
SDG&E recommends that the additional DSM authorized in its most
recent GRC proceeding be added to the CEC’s commnitted amounts. 1In
addition, CEC recommends that Rancho Seco be removed from ER7
supply assunptions, consistent with its proposed resource plan
modifications for SCE and PG&E.’®

None of these proposed modifications was contested by
parties to this proceeding. We therefore consider them to be
reasonablé adjustments, with three qualifications. First, PG&E

78 ER7 included this reésource under ”existing” resources.
However, on June 6, 1989i Sacramento voters rejected a proposal to
c

allow the Sacramento Municipal uUtility District (SMUD) to continue
operating Rancho Seco. On Seéptember 1, 1989, the ER7 Standing
committeée issued its recommended changes in the ELFIN data sets to.
réeflect the shutdown of Rancho Seco. According to theé CEC, the
rémoval of Rancho Seco would result in a temporary increase in
power purchases from SMUD under existing contracts with SCE and
PG&E. (Seée the CEC’s Recommended Changes in the ER7 ELFIN Data
Sets to Reflect the Shutdown of Rancho Seco, filed September 1,
1989 in this proceeding.) PG&4E subsequently filed a revised ICEM
analysis to reflect these changes. (See Exh. 3.)
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should include the additional 62 MW of geothermal resources only to
the extent that these additions do not include future QF/self-
generation additions after 1991. Second, consistent with our
treatment of the Coolwater project, SCE should exclude the Chino
Battery Storage project after its demonstration phase, subject to a
showing of cost-effectiveness and nondeferrability, as

we described in Section III.D.2.d. abové. And finally, SDG4E
should adjust committed DSM amounts by the figures presented in
Exh. 24, which appropriately account for the fact that some of the
GRC programs have already been included in the ER7 data set.

E. Summary

In Table 3, we summarize our specific findings for this
BRPU cycle regarding the treatment of ER7 pending and nondeferrable
resources for all three respondents. Table 3 also indicates any
changes to the ER7 data set that we adopt for the 7existing and
committed” category, based on the project-specific showings made
during Phase 1A. For Phase 1B, the npharebones” resource plan will
consist only of those resources so identified in Table 3. These
determinations will not vary for alternative scenarios, or
sensitivities. For the base case scenario, all parties should
construct their barebones resource plan using the ER7 corresponding
demand and supply assunmptions.

Figure 1 presents a generic summary of how we define
commitment (and barebones) for this and future updates. It also
describes the types of resources that should be subjected to the
ICEM tests of cost-effectiveness and considered potentially
deferrable by OFs. Finally, FPigure 1 identifies some of the types
of alternative assumptions that may be considered for the Phase 1B
sensitivity analyses. We discuss this issue in greater ‘detail in
Section VIII.A.

consistent with our prior orders, in each update we will
pernit utilities to demonstrate commitment (or the opposite) on a
project-specific basis where these guidelines seem not to be
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dispositive.79 in future updates, we will also continue our
practice ‘of developing a base case scenario using the most recent
CEC Electricity Report assumptions.

As described in D.86-07-004, utilities are permitted to
make a four-part showing of nondeferrability on a project-by-
project basis. This showing must (1) establish the project cost-
effectiveness, (2) set forth the aspects of the project claim to
justify a finding of nondeferrability, (3) quantify the economic
and operational benefits of such aspects, and (4) describe the
impact of attempted deferral through the use of fadders" and
standard offer contracts. Wherever possible, we expect utilities
to use the full ICEM approach in evaluating project cost-
effectiveness.

We also determined in D.86-07-004 that peaking resources
are (by definition) nondeferrable by QFs.80 In D.88-03-079, we
granted PG&E’s request to treat hydroelectric relicensing
inprovements as generically nondeferrable by QFs. As we discussed
in Section III.D.2.g. above, cost-effective uncommitted DSM
programs, as determined using the Standard Practice Manual tests,
are also nondeferrable.81 In Phase 1B, any party claiming that a
resource is nondeferrable must make the requisite showings.

79 For this update cycle, Phase 1A provided respondents the \//,
opportunity to make specific showings on commitment. We will not
revisit the status of resources in Phasé¢ 1B unless, as we indicated
in D.87-05-060, a utility executes a contract that was previously
under negotiation.

80 We discuss the issue of what constitutes a ”peaker” in section y//
VI.C. below.

81 Further consideration of how to integrate demand- and supply- \///
side resources may, however, alter our current approach for
evaluating the cost-effectiveness of these programs.
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I¥. Hodelling Issues

puring Phase 1A, parties recommended specific modelling
changes to the ER7 data set. These recommendations raised the
following generic issues for our considerationt®?2

(1) Whether (and how) to capture the value of
" reduced payments to variable-priced QFs in
the ICEM analysis:

(2) How to account for the CEC’s "age-
deration” amounts in production costing
and ERI calculations!

(3) How to model thé availability of standby
units in production costing and ERI
calculations:

(4) How to model units that can be cycled on a
daily basis!

(5) How to model as-available QFs} and

(6) How to incorporate variable operation and
maintenance (0&M) costs into the ICEM
analysis.

These issues are described and discussed in greater detail below.
A. Payment Reductions to Variable-Priced OFs

All QFs with S01, S02, and SO3 contracts, as well as
those with interim S04 contracts after the fixed price periocd (and,
under certain payment options, during the fixed price period), are
paid a variable energy price.83 As discussed in Section I1II.D.2.,
these OFs are included in the utility’s barebones resource plan, at

82 Modelling issues regarding differences among models were not L///
raised in Phase 1A, since all parties used the same production cost
model (ELFIN) to conduct their ICEM analysis.

83 In addition, under our FS04 offer, QFs that come on-1ine p//‘
during Period 1 ii.e., before the on-line date of the deferred
resource) are paid variable energy prices.
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projected success rates. By far theé most controversial modelling
issue that emerged during Phase 1A relates to the treatment of
payment reductions to these QFs. More specifically, parties
disagree over whether or not the value of reduced payments to
variable-priced QFs should be considered in evaluating the cost-
effectiveness of potential resource 'additions.s4

variable-priced QFs are paid for the energy they produce
based on the utility’s SRACs, that is, the incrémental costs of the
system assuming that the utility cannot change its current resource
plan. SRACs aré derived by comparing a production simulation of
the utility system including variable-priced QFs with a simulation
excluding those QFs (the ”QFP-in/QF-out” method) .

The addition of a cost-effectivé new resource will
typically reduce a utility’s SRACs by reducing the utility’s use of
its most inefficient power plants. This, in turn, reduces the
énergy payments paid to variable-priced QFs.85 These payment
reductions are attributed to the new resource addition, and improve
its cost-effectiveness.

84- Of all the modelling issues explored during Phase 1A
workshops, this one also appeared to have the largest potential
impact on ICEM results. (See Exh. 9, pp. 11-12.)

85 More specifically, variable energy payménts equal the product
of the Incremental Energy Rate (IER) and the price of the avoided
fuel. Avolided fuel pricés are updated every quarter, based on our
latést projections of the marginal fuél and the most recent
quarter’s actual cost of that fuel. It is the IER componént of
variable energy payments that is derived from the production cost
comparisons described abové. The total cost difference betweén the
OFs-in and QFs-out runs, divided by the total kWhs of QF géneration
all divided by the estimated incremental fuel price, yields an IER
(in Btus/kwh). Hence, thé IER répresénts a rdeérived” marginal heat
rate of the system, Thé addition of a new cost-éffective resource
improves the efficiency of the system (i.e., reduces the marginal
heat rate), thereby reducing SRAC payments to variablé-priced QFs.
For a detalled discussion of energy pricing for variable-priced
QFS' see D088-03-079’ mimeo. pp_- 21"34-
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1. Position of the Parties

Respondents recommend that the Commission adopt a
modelling convention to eXclude reductions in QF payments fréom the
1cEM. %% pgae argues that, at some point, the utility would have
added a candidate resource addition to substitute for the short-run
QFs removed in the QF-out simulation. This would effectively 7”cap”
SRACs at the utility’s LRACs, and eliminate any of the QF price
reductions observed when a candidate resource is being tested for
cost-effectiveness. To leét SRACs increase without such a cap
would, in PG&E’s opinion, violate the principles of avoided cost
pricing. PG&E believes that the Commission anticipated the need to
adopt this approach in its discussion of QF pricing in D.88-03-079.

SDG&E argues that reductions in QF payments are a
secondary effect that should not justify the addition of resources.
Similarly, SCE characterizes these reductions as a pure transfer of
revenue from existing QFs to the QF operator of the identified
déferrable resource (IDR). In SCE’s view, unlike production
savings from nore efficient system operations and increased
reliability, these types of cost reductions are of no net benefit
to society. Moreover, SCE argues that inclusion of these cost
reductions in the ICEM would violate least-cost planning
principles, and could cause the utility to overbuild. Finally, SCE
asserts that the reduction in QF prices is speculative beécause
there is no direct link between any BRPU ICEM results and actual
utility costs.

In contrast, DRA and IEP/IPC recommend that QF price
reductions be included in the ICEM analysis.87 DRA argues that,

86 None of the respondents, however, propose that the méthod for
calculating SRACs, and deriving prices to variable-priced QFs, be
changed at this time.

87 SF/U/F and CEC did not express a position on this issue,
either in direct testimony or briefs.
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in D.88-03-079, the commission explicitly rejected the #substituete
resource” approach that PG&E assumes will be used to calculate
SRACs sometime in the future. Moreover, DRA asserts that there is
no indication from D.88-03-079 that the Commission intends to
reconsider this approach as a replacement for the QFs-in/QFs-out
méthod.

In response to SCEfs argueents, DRA claims that fuel
savings are also a transfer from one entity to another (i.e., money
that would otherwise go to fuel suppliers is transferred to
developers of a resource). DRA argues that there is no conceptual
difference between the two types of transfers, and they should be
treated équally. Nor areée the QF savings any more speculative than
the forecasts of fuel, demand, and other variables used in daing a
20-year forecast, in DRA’s opinion. In support of its position,
DRA also describes various precedents for including this type of
savings in the cost-effectiveness analysis.

Both DRA and IEP/IPC acknowledge that implementing the
QF-in/QF-out method for each iteration of the ICEM analysis would
require running at least twice as many production simulations and
be extremely burdensome to implement. To reduce this modelling
effort, 1EP/IPC recommends pricing the QFs at marginal cost (QF-in)
for an initial screening. If a resource is identified as a cost-
effective addition in a given year, IEP/IPC recomnends that a QF-
in/QP-out iteration be performed to check the results. DRA, on the
other hand, recommends just pricing QFs at marginal cost (QF-in),
given the complexities of performing the QF-In/Oout simulations.

2. Discussion

In D.88-03-079, we adopted the QF-in/QF-out method for
calculating energy payments to variable-priced QFs. In that
decision, we considered the theoretical argument that this method
should be modified to account for any long-run resources that a
utility would substitute for short-run QFs {f they were all removed
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from its system. As DRA points out, however, we explicitly

- rejected modifications along the 1ines now suggested by PG&E.

In rejecting the substitute resource approach we noted
that the need to modify the QF-in/QF-out approach may never
materialize, as the electricity market evolves such that utilities
and QFs conpeté on more even footing. If thésé changes occur, we
stated that we would reconsider the ”QF-in” approach. We also
observed that the substitute resource approach involves fairly
complex and hypothetical manipulations of utility resource
plans. .

In short, contrary to PG&E’s assertions, we gave no
indication that our approach to short-run marginal cost pricing
would change in the foreseeable future. For the purpose of
establishing LRACs in this update, we anticipate that prices to
variable-priced QOFs will continue to be affected by a utility’s
resourcé planning decisions, and those changes (up or down) will be
passed through to ratepayers. As DRA points out, we have routinely
included the effect of adding a new resource in the calculation of
QF prices. (DRA Brief, pp. 21-22.)

Respondents argue that the intérrélationship between
utility resource decisions and SRACs should be ignored for the
purpose of evaluating resource cost-effectiveness. We disagree.
There are precedents for including these types of ratepayer savings
in the cost-effectiveness analysis of resource options. In the
Devers-Palo-Verde 2 transmission line proceeding, for example, the
cost-effectiveness analysis presentéd to the Conmission by DRA and
SCE contained the estimated savings due to reduce QF payments.89

88 See D.88-03-079, mimeo. pp. 27-28, 32-34.
89 See D.88-12-030, Appendix B, pp. 8-15.
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QF payment savings are also being included in the study of the
COTP. (TR at 469-470.)

More importantly, respondents fail to recognize that all
ratepayers directly benefit from these price reductions, in the
form of lower rates, regardless of what transfers may occur between
various cohorts of QFs. Since we evaluate LRACs from the
perspective of the ratepayer, not the utility planner or
shareholder, inclusion of these benefits is appropriate.

We also disagree with SCE’s position that' QF payment
savings do not provide any societal efficiéencies. (TR at 303.) As
DRA points out, in ordér to be cost-effective, thé new resource (or
FSO04 QFs that defer theé new resource) must be less expensive than
the SRAC prices paid to variable-priced QFs before the resource was
added. Because it must be less expensive to compete, that new
resource (or FSO04 QF) will generally be more efficient.

Further, existing QFs nust operate in a more efficient
panner in order to maintain their profitability. Thus, the
lowering of payments to-existing QFs may remove the least efficient
operators and force the remainder to improve their efficiency.90

For the reasons discussed above, we direct respondents to
include QF pricing effects in their Phase 1B ICEM analysis of
resource options. If and when we consider nodifying our SRAC
pnethodology, we will revisit this issue. To implement this
requirement, respondents should set the cost of energy from
variable-priced QFs equal to the utility systen’s marginal costs
(QF-in).

Although this approach is less precise than performing
both QF-in and QF-out simulations, it is considerably léss complex
and cumbersome to implement for the Phase 1B filings (see
Section VIII. below). Moreover, based on respondents’ January 19

90 DRA Brief, p. 20, TR at 450.
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and February 2, 1990 filings, the ICEM results appear largely
unaffected by the additional QF-out simulations. The QF-inj/QF-out
approach changed the year in which a resource passed the first-year
test in only two instances for PG&E, and one for SCE.?Y There
were no differences in results for SDG&E.

B. Age-Deration

In ER7, the CEC concluded that the amount of capacity
that could be expected from aging oilfgas plants will decline as
the plants get older. To reflect this reduction in available
capacity, the CEC decided that a certain total amount of age-
derated capacity was to be removed from each utility’s resource
plan.92 The CEC adopted a methodology that assumes a linear
decline from full rating to zero as plants go from 35 to 60 years
of age. Based on this methodology, the CEC estimates a total of
1,397 MW of age-deration for PG&E by the year 1999, 1,079 MW for
SCE, and 273 MW for SDG4E,

However, ER7 did not explicitly state how age-deration
should be incorporated into the resource plans and production cost
models used to do cost-effectiveness analyses. All parties
assumed that the age-derated capacity was not available when
determining reserve margins, ERIs, and shortage values. However,
there were many different assumptions regarding how age-deration
should bé incorporated into production cost models, and the
resulting system fuel costs and avoided energy values,

91 We note that the direction of the change in results varied.

In PG4E’s case, the QF-in/QF-out iteration delayed the cost-
éffectiveness of a CT (i.e., moved it from being cost-effective in
1996 to 1998), wheéreas in the other two instances the QF-in/QF-out
iteration made the resource cost-effective in an éarlier year. See
PG&E Second Phase 1A Résource Plan Filing, January 19, 1980,
Figures 2 and 33 Filing of SCE on the BRPU, January 19, 1980,

Table 12,

92 ER7, pp. V-8 to V-16,
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: puring evidentiary hearings, the assigned ALJ ordered
parties to discuss these differences in a workshop setting, and
possibly develop a consensus on how to treat age-deration for this
BRPU update. On HNovember 27, 1989, PG&E, SCE, SDG&E, DRA, CEC, and
IEP/IPC submitted a workshop report (Exh. 36), which summarized the
various assumptions used in their original filings and an agreed-
upon approach for incorporating age-deration into the ELFIN data
set.93 The consensus was to incorporate age-deration in the
calculation of the ERI. For this purpose, the utility would first
count its standby units towards the required age-deration

levels.?? 1t was also agreed that age-deration should not be
incorporated into the production cost simulation.

We will adopt this approach as reasonable for this BRPU
cycle. However, we may choose to revisit this issue in future
updates, should the CEC continue to incorporate age-deration in
Electricity Report findings concerning unit availability.

C. Treatment of Standby Units )

Standby units aré oil and gas plants that are potentially
available for operation, but generally require additional
expenditures andfor start-up time before they can be placed into
service. IEP/IPC raises the issue of how to treat standby units
for production costing and capacity valuation purposes.
specifically, IEP/IPC argues that all standby units should be
removed and checked for cost-effectiveness before being included in
the resource plan.

93 SF/U/F did not express a position on this issue.

94 In other words, the capacity associated with standby units
would not be *removed twice” from the calculation of reserve
margins or ERIs. This type of double-counting was apparently a
problem with IEP/IPC’s calculations.

- 71 -
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However, IEP/IPC fails to recognize that we have
previously drawn a clear distinction between short-ternm reserves
(i.e., standby units that can be restarted in a short time with
little or no expense) and long-term reserves (i.e., standby units
that require significant time and investment to place into daily
operation). In recent ECAC proceedings, we have determined that
short-term reserves should be nodelled as being available over the
entire forecast period, when determining the short-run need for
capacity and for production costing purposes.95 Weé sée no reason
to .exclude these resources for our long-run avoided cost-
determinations.

Accordingly, short-term reseérves should be considered
available for production costing purposes over the entire forecast
period. Respondents should assign short-tern reserves somne type of
penalty factor (as SCE did in its testimony) to properly reflect
the expected limited dispatch of these units.?® Given the above
determination on age-deration, these short-term reserves should be
included in ERI/reserve margin calculations only if the system’s

total MW capacity of standby units is greater than the required
97

age-deration levels.
For long-term reserves, we adopt IEP/IPC’Ss
recommendations. Standby units that requiré significant time and
investment to place back into service should not be considered
available for production costing purposes. Rather, they should
first be tested for cost-effectiveness using the ICEM and, if found
cost-effective, they should be considered available for production

See D.88-11-052, mimeo. pp. 63-65 and D.89-12-015, miméo.
33-34. :

See Exh. 12, p. IV-3.
This is apparently the case only for SCE.
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costing purposes. As described in Section B. above, these same
units should be excluded from ERI and reserve margin calculations,
as age-derated capacity.

This raises the issue of whether to add back age-derated
capacity for the purpose of calculating ERIs/reserve margins, when
operation of a standby unit (either short- or long-term réserves)
is found to be cost-effective. 1In its January 19, 1990 compliance
£i1ing, PG4E restored age-derated capacity from its short-term
reserve units by testing those units for cost-effectiveness. Since
these units require little or no investment to place in operation
(or continue to operate), they all easily passed the cost-
eéffectiveness tests.

PG&E’s approach is inappropriate for the ER7 base case
for two reasons. First, as CEC ﬁoints out, ER7 adopted age-
deration in order to force utilities to demonstrate, rather than
assume, the continuing economic viability of their aging plants.
Testing a unit in short-term reserves for cost-effectiveness does
not accomplish this objective. It does not explicitly consider the
costs of various life-extension options, as intended by ER7.

Second, in ER7 the CEC considered age-deration in
conjunction with reserve margins. We agree with CEC that PG&E’s
approach is inappropriate without reconsidering the possible need
for higher target reserve margins in the ER7 base case.?® For the
above reasons, currently operating units, or units in short-term
reserves, should not be tested for cost-effectiveness for the
purpose of restoring age-derated capacity in respondents’ Phase 1B
base case filings.,

Refurbishment or repowering options, on the other hand,
extend the useful life of a standby unit. It is therefore

98 See CEC Comments on Utility ICEM Filings, February 5, 1990,
pp. 5-7 and ER7 Appendix C, pp. C-21 to C-23.
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consistent with ER7 to consider the cost-effectiveness of such
options, and restore the age-derated capacity associated with
returning units on standby reserve to service. We distinguish here
betweén investments that merely enable the unit to be restarted for
daily operations, and thoseé that significantly overhaul the
internal workings of thé unit, thereby extending its useful life.
For the purpose of restoring age-derated capacity (for ERI and
reservé margin calculations), only the latter types of investments
(e.qg., repowering and refurbishments) qualify.

As SCE points out in its March 8, 1990 comments, units on
short-term reserve may also be refurbished. As long as life-
extension investments are involved, wé believe it is appropriate to
tést the cost-effectiveness of a unit on standby reserve (either
short- or long-term) for the purpose of restoring age-derated
capacity. The only remaining issue is how to restore the age-
derated capacity.

In addressing this issue, we first observe that the
"pure” approach to applying the CEC’s age-deration method would be
to derateé each unit in the utility’s resource plan. Recognizing
that this would be a cumbersome task, the CEC staff simplified the
process by first counting all standby units towards the required
age-deration levels. This was not intended to imply that 100% of
the capacity of each standby unit would be unavailable. Rather, it
vwas intended as a proxy for the sum of age-derated capacity, across
all other plants, that should be excluded in evaluating the need
for capacity.

Consistent with this intent, if refurbishment or
repowering of a standby unit is found to be cost-effective after
the requisite investments are made, only the amount of age-deration
associated with that plant should be included as available capacity
for réserve margin and ERI calculations. That amount should be

calculated using the CEC’s ER7 formula for age-deration.
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The January 2 ALJ Ruling directed respondents to subnit a
1ist of all standby units, and indicate (1) the length of time it
would take to restart the unit, and (2) what types of expenditures
are required to restart the unit, and the approximate level of
investment required. Respondents should also provide this
information in their Phasé 1B filings. Based on this information,
respondents should indicate which units they consider short-term
reserves, long-term reservés, and which will be tested for cost-
effectiveness for the purpose of restoring age-derated capacity.
For the Phase 1B base case scenario, respondents should reély on the
ER7 findings, where applicable, in making this deternination.??
Respondents should also indicate which units were considered
available for capacity valuation and production cost purposes in
our most recent ECAC decisions.

P. Modelling Combined Cycle Units

Thermal power plants cannot be started instantaneously,
and therefore need to be ”committed” (i.e., synchronized to the
system and running at minimum load) hours or days before the
arrival of a peak load. Production cost models, like ELFIN, use
commitment designations to tell the model how quickly a unit can be
brought on line, and whether or not the unit must run at a mininum
level.

In ELFIN, there are basically two ways to désignate firm
capacity for commitment purposes. The “minimum constrained” or
ncM” designation indicates that the plant will have a unit minimum
constraint; that is, once the plant is brought on line, it must
continue to run for a specified period of time at its lowest level
of output, irrespective of other economic consideratiOns.100 The

99 See ER7, pp. 5-12. v

100 The remaining levels of output, or ”blocks” for these p//’
constrained units are fully dispatchable, however.
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"quick-start”, or 7CP” designation indicates that the plant has no
unit constraint, is capable of a quick start, and is therefore
fully dispatchable, at every level of output.

For the purposes of performing production-cost
simulations with ELFIN, problems occur when attenpting to model a
unit that falls somewhere between the nininum constrained (CM) and
quick-start (CP) designations. Combined cycle units represent the
most notable example of this typé of hybrid unit. Operators are
able to shut these units down during the evening hours and restart
them in the morning hours when dermand bégins to increase. Although
these units are not unit-mininum constrained, neither do they
exhibit the unqualified ”quick-start” characteristics of a CT
facility, for example.

The results of DRA’s analysis indicates that the relative
dispatchability of potential resource additions within the ELFIN
model may substantially affect the results of the cost-
effectiveness tests. 1In fact, DRA concludes that as much as 500 MW
of nondeferrable CTs, and other peaking resources in SDG&E’s
resource plan might potentially be replaced by more cost-effective
deferrable combined cycle plants, if these plants were modelled in
a manner that more accurately reflects the true operating
characteristics of these units.19}

In its Phase 1A compliance filing (Exh. 12), SCE proposed
a ”"hybrid” approach for modelling combined cycle units. This
approach retains the ”CM” ELFIN designation (in the ER7 data set),
but lowers the minimum load points on the combined cycle units
during the off-peak periods, The model then operates the units at
this near-zero output during the off-peak hours, which simulates
the unit’s ability to shut down and resume operation in a single
24-hour period. bDuring the course of the proceeding, other parties

101 See Exh. 24, pp. IV-6 to IV-7 (as revised by Exh, 25B).

-




I.89-07-004 ALJ/MEG/jt %

indicated their general support for SCE’s approach.102

adopt SCE’s hybrid approach for Phase 1B. »

At the workshop held on January 11, 1990, SCE provided a
handout on a revised (preferred) method for modelling combined
cycle plants.103 Before the next update, SCE should conduct
informal workshops among interested modellers (e.q.,
representatives from the CEC, DRA, SDG&E, PG&E, SF/U/F, and
IEP/IPC) to develop a consensus approach for modelling units that
can be cycled on a daily basis. Interested modellers should also
use this forum to explore possiblé reasons for the counter-
intuitive production cost results experienced by SDG&E, as
described in its January 19 and February 2, 1990 filings in
compliance with the January 2, 1990 ALJ Ruling. Depending on the
outcomne of the workshops, we may consider further modifying the
adopted approach for future update proceedings.

In sum, for units that are capable of shutting down at
night and returning to service the following day to meet peak
loads, respondents should add ninimum capacity states so these
units can be cycled daily. This convention should apply to
existing units as well as potential resource additions that can be
cycled on a daily basis. As DRA points out, units other than
combined cycle plants may exhibit this characteristic, and should
be modelled accordingly. (DRA Brief, p. 30) For their Phase 1B
compliance filings, respondents should subnit a list of all units
that they beliéve are capable of being cycled on a daily basis.

We will

CEC Brief, pp. 27-29,

103 See ALJ Ruling On January 11, 1990 Workshop, dated January 16,
1990, p. 1.
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E. Modelling As-Available QFs

During evidentiary hearings, it became apparent that the
various modellers disagree on the best way to reflect the operation
of as-available (e.g., SOl) QFs in ELFIN. CEC, SF/U/F, and
respondénts all believe that as-available QFs should be modélled,
in the aggregate, as providing firm, depeéendable capacity. IEP/IPC,
on the other hand, argues that the SOl as-available contract is the
epitone of a non-firm arrangement. Accordingly, IEP/IPC reconmends
that as-available QFs be modelled in a manner similar to econony
enerqgy. (Exh. 33 at 13; TR at 519.)104 This approach tends to
inprove the cost-effectiveness of candidate resources.

IEP/IPC’s position in this proceeding is inconsistent
with our long-standing position that as-available QFs supply
105 Moreover, it 1s inconsistent

dependable aggregate capacity.
with our modelling determinations- in ECAC proceedings. In those
proceedings, as-available QFs are dgenerally modelled as CM units at
their effective capacity. 1In other words, we treat as-available
QFs in the aggregate as firm, dependable capacity, but derate
specific units to take account of the fact that they may not all be
operating simultaneously or at 100% nameplate capacity.

CEC and SF/U/F apparently disagree over which ELFIN
commitment designation to use for as-available units, and also over
how much to derate units. However, these differences do not appear
to significantly affect the ICEM results. Therefore, for this BRPU
update, we will adopt the CEC’s modelling conventions. For future

104 In ELFIN, the non-firm commitment designation is #CN”, which V//
assumes that the unit cannot be relied upon to meet commitment
targets,

105 See D.82-01-103, nmimeo. p. 149, FOF 34, 371 40} D.87-05-060, LV~
o)

nimeo, pp. 38-39. We note that IEP/IPC’s position on this
modelling issue is also inconsistent with arguments it has made in
the past regarding the dependability of as-available QFs.

- 78 -~
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updates, we expect respondents to model as-available QFs in the
nmanner adopted in their most recent ECAC proceeding.
P. Variable O&M

In running the ELFIN production cost model, PG&E, SCE,
SDGLE, and DRA all excluded the variable O0&M costs assocliated with
existing generation units, consistent with the ER7 data set. All
parties agree, however, that variable O&M should be accounted for

in evaluating the cost-effectiveness of new resource additions.
IBP/IPC attempted to do this by adding variable O&M to the ER7 data
set. But when variable 0&M is included in the ELFIN data set, the
current version of the model will make dispatch decisions based on
variable costs that include O&M. According to PG&E, this is
contrary to actual utility operations.

To address this problem, PG&E initially recommended a
post-processing technique to account for variable O&M. (Exh. 6,

p. 3.) The essence of the approach is to calculate variable O&M
costs by multiplying the kWh (determined from the ELFIN run) by the
appropriate unit price, in cents/kWh. This approach requires a
separate calculation for each resource in the utility’s resource
plan. This can be accomplished in a spreadsheet.

In its brief, PG&E proposed an alternative approach
which, in PG&E’s view, would preserve most of the accuracy of post-
processing while being much less burdéensomne. This approach would
increase the total fuel cost of the candidate resource (but leave
the dispatch price unchanged) to approximate the difference in
variable O&M costs. To implement this approach, the utility would
develop an average O&M rate for existing units, and subtract that
rate from the total fuel costs associated with the candidate
resource addition.

While PG&4E’s alternative approach has the advantage of
being less burdensome than post-processing, we believe that it has
significant disadvantages. The most obvious one is the loss in
accuracy when plants with a wide range of variable O&M costs are
averaged. In addition, there is no specificity to PG&E’s proposal
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on how to derive the average 0&M rate. We prefer a post-processing
nethod that clearly presents all assumptions used for variable O&X
costs. We are also confident that the ELFIN modellers in this
proceeding can develop electronic spreadsheets to ninirize the
calculation time.

Therefore, for the Phase 1B filings, parties using ELFIN
version 1.7 should post-procéss variable O&M costs, along the lines
originally proposed by PG&E. Since the ER7 data set did not
include variable O&M for existing resources, we direct respondents
to use the estimates of variable O&M costs they filed in the CEC’s
CFM-7 proceeding, as the base case values, consistent with our
determinations in D.89-09-093 on PG&E’s avoided O&M costs.106
Alternative estimates may beé considered for the Phase 1B
sensitivities (See Section VIII. below).107
G. Other Hodellinq Cchanges .

Respondents also recomnended that a number of relatively
ninor adjustments be made to the CEC staff ELFIN modelling
conventions. These changes are sunmarized in Table 4. No party
challenged these changes as being incorrect or unreasonable,
although the CEC had some slightly different recommendations on

some modelling conventions. All parties agree, however, that these
changes are unlikely to change the ICEM results (TR at 526-528).
We will adopt the changes outlined in Table 4 as

reasonable for this update cycle, with one exception.108 PG&E

106 See D.89-09-093 (in A.88-12-005 and I.89-03-033), FOF 7. V//

107 If any party uses a model (or a version of ELFIN) that does V//A
not pose the problem described above, then they obviously do not

have to conduct any post-procéssing. However, for their Phase 1B

base case analysis, they should use the CFM-7 values for variable

O&tM presented in the respondents’ filings.

108 Today’s endorsement of these modeélling changes does not
preclude parties from raising them for further debate, in future
BRPU cycles, or other Commission proceedings.
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proposed changing the ELFIN ”“COMMT” feature to ”"NCOMMT”. The
NCOMMT feature commits sufficient generation at its rated'capacity
to meet load plus spinning reserve requirements, instead of
comnitting de-rated (i.e., expected capacity after outages)
generation capacity. We are awaré that there is still some debate
in our ECAC proceedings over how to correctly model commitment in
ELFIN. However, we have no record in this proceeding upon which to
make this type of determination. Moreover, none of the other
parties indicated any need to nake this generic change to ELFIN’s
internal commitment logic. For this update, PG&E should retain the
COMMT feature in ELFIN.

V. Application Of ICEM

In D.86-07-004, we adopted DRA’s two-part test of cost-
effectiveness, consisting of a first-year and life-cycle test, for
our ICEM analysis of potential resource additions.109 The first-
year test is developed by comparing the first-year cost of a
resource addition with changes in production costs and shortage
values (i.e., resource benefits) in a given year. In other words,
one compares production costs and shortage values with and without
a given resource in the resource plan. The life-cycle test is

109 In D.86-07-004, we did not specifically describe the ICEM V///
tests of cost-effectiveness. Rather, we referred to DRA’s

testimony in A.82-04-44 et al. (BExh. 201) for a description of

these testing procedures. DRA’s Exh. 201 was therefore introduced

into evidence in this proceeding, as Reference Exh., A. (Sece

D.86-07-004, mimeo. p. 83 and FOF 238.)
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similar, except this test compares benefits and costs over the life

of the resource.110 -

puring evidentiary hearings, it became apparent that
parties implemented the ICEM two-part testing procedure in
significantly different ways. These differences relate to the
composition of the tests, as well as the optimization sequence used
to apply them. On December 1, 1989 ALJ Gottstein directed parties
to hold a workshop to identify all of the differences in their
respective approaches to implementing the ICEM. The objective of
the workshop was to narrow the range of differences and, if
possible, agree upon an approach for Phasé 1B.

The ICEM workshop was held on Déecembér 5, 1989, and a
workshop report was filed on January 2, 1990 (late-filed Exh. 51).
This report contains an excellent description of the ICEM
inplementation issues, parties’ positions, and areas of remaining
disagreement. Although agreement was not reached, the parties did
a commendable job of developing concise, clear explanations of

. their preferred approaches and methodological differences. We

address below the major outstanding issues.
A. ICEM optimization Sequence

The question of whether to test resources in a sequential
panner, or non-sequentially, was the subject of considerable debate

110 More specifically, cost-effectiveness is determined by p//
evaluating the changes, from one iteration to the next, in

(1) fixed capital costs (including fixed 0&M), (2) production
costs, and (3) shortage values. If the change in (1) is less than
the change in (2) plus (3) over the resource life, then adding this
resource will reduce total costs on a life-cycle basis. The first-
year test is similar, but only looks at the first-year (levelized,
ramped by inflation) fixed capital costs of the resource. The
resource is added only when (and if) the first-year costs
associated with the resource are less than changes in (2) plus (3)
for a single year of the planning horizon. Table 5 fllustrates
these calculations.
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in this proceeding. DRA, SCE, SF/U/F, and IEP/IPC would apply the
ICEM in a time-sequential, or chronological manner.

Under the time-sequential approach, the first-year test
is used to determine the optimal year for adding a cost-effective
resource. Starting with the initial year of theée planning horizon,
those options passing the first-year test in the initial year of
the planning horizon are tested for life-cycle cost-effectiveness
and, if cost-effective, added to the resource plan. If it is cost-
effective to add more than one resource in a given year,
conparisons of life-cycle costs are used as tie-bréakers. The
evaluation proceeds to subsequént years of the planning horizon,
after sufficient cost-effective resource additions (including
consideration of shortage resources, i.e., gas turbines) have beéeen
added to neet reserve margins. Figure 2 illustrates this
approach.

SDG&E, on the other hand, contends that resources should
be added to the resource plan in a non-sequential manner, based on
a two-part decision rule. First, for a given iteration, SDG&4E
would determiné which resource is most cost-effective based on
life-cycle costs and benefits. Second, that resource which is
found most cost-effective over its life is then added to the
resource plan in the first year in which it passes the first-year
test. The evaluation then proceeds to the next cost-effective
resource until sufficient cost-effective additions (including

111 PG&E originally applied the time-sequential approach, but
apparently modified its position during the workshops. At the
workshop, and in its brief, PGLE proposes a compromise approach in
which the time-séquential approach would be used to develop a
preliminary resource plan. This approach would allow the utility
to modify this preliminary plan using any methodology, provided the
utility stayed within the confines of the first-year test, the
life-cycle test and minimum reserve requirements. (Exh. 51, p. 12;
PGLE Brief, pp. 24-26.)

v/




1.89-07-004 ALJ/MEG/jt #

consideration of shortage resources) have been added to meet
reserve margins in all years of the planning horizon, 112

The record in this proceeéding indicates that the non-
sequential approach has several major disadvantages. As DRA points
out, the non-sequential approach relies on a decision rule that
would add resources as much as 30 years into the future. Indeed,
in implementing its ICEM, SDG&E incorporated currently unavailable
technologies in its resource plan, based on its own assessment of
when these technologieés might become commercially viable. We agree
with DRA that this méthodology poses the risk of over-committing to
technologies for which ultimate development is uncertain.

The non-sequential approach is also nmuch more burdénsone
to implement than the time-sequential approach, since its decision
rules require a life-cycle cost analysis of each resource option,
even ones that may not pass the first-year test during the planning
horizon. Moreover, as described in Exh. 51, the non-sequential
approach is rmore likely to result in a resource plan with either
too little or too much capacity in certain years. This can occur
when there are capacity shortages early in the planning horizon,
with adequate capacity in the later years.

For example, assume a coal plant was found to pass the
first-year test in 1996, and completely filled the utility’s
capacity requirements in every yeéar thereafter. Assume further
that the utility’s existing and comnitted resources were sufficient
to meet reserve requirements through 1993. This raises the

112 Régardleéess of the optimization sequence used, the ICEM
approach calls for examining one single resource at a time for
cost-effectiveness, in a given iteration. This approach was not
followed by all parties in presenting their Phase 1A results,
but should be for the Phase 1B filings and future ICEM
applications.
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question of what resource additions to add for 1994 and 1995--the
so-called “doughnut effect”. (Exh. 51, pp. 9-10.)

If short-term options are not available, the utility nust
either add shortage résources to fill the capacity shortage, or
nake some other adjustments to the resource plan. Adding shortage
resources (i.e., gas turbines) would result in overcapacity in the
latter years, when the resource plan is filled up with future cost-
effective additions (e.g., the coal plant). The alternative, which
SDG&E used in its compliance filing, is to advance the in-service
date of the cost-effective resources to the year of capacity need.
This adjustment requires rélaxing the first-year test for those
resources. (Exh. 22, pp. 16-19)

In SDG&E’s view, the non-sequential approach is a more
optimal least-cost planning tool because, unlike the time-
sequential approach, it enables the planner to explicitly consider
attractive resource options that are available later in the
planning horizon. We agreé that this is a potential advantage of
the SDG&E’s preferred approach. However, this advantage does not,
in our view, outweigh the disadvantages outlined abOVe.113
Moreover, there is no evidence to suggest that the time-sequential
approach compromises to any significant extent the accuracy of
results,

113 SDG&E also argues that the DRA, in developing the ICEM
procedures approved by this Commission, specifically endorsed the
non-sequential approach (SDG&E Brief, p. 14, Appendix A). We note
that, whilé DRA apparently endorsed this approach in theéory, in
actual implementation, they used the time-sequential approach for
their computer analysis of resource needs. (Se¢e Reference Exh. A,
PP. 101—1221 compared with pp. C-6 to C-7.) Moreover, the excerpts
n

referenced Appendix A of SDG&E’s brief represent cross-
examination of DRA’s rebuttal testimony (Exh. 412 in A.82-04-44 et
al.) in the compliance phase of A.82-04-44 et al. We did not
specifically address the recommendations presented in that
testimony in any of our compliance decisions.
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As we described in D.85-07-022, in selecting an LRAC
methodology we are guided by various criteria, including accuracy
in determining the utility’s LRACs and compreheéension, understanding
of the methodology and practicality of implementation. While
accuracy in the cost determination is obviously the foremost
consideration, understanding of the methodology and practicality in
its implementation should not be sacrificed.114

Using these standards, we have concluded that the best
sequence for applying the ICEM tests of cost-effectiveness is the
time-sequential approach. This approach is straightforward and
relatively simple to implement. Application of the cost-

 effectiveness tests under this approach involves a consistent,
verifiable set of decision rules. As described above, the time-
sequential approach is also less prone to resource planning
anomalies whose solution requires increased effort and complexity.
For these reasons, we adopt the time-sequential approach for
implementing the ICEM tests of cost-effectiveness.
B. Screening of Potential Resource Additions

Under the ICEM approach, resource planners may initially
screen potential resource additions, in order to determine which
resource options are the least expensive in each operating mode
(baseload, intermediate, and peaking). Only the cheapest
resources, by operating mode, are subjected to the more elaborate
ICEM tests of cost-effectiveness., (Reference Exh. A, pp. C-8 to
C-11.)

114 See D.85-07-022, mimeo. p. 48. We chose DRA’s simplified GRP
nethodology for calculating a utility’s LRACs becausé theée more
diréct approach would have involved nmultiple layers of data,
computer modellin?, and calculations that would be difficult to
implement and verify
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PG&4E, SCE, SDG&E, and DRA conducted sone form of cost-
based screening to reduce the number of resource options included
in the ICEM analysis. SCE used a cost per kW screening table.

PG&E used cost per kW screening curves to test each resource option
from 0% to 100% capacity factor. DRA used cost per XWh screening
curves. SDG&E screened resources using benefit cost ratios, based
on an assuned capacity factor, along with several qualitative
criteria. (Exh. 18, Appendix, Table 3.)

SDG&E proposes that we allow utility discreétion in
selecting and implementing a prescreening approach. We disagree.
Prescreéning can substantially reduceée, or change the nature of, the
types of resources considered potentially deferrable by QFs. This
is evidenced by the fact that, out of a total of 52 resource
options, SDG&E’s prescreening eliminated approximately one-half of
those from further analysis. (Exh. 51. Table 3a.) We prefer to
adopt a consistent meéethod for use by all parties. 1In this way, we
can avoid future debates over whether or not reéesources that were
screened out should have, in fact, been subjected to the ICEM
analysis.

Of the various screening techniques used in this
proceeding, we find that PG&E’s method best captures theé intent of
the methodology, namely, to screen out the most expensive options
for each operating mode. PG&E compares the levelized cost of power
for resource options over a 30-year period. Any resource option
that provides the lowest cost of power at some capacity factor is
subjected to the ICEM tests of cost-effectiveness, (Exh. 2,

PP: 19-20, T-1.)

This approach should beé used in Phase 1B and future
update proceedings by any party choosing to screen resource options
prior to comnencing the ICEM analysis. If a party chooses to
conduct a preliminary screening, it must screen all resources in
the same manner, using only the levelized cost oriteria described
above. However, the results of the screening analysis may be
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relaxed if a party believes that one or more resources that did not
pass the screening should still be subjected to the ICEM analysis.
C. The First-Year Test

parties to this proceeding expressed divergent views on

several aspects of the first-year test:
(1) Wwhether or not a first-year test can be
constructed for all resocurce options;

(2) Whether the first-year test should ke
relaxed for resources that are not freely
scheduable, or for DSM programs;

(3) Over what planning horizon should the test
be inplemented; and

(4) How to take construction lead-times into
account.
These issues are discussed below.
1. cComposition of the First-Year Test

The first-year test requires that a ranmped fixed cost
stream be constructed for options included in the ICEM. In its
compliance filing, SPG&E argued that the ramped strean required
that the option be infinitely replicable at sore noninal inflation
rate. (Exh. 18, p. 5; Exh. 22, p. 14.) Therefore, SDG&E did not
construct a ramped stream for options, such as power purchase
agreements, that it believed were not replicable in this manner.

Other parties do not see ”infinite replicability” as an
impediment to the construction of a ramped fixed cost stream for
all resourceé options. They assert that the calculation of the
ramped fixed cost streanm only requires knowledge of fixed revenue
requirements for the life of each option, not for an infinite
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repetition of the option (i.e., the single lifetinme approach).115

Subsequent to the ICEM workshop, SDG&E calculated the rarped fixed
cost streans using the infinite repetition approach and the single
lifetime approach, and concluded that the two approaches yield
identical results (Exh. 51, p. 2).

Based on the above, we conclude that a ramped fixed cost
" stream can, and should be constructed for all resource options. We
also agree with SF/U/F and other parties that only real escalation
should be contained in the fixed cost strean.

2. Treatment of Resources Not
Freely Scheduable/DSM Programs

SDG&E contends that it is impractical to base the timing
of resource options on the first-year test when the in-service date
of the resource is relatively inflexible. (Exh. 22, p. 12.) 1In
particular, SDG4E notes that it would be possible for a power
purchase offer to be the most cost-effective addition, even though
the first-year test would indicate that it should not be initiated
until the second year of the contract. 1In these instances, SDG&4E
recommends that the life-cycle test be given preference over the
first-year test. (SDG&E Brief, pp. 6-7.) At the ICEM workshop,
SCE and PG&E supported SDG&E’s position. (Exh. 51, p. 3.)

SF/U/F and IEP/IPC, on the other hand, take the position
that a purchased power offer should pass the first-year test in the
same manner as any other resource. Otherwise, they arque, the
whole ICEM process would be called into question. SF/U/F and
IEP/IPC would therefore exclude purchased power offers from the
resource plan if the terms could not be structured in such a way

115 This calculation consists of computing the real fixed charge
rate (or economic carrying costs) associated with plant additions
in each year that a plant could potentially come on line. It is
calculated as the product of installed costs times an econonic
carrying charge rate.
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that the contract would pass the first-year test in the year the
purchase was to begin. Sinilarly, DRA argues that the utility can
negotiate the starting date of the contract to ensure that it
passes the first-year test.

We concur. Relieving power purchases from the
réquirements of the first-year test puts that type of resource at
an advantage not enjoyeéd by any other supply option. SF/U/F,
IEP/IPC, and DRA present compelling arguments for subjecting power
purchase options to the sane tests of cost-effectiveness as any
other potential resource addition, 116

At the same time, however, DRA requests that we makeé an
exception for DSM. (Exh. 51, p. 4, DRA Brief, pp. 24-25.) We will
not make a final determination regarding the treatment of DSM until
we address the broader integration issues scheduled for Phase 3.

In the meantinme, however, for SDG&4E‘’s Phase 1B ICEM analysis of DSM
progranms, we expect SDG&E to subject DSM programs to the same ICEM
tests of cost-effectiveness as supply-side resources. This should
give us an indication of how DSM programs fare when subjected to
the first-year test. This approach is also consistent with the
stipulation that was reached between DRA and SDG&E (and approved in
D.88-12-085) in SDG&E’s 1989 test year GRC.117 For application of
the first year test, SDG&E should ramp the fixed costs of DSM
progranms.

116 We also note that SDGLE did not encounter any situation where
it had to reject an unscheduable resource, based on the first-year
test, when it reran its ICEM analysis. See Filing of San Ppiego &
Electric Company in Compliance With Administrative Law Judge’s
Ruling Dated Janua 2, 1990, January 19, 1990, pp. 4-5.

117 DRA and SDG4E agreed that, in this BRPU cycle, SDG4E would
subject a variety of DSM programs to the ICEM tests of cost-
effectiveness, along with all other supply-side options. See Joint
Exhibit on Resource Plan (Exh. 43), filed by DRA and SDG&E in

AI 87-12—003 L
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3. Planning Horizon

Parties also did not agree on the appropriate planning
horizon for applying the first-year test. SDG4E, for exanple, used
a 17-year planning horizon (i.e., 1990 to 2007) whereas other
parties used 8-12 years. DRA recommends that a specific planning
horizon bé established, for this and subsequent updates,
irrespective of whether the time-sequential or non-sequential
approach is adopted.

We agree. The 12-year planning horizon we adopted in
D.86-05-024 is a logical choice.1'® For the Phase 1B filings,
potential resource additions should be included in the resource
plan only if they pass the first-year test during the 1990-2001
period.

4. Construction lLead-Times

In applying the first-year tests, some parties apparently
considered construction lead-times as an impediment, or constraint,
to applying the first-year test.}1? 1p othér .words, if a utility-
built resource required a six-year construction lead-time, but
passes the first year test in year 3, it would not be added to the
resource plan until the later year.

In D.86-05-024, we made a determination on this issue:

#QFs generally have shorter lead-times than
utility projects, so the resourceé plan
scenarios to be filed in the compliance phase
of this proceeding should show any cost-
effective resource as added in the first year
that it becomes cost-effective regardless of
whether the utility itself could have built the

119 This issue was not raised at the ICEM workshops. However, in
her January 2, 1990 Ruling, ALJ Gottstein directed parties to treat
construction lead-tires in a manner consistent with our prior
orders. We reiterate this directive today.

v’
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resource in that length of time.”

(D.86-05-024, ninmeo. FOF 17.)

As we noted in D.86-05-024, this departure fronm
traditional utility planning is appropriate because ”QFs may defer
or avoid a resource even before the utility could have built the
resource.” (id., p. 25.) Accordingly, the utility should add any
utility-built resource in the first year that the resource becones
cost-effective, regardless of construction lead-tine.

D. Theée Life-Cycle Test

As discussed in Section A. above, the life-cycle test
will be used to compare relative cost-effectiveness of resource
options whén more than one resource passes the first-year test.

120

During this proceeding, parties presented several alternative
measures of life-cycle cost-effectiveness, including benefit-cost
(B/C) ratios, net present value (NPV) dollar savings, and levelized
cost per KW comparisons. These various measures were discussed and
compared in detail during the ICEM workshops. (See Exh. 51,

ppP. 5-7.)

Based on these discussions, parties reached general
agreement that B/C ratios are a reasonable means of breaking ties
between resource options with dissimilar characteristics. However,
SCE prefers to use leévelized costs per kW. We agree with SDG&E
that SCE’s preferred approach does not adequately compare low
capital cost peaking options with options having higher capital
costs, but substantial offsetting energy benefits.121 The BJC
ratio, on the other hand, reflects these differences, while at the
same time comparing for size and lifetime differences. For these

120 This test will also be used to determine whether or not a
resource that passes the first-year test is, indeed, cost-effective
over its lifetime,

v
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réasons, we adopt the B/C ratio as the ICEM measure of relative
1ife-cycle cost-effectiveness.

More specifically, a resource is considered cost-
effective over its lifetime if the NPV of the change in total costs
(i.e., fixed costs of the option, plus changes in production and
shortage costs) is positive over the resource life. Relative cost-
effectiveness should be détermined using B/C ratios, computed by
dividing the NPV of life-cycle benefits by the NPV of life-cycle
costs of the option. More specifically, the numerator fis conmprised
of thée change in shortage costs plus the change in production costs
(with and without the IDR) minus the production costs of the IDR,
all expressed in NPV. Thé denominator is comprised of the total
fixed costs and production costs of the IDR, in NPV. This is
consistent with the B/C ratios defined for DSM (Total Résource Cost
test), where total benefits are divided by total resource costs. 122

We also concur with SDG&E and others that a life-cycle
test of cost-effectiveness, by definition, requires some form of
extrapolation of benefits and costs beyond the ER7 20-year planning
horizon. Several extrapolation methods were discussed at the ICEM
workshops. (Exh. 51, pp. 7-8.) Some parties supported extension
of the ER7 data sets, which would require extrapolation of demand
forecasts, DSM impacts, and other resource planning assunptions.

We agree with SDG&E and SCE that this effort would be extremely
speculative, as well as unduly arduous.

At the ICEM workshop, SDG&E proposed a middle ground
between DRA’s position of truncating the life-cycle test and the

122 See Standard Practice Manual, Economic Analysis of Demand-Side
Management Programs, December 1987, Appendix C.
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alternative of extending the data sets.123 SDG&E suggests using

the existing ELFIN data sets through 2007 and then extrapolating
production cost savings through each option’s lifetime using

general inflation. PG&E also expressed suppért for this approach
in its brief. (PG&E Brief, p. 28.) We éndorse SDG&E’s proposal.

SDG&E also recommends that, in computing B/C ratios, the
fixed cost of each option be adjusted to account for differences in
reliability among resource options (Exh. 18, pp. 14-15). We will
not adopt this adjustment. The procedures described in SDGLE’s
testimony would add time-consuming calculations to a process that
already requires a significant amount of model and spreadsheet
analysis. Moreover, there is no evidence in this proceeding to
suggest that pure B/C ratios are inadequate for the purpose of
comparing relative cost-effectiveness.

E. Treatment of Non-Commercial Technologies

In its ICEM analysis, SDG&E evaluated two technologies
that are not currently commercially available: Stean injected gas
turbines (STIGs) and intercooled steanm injected gas turbines
(ISTIGs). DRA reconmends that only currently conmercially
available technologies be considered. DRA argues that these
conditions will minimize the risk of over-committing to
technologies for which ultimate development is uncertain and for
which benefits are dependent upon long-term, relatively less
certain, production cost savings.

We agreée only in part with DRA’s position. There may be
currently non-commercial technologies, or demonstration projects,
that are close to the point of commercial operation. To
categorically ignore the potential of these resources in the
resource planning process would, in our view, disadvantage

123 DRA counted production cost benefits only through the year
2002. No extrapolation was included in the life-cyocle analysis.
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ratepayers. Therefore, wé will not preclude consideration of a
non-comnercial technology if there is good reason to expect it to
become commercially available sometime during the 12-year planning
horizon. However, the burden will be on the utility to show that
the technology is likely to be commercially available during that
period. Moreover, parties may consider the uncertainties
associated with expected costs and operating characteristics of
such resources in Phase 1B.

VI. Other ICEM Implementation Issues

As described in Section II.F., the following two ICEM
implementation issues were deferred to this update:

(1) what method(s) to adopt for connecting
short-run and long-run demand forecasts,

and

(2) How to apply the new gas rate design in

testing the cost-effectiveness of -
potential new resources.

In addition, SF/U/F raised the issue of whether or not
resource additions that cost less than a CT are deferrable by FS04
QFs. Finally, several parties asked us to confirm that the proper
implementation of ICEM will show CTs to be cost-effective in any
year when the ERI is greater than 1.

We address each of these issues in the sections that
follow.

A. Connecting Short-run and Long-run Demand Forecasts

In D.88-09-026, We recognized that there will always be a
gap bétween the current short-range demand forecast that we adopt
for each utility and the CEC’s long-range demand forecast (which
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begins in year 5).124 Recognizing the need to allow some

flexibility in connecting these forecasts, we gave each utility -
the option of choosing between three alternative approaches:
(1) trending from the short-range forecast to the CEC’s year 5}
(2) repetition of the CPUC short-range forecast for the connecting
years; or (3) repetition of the CEC’s year 5 forecast for the
connecting years. For this update, we directed respondents to
explicitly choose among one of theéese approaches, and indicate
whether the choice has a material impact on its conclusions
regarding avoidable resources,

The first year of the ER7 adopted déerand forecast is
1992. ER7 also presénts illustrative loads for each utility, for
the years 1989 to 1991, PG&E, SCE, and SDG&E all used these
illustrative loads for the beginning of the forecast period.
However, for futuré BRPU proceedings, PG&E and SDG4E recommend that
the trending approach be used.12®  in their view, trending
pinimizes any discontinuities between adopted long- and short-range
forecasts, and provides a more plausible demand projectory for the
first five years of the planning period.126

PG&E and SDG&E did not use the trending approach in this
proceeding for different reasons. PG&E claims that the difference

between the trending approach and using CEC’s illustrative loads is

-

124 See D.88-09-026, mimeo. pp. 18-19. Our short-range deémand
forecasts are adopted typically in GRC or ECAC proceedings.

or its preference régarding any of the options listed in

125 SCE did not make any recommendation as to the appropriateness y//
D.88-09-026. V//

126 PGLE also illustrated that the difference between the trending
approach and using CEC’s short-range forecast was insignificant.
See Exh. 2, Table III-1., In its prepared testimony (Exh. 46),
SFP/UJ/F criticized PG&E’s comparisons in this table, claiming that
PG&E did not adjust the CEC forecasts to make them consistent with
forecasts used in ECAC proceedings.
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insignificant. PG&E presents a comparison of the two approaches in
Exh. 2, Table II-1. SDG&E did not use the trending approach
because the Commission did not explicitly adopt a short-run peak
demand forecast in its recent ECAC. »

With regard to PG&E’s claim, SF/U/F illustrates in
Exh. 46 that PG4E did not adjust the CEC short-range demand V//
forecast to make it consistent with forecasts used in ECAC
proceedings. Had PG&E done so, SF/U/F asserts that the comparison
would show significant differences. Specifically, once put on a
consistent basis, SF/U/F shows that the CEC’s illustrative peak
demand forecast for 1990 is 323 MW below the peak demand forecast
resulting from trending.127 This results in a downward trend \//
between the nmost recently used ECAC forecast and the first yéar of
the CEC adopted forecast. On the energy side, the CEC forecast V//
does not exceed the 1990 ECAC forecast until 1994.

SP/U/F’s analysis highlights the inmportance of linking
forecasts on a comparable basis. For example, as SF/U/F witness
Branchcomb points out, the ECAC forecasts are forecasts of actual
sales, while the CEC forecast is one of total consumption. To put
these two forecasts on a comparable basis, oné must adjust the ECAC
forecasts to account for conservation, load management, and self-
generation (TR at 908). \//

For the Phase 1B base case analysis, respondénts should
continue to use the CEC’s illustrative loads for 1989-1991.

However, in their Phase 1B filings, each respondent should
explicitly compare this approach with trending, making adjustrments
along the lines described in SF/U/F’s testimony. As SDG&4E points
out, we did not adopt a short-range peak load forecast in our

127 Upon cross-examination by DRA, SF/U/F points out some L/’/
additional consistency adjustments that would make this MW
difference even larger. See TR at 207-911.
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recent ECACs. However, PG&4E estinmated the ECAC peak load by using
an average load factor from the ER7 forecast for years 5-12
(Exh. 2, Table III-1). This approach seems reasonable, and should
be used by SCE and SDG&E in making the comparisons described above.
B. Application of New Gas Rate Design For ICEM Testing

The issue of the appropriate Utility Electric Generation
(UEG) gas rate to be used as a basis for QF payments has been
raised in a number of proceedings before this Commission since
1985, The issue has grown more conplex with the inception of
unbundled gas rates, as pronulgated in OII 86-06-005. In
D.88-07-024, we found that QFs receiving short-run enérgy payments
should haveé their payments calculated based on the full averagé UEG
rate less the customer charge. However, we deferred making a
decision on the appropriate gas cost to use in determining the
cost-effectiveness of potential new resources. We address that

issué now.
All parties to this proceeding recommend including only
the commodity costs of gas for production cost model dispatch

decisions. For determining the cost-effectiveness of resource
additions, however, parties recomnend using the full average cost
of gas, including transportation-related gas costs.

We agree. As PG&E points out, utility system operators
do not consider transportation-related gas costs (e.g.,
_transmission, distribution, administrative and general, and other
non-gas costs) in selecting which units to dispatch. We also agree
with PG&E that a long-term resource addition is likely to avoid,
not only the commodity costs of gas, but also the long-run marginal
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costs of the gas distribution system.!?® The ER7 data set (which

uses the full average cost of gas as the dispatch price) should be
modified accordingly. For the Phase 1B base case, SCE, SDG&4E, and
PGLE should use the dispatch gas costs they developed for their
Phase 1A compiiance filings.
C. Deferrability of Résources With No ERCCs

A utility adds a new resource for reliability benefits
(i.e., to reduce shortage costs) and to improve its operating
efficiency (i.e., reduce marginal operating costs). The term
"energy-related capital costs” designates that portion of a
resource option’s fixed costs that a utility incurs because of
anticipated benefits to its operating efficiency. ERCCs are
calculated by taking the difference between the fixed costs of that
option and those of the utility’s marginal capacity investment (or

shortage resource), a CT.

In Exh. 46, SF/U/F points out that a number of the
resource options passing the ICEM tests of cost-effectiveness have.
capital costs that are less than thosé of a CT. SF/U/F asserts
that these resources are nondeferrable because they lack, like
CTs, any ERCCs. SF/U/F cites D.87-11-024 as the basis for this
assertion. Rather than issuing an FS04 based on an option that
costs less than a CT, SF/U/F believes that the utility should
pursue that option itself. PG&E, SCE, and SDG&E concur.

DRA, on the other hand, does not agree with SF/U/F’s
interpretation of D.87-11-024. DRA argues that the language of
that decision does not indicate that baseload or intermediate load

128 We recognize that transportation-related gas costs are \///
curréently developed from embedded, and not marginal costs.
However, until we have developed long-run narginal gas costs, these

embedded cost estimates are our only proxy for the incremental
system costs that are deferrable by non-gas fired (or very gas
efficiéent) resource additions.
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plants without EBRCCs should be considered nondeferrable. Moreover,
DRA argues that, in D.87-11-024, our decision to exclude peakers as
the basis for FS04 prices was based on a consideration of several
factors, not just the lack of ERCCs.

We have carefully reviewed our determinations in
D.86-07-004 and D.87-11-024.12° As DRA points out, we did not
explicitly state that any cost-effective resource which lacks ERCCs
is nondeferrablé for the purpose of FSO4. Nevertheless, that was
our intent. In both orders, we clearly stated that it was the
absence of ERCCs that dictated our decision not to authorize a
peaker-based long-run standard offer. Moreover, in D.86-07-004 we
stated that a peaker essentially does not have such costs.

As we explained in D.87-11-024, a resource that does not
have any ERCCs will only be added to the resource plan if there are
no cost-effective baseload or intermediate resource options to meet
short-term reliability needs and reduce marginal operating costs.
In other words, this type of resource will only be found cost-
effective if it is needed for capacity as a shortage (i.e.,
peaking) resource for reliability purposes.

In their February 5, 1990 comments, IEP/IPC claims that a
combined cycle unit could replace return-to-service options at
significant energy savings.130 However, our adopted ICEM tests of
cost-effectiveness will identify these situations, if they exist.,
Using B/C ratios as tie-breakers in the ICEM analysis will indicate
if a resource with no ERCCs is needed as a shortage resource, or if
there are baseload or intermediate load resourceés that should be
added instead for both reliability and energy saving purposes.
Accordingly, in conducting their ICEM analyses, we expect

129 See D.86-07-004, mimeo, p. 82} D.87-11-024, mimeo. pp. 22-23.

330 See Comments of IPC on Revised Utility ICEM Analyses,
Februwary 5, 1990, p. 2.
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respondénts to test the cost-effectivéness of baselocad and
intermediate load resources, in addition to resources with no
ERCCs, for each year of the planning horizon.

In sum, a resource with no ERCCs which passes the ICEM
tests of cost-effectiveness is, by definition, a ”peaker”, as we
have used the term in D.86-07-004 and D.87-11-024, and should not
form the basis of FSO4. Given our current use of a CT as the
utility’s marginal shortage resource, any resource with fixed costs
(including fixed O&H) that are lower than those of a CT will, by
definition, have no ERcCs . 131 Accordingly, if these resources are
found to be the most cost-effective addition to a utility’s
resource plan, they should not form the basis of an FS04 offer.

D. Cost-Effectiveness 6f CTs When ERI Equals 1 or Gréater

As discussed above, the CT is assumeéd to be the utility’s
marginal capacity investment, or shortage resource, when capacity.
is needed. We measure the need for capacity on the utility systen,

at any point in time, by comparing the levels of reserve margins or
expected unserved energy (EUE), to prespecified targets.132 From
this comparison, we develop an index of reliability, or ERI. The
ERI multiplied by the value of a CT yields the shortage value of

131 1In fact, the ERCCs for these resources will be negative, which
means that they provide reliability benefits at a cost that is even
lower than the utility’s normally least-cost shortage option. We
agree with SCE and SF/U/F that, given our current valuation of
capacity, the utility should always build a shortage resource, when
needed, that is less expensive than a CT.

132 For SDGLE and SCE, we express the rellability target as EUE,
derived by analysis of the utility system in one historical year.
For PGLE, we use CEC-based target reserve margins. See D.86-11-071
and D.88-03-079 in A.82-04-44 et al.
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new capacity. Hence, by definition, a CT will be cost-effective in
any year in which the ERI is 1.0 or gtjeater.133
In some of the model runs presented in this proceeding,
CTs apparently did not pass the ICEM first-year test when the ERI
was 1.0. We agree with SF/U/F -and others that this is most
probably a model or modelling ancmaly:la4
#since the capacity neeéd which thé ERI of 1.0
indicates may be met with the addition of a
combustion turbine which is never dispatched,
these (opération and maintenance) costs should
not affect the decision to shore up a deficient
capacity situation. If the modeling is
indicating such variablé costs when the unit is
not dispatched, or is dispatching the unit with
resultant increases in system costs, then there
is an obvious problem in the modeéling, or the
model, or the unit was actually needed to

satisfy load or spinning reserve requirements.”
(SF/U/F Brief, pp. 2-3.)

For their Phase 1B filings, respondents should indicate
whether or not this anomaly occurs, and attempt to explain what has
caused it. Hopefully, in this way, the model or modelling problenms
can be corrected over time. In any event, for purposes of the ICEM
analysis, a CT should be considered cost-effective in any year in
which the ERI is 1.0 or greater.

133 The utility may, however, find that another reésource is more V//
cost-effective, baséd on the ICEM tests, because it results in fuel
savings as well as meets reliability targets. Nonetheleéss, the CT
should always pass the first-year test in any year when the ERI is

one or greater, even if it is not the resource added in that year.

134 We suspect that this type of anomaly ma{ result from ELFPIN’s V//
t

commitment logio, which cannot “recommit” units (once uncommitted),
even if a system dispatcher would to minimize operating costs.
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VII. Base Case Assumptions For Candidate Resource Additions

Respondents, CEC, DRA, and IEP/IPC all presented cost
estimates for various candidate resource additions in this
proceeding. Theése include both site-specific and generic
estimates. As described in late-filed Exh. 50, there wereée najor
differences among parties with regard to (1) the types and sizes of
resources considered, (2) the types of costs included in the
estimates, and (3) financial data,13%

A. Types and Costs of Candidaté Resources

As deéscribed in Exh. 50, each party conducting the ICEM

analysis examined a different range of candidate resources. SDG&E

screened over 50 options, including CTs, repower and life-
extensions, unit upgrades, coal, purchase powWer, STIGs/ISTIGs, and
combined cycle units. PG&E scréened CTs, combined cycle units,
enhanced oil recovery, in-state direct fired coal, compressed air
energy storage, and options to continue existing unit operations.
SCE screened most of the same options as PG&E, but also looked at
geothermal and repower options. IEP/IPC looked at three generic

options (i.e., CT, combined cycle, and coal-steam) for all three

utilities.13©

135 Seé Comparison Exhibit Oon Réesource Costs and Financial Data
(Exh., 50). This exhibit was developed during evidentiary hearings

at the request of ALJ Gottstein. It contains, in a consistent
format, all of the parties’ assumptions for developing cost
estimates of candidate resources, including financial data. For
future updates, we expect all parties presenting cost and financial
assumptions to use the format developed for this éxhibit. We thank
oui commission Advisory and Compliance Division for assisting in
this effort.

136 With few exceptions, DRA examined the resource options L///
presented in respondents’ filings.
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cost estimates, by party and technology, are also

- “presented in Exh. 50. SF/U/F questions the credibility of these
estimates because of variations in costs for seemingly identical
technologies (Exh. 46, p. 13, TR at 904). However, we note that
some of the variation in costs is due to the fact that commercial
technologies were compared to non-commercial ones (e.g., STIGs and
ISTIGs). ‘

Moreover, variations in cost estimates can bé caused by
factors such as the use of éxisting versus new sites, the deéegree of
work necessary for electric and gas interconnections, the relative
size of the units, and pollution control and environmental
mitigation requirements. Hence, it is not surprising, or cause for
concern, if cost éstimates do vary among utilities. 1Indeed, in our
GRC and ECAC proceedings we have regularly adopted costs for CTs
that vary among the three major utilities, based on each utility’s
specific circumstances. N

What does concerns us about the estirmates preésented in
this proceeding, is that some do not appear to include all relevant
costs, (Exh. 50, pp. 2-3.) Unfortunately, we do not have an
adequate record in this phase of the proceeding to identify
specific deficiencies. We agree with DRA that all costs should be
accounted for, including land, regulatory approval and pernmitting,
engineering and transmission costs, costs of interconnecting with
the gas systen for resources which use gas, and any other ancillary -
costs of adding the resource. For future updates, respondents
should include all relevant costs and clearly describe the types of
cost components (and their associated expenses) that make up their
total cost estimates. .

We also agrée with DRA and others that we should rely
less on genéric cost data, and more on data reflecting the specific
circumstances particular to the resource béing proposed. As SDG&E
points out, we indicated our preference for ”fully specified”
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projects over generic ones in D.86—08-004.137 For this reason, we

prefer using respondents’ estimates of resource costs, rather than
IEP/IPC’s or those developed from the CEC staff’s #Technology
Characterizations” reports.

Accordingly, for the Phase 1B base case, we adopt the
resource types and costs presented by respondents in Exh. 50, with
one e‘XCeption.l38 SDG&E’s Heber geothermal return-to-service
option should be deleted from consideration as a candidate resource
addition. We agree with DRA that, until existing litigation over
Heber’s brine supply is resolved, the viability of this resource is
too uncertain to consider as a potentially deferrable resource for
this update. We are also persuaded by the fact that, for its test
year 1989 GRC, SDG&E itself excluded this resource from its
resource plan, and reported that it intends to sell the project to
reducé costs to customers.139

our adoption today of respondents’ cost estimates does
not, however, constitute an endorsement of their use for othér than
the base case scenario in this proceeding. As we stated in
D.87-11-024, suggestions to hold the utility accountable for these
and other base case assumptions in other proceedings are
attractive, but premature. cConsistent with our prior
determinations, in other proceedings where respondents develop
resource cost estimates, they must justify any deviations from the

137 See D.86-07-004, mimeo. p. 70.

138 We recognize that respondents may need to augment these base
case cost estimates in Phase 1B to address our discussion of spot
capacity, negotiated power purchase agreéments, demonstration
projects, and refurbishment/repowering options (see Sections
I11.D.c.,d.,f. and 1IV.C. above}. '

See also Exh. 24, pp. IV-26 to 1IV-27, and TR at 349-357 in this
proceeding.
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cost estimates they have presented in this proceeding.140 In

Phase 3, we will consider proposals for improving the consistency
of resource planning assumptions, including resource cost
estimates, across our various proceedings.141
B. Financial Assumptions

Exh. 50 also describes the financial assumptions used by
various parties to develop in-service costs and fixed charge rates.

These include ”“S-curve” estimates of capital outlays by period,

inflation rates, cost of capital, and real capital cost escalation
assumptions.
. In D.86-07-004, we stated that utilities should use the
incremental cost of capital (as opposed to embedded costs) in
developing their cost estimates. We also stated that the capital
structure should be taken from the utility’s most recent cost of
capital filing, after removing preferred stock and adjusting debt
and equity proportionately. For the cost of common equity, we
directed utilities to assume that the present premium of equity
over debt will remain constant, 142

The respondents’ cost of capital projections were
unchallenged by other parties, and will be adopted for the Phase 1B
base case. However, we note that SCE apparently included preferred
stock in its capital structure, as did IEP/IPC. (Exh. 50,
Attachments.) SCE should make the appropriate adjustments for its
Phase 1B filing.

The inflation rates assumed by parties were similar,
ranging between 4.5 and 5.3%. However, unlike capital cost
assumptions, which are utility-specific, we see no reason to use ’

140 See D,87-11-024, mimeo. p 27. and COL 4.

142 D.86-07-004, mimeo. pp. 85-86.

‘//’
141 See TR at 184-187. \/
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different assumptions for general inflation across utilities. For
the Phase 1B base case, respondents should use an average inflation
rate of 5.0% for the entire planning period. We also agree with
SDG4E that, on a long-term basis, it is appropriate to assume no
real capital cost escalation (SDG&E Brief, pp. 50-51.)

We adopt all other financial assumptions used by
respondents in their Phase 1A filings for the Phase 1B base case.

VIII. Where We Go From Hére: Scope of Phase 1B

In today’s order, we have presented an implementation
blueprint for this and future BRPU cycles. In Section III., we
defined both in generic terms, and specifically for Phase 1B of
this proceeding, what constitutes a barebones rescurce plan, i.e.,
the conceptual starting point for evaluating the cost-effectiveness
of potential resource additions.1%3 we also confirmed our previous
deternminations in A.82-04-44 et al. to give the CEC’s findings
great weight by adopting, as our base case, the ER7 assumptions
that nake up the barebones resource plan for each utility.

In Section IV. we resolved several modelling issues,
including the treatment of payment reductions to variable-priced
OFs,; age-deration, and standby units. In Sections V. and VI. we
addressed specific issues related to the application of our ICEM
tests of cost-effectiveness, and other ICEM inplementation issues.
And finally, in Section VII., we adopted base case assumptions for
candidate resource additions and financial data.

thile additional issues may arise as parties gain
experience with the ICEM approach, today’s order should put to rest
long-standing debates over how to implement our adopted LRAC
nethodology. We expect parties to this and future resource

143 Table 3 and Figure 1 sumnarize our findings.
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planning proceedings to incorporate the findings of today’s order
in their cost-effectiveness submittals. As we have stated
throughout this and prior decisions, the methodology for assessing
the cost-effectiveness of resource additions and for projecting
ILRACs should not vary across applications.

The next step in the BRPU process is for respondents to
file revised ICEM analyses, based on today’s determinations. The
results of these analyses will form the Phase 1B base casé. We
view the Phase 1B basé case as the “most likely” forecast of LRACs
and OF deferrable MWs for each utility. In Phase 1B, however, we
will provide parties with an opportunity to explore the
uncertainties inherent in these forecasts. Based on the analysis
presented in Phase 1B, we will adopt a specific MW solicitation
lével for FSO4.

A. Phase 1B Examination of Uncertainties V

In their Phase 1A testimony, and during cross-
examination, several parties expressed their views on what issues
would be examined in Phase 1B. On November 28, 1989, ALJ Gottstein
responded with the following clarifications:

nFirst, let me start with what is not going to
be considered in Phase 1B. We are not going to
revisit methodological issués, That is,
parties are not going to subrit alternative
scenarios based on their interpretation of the
ICEM methodology, or their preferences as to
how it should be implemented. The Phase 1A
decision will address the interpretation
issues, as they have arisen during these
hearings, and provide direction on how the ICEM
should be implemented. This direction will
hold for Phase 1B.

nsecond, Phase 1B is not the forum for
developing, from scratch, each party’s
‘preferred scenario’ of resource planning
assunptions and modelling conventions.
Phase 1A is not a preliminary exercise, to be
superseded by everyone developing their own 12-
year projections in Phase 1B. Rather, the
scenario and IDRs (identified deferrable
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resources) resulting from the Phase 1A
determinations will be the baseline for
uncertainty analysis in Phase 1B.

7More specifically, during Phase 1B, I will

direct the utilities to develop a set of

sensitivities to the Phase 1A scenario of IDRs.

These sensitivities will be designed to

illustrate the relevant range of upper and

lower bounds to a possible FSO4 solicitation...

After the Phase 1A decision is issued,

workshops will be held so that parties can

develop a proposed set of sensitivities for my

consideration.” (TR at 561-561A.)

our original intent, as expressed in prior orders, was to
give respondents unlimited latitude in presenting alternative
scenarios for the purpose of examining uncertainties. However, we
never expected this implementation cycle to involve so much
controversy over méthodology and, consequently, take as long as it
has. We need to streamline Phase 1B to the extent practicable, in
order to reach a final determination on FSO4 in a meaningful
timeframe. One way to do so is to minimizé the number and detail
of alternative scenarios that we examine in Phase 1B.

For the purpose of this update, we believe that
examination of a few, well-selected sensitivity runs will provide
us with sufficient information for making our FSO4
determinations.144 While the specific procedural details should be
discussed at a further PHC, we agree with ALJ Gottstein’s intended
approach for examining uncertainties in Phase 1B. At the same

time, we will not preclude respondents from presenting additional

144 Parties will still be given the opportunity to present
specific proposals for incorporating contingéncy planning into our
consideration of these uncertainties. For example, oné approach
might be to assign some probabilities to the sensitivities; another
might be to base the solicitation on the ryorst case” scenario;
st{11 another might include elements of a *wait and see” strategy.
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sensitivities they deem to be significant, in addition to those
selected by ALJ Gottstein. However, in developing their additional
sensitivities, respondents and other parties must still incorporate
the findings of this order with respect to modelling conventions
and methodology. (See Figure 1, Column 5.)

Accordingly, interested parties should file pre-workshop
comments on the types of sensitivity scenarios they reconmmend for
Phase 1B. As described in ALJ Gottstein’s stateéement, these
sensitivities may represent a combination of factors, such as
variations in demand forecasts, coupled with variations in gas
prices andfor the success rates of existing QFs.145 There nay also
be sensitivities related to the assumed costs of candidate resource
additions, and environmental restrictions. Alternative levels of
cost-effective DSM might also be considered. The objective is to
identify a limited number of factors that would capture the high
and low ranges of variations, without creating detailed alternative
scenarios. Comments on proposed sénsitivities should be filed
within forty (40) days of the effective date of this order.

We also encourage parties to this proceeding to pursue an
alternative, more collaborative approach for addressing Phase 1B
uncertainty issues. We recognizé that each party has its own views
on the types and magnitudes of base case uncertainties and how
those uncertainties, if quantifieéd, could affect the FS04
solicitation. It may be possible for parties to this proceeding to
reet in a collaborative effort to “internalize” those
uncertainties, by negotiating among themselves once respondents
file thelr Phase 1B base case results. We would then proceed under
Rule 51 of the Commission’s Rules of Practice and Procedure. If a

145 Any assumed changes must be consistent with the findings in \///
this order (See Figure 1). For example, if a particular pending
resource was not included in the barebones resource plan, it should

not be added back in for a sensitivity run.
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settlement is proposed, we will initiate our settlements and
- stipulations procedures in lieu of conducting further workshops to
identify sensitivity scenarios for Phase 1. 146 1f successful,
this collaborative approach would enable us to come to closure on
this FSO4 solicitation in an expeditious manner.147

B. SDG&E’s DSM Analysis

During the course of SDG&E’s test year 1989 GRC, DRA and

SDG&E stipulated to testing a number of uncommitted DSM programs
using the ICEM approach adopted for supply-side additions.1*® 1n
the April 19, 1989 ALJ Ruling, SDG&E was directed to present this
analysis in Phase 1B:

7In preparing this scenario, SDG&E shall use the
resource plan assunptions/modelling conventions
adopted in Phase 1A (except for uncomnitted
DSM). The choice of production cost model to
perform Phase 1A and Phase 1B analysis,
however, is left to SDG&E’s discretion. A
single production cost model should be used.

AThis analysis will provide useful information
. for Phase 1B and later phases of this

proceeding. If the ’integrated’ approach does
have a significant impact on deferrable
resources for SDG&E, then we can consider those
facts in our Phase 1B deliberations.

Regardless of the results, SDG4E’s efforts will
enhance the value of the ongoing Standard
Practice Manual workshops. This exercise will

"146 Nonetheless, the pre-workshop comments should be filed, as V//
directed above.

147 As outlined in the April 19 ALJ Ruling, for SDG&E and SCE, our }//’
final. determinations on FS04 await the outcome of the merger

proceeding (A.88-12-035). However, the collaborative approach

could present a stipulation on FS04 MWs for both utilities in the

event that the merger does not go forward.

148 See D.88-12-085 in A.87-12-003, FOF 97 and 98, COL 56, and y///
ordering Paragraph 11. See also the DRA/SDG&E Joint Exhibit on
Resource Plan filed in A.87-12-003 (Exh. 43), pp. 5-7.
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also provide the conmission and parties with

thands on’! experience in preparation for the

DSM issues in Phase 3.7 (April 19, 1989 ALJ

Ruling, pp. 4-5.)

Accordingly, SDG&E will be required to perform this
analysis for Phase 1B in addition to other sensitivity analyses
directed by the assigned ALJ. In the event that an FSO4
stipulation is reached, SDG&E will still be required to present the
results of this analysis as part of its Phase 1B testinmony.

consistent with our determinations in PG&E’s most recent
GRC, SDG&E should consider only energy efficiency and load
management DSM programs as alternatives to supply-side resources.
In evaluating program cost-effectiveness, SDG&E should include all
the costs of installing and operating the efficiency improvenments,
including participant costs. This is consistent with our
endorsement of the Total Resource Cost test as representative of
the costs and benefits which should be used to compare depand-side

and supply-side resources.14?

C. Treatment of Interutility Contracts

As discussed in Section III.D.2.c. above, we need to
explore further how to enable QFs to compete against purchases from
non-QF sellers, as power purchase opportunities arise in between
BRPU updates. In D.87-11-024, we described several interesting
jideas that were proposed during the compliance hearings in
A.82-04-44 et a1.1%% gnterested parties recently discussed their
jdeas at an informal workshop, held on February 15, 1990.151

149 See D.89-12-057 (in A.88-12-005 and I.89-03-033), nimeo.

150 See D.87-11-024, mimeo. pp. 28-29.

151 See ALJ Ruling on Phase 1B/Phase 1C Workshops, dated
January 8, 1990, pp. 1-2.
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Workshops should be continued to reach agreement on a mechanisn for
incorporating interutility contracts into our current update
process.152 If agreement on all issues cannot be reached,
respondents and interested parties will bé directed to file formal
pléadings for our consideration during Phase 1B. We intend to
resolve this issue by éx parte order béefore the end of 1990,
D. The Future of S02 and Environmental Considerations

Oon January 19, 1990, respondents submitted additional
‘ICEM analyses in compliance with the January 2, 1990 ALJ Ruling.
While still preliminary, those analyses indicate that respondents
are likely to6 need additional peaking capacity in the near future.

Oour FSO4 is not available to defer the néed for peéaking
resources., Among our short-run offers, S02 is the only one that
requires the QF to be available during periods of peak demand on
the purchasing utility’s system.153 By D.86-05-024, we suspended
the availability of S02 for the signing of new contracts. 1In

152 Several participants in the workshop apparently desire to
broaden the scope to include potential changes to our FSO4
solicitation process, such as automatically reserving a fraction of
the IDR in each update for QF, non-QF competition. This goes
beyond the scope of the issue for Phase 1B. We are looking for-
workable proposals that can bé applied to the current structure of
FSO04 and our bidding procedures. Parties should focus their
efforts on implementation specifics, e.qg., cost-effectivéness
thresholds, definitional issues, and others that were discussed at
the February 15, 1990 workshop. See Interutility Contracts in the
Biennial Resource Plan Update Proceeding Workshop Report, filed
March 7, 1990, by the Division of Strategic Planning and Commission
Advisory and Compliance Branch.

153 Time-differentiated capacity payments under SO1 and SO3 give
the OF a powerful incentivé to be on-line during péak periods;
however, thé QF doés not have to meet any performance requiremént
for such periods, i.e., the QF delivers only ”“as available”
capacity. In contrast, the QF under S02 must generally be
available for all on-peak hours in the peak months (subject to a
20% allowance for forced outages in any month) in order to recelve
full capacity payments.
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D.87-11-024, convinced of SDG&E’s need for peaking generation in
the near future, we reinstated s02 for a limited solicitation in
SDG&E’s service territory.

As we discussed in D.88-09-026, with some restructuring,
$02 has a continuing role to play‘in a balanced portfolio of
standard offers. As we stated in D.87-11-024, ~”Standard Offer 2
does not avoid new resources, but rather backs down existing
resources. This is the least-cost strategy whenever a utility
would not incur energy-related capital costs.”154 Hence, this
offer is particularly well-suited for periods when there is a
short-run need for "peakers” until the utility can add a cost-
effective baseload or intermediate load resource. Based on the
filings made in response to the January 2, 1990 ALJ Ruling, this
may be the case for some or all respondents over the next 3-6
years. We originally planned to cqpsider the reinstatement of S02
after conpletion of Phase 1. However, the recent Phase 1A filings
have convinced us that a more expedited schedule is warranted.
Accordingly, we will consider the issue of S02 reinstatement during
Phase 1B.

The possibility that some respondents will need to builad
or return-to-service peaking resources, which are typically oil or
gas-fired, also calls for more expeditious consideration of the
relative environmental impacts among resource options. We had
originally scheduled consideration of nonprice adders for Phase 1C,
contingent upon an FS04 solicitation during this update cycle.
However, .weé now believe that our consideration of S02 reinstatement
issues provides an excellent forum for considering proposals to
include environmental adders and/or to incorporate environmental
criteria into the 802 solicitation process. Assuning that we do
reinstate S02 in some form for one or more of the utilities, we may

154 D.87-11-024, FOF 22.

v/
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be able to incorporate environmental considerations in the next
round of S02’s as a test case.1%%

We encourage parties to work collectively on a consensus
approach for that purpose. The informal workshops held earlier
this month should be continued to develop a consensus apprcach for
incorporating environmental considerations into an S02
solicitation.156 If consensus cannot be reached, interested
parties will have the opportunity to present their position as part
of their Phase 1B filings on the reinstatement of S02. Parties
should keep in mind that, for Phase 1B, we are looking for a
workable approach that we can adopt for test case purposes only.

No later than fifty (50) days from the effective date of
this order, respondents and interested parties should file and
serve their positions on (1) under what circumstances should S02 be
made available, (2) what MW limits should apply when it is
available, and (3) how to address potential oversubscription
problems. If consensus cannot be reached via informal workshops,
respondents and interested parties should also file their positions
on how to incorporate environmental considerations into the 502
solicitation process, as a test case. Parties should specifically
comment on the proposal we outlined in D.88-09-026 for regulating
the availability of s02.1%7 fhese should be filed at the
Ccomnmission’s Docket Office, and served on all parties of record,
including the state service list. Reply comments should be filed

155 This can be done in a variety of ways, including quantifying

the benefits of reducing environmental impacts in our cost-

effectiveness analysis, computin? payment adders to QFs that avoid
n

those impacts, andfor incorporating environméental criteria into a

bid selection.

156 See Administrative Law Judde’s Ruling on Phase 1B/Phasé 1iC
Workshops, dated January 8, 1990.

157 See D.88-09-026, nirmeo. pp. 40-42.
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and served no later than ten (10) days after the initial positions
are filed. We intend to resolve this issue by ex parte order as
soon thereafter as possible.
E. Phase 1B Compliance Filing Requirements

Respondents should file their Phase 1B base case
analyses, and serve them on all appearances and the state service
1ist in this proceeding, no later than twenty (20) days from the
effective date of this order. Respondents should deliver these
filings on an expedited (i.e., overnight) basis to key parties, and
inciude in that delivery copies of all workpapers and ELFIN input
and output files (on hard copy and diskette).158

These compliance filings should clearly sunmarize the
Phase 1B base case results in terms of the type, MW level and
timing of all resources that pass the ICEM cost-effectiveness
testing procedure. Respondents should clearly indicate which of
theseé resources they consider nondeferrable by QFs, and nake the
requisite nondeferrability showing. The filings should also
present year-by-year LRACs, based on the fully built-out resource
plan, i.e., the resource plan that includes all resources passing
the ICEM tests of cost-effectiveness.

Respondents should also include the following information

in their compliance filings:
(1) A list of all potential additions included
in the ICEM prescreening and the additions
subsequently considered in the ICEM as a
result of that screening:

Any year(s) in which the CEC target
reserve margins are not met or exceeded;

Any year(s) in which a CT would not have
passed the ICEM analysis when the ERI is
one or greater;

168 For the purposes of this order, the key parties are: PG&E,
SCE, SDG&E, DRA, SF/U/F, 1EP/IPC, and CEC.
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A comparison between using the CEC’s ER7
illustrative loads and trending, for .
connecting short-run with long-run demand -
forecasts (see Section VI.A. above);

Information on short-term and long-term
reserves, as described in Section 1IV.C.
above;

Variable O&M estimateés used for post-
processing, including a clear explanation
of their derivation and source (see
Section 1V.F. above); and

(7) A list of all units assumed to be capable'

of cycling on a daily basis.

Written comments on these compliance filings are to be
filed no later than thirty-five (35) days from the effective date
of this order. The purpose of these comments is to identify any
areas where respondents may not have conmplied with the directives
in today’s order. These areas should be minimal, given the fact
that we have already considered one round of comments to
respondents’ compliance filings, submitted in response to the
January 2, 1990 ALJ Ruling. In developing their base case filings,
we remind respondents that they are expected to carefully and
conscientiously implement the policies and directives expressed in
today’s decision.

The procedural schedule and requirements for additional
Phase 1B filings, workshops, and prepared testimony will be set by
further Ruling.
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Pindings of Pact

1. The purpose of this decision is to adopt base case
assumptions for determining whether California’s IOUs need
additional resources over the next 12 yeéars and, if so, to identify
thoseé that are potentially deferrable by QFs,

2. Prices to QFs under our long-run standard offer (FS04)
are based on deferrable resources ideéntified within the first eight

years of thé planning period.

3. In A.82-04-44 et al., we adopted an LRAC nmethodology- for
identifying cost-éffective resources that are potentially
deferrable by QFs, . -

4. The overall purpose of our adopted LRAC methodology is to
creatée a pricing structure that captures to the extent possible the
efficiency and other benefits of perfect competition in electricity
géeneration.

5. Our LRAC methodology uses a simplified generation
resource plan approach. Under this approach, the utility’s future
least-cost resource plan is devéloped, using an iterative method
for evaluating the cost-effectiveness of potential resource
additions (i.e., the ICEM).

6. The generation resource plan approach does not have to be
varied depending upon the purpose for which it is used.

~ 7. The ICEM starts with a utility’s barebones resource plan,
consisting of the resources described in Figure 1, and then tests
candidate resource additions using first-year and life-cycle tests
of cost-effectiveness.

8. The term barebones is a methodological concept referring
to those resources that are assuned in the utility’s resourceé plan
before testing candidate resource additions for cost-effectiveness,

S8. The base casé resource plan refers to a specific set of
assumptions assumed to représent the ”most likely” scenario,
including forecasts of demand, prices, and availabilities of the

-V
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resources in the barebones plan, as well as the costs and operating
characteristics of candidate resource additions.

10. Consistent with our prior determinations in A.82-04-44
et al., parties to this proceeding were directed to use the CEC’s
ER7 supply and demand assumptions for the base case ICEM analysis.

11. In using the ER7 assumptions, parties were directed to
correct for any inconsistenciés in the CEC’s definition of a
baréebones resource plan, relative to this Commission’s definition.

12. ER7 supply assumptions include long-term projections of
as-available (SO1 and SO3) QFs not curréntly under contract, as
well as potential self-geéneration.

13, ER7 supply assumptions include thé four successful QF
bids for SDG&E’s S02 solicitation (totalling 182.2 MW) that we
identified in D.89-02-017.

14. ER7 supply assumptions include four solar projects (Luz
SEGS IX-XII) and a cogeneration project (Harbor/Chaplin) in SCE’s
service territory that are anticipated to come under CEC siting
review within the vyear. )

15. ER7 supply assumptions include two éxchange agreenents
currently under negotiation between PGLE and Seattle City Light,
and PG4E and Puget Sound.

16. In D.85-07-022, we concluded that the price determined
under our adopted LRAC methodology must be calculated without
including QFs who are not in éxistence, but will bée brought on-line
as a result of that price.

17. In D.86-07-004, we rejected utiiity proposals to
establish broad categories of geneérically nondeferrable resources.

18. In D.86-07-004, we required utilities to make a four-part
showing of nondeferrability on a project-by-project basis,
including a showing of cost-effectiveness.

19. In D.86-07-004, we determined that FS04 should be based
on avoidable baseload and intermediate resources, while peaking
resources should be considered nondeferrable by QFs.
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20. In D.86-07-004, we determined that a utility should not
be considered comnitted to a project for which construction has not
started or major regulatory approvals are pending.

21. In D.86-07-004 we permitted utilities to demonstrate
connitment (or the opposite) on a project-specific basis where our
guidelines seemed not to be dispositive.

22, 1In D.86-11-071 and D.87-05-060, we stated that QF
projects with signed contracts aré to be assigned a projected
success rate, based on an objective standard, before including then
in the barebones resource plan. _

23, In D.87-05-060, we determined that an interutility
contract should bé fully executed by both sides before including it
in the barebones plan. However, we permitted the utility to make a
specific showing that a particular purchase is comnitted, based on
appropriate documentation.

24. 1In D.87-05-060 we stated that, consistent with our
treatment of QF signed contracts, the uncertainty associated with
regulatory review of signed interutility contracts should be
accounted for in a projected success rate for each purchase.

25. DRA’s testimony in A.82-04-44 et al. only included
forecasts of future QFs for the “inframarginality test”, which was
subsequently eliminated from the ICEM tests in D.86-07-004.

26. Including forecasts of unsigned SOl and SO3 QFs in the
barebones resourceé plan imputés a policy preferénce, similar to a
finding of nondeferrability, for as-available, short-run QF
contracts relative to FS04, our long-run resource plan based offer.

27. The price for energy and capacity under FS04, based on
the cost of new resources, should generally be lower than
forecasted SRAC payments to as-available QFs.

28. In D.88-09-026, we did not address the issué of how to
differentiate between committed and uncommitted self-generation, as
some parties urged us to do. '
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29, Under our as-available standard offers, QFs have the
option of changing from a simultaneous purchase and sale to surplus
sale on a yearly basis.
30. QFs elect to change their purchase/sales arrangenents
based on short-run pricing signals, which we update as frequently
as every threeée months.
31. There is no clear distinction, in terms of the impact on
a utility’s systen, between an as-available QF and self-generator.
32, Estinatées of future QF contracts and self-generation are
pade without identifying specific sites or considering development .
nilestones.
33. uUnlike interutility MOUs or contracts under negotiation, v
- a standard offer is a contract that is complete, and available at
the QF’s sole option.
34, It is not 100% certain that a QF who tenders a successful V/’
bid for S02 or FS04 will sign the standard offer.
35. Excluding QFs that have tendered a winning bid for a b//
standard offer solicitation, but have not yet signed the contract,
. could lead to a situation whéré a subsequent bid cycle resolicits
bids for all of thé deferrable MWs identified in the previous
cycle. /
36. Subsequent to the issuance of ER7, two of the winning
biddérs for SDG&E’s S0O2 solicitation did not elect to pursue their
projects.
37. Noneé of the parties to this proceeding presentéd any Av//
estimates of success rates for the remaining two active
participants in SDG4E’s S02 solicitation.
38, Noné of the parties to this proceeding presented any p/’
estimates of success rates for thée Luz SEGS IX-XII projects.
39, The Harbor/Chaplin project does not have a signed v//
contract with any utility, and is currently pursuing negotiations
with LADWP,
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40. PG&E has executed exchange agreenments with Seattle City
Light and Puget Sound. PG&E has beeén negotiating with BPA for
transmission access for these agreenments since August 1988, and
does not yet have complete access to deliver the power.

41. PG&E has not yet sought approval from FERC for these p//
purchase agreéments, and does not plan to do so before mid-1991
(for Puget Sound) and mid-1992 (for Séattle City Light).

42. PGLE did not conduct a cost-effectiveness analysis of \///
these two agreements and testified that it would be difficult to do
so before negotiations were completed.

43. Including contracts under negotiation in the barebones \///
resource plan amounts to an imputation of cost-effectiveness to
purchases from sellers that have not bound themselves to specific
terms, and may be unwilling or unable to agree on terms acceptable
to the utility. )

44. 1Including contracts under negotiation in the barebones \//
resource plan creates undesirable incentives in the energy market
and undernines our objective of creating a ”level playing field”
for consideration of all resource options.

45, We haveé not yet fully explored the issue of how to enable \//
QFs to compete with power purchase opportunities that materialize
between updates.

46. ER7 supply assumptions include the renewal of PGE’s I
current storage contract with SDG&E, which expires in 1998.

47. PGE’s renewal of its storage contract with SDG4E is \//
highly uncertain at this time.

48. ER7 supply assumptions include two 10U projects for which v’
construction has not started, or regulatory approvals are pending!
SDGLE’s 100 MW South Bay 3 augrmentation, and SDG&E’s 30 MW retrofit

of inlet air coolers.
49, ER7 supply assumptions include the Kerr McGee Argus V//
Cogeneration Expansion (ACE) and Coolwater Coal Gasification
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conversion (Coolwater) demonstration projects in SCE’s planning

area,

50. The ACE denonstration project is a QF projéct ownéd by
Kerr-McGee Chemical Corporation.

51. The record in this proceeding is not clear regarding the
status of the purchase agreement between SCE and Kerr-McGee (e.qg.,
whether or not it is fully executed; the term of the contract,
étc.).

52. The ACE deronstration project is currently under
construction and has CEC approval to operate beyond the
deémonstration phase.

53. The Coolwater project has completed its demonstration
phase and negotiations are currently underway to sell the project
to another party.

54, A demonstration project, by definition, may or may not
bécome commercially viablé and cost-éffective.

55. Including a demonstration project in the barebones
resource plan beyond the demonstration phase assumes that it will
be both technically successful and cost-effective beyond the
demonstration phase.

56. Including a demonstration project in the barebones
resourcé plan beyond the demonstration phase penalizes all other
resource options, including QFs, that could compéte using
commercially availablé technologies.

57. The CEC planning areas for SCE and PG4E include various
Muni loads and resources.

58. ER7 supply assunptions include pending Muni resources,
i.e., resourcés under development which may materialize in the
planning period, but await regqulatory approval.

56, In D.88-09-026, we détermined that respondents should
adopt the treatment of reéesidual Muni loads preferred by the CEC.

60. For ER7, the CEC makes two rélated assumptionst (1) the
I0Us have no additional obligation to meet the capacity and energy

v’
v/
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needs of the Muni utilities beyond the obligations imposed'by
existing contracts, and (2) Muni utilities will take steps to
secure resources on their own to meet their futuré needs.

61l. SCE’s and PG&E’s FS04 payments to QFs would reflect the \//\
future resource needs of Muni utilities if pending Muni resources
werée excluded from the barebones resource plan.

62. ER7 supply assumptions include 1,000 MW statewide of spot 'V//
capacity purchases from the Northwest, and thé CEC finds this level
of spot capacity to be nondeferrable,

63. In making its ER7 findings, the CEC did not subject spot V//’
capacity purchases to the ICEM tests of cost-effectiveness: nor
could it havé constructéd a barebones resource plan, consistent
with our determinations today, in order to do so.

64. Reémoving spot capacity purchases and/or PG&E’s Puget ‘”//.
Sound and Seattle City Light exchange agrééments from the resourceé
plan without redesignating the firm energy to nonfirm would result
in a lower level of total nonfirm énergy than adopted in ER7.

65. In D.87-11-024 and D.88-09-026, wé determined that cost- V(/
effective uncommitted DSM is nondeferrable by QFs

66. Our current procedure for evaluating DSM programs V//
considers theé results of several cost-effectiveness tests, e¢ach
designed to reflect the different set of costs and benefits
experienced by program participants, all ratepayers, the utility.
and society as a whole.

67. oOur cost-effectiveness testing procedurés for DSM are p//,
described in the CEC/CPUC Standard Practice Manual, developed
jointly by the two Commission staffs.

68. We intend to further explore the potential for v
integrating our demand- and supply-side cost-effectiveness testing
methods in Phase 3 of this proceeding, or other appropriate
proceedings that may follow from theé Statewide Collaborative
Process.,
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69. During the course of SDG&E’s test year 1989 GRC, DRA and
SDG4E stipulated to testing a number of uncommitted DSM programs
using the ICEM approach adopted for supply-side additions. 1In
D.88-12-085, we adopted that stipulation.

70. In D.87-11-024, we stated that the CEC should présent its
adopted forecasts of unconnitted DSM for review by DRA and other
parties, in terns consistent with the interagency staff
enhancements to the Standard Practice Manual.

71. The CEC’s ER7 projections of nondeferrable DSM were
developed in a manner consistent with the cost-effectiveness
criteria contained in the Standard Practice Manual.

72. ER7 supply assumptions do not include SCE’s Chino Battery
storage project, which is a 10 MW project currently being
denonstrated as a pumped storage unit.

73. The ER7 data set for PG&E does not include 62 MW of QF
geothéermal resources that were identified in the ER7 supply
assumptions.

74. ER7 supply assumptions do not include all of the
additional DSM authorized in SDG&E‘’s test year 1989 GRC.

75. ER7 supply assunptions do not include the Axis stean
plant and CT resources, which wereée integrated with SCE’s main
system when the Blythe-Eagle Mountain interconnection was closed on
Octobéer 31, 1988.

76. ER7 supply assumptions include the Rancho Seco Nuclear
Plant as an existing, operating resource.

77. ER? designates the SCE/LADWP Exchange Agreement as a
pending resource.

78. The SCE/LADWP Castaic exchange contract has been in
effect since May 8, 1988 and does not réquire any further
regulatory approvals.

79. On June 6, 1989, Sacrameéento voteérs rejected a proposal to
allow SMUD to continue operating the Rancho Seco Nuclear Plant.

vd

v/
v/
v/
v’

vd

v

v
v’
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80. On September 1, 1989, the ER7 Standing Committee issued
its recoemmended changes to the ER7 data sets to réflect the
shutdown of Rancho Seco.

81. In D.88-03-079, weée adopted the QF-in/QF-out method for
calculating energy payments to variable-priced QFs.

82. In D.88-03-079 weé consldered and rejected proposed
modifications to the QF-in/QF-out method that would account for
resources a utility would substitute for variable-priced QFs in the
QF-out run.

83. In D.88-03-079 wé stated that, depending on changes to
the electric market, we might reconsider the QF-in approach.

84. Under thé QF-in or QF-in/QF-out methods, the addition of
a cost-effectivé new resourceée will typically reduce énergy payments
paid to variable-priced QFs.

85. We routinely include the effect of adding a new resource
in the calculation of QF prices.

86, All ratepayers directly benefit from the QF payment
reductions that occur as the result of a utility’s decision to add
a cost-effective resource to its resource plan.

87. LRACs aré evaluated from the perspective of the
ratepayer.

88. QF payment reductions-provide societal efficiencies by
removing the léast efficient QF operators and forcing the remainder
to improve their efficiency.

89, Implementing the QF-in/QF-out method for each iteration
of the ICEM analysis would require running at least twice as many
production simulations.

90. The ICEM results submitted by respondents in response to
the Januvary 2, 1990 ALJ Ruling were largely unaffected by the
additional QF-in/QF-out iteration.

91. To reflect the decline in available capacity from aging
oil/gas plants, ER7 removed a certain amount of ”age-derated”
capacity from éeach utility’s resource plan.

v’

v

P
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v’
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92, In calculating age-deration amounts, ER7 adopted a
methodology that assumes a linear décline from full rating to zero
as plants go from 35 to 60 years of age.

93, ER7 did not state how age-deration should be incorporated
into the resource plans and production cost models used to conduct
cost-effectiveness analysis. )

94, On November 27, 1989, respondents, DRA, CEC, and IEP/IPC
filed a joint workshop report with their agreed upon approach for
applying the ER7 age-deration assumptions in Phase 1B.

95, Reéspondents, DRA, CEC, and IEP/IPC agréeée that age-
deration should be incorporated in the calculation of reserve
margins and the ERI. For this purpose, they agree that the utility
would first count its standby units towards the required age-
deration levels.

96. Reéspondents, DRA, CEC, and IEP/IPC also agree that age-
deration should not beé incorporated into the production cost
simulation.

97. sStandby units are oil and gas plants that are potentially
available for operation, but generally require additional
expenditures and/or start-up time before they can be placed into
service.

98. In our ECAC proceedings, we distinguish betweeén standby
units that can be restarted in a short time with little or no
expense (short-term reserves), and standby units that require
significant time and investments to place into daily operation
(long-term reserves).

99. In D.88-11-052 and D.89-12-015 we determined that short-
term reserves should bé modelled as being available over the entire
forecast period, when determining the short-run need for capacity
and for production cost purposés.

100. Applying age-deration levels first to standby units
excludes all short-term reserves from reserve margin and ERI

v
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calculations, unless the the systeém’s total MW capacity of standby
units is greater than the ER7 age-deration levels.

101, In its January 19, 1990 compliance filing, PG&E restored
age-derated capacity fronm short-term reserve units by testing those

units for cost-effectiveness.

102. ER7 adopted age-deration in order to force utilities to
denonstrate, rather than assume, the continuing economic viability
of their aging plants.

103, Testing a unit in short-term reserves for cost-
effectiveness does not explicitly consider the costs of various
life-extension options, as intended by ER7.

104. In ER7, the CEC considered age-deration in conjunction
with its adopted target reéeserve margins.

105. Refurbishment or repowering options éxtend the useful
life of a standby unit.

106, Considering the cost-effectiveness of refurbishments or
repowering options for the purpose of restoring age-derated
capacity is consistent with CEC’s intent in ER7.

107. Applying the age-deration levels first to standby units
is a proxy for the sum of age-deration capacity, across all other
plants, that should be excluded in evaluating the need for
capacity.

108. In ELFIN Version 1.7, there are basically two ways to
designate firm capacity for commitment purposes! either as a
ninimum constrained ¥CM” unit, or as a quick-start *CP* unit.

109. Units that can be shut down during the evening hours and \//
restarted in the morning (e.qg., combined cycle units) fall
soméwhere between the minimum constrained and quick-start ELFIN
designations.

110, The ER7 data seét uses a “CM” designation for all combined V//
cycle units., ‘
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111. The relative dispatchability of potential resource
additions within the ELFIN model can substantially affect the
results of the cost-effectiveness tests,

112. Parties to this proceeding generally support SCE’s hybrid
approach for modelling combined cycle units. This approach retains
the #CM” designation but lowers theé mininum load points on these
units during the off-peak periods.

113. In its ER7 data set, thé CEC models as-availablé QFs as
firm, dependable capacity, but effectively derates that capacity to
take account of the fact that all QFs may not be operating
simultaneously or at 100% nameplate capacity.

114. Treatment of as-available QFs as firm dependable
capacity, in the aggregate, is consistent with our treatment of
those resources in ECAC proceedings. )

115, When variable 0&M is included in the ELFIN data set,
ELFIN Version 1.7 will make dispatch decisions based on variable
costs that include OtM.

116. Variable 08¥ should be accounted for in evaluating the
cost-effectivenéss of new resource additions.

117. One way to account for O&M costs in the ICEM analysis,
without including those costs in the model dispatch, is to
calculate variable OiM costs by multiplying the kWh from each unit
by the appropriate unit price (i.e., post-processing).

118. Post-processing requireés a separate calculation for each
résource in the utility’s resource plan, which can be facilitatead
through the usé of electronic spreadsheets.

119. An alternative to post-processing is to estimate an
average 0&M rate for existing units, and subtract that rate fronm
the total fuel costs of the candidate resource.

120. Averaging can produce inaccurate results when plants have
a wide range of variable O4M costs.

121, Post-processing requires the modeller to clearly present
all assumptions used for variable 0&M costs,
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122. In D.89-09-093, we directed PGLE to use the variable O&M
estimates it filed in CEC’s CFM-7 proceeding for the 1989 ECAC
case.

123. Respondents’ estimates of variable O&M costs, as filed
with the CEC in CFM-7, provide reasonablé base case values, in
light of the limited purpose and record of this proceeding, of each
operational generating unit’s marginal 0&M costs.

124. Only PG&E recommends changing the ELFIN #COMMT” feature
"to "NCOMMT”, which would base rmodel conmitment on rated capacity,
instead of derated capacity. .

125. SCE and SDG&E récommend a numbeéer of relatively minor
adjustments to thée modelling conventions présented in thé ER7 data
set, none of which were challenged as being incorrect or
unreasonable.

126. In D.86-07-004, we adopted DRA’s two-part test of cost-
effectiveness, the first-year and life-cycle tests, for our ICEM
analysis of potential resource additions.

127. Parties to this proceeding disagree over the appropriate
sequence for applying the ICEM tests of cost-effectiveness to
potential resource additions.

128. The time-sequential approach starts with the initial year
of the planning horizon, and tests those options passing the first-
year test in that year for life-cycle cost-éffectiveness. If it is
cost-effective to add more than one resource in a given year,
conparisons of life-cycle tests are tie-breakers. The evaluation
proceeds to subsequent years of the planning horizon after
sufficient cost-effective resource additions have been added to
meet reserve margins.

129. The non-séquential approach first ranks all resource
options based on life-cycle cost-effectiveness, and then adds the
most cost-effective resource in thé year it first passes the first-
year test. The evaluation then proceéds to the next cost-effective

v
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résource until sufficient cost-effective resource additions have
been added to meet reserve margins.

130. Theée non-sequential approach enables the planner to
explicitly consider attractive resource options that are available
later in the planning horizon.

131. The non-sequential approach relies on a decision rule
that would add resourceées as much as 30 years into the future,
thereby posing the risk of ovércomnitment to technologies for which
ultinmate developnment is uncertain.

132. Thé non-sequential approach is more burdensoné to
implement than the timé-sequential approach, since its decision
rules requiré a life-cycle cost of analysis of every potential
résource addition.

133. Relative to the timeée-sequential approach, the non-
sequential approach is more likely to result in a resource plan
with either too little or too much capacity in certain years.

134. Oné way of correcting for the resource planning anomalies
that arise using the non-sequential approach is to rélax the first-
year test,

135. Application of the cost-effectiveness tests under the
time-sequential approach involves a consistent, verifiable set of
decision rules.

136. There is no evidence that the time-sequential approach
compronises to any significant extent the accuracy of results,
relative to the non-sequential approach.

137. In their Phase 1A filings, PG4LE, SCE, SDG4E, and DRA all
used different prescreening techniques to reduce the number of
resource options included in the ICEM analysis.

138. Preéscréening of resource options can substantially
reduce, or change the nature of, the types of résources considered
potentially deferrablé by QFs.
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139. PG&E’s method best captures the intent of prescre¢ening,
namely, to screen out the most expensive options for each operating
mode.

140. A ramped fixed cost stream can be constructed for all
resource options, based on the fixed revenue requirements for the
1ife of each option (i.e., single lifetime approach).

141. A ramped fixed cost stream can also beée constructed for
resourcé options, based on the assumption that éach option can be
infinitely replicated at some inflation rate (i.e., infinite
repéetition approach). .

142. The single lifetime approach can be used for all resource
options, regardless of whether or not that option is, in actuality,
infinitely replicable.

143. Using either the single lifetime or the infinite
repetition approach appears to yield identical results.

144. Relieving power purchase options from the requirements of
the first-year test puts that resource at an advantage not enjoyed
by any other supply option. '

145. If a potential power purchase offer cannot pass the
first-year test, then the utility can negotiate theé starting date
of the contract to ensure that it does.

146. Subjecting SDG&E’s DSM programs in Phase 1B to the first-
year test will give us an indication of how DSM programs fare when
compared on equal footing with supply-side resources.

147. The 12-year planning horizon we adopted in D.86-05-024 is

a logical choice for the ICEM planning horizon.

148, 1In D.86-05-024, we determined that the resource plan
filings should show any cost-effective resource as added in the
first year that it becomes cost-effective, regardless of whether
the utility itself could have built the resource in that length of
time,

149. B/C ratios capture differences in size, lifetime, and
capital intensity among various resource options.

- 132 -
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150. By definition, the life-cycle test of cost-effectiveness
will require some form of extrapolation beyond ER7’s 20-yéar
planning horizon.

151. Extending the ER7 data sets, as a form of extrapolation,
would be a speculative and arduous task.

152. Extrapolating production cost savings is a practical
middle ground betweéen truncating the life-cyclé analysis and
extrapolating the ER7 data sets.

153. In its Phase 1A ICEM analysis, SDG&E evaluated
technologies that are not currently commercially available, and
would not have been commercial during the 12-year planning period.

154. Including commeércially unavailable technologies in the
resource planning process incréases thé risk of overcommitting to
technologies for which ultimate developrent is uncertain, and for
which benefits are dependent upon long-term, relatively less
certain production cost savings.

155. Completely ignoring the potential of technologies that
have a strong likelihood of becoming commercial during the planning
period would disadvantage ratepayers. _

156. ER7 adopted its long-range forecasts beginning in 1992,
but also presented illustrative loads for each utility for the
1989-1991 period.

157. In D.88-09-026, we directéd respondents to choose among
three alternative approachés for connecting our adopted short-range
demand forecast with the CEC’s ER? adopted long-range forecast:
(1) trending between the two forecasts, (2) repetition of our
short-range forecast or (3) repetition of the CEC’s long-range
forecast in the intervening years

158. 1In their Phase 1A filings, PG&LE and SDGLE used the ER7
illustrative loads for the years 1989 to 1991.

1569. It is necessary to makeé significant adjustments to our
adopted ECAC short-range demand forecast to put it on a comparable
basis with the ER7 long-range forecast,

v
v/
v
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160. Utility system operators do not consider transportation- V//
related gas costs in selecting which units to dispatch.

161. A long-ternm resource addition is likely to avoid not only
the commodity costs of gas, but also the long-run marginal costs of
the gas distribution systenm.

162. Until we are able to develop long-run narginal gas costs,
embedded transportation-rélated gas costs are our only proxy for
the incremental system costs that are deferrable by non-gas fired
(or very gas efficient) resource additions.

163. ERCCs aré calculated by taking the difference between the
fixed costs of a specific resource option and those of the
utility’s marginal capacity investment, assumed to be a CT.

164. In D.86-07-004, we stated that a peaker essentially does
not have ERCCs.

165. In D.86-07-004 and D.87-11-024, we stated that it was the
absence of ERCCs that dictated our decision not to authorize a
peaker-based standard offer.

166. A resource that does not have any ERCCs will only be
added to the resource plan if therée are no cost-effective baseéload

or intermediate resource options to meet short-term reliability

needs and reducé marginal operating costs.

167. Using B/C ratios as tle-breakers in the ICEM analysis \//
will indicate if a resource with no ERCCs is néeded as a shortage
résourcé, or if there are baseload or intermediate load resources
that should bé added instead for both reliability and eénérgy saving
purposes.

168. A resource with no ERCCs which passes thé ICEM tests of \//
cost-effectiveness is a ”peaker”, as we have used the term in
D.86-07-004.

169. Given our current use of a CT as the utility’s marginal L//
capital investment, any resource with fixed costs that is lower
than those of a CT will, by definition, havé no ERCCs.
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170. The need for capacity on the utility system at any point ‘///
in time is measured by multiplying the ERI by the value of a CT.

171. By definition, a CT will be cost-effective in any year in \//
which the ERI is 1.0 or greater.

172. Variations in cost estimates for seémingly identical \///
résources can beé caused by factors such as thé use of existing
versus new sites, the degree of work necessary for electric and gas
interconnections, the relative size of the units, and pollution
control or environmental mitigation requirements. \/,

173. Useé of generic cost data does not adequately reflect
specific factors that make up a utility’s résource costs.

174. Respondents provided utility-specific cost estimates for x//
their candidate resourceée additions.

175. SDG&E is currently in litigation with the brine supplier v//
for the Heber geothermal plant.

176, For its test year 1989 GRC, SDG&E éxcluded Heber from its \///
resource plan, and reported that it intends to sell the project to
réduce costs to customers. ’ ,

177. The viability of Heber as a réturn-to-service option is v//
too uncertain at this time to beée considered as a potential resource

addition.

178. In D.87-11-024, we directed respondents to justify any \///
deviations from the BRPU basé case assumptions in other proceedings
where they develop and present resource planning assumptions.

179. In Phase 3, we will consider proposals for improving the \//
consistency of resourcé planning assumptions, including resource

cost estimates, across our various proceedings.
180. In D.86-07-004, we directed réspondents to:t (1) use the V//

incremental cost of capital, (2) take the capital structure fron

the utility’s most recent capital filing, after removing preferred

stock and adjusting debt and equity proportionately, and (3) assume

the present premium of equity over débt in developing their cost

estimates,
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181, In its Phase 1A filing, SCE included preferred stock in
its capital structure.

182. The inflation rates assumed by parties in Phase 1A ranged
from 4.5 to 5.3%.

183. Unlike capital cost assumptions, general inflation
assumptions are not utility-specific, and should not vary across
utilities.

184, There was no evidence presented in this proceeding to
demonstrate that, over the long term, the real costs of capital
will escalate. .

'185. This BRPU cycle involved far morée controversy over
interpretation and implementation of our adopted LRAC meéthodology
than weé anticipated.

186. It is necessary to streamline Phase 1B to the extent
practicable, in order to réach a final determination of FS0O4 in a
meaningful timeframe.

187. For the purpose of this update, examination of a few,
well-sélected sensitivity runs will provide us with sufficient
information for making our FS04 determinations.

188. It may be possible for parties to this proceeding to meet
in a collaborative effort to internalize the uncertainties inherent
in the base case, and negotiate a mutually acceptable FsS04
solicitation.

189. During the course of SDGLE’s test year 1989 GRC, DRA and
SDG&E stipulated to testing a number of uncommitted DSM programs
using the ICEM approach adopted for supply-side additions.

190. Among our short-run standard offers, S02 is the only one
that requires the QF to be availablé during periods of peak demand
on the purchasing utility’s system.

191. 802 is currently suspended for PG4E, SCE, and SDG&E,

192, 1In D.87-11-024, we found that (1) S02 does not avoid new
resources, but rather backs down existing resources, and (2) this

/
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is the least-cost strategy whenever a utility would not incur
ERCCs.

193. We had originally planned to consider the reinstatement
of S02 after completion of Phase 1.

194. The Phase B base case scenario, as defined in this
order, may indicate a need for peaking resources (i.é., resources
with no ERCCs) for some or all respondents during the planning

horizon.

195. fThe utility’s peaking resources are typical oil- or gas-
fired.

196. oOur current pricing and bidding procedures for QF power
do not take account of nonprice factors, such as environmental
impacts.

197. We had originally planned to consider nonprice adders
contingent upon an FSO4 solicitation during this update cycle.
Conclusions of ILaw

1. The barebones resource plan should be the consistent
starting point for all applications of the ICEM, and for all
planning scenarios.

2. The barebones resource plan should consist of existing
and committed resources augmented only by the types of
resources set forth in this order and summarized in Figure 1.

3., The ER7 supply and demand assumptions that make up the
barebones resource plan should be used for the base case, or "most
likely” scenario. for this update.

4. Forecasts of future QFs not under contract should be
excluded from the barebones resource plan.

5. consistent with our treatment of future as-available QFs,
forecasts of self-generation additions should be excluded from theé
barebones resource plan.

6. For the Phase 1B base case and sensitivities, all post-
1991 additions to as-available QF contracts and self-generation
should be set to zero, except for projects with negotiated
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deferrals, as reflected in executed amendrents to their interim S04
contracts. OQF projects within the latter category should be
included in the barebones resource plan.

7. For the Phase 1B base case and sensitivities, respondents
should include the CEC’s estimates for self-generation through
1991. After 1991, all additions to self-generation should be set
to zero.

8. OFs with signed contracts, including negotiated
deferrals, or QPs who have won an SO2 or FSO4 solicitation should
be included in the barebones resource plan. Their projected energy
and capacity deliveries should be discounted by estimated success
rates, baséd on an objective standard. For QFs who have won an S02
or FSO4 solicitation, but have not yet signed their contracts, this
success rate should reflect the possibility that the QF may not
ultimately sign the contract.

9., The two projects that have dropped out of SDG&E’s SO2 "\//
solicitation (totalling 52.2 MW) should beée excluded from SDG&E’s
barebones plan in Phase 1B. ’ _

10. For the remaining active projects in SDG&E’s S02 \//
solicitation (Bonneville and Luz SEGS 13, totalling 130 MW), a 50%
success rate repreésents a reasonable middle ground bétween the
unacceptable extremes of 0% and 100%, and should be assumed for the
Phase 1B base case. Alternative success rates may be considereqd
for the Phase 1B sensitivities.

11. The Luz SEGS IX-XII solar units should be included in \//
SCE’s barebones resource plan at a projected success rate.

12. A 50% success rate for the Luz SEGS IX-XII projects is a \//
reasonable middle ground betweén the unacceptable extremes of 0%
and 100%, and should be assumed for the Phasé 1B base case.

Alternative success rates may be considered for the Phase 1B
sensitivities.

- 138 -
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13. The Harbor/cChanmplain project should be eXcluded fron
SCE’s barebones plan and should not be considered for the Phase 1B
sensitivities.

14. In Phase 1B we should examine further the issue of how to x//
enable QFs to compéte with power purchase opportunities that
materializé betweéen updates.

15. For the Phase 1B compliance filings, respondents should \//
treat agreements currently under negotiation in the following
manner: If a utility does not believe it can reasonably estimate
the final terms of contracts it is currently negotiating, it should
remove those resourcés from the barébones résource plan and all
sensitivities, If a utility believes that current negotiations are
sufficiently mature to permit it to project prices for the Phase 1B
compliance filing, it should do so, and treat the unconsummated
purchase option as a candidate résource, subject to the ICEM
analysis.

16. The Puget Sound and Seattlé Power Light purchase
agreéements should be éxcludéd from PG&E‘’s barebonés resource plan
in Phase 1B. Consistent with Conclusion of Law 14, PG&E may
subject thesé agreements to the ICEM tests of cost-effectiveness.

17. In removing the Puget Sound and Seattle city Light
exchange agreements from the barebones resourceé plan, PG&E should
redesignate the firm energy associated with these contracts to
nonfirm, consistent with Exh. 37.

18. The renewal portion of the PGE storage contract should be
excluded from SDG&E’s Phase 1B barebones resource plan.

19. Absent a specific demonstration of commitment, a utility
should not include in the barebones plan any IOU project for which
construction has not started or major regulatory approvals are
pending,

20. Absent a specific showing of commitment, an IOV
demonstration project should be included in the barebones resource
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plan during the demonstration phase only if it has received all
regulatory approvals and construction has commenced. o

21. Beyond the demonstration phase, an IOU demonstration \//
project should be evaluated as a potentially deferrable resource,
and subjected to the ICEM tests of cost-effectiveness,

22. OF-owned deronstration projeécts should be included in the
barebones resourcé plan at a projected success rate only if there
is an executed contract for power purchases beyond the
demonstration phase.

23. Por its Phase 1B compliance filing, SCE should include
the coolwater project in the barebones resource plan during the
demonstration phase only. Beyond the demonstration phase, the
project should be evaluated as a potentially deferrable resource,
and subjected to the ICEM tests of cost-effectiveness.

24. If SCE has fully executed a contract with Kerr-McGee
Chenical Corporation for the ACE demonstration project beyond the
demonstration phase, then this resource should be included in SCE’s
Phase 1B base case filing at a projected 100% success rate. If,
however, the contract is not fully executed, as of the effective
date of this order, then SCE should include the ACE demonstration
project in the barebones resource plan during the demonstration
phase only. Beyond the denonstration phase, the project should be
evaluated as a potentially deferrablé resource, and subjected to
the ICEM tests of cost-effectiveness.

25, SDGLE’s 100 MW South Bay 3 augmentation 30 MW retrofit of
inlet air coolers should be éxcluded from the Phase 1B barebones
resource plan and subjecteéed to the ICEM tests of cost-
effectiveness.

26, 10U ratepayers should not pay QFs based on Muni utility
needs, unless the IOU is contractually obligated to meet those
needs.

27. For the Phase 1B base case and sensitivities, PG&E should
include Burbank and Glendale purchases and exchanges with PGX,
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Horthwest purchases over the Muni portion of COTP, and MSR’s access
to San Juan #4 in the Phase 1B barebones resource plan.

28. For the Phase 1B base case and sensitivities, SCE should
include theé Resale Cities Southwest contract and Northwest
purchasés over the Muni portion of COTP in theée bareboneés resource
plan.

29. For their Phase 1B baseée case filing, respondents should
exclude the ER7 spot capacity purchases from thé barebones resource
plan and subject them to the ICEM tests of cost-effectiveéness.
Respondents should use ER7 assumptions for the fixed charges
associated with these purchases. Alternative assumptions on cost
and availability may be considered for the Phase 1B sensitivities.

30. cConsistent with Exh. 37, in removing spot capacity
purchases from thé barebones resourceé plan, the firm energy
associated with these purchases should be redesignatéd to nonfirm
for the base case scenario.

31. For their Phase 1B base case filings, respondents should
include in the barebones resourcé plan thé levels of uncommitted
DSM adopted in ER7. Alternative levels of cost-effective
uncomnitted DSM may beé considered as part of the Phase 1B
sensitivities.

32. Consistent with the DRA/SDGSE Joint Exhibit on Resource V//

lan, filled in A.87-12-003, in Phase 1B SDG&E should test a number
of uncommitted DSM programs using the ICEM approach adopted in
A.82-04-44 et al., and clarified in this order.

33. SCE’s Castaic/LADWP exchange agreement should be V//,

considered committed and included in SCE’s Phase 1B barebones

resourcé plan.

34. Rancho Seco should be excluded from SCE’s and PGLE’s \/
barebones resource plans in Phase 1B, consistent with CEC’s
Septembeér 1, 1989 recommended changes to the ER7 data set.

35. For the Phase 1B barebones plan, PG4E should include the v/f
additional 62 MW of geothermal résources inadvertently omitted from
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the ER7 data set, but only to the extent that these additions do
not include future QF/self-generation additions after 1991,

36. For Phase 1B, SCE should include the Chino Battery \//
storage project in the barebones resource plan during the project’s
demonstration phase. Beyond the demonstration phase, SCE should
exclude the project fron the resource plan, subject to a showing of
cost-effectiveéness and nondeferrability.

37. For Phasé 1B, SCE should include the Axis steam plant and \///
OT resources in its barebones resource plan, and incorporate Blythe
loads into its demand forecast.

38. For the Phase 1B base case, SDG&E should ad]ust the ER? \//
committed DSM amounts by the figures presented in Exh. 24.

19. 1In Phase 1B, any party claiming that a baseload or V//
intermediate load supply-side resource is nondeferrablé must make
the requisite four-part showing adopted in D.86-07-004, including a
showing of cost-effectiveness.

40. In showing resource cost-effectiveness, thé ICEM approach y//
adopted in this order should be useéd wherever possible.

41. In -the ICEM analysis of reésource thions, the cost of p//
energy from variable-priced QFs should be set equal to the utility
system’s marginal costs (QF-in).

42. The age-deration approach agreed upon by respondents, v//
CEC, DRA, and IEP/IPC is reasonable and should be adopted for this
BRPU cycle.

43, cConsistent with our ECAC determinations, short-térm »//
reserves should be considered available for production cost
purposes over the entire forecast period. However, short-term
reserves should count towards reserve margins and ERIs only if the
total level of standby units is greater than the ER7 adopted age-
deration levels. Otherwise, they should be excluded from reserve
margin and ERI calculations in respondents’ Phase 1B base case
filings.
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44, Consistent with our ECAC determinations, unless found to
be cost-effective, long-term reserves should not be considered
available for production costing purposes. Similarly, long-term
reserves should also be excluded from ERI and reserve margin
calculations as age-derated capacity.

45, Only life-extension investments, i.e., refurbishments or
repowering, should qualify for the purpose of restoring age-derated
capacity for ERI and reserve margin calculations.

46, If refurbishment or repowering of a standby unit is found
to be cost-effective after the requisite investment is made, then
only the amount of age-deration associated with that unit should be
included as available capacity for ERI and reserve nmargin
calculations.

47. Por production costing purposes, short-term reserves
should bée assigned a penalty factor to properly reflect the
expected limited dispatch of these units,

48. For their Phase 1B conpliance filings, respondents should
use the ELPIN ”CM~* designation, adding minimum capacity states for
those units that are capable of shutting down at night and
returning to service the following day to meet peak loads. This
convention should apply to existing units as well as potential
resourcé additions. For this purpose, respondents should use the
modelling convention outlinéd in SCE’s Exh. 12,

49, The CEC’s modelling convention for as-availablé QFs, as
presented in the ER?7 data set, should be used for all Phase 1B
filings. For future updates, as-available QFs should be modelled
in the manner adopted in the most recent ECAC proceedings.

50. For the Phase 1B filings, parties using a model that
dispatches units based on variable O&M costs (e.g., ELFIN Version
1.7) should post-process variable 0&M costs, by nultiplying the kwWh
from each unit by the appropriate unit price.

51. For the Phase 1B base case, respondents’ estimates of
variable O&M costs filed with the CEC in CFM-7 should be useéd in

v

v

v’

v’
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post-processing the variable 0&M costs of a utility’s operating
units,

52. The ELFIN "COMMT” feature should be retained for this
update cycle.

53. Thé modelling adjustments proposed by SCE and SDG&E, as
described in Table 4 attached to this order, should be adopted for
the purpose of this BRPU cycle.

54, The timée-sequential approach to applying the ICEM tests
of cost-effectiveness best meets our criteria of accuracy,
conprehension, understanding of the methodology and practicality of
impleméntation, and should be adopted.

55. In applying the ICEM, only one résource addition shoulad
be evaluated for cost-effectiveness in a given iteration.

56. PG&E’s préscreening method, as presénted in Exh. 2,
should be used in Phase 1B and future update proceedings by any
party choosing to screen resource options prior to commencing the
ICEM analysis. No other criteria should be uséd.

57. 1In applying the first-year test of cost-effectiveness,
the ramped fixed cost streams for each option should be constructed
using thé single lifetimé approach, with only real escalation
contained in the fixed cost stream.

58. All supply-side resources considered in the ICEM analysis
should be subjécteéd to the first-year test of cost-effectiveness.

59. For its Phase 1B DSM filing, SDG&E should subject the DSM
programs to both the first-year and 1life-cycle tests of cost-
effectiveneéss. For application of the first year test, SDG&E
should ramp the fixed costs of DSM programs.,

60. Potential resource additions should be included in the
resource plan only if they pass theé first-year test during the
first 12 yéars of the FS04 planning horizon.

61. For Phase 1B, potential resource additions should be
included in the resource plan only if they pass the first-year test
during the 1990-2001 period. .
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62. FPor the Phase 1B resource plan filings, a utility-built V//-
resource should be added in the first year that the resource
becomes cost-effective, regardless of construction lead-time.

63. In conducting the ICEM analysis, a resource should be \///
considered cost-effective over its lifetime if the NPV of the
change in total costs (i.e., fixed costs of the option plus changes
in production and shortage costs) is positive over thé resource
life. Relative cost-effectiveness should be determined by dividing
the NPV of total life-cycle benefits by the NPV of total life-cycle
costs of the option.

64. For this update cycle, parties should use the ER7 data
sets through 2007 and then extrapolate production cost savings
through each option’s lifetime using general inflation.

65. oOnly technologies that are currently commercially
available, or that are likely to becone commercially viable during
the 12-year planning period should be considered as potential
resource additions. The burden of proof should be placed on
respondents to demonstrate that a currently noncomnnercial
technology is likely to be commercially available during that
period.

66. For the Phase 1B base case analysis, respondents should
use the CEC’s illustrative loads for 1989-193%1, but explicitly
compare this approach with trending, making adjustments along the
lines described in SF/U/F’s testimony (Exh. 46).

67. Only the commodity costs of gas should be used for
production cost model dispatch decisions.

68. Until we arée ablé to develop long-run marginal gas costs,
the full average cost of gas, including transportation-related gas
costs, should be used in determining the cost-effectiveness of
resourcé additions.

69. For the Phase 1B base case, respondents should substitute
the dispatch gas costs they developed for their Phase 1A compliance
filings for the gas costs contained in the ER?7 data set.
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70. In conducting their ICEM analyses, respondents should
test the cost-effectiveness of baseload and intermediate load
resources, in addition to resources with no ERCCs, for each year of
the planning horizon.

21. A cost-effective resource addition that does not have any
ERCCs should not form the basis of FS04, i.e,, it should be treated
as a nondeferrable peaker.

72, For purposes of the ICEM analysis, a CT should be
considered cost-effective in any year in which the ERI is 1.0 or
greater. .

" 73. In conducting the ICEM analysis, respondents should rely
less on géeneric cost data, and more on data reflecting the specific
circumstances particular to the resource being proposed.

74. All the costs of a candidate resource option should be
included in the ICEM analysis, including land, regulatory approval
and pernmitting, engineering and transmission costs, costs of
interconnecting with the gas systen for resources which use gas,
and any other ancillary costs of adding that resource.

75. With the exception of the Heber geothermal return-to-
service option, the resource types and costs presented by
respondents in Exh. 50 should beé used for the Phase 1B base case.

76. For future updates, parties presenting resource cost and
financial assumptions should use the consistent format developed
for Exh. 50 in this proceeding.

77. SDGLE’s Heber geothermal return-to-seérvice option should
be deleted from consideration as a candidate resource addition for
this update cycle.

78. cConsistent with our determinations in D.87-11-024, in
other proceedings where respondents develop résource cost
estimates, they should justify any deviations from the cost
estimates they have presented in this proceeding.

79. For the Phase 1B base case, respondents should use the
financial assumptions they presented in Exh. 50, except that (1) an
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average inflation rate of 5.0% should be used for the entire
planning period, and (2) no real capital cost escalation should be
assumed.

80. The issue of S02 reinstatement should bé addressed during
Phasé 1B. We should consider proposals for incorporating
environmental considerations into the SO2 solicitation, as a test
case, assuming that s02 is reinstated for oné or more utilities.

81, The issue of how to enable QFs to compete against powér
purchase opportunities that arise in between BRPU updates should be
addressed during Phaseée 1B. ‘

82. 1In Phase 1B, SDG&E should test a number of uncommitted
DSM load managemént and efficiency programs using thé ICEM approach
adopted for supply-side additions in today’s order. In eéevaluating
program cost-effectivéness, SDG&E should consider all the costs of
installing and operating the efficiency improvenments, including
participant costs.

83. In ordér to proceed expeditiously with Phase 1B, this
order should be made effective today. '

INTERIM ORDER

IT IS ORDERED that!:

1. Pacific Gas and Electric cCompany, Southern California
Edison Conmpany (sca),land san Diego Gas & Eleéectric company,
collectively respondents, shall file a Phase 1B basé case analysis
to conform to the policies and resolution of issueés set forth in
Sections III. through VIII. of today’s decision. Theé Phase 1B base
case filing shall includeét

a. The respective utility’s base case scenario
of QF deferrablé reésources and year-by-year
projéctions of long-run avoidéd costs,
together with supporting and explanatory
materials;

v’

v
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A clear description of all resources
considered to be nondeferrable, together
with the requisite showings;

A list of all potential additions included
in the iterative cost-effectiveness method
(ICEM) prescreening and the additions
subsequently considered in the ICEM
analysis as a result of that screening;

A description of any year(s) in which the
target reserve margins are not met or
é¥ceeded;

A description of any year(s) in which a
combustion turbine would not have passed
the ICEM analysis when the Energy
Reliability Index is one or greater:

A comparison between trending and using the

california Energy Commission’s illustrative
loads for connecting short-run and long-run
demand forecasts:

Information on short-term and long-term
reserves, as described in Section IV.C. of
this decision;

variable operation and maintenance
estimates used for post-processing,
fncluding a clear explanation of their
derivation and source} and

i. A 1ist of all unite assumed to be capable
of cycling on a daily basis.

The Phase 1B base case analysis shall bpe filed and served no later
than twenty (20) days from the effective date of this order.
Respondents should deliver these filings on an expeditead (i.e.,
overnight) basis to the key parties jdentified in Section VIII.E.
of this decision, and include in that delivery copies of all
workpapers and ELFIN input and output files (on hard copy and
diskette).

2, wWithin ten (10) days from the effective date of this
order, SCE shall file and serve a statement describing the status




1.89~-07-004 ALJ/MEG/jt *

of its contract with Kerr-McGee chemical Corporation by the Argus
cogeneration Expansion project, including the date of contract
execution, thé contract term, and whether the contract is a
standard offer or negotiatéd contract.

3. As described in Sections VIII.C. and VIII.D. of this
order, the Connission Advisory and Compliancé Division shall
conduct additional workshops, as neéded, to facilitate the
development of a consensus approach for (a) allowing qualifying
facilities to compete with interutility power purchase
opportunities that arise between updates, and (b) incorporating
environmental considerations into a Standard Offer 2 (S02)
solicitation. Commission Advisory and Compliance Division shall
rail workshop notices to all parties to this proceeding not less
than 10 days prior to the date scheduled for each workshop.

4, Within thirty-five (35) days from the éffectivé date of
this order, written comments on respondents’ Phase 1B base case
filings shall be filed and served. The purpose of these comments
is to identify any areas where respondents have not complied with
the directives in today’s decision.

5. Within forty (40) days from the effective date of this
order, respondents and all interested parties shall file and serve
pre-workshop comments on the types of sensitivity scenarios they
recommend for Phase 1B, consistent with the approach described in
Section VIII.A. of this decision.

6. Within fifty (50) days from the effective date of this
order, respondents and interested parties shall file and serve
their positions on (1) under what circumstances should S02 be made
available, (2) what megawatt limits should apply when it is
avallable, and (3) how to address potential oversubscription
problems. Respondents and interested parties shall specifically
comment on the Commission proposal outlined in D.88-09-026 for
regulating the availability of S02. If consensus cannot be reached
via informal workshops, respondents and interested parties shall
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also file their positions on how to incorporate environmental
considerations into the S02 solicitation process, as a test case.
Reply comments shall be filed and served no later than ten (10)
days after the filing of initial positions.

7. Conmencing on August 1, 1990, and until further order by
this Commission, respondents shall file and serve quarterly reports
on the quantity, price, and terms of any spot firm capacity
purchases made during the previous quarter. These reports shall be
filed on February 1, May 1, August 1, and Novembér 1 of each year.
T#0 copiés of each quarterly report shall also be mailed to the
Conmission Advisory and Commission Branch, Energy Branch.

8. Unless otherwise directed in this order, all filings
shall be filed as compliance filings at the Commission’s Docket
Office. All filings and notices shall be served on all appearances
and the state service list in this proceeding.

9. The assigned Administrative Law Judge shall schedule a
further prehearing conference as soon as possible after issuance of
today'’s order to establish a procedural schedule for addressing the
Phase 1B issues described in Section VIII,

This order is effective today.
Dated AR 2.8 1350 ., at San Francisco, cCalifornia.

N A somoagg—
ISR SN B 1

, FREDIACA DA
I will file a written concurring opinion. SYAMLIY VY, AULETT
JOIN B, CHANIAM
/s/ FREDERICK R. DUDA PATR2.CIA M. ECKERT
Comnissioner Commissioners

| CERVIFY THAT THIS DECISION
WAS APPROVED BY THE ABOVE
COMMISSIONERS TODAY

B/ / A
NEAL J. tMAN, Executive Director
b
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SUMMARY OF PENDING RESOURCES

(Table Reproduced from Final ER-7)
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'!' - PABLE 2A

PG&E’s Base Casé Resource Plan for Phase 1A
Positions of the Parties*

DRA SF/U/F 1EP/IPC

Existing & Committed
° QF/Self-Gen After After
Additions No-1991 No-1990
° All Other ' Yes Yes

Pending

a. IQU Contracts
° PG&E/Seattle
° PG&E/Puget

QF Contracts
I0U Projects

Muni Resources

° Bur-Glen/PGX
Purchase/Exch.

¢ MSR/San Juan $#4

° NW Purch. over COTP

Demonstration
Projects

Nondeferrable
a. Uncommitted DbSM
b, Spot Firm Capacity

The reference point for this table is the ER7 ELFIN data set, as
modified by CEC’s September 1, 1989 recommended changes to
reflect the shutdown of Rancho Seco. Positions of the parties
reflect the positions expressed in concurrent briefs.

Notet N/A = Not applicable

Yes = Include in the base case resource plan before
commencing the ICEX tests of cost-effectiveness for new
additions.

Exclude from the base case resource plan before
commencing the ICEM tests of cost-effectiveness for new
additions.

1/ PG&E adds 62 MW of QF geothermai.
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TABLE 2B .

SCE’s Base Case Resource Plan for Phase 1A
Positions of the Partiest

DRA SF/U/F IEP/IPC

Existing & Committed
* QF/Self-Gen After After
Additions : Ho-1991 Ho-1990
* All Other : X: Yes Yes

Pending
a. IOU Contracts
* SCE/LADWP Castaic

b. QF cContracts
* LUZ SEGS IX-XII
* Harbor/Chaplin

IOU Projects
* Cool Water Gas Conv.

Muni Resources
* Resaleée cities SW cont.
* NW Purch. over COTP

e¢. Denonstration
* XKerr McGeé ACE

Nondeferrable
a. Uncommitted DSM
b. Spot Firm Capacity

The reference point for this table is the ER7 ELFIN data set, as
modified by CEC’s September 1, 1989 recommended changes to
reflect the shutdown of Rancho Seéco. Positions of the parties
reflect the positions expressed in concurrent briefs.

NHote: N/A Not applicable

Yes Include in the base case resource plan before comreéencing
the ICEM tests of cost-effectiveness for new additions.

No Exclude from the basé case résource plan before commencing
the ICEM tests of cost-effectiveness for new additions.

1/ SCE reconmends adding (1) the Chino Battery storage project, and
iz) the Axis steam plant and combustion turbine resources (and
ncorporating Blythe load).

2/ SCE reclacsifies this resourcé as committed.




1.89-07-004 ALJ/HEG/jt

‘I' ' - PABLE 2C

SDG&E’s Base Case Resource Plan for Phase 1A
Positions of the Parties?

CEC SDG&4E DRA sr/u/F IEP/IPC

Existing & Committed _
@ Qr?self-cen After After
V AdditiOni/ : _ No-1991  No-1990
° All Other= Yes Yes

Pending
a. IQU Contracts
° PGE Storage 2/
(Renewal Only)*=

b. QF Contract§/
° New SO #2=

c. 10U Projects
° South Bay Augment
¢ CT Inlet Air
Coolers Retrofit

Nondeferrable
a. Uncommitted DSM
b. Spot Firm Capacity

The reference point for this table is the ER7 ELFIN data set, as
modified by CEC’'s September 1, 1989 recommended changes to reflect
the shutdown of Rancho Seco. Positions of the parties reflect the
positions expressed in concurrent briefs.

Note: N/A = Not applicable

Yes include in the base case resource plan before commencing
the ICEM tests of cost-effectiveness for new additions.

Ro Exclude from the base case resource plan before commencing
the ICEM tests of cost-effectivéness for new additions.

SDG&E and DRA add capacity for DSM approved in the 1989 GRC
decision.

Existing contract is treated as "committed."®

During the course of the proceeding, CEC, DRA, SDG&E, and SFfu/p
e

modified their position to remove 52.2 MW of QF projects that ad
dropped out of the SO02 solicitation.
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TABLE 3
Page 1 of 2

Phase 1A Determinations on Barebones Resource Plan

PG&E SCE
1. Existinq and committed
QF/Self-Gen No-After No-After
Additions 1/ 1991% 1991+
Rancho Seco No No
62 MW Additlon_}
QF Geothermal
Axis Steam/CT
(Add Blythe Load) N/A Yes
Castaic Exchange N/A Yes
* Chino Batteéry Storage N/A Yes 3/
S 4/ Demo Phase
* Additional GRC DSM N/A N/A

Yes N/A

2. Pending
a. IOU Contracts

. PG&E/Seatty No N/A N/A
‘ PG&E/Puget No N/A R/A
* PGE Storage '

(1998 Renewal) N/A N/A No

QF Contracts
LUZ SEGS - N/A Yes-50% N/A
IX-XI1 Success Rate
Harbor/Chaplin N/A No H/A
New S02’s -
- O’Brian N/A N/A Ho
- Freeport-McMoran N/A N/A No
Bonneville N/A N/A Yes-50%
Success Rateé
LUZ SEGS 13 N/A N/A Yes-50%
Success Rate
IOU Projects 5
* Cool Water Gas Cosy.—/ N/A No N/A
* South Bay Augment N/A N/A No

* CT Inlet Air 5/
Coolers Retrofit N/A N/A No

Muni Resources
* NW Purch. over COTP Yes Yes
* Bur-Glen/PGX

Purchase/Exch. Yeés N/A
* MSR/San Juan #4 Yes N/A
* Resale cities SW cont. N/A Yes

. * Except for projects with negotiated referrals.
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. " TABLR 3
Page 2 of 2

Phase 1A Determinations on Barebones Resource Plan

PG&LE SCE
Denonstration Projects
* Kerr McGee ACE Yes 3y
Dérno Phase
Nondefeéerrable

a. Uncommitted DSM 5 Yes
b. Spot Firm Capacity—/ No

Hote: N/A Not applicable

Yes Include in the baréebones resource plan.

No Exclude from the barébones résource plan.

Rancho Seco should be excluded consistent with the assumptions

in CEC Recommended Changes in the ER7 ELFIN Data Sets to Reflect |
the shutdown of Rancho Seco, filed September 1, 1989 in this

proceeding.

PG4LE should add these resources only to the extent that they do
not include future QF/self-generation additions after 1991.

These resources should be included in the barebones plan during
the demonstration phase only, and subjected to the ICEM analysis
for thé commercial phase. If the SCE contract betwéeéen
Kerr-McGee is fully éxecuted for the ACE project beyond the
demonstration phase, then this resource should be included at a
projected 100% success rate, Otherwise, it should be treated as
described above. (Seé section III.D.2.d. of this order.)

SDG&E should adjust committed DSM amounts by the figures
presented in Exhibit 24,

These resources may be subjected to thé ICEM analysis. (See
Sections 11I.D.2.c., d., and f. of this order.) :
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TABLE 4
Page 1 of 2

#Other” Modelling Changes to ER7 Data Set (By Utility)

Modelling Convention
Change (Utility)

1.

Time Periods
(SCE)

011/Gas Unlt
Minimum Loading
(SCE)

CDWR Exchange
(SCE)

PNW Econony
Energy (SCE)

PSW Econony
Energy (SCE)

Elfin Modelling
Convention (SCE)

ELFIN Version
(SCE)

Cool Water Gas
Prices (SCE)

Modelling QFs
(SCE)

PGE and APS
contract Prices
(SDG&E)

Losses in PGE
contract (SDG&E)

Addition of #__ nu”
card (SDG&E)

Description of Change

Changed to SCE’s current
modelling time perlods
(weekdays, weeknights
and weekends).

Set all units except 480s
and Ormond Beach 2 to AGC
m1n1mum instead of DO-5
minimum.

Used nore flexible energy
schedule seléction.

Availability and prlce in
3 blocks and 2 subperiods
instead of a single block.

Used Draft Final ER7
prices.

Changed *cp” and ”en”
designations to limited
energy.

Used El1fin Version 1.71.

Used PG4E gas price
forecast.

Modelléd QP capacity as
baseload.

Ener?y prices reestimated

consistent with contract
terms.

capacity reduced to reflect

off-systen losseés.

Added to Kearny resources
to reflect multi-units.

Reference

Exh. 12,
p- Iv—l

Exh. 12,
p . IV"'Z

Exh. 12,
P Iv-2
Exh. 12,
p. IV-Z
Exh. 12,
p . IV-2
Exh. 12,
pn IV-3

Exh. 12,
p . IV-3

Exh. 12,
po IV-3

Exh. 18,
p. 11

Exh. 18,
pp. 13-14

Exh. 18'
p. 13
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TABLE 4
Page 2 of 2

#Other” Modelling Changes to ER7 Data Set (By Utility)

Modelling Convention ‘
Change (Utility) Déscription of Change Reféerence

13. Gas Turbiné Non- Ratings modified to reflect Exh. 18,
summer Ratings higher capability of gas p. 13
(SDG&RE) turbines during cooler

. weather.

Load Shapes Replaced hourly load - Exh. 18,
(SDG&E) shape data with CEC- p. 14
adopted forecast.

Distillate ©0il Replaced expense gas prices Exh. 18,
Price (SDG&E) with distillate for turbines p. 13
with no gas supply.

ANCOMMT™ (PG&E)lI Used non-derated COMMT Exh. 2,
feature of ELFIN. pPp. 33-34

1/ ‘This modelling change is not approved in today’s order.
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overview of Resource Plan Determinations, By Resource Type

(2)
In Barebones Plan?

Yes, if regulatory
approvals obtained
and construction

(3)
Projected
Success lRabe
ily
N/A

(4)
Subject to,
ICEM Tes
All projects not in
barebones resource
plan.

_(5)
Possible Phase 1B
Sensitivities

Alternative operating
assumptions (e.dq.,
capacity factor, -

» 3C/0T/0Y VOO-LO-68°1

maintéenance rates)

for comitted projects.
Altemative cost and
operating assumptions
for projects subject to
ICEM. -

started.

Generic I0U Projects HNot included H/7A ot included.
Projéects in

camercial operation
(after demonstration

phase) .

Altemative operating
assumptions for
demonstration phase.
Altermative cost and
operating assumptions
for commercial phase.

For demonstration
phase: Yes, if
requlatory approvals
obtained and con-
struction started.

IOU Project
(Demonstration)

. b
Yes, acoounting for
requlatory
uncertainty.

Altemative success rates
for executed contracts.
Altermative terms/costs
of contracts under

negotiation if ?ijecbed
to ICEM tests,2

N/A for executed
ocontractst yes, for
contracts under
negotiation, if

terms can rea?xably
be projected.”

Yes, acocounting for N/A
requlatory and

developrment yn-

certainties.

IOU Interutility
Contracts

Yes, if contract
executed,

Yes, if ocontract (or Altermative success rates.

(defexrral agreement)
executed or SO bid
has been awarded.

Altemative assessment
of production/existing
sites, etc.

Self-generation ~ Yes, if site exists N/A
(Existing/Comitted) or is under con-
struction,
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Overview of Resourcéd Plan Determinations, By Rescurce Type

(1) (2) (3) (4) (5)
Projected Subject to Possible Phase 1B
Resource Type In Barebones Plan? Success Rate ICEM Tests Sensitivities

Future OF Contracts Not included N/A N/A Not included.
and Self-Generation

AC/9FN/0TY  $00=L0-68"1

Muni Resources Yes--all - H/A n/A Hone
pending included.

Spot Capacity Mot Included N/A ) Yes Alternative assumptions
: o ' on cost and availability.

Uncomitted DSM Yes, if determined N/A tot/ Altemative assumptions

to be cost-effective on cost-effective levels.
- using Standard v
Practice Manual tests.

my e

¢ NJA = Not applicable

1/ Absent a showing of nondeferrability, all resources passing the ICEM tests of cost-effectiveness are
deférrable by QFs., . -

2/ See Section IIL.D.2.c.

3/ For a winning bidder in an 502 or S04 solicitation, this success rate would acoccunt for the possibility
that a developer does not choose to sign the contract, and pursue its project.

4/ Under our current methodology, cost-effective uncomitted DM is included in the barebones plan, as a
nondeferrable resource, based on the Standard Practice Mamyal tests, These programs are not currently
subjected to the ICEM tests of cost-effectiveness. oOur further oonsideration of how to integrate
demand- and supply-side resources may alter this practice. )




Time-Sequential ICEM

L - . Choose Polential
Screén Resources L____, Candidales

l

- Is Reserve Perlorm Proceed 1o
Last Year? r———- Margin Adequale? BenefivCost Ratios First Yeat

of Analysis
No ’ No

| Producton Cosl Run ] ‘
With Candidale Did Candidate

Resowco Resource Pass?

P00-L0~-68"1

at/omw/ o/

2 I§NDId

Piocoed o
Next Yeat L’

|
Next Resource Yes

o]

Is BeneliVCosl

A . Ratio > 1.0?

Tested Resources pass?

No LY&S

Yes
Last . Resourco

Resourcs? Passes

Add Resource
with Highest
8/C Ralio




1.89-07-004 ALJ/MEG/jt

ATTACHHMENT 1
Page 1

Landmark CPUC Decisions on
Avoided Cost, Standard Offers

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

I. Foundational Decisions

D.91109 - adopted "avoided cost" pricing for utility
purchases from “private energy producers"

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

D.82-04-071 - authorized "hydro savings prices” during
spill conditions

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

Energy Payments and Standard Offers 1

2, and 3 (the Short-run Offers)

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

D.88-07-024
D- 89"02"065

0082"12"120
D.83-10-093

Decisions on Interim Standard Offer 4
(the Interim Long-run Offer)

Do 83"09-054
D. 83"12“050
D.84-08-035
D.84-10-098
D.85-01-040
D.85-02-069

Dl 85-04"‘075
D.85-06-163
D.85-07-121
D.86-10-038
D.86-12-013
D.86-12-104
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ATTACHHENT 1

Page 2

Show Cause Proceeding (PG&E)

D.84-03-093

D.84-08-031 - "good faith" guidelines for utilities in
negotiating with QFs :

Investigation of Transmission Constraints,
Developzent of QF Milestone Procedure, and
Administration of Transmission Priority

D.84-08-037
D.85-01-038
D.85-01-039
D.85-08-045
D.85-09-058
D.85-11-017

Standard Offer 2t

D.85-12-075
D.86-02-033
D.86-04-053
D.86-11-005
D.86-12-017
D.87-04-039

Suspension_and

D.87-08-028
D.87-09-030
D.88-04-067
D.89-01-044
D.89-07-058

Reinstatement

D.86-03-069
D.86-05-024
D‘86”11—071

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

D.89-02-017
D.89-07-022
D.89-08-031

Development of the Resource Plan-based Offer
(Final Standard Offer 4)

D.85-07-022
0086-07"004
Dn 86-10-030
D.87-05-060

*Orphans, " "Pioneers," and Honstandard Contracts

D.87-11-024
D.88-03-026
D.88-03-079
D.88-09-026

D.89-04-047 (Curtailment)

D.89-07-045

D.93035

D.93364

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

D.
D.
D.
D.

Energy Reliability Index (ERI)

D.86-07-032
Dc 86—08-017
D.86-09-040
Do 86-10“039
Du 86—10"044
D.86-12-018
D.86-12-061
D.86-12-062
D.86-12-098
D.86-12-100

Capacity Valuation Methods

D.86-11-071

D.88-03-079

p.87-01-049
D.87-03-068
Dl 87"05-065
D- 87-07“086
D.87-08-047
Dn 87"09"074
Da 87-09"080
D. 87"10-038
Dl 87-11-063
D.88-03-036

D.89-06-048
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X. Out-of-Service Area QFs
D.88-04-070 D.88-09-067

Avoidable Gas Costs
0088"07-024 D-89—09—099

Contract Administration

D.88-10-032 in R.88-06-007 (Guidelines)

(END OF ATTACHMENT 1)




1.89-07-004 ALJ/MEG/jt

ATTACHMENRT 2
Page 1

Summary of Standard Offers;/

STANDARD OFFER 1: Variable Capacity and Energy

The QF’s energy and capacity are sold on an as-available
basis, meaning that the amount and time of delivery of the energy
is not guaranteed. The QF is paid full short-run avoided energy
cost, plus current shortage cost, on a per kilowatt-hour basis, for
all energy delivered to the utility. Energy and shortage costs are
updated quarterly and annually (respectively), with the energy cost
based on the incremental energy rates established in the utility’s
last fuel offset proceeding and the expected fuel costs for that
quarter. Shortage costs are based on the utility’s cost of a
combustion turbine. This contract is used by all technologies, but
particularly wind, due to the uncertain nature of that resource.
STANDARD OFFER 2¢ FPirm Capacity and Variable Energy

The QF‘'s capacity is sold on a firm basis, meaning that
an amount of capacity is guaranteed to be available to the utility
during its peak load period. The capacity payments are based on
levelized, forecasted shortage costs, which are stated in the
contract and are fixed for the life of the contract. Energy prices
are the same as in Standard Offer 1. Many cogenerators and biomass
QFs hold Standard Offer 2 contracts.
STANDARD OFFER 3t Variable Capacity and Energy From QFs Not

More Than 100 Kilowatts

This offer is the same as Standard Offer 1 in practice,
but the contract terms and QF responsibilities are less involved,
due to the small size of the facilities.

. 1/ Source: D.88-09-026 (in A.82-04-44 et al.), Appendix D.
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INTERIM STANDARD OFFER 4: Long-term Capacity and Energy, Based on
Forecast of Shori-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.

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

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

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

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

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

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

See Attachment 3.

(END OF ATTACHMENT 2)
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How Final Standard Offer 4 Wbrksl/

Unlike the short-run standard offers and the interim
long-run standard offer, final Standard Offer 4 derives from the
respective utility’s resource plan (including 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 QF comes
on-line. During Period 2, the QF avoids a specific utility
generation resource, and the QF receives payments based on the
fixed and variable costs of the avoided resource. If the QF comes
on-line in Period 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 the QF receives short-run
marginal cost-based payments until the start of Period 2. The
Commission considers uncertainties and procurement strategies for
each utility in determining a megawatt (MW) limit at each update
proceeding. Whenever the capacity of QFs seeking final Standard
Offer 4 contracts from a given utility exceeds that utility’s MW
limit, the available contracts are allocated through bidding. The
utilities are also authorized to pay QFs additional sums for
providing performance features (e.g., downward dispatchability at
the utility’s direction) not otherwise required under the standard
offers.,

We have adapted the following chronological overview from
prior orders. We think the details of the final Standard Offer 4
resource planning process are more easily grasped with the total
design in mind.

1/ Sources D.88-09-026 (in A.82-04-44 et al.), Appendix A.
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The first step is the wutility application. Following the
latest Electricity Report of the California Energy Commission
(CEC), the Pacific Gas and Electric Company, the San Diego Gas &
Electric Company, and the Southern California Edison Company each
file a resource plan with a 12-year planning horizon. The plan
identifies within the horizon those potential resource additions
that the applicant believes are cost-effective for its system. The
plan states the costs associated with each such resource and the
point in the planning horizon when that resource becomes cost-
effective. The plan also states all relevant assumptions. The
applicant presents its assumptions in internally consistent
“scenarios.* The latest CEC 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.

The second step is hearings on the utility applications.
The Commission’s staff and other participants critique each
resource plan. They may note internal inconsistencies in any of
the applicants’ scenarios, present alternative scenarios of their
own, criticize the applicant’s assessment of uncertainty, and
challenge the reasonableness of an applicant’s assumptions. They
also check that the applicants have correctly implemented the
Commission’s cost-effectiveness eethodology. Finally, these
participants may eéexplain their choice of the scenario best suited
to the determination of avoidable plants.

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

The fourth step is the utilities’ solicitation process
and QF auction. After making any modifications ordered by the
Commission, the utilities announce the availability of long-run
standard offer contracts based on the capacity and the fixed and
variable costs of the avoidable resource(s). QFs have a
three-month solicitation period to respond. Each interested QF
indicates (1) the resource that the QF seeks to avoid, (2) the QF’s
own technology and capacity, and (3) the QF’s bid, which is the
lowest percentage of the resource’s fixed costs that the QF would
be willing to accept. The bid cannot exceed the resource’s fixed
costs. The utility opens the responses at the end of the
solicitation period. If QFs seeking to avoid a resource do not
cunulatively exceed the resource’s capacity, all these QFs are
offered contracts at the full fixed costs of the resource. If such
QFs do exceed the resource’s capacity, contracts up to that MW
1imit are offered to the low-bidding QFs, and they receive that
percentage of the resource's fixed costs bid by the lowest losing
bidder. (This is known as a "second price" auction.) Contract
signing occurs after the winning bidder complies with the
prerequisites of the QF Milestone Procedure, roughly one year after
the utility applications.
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The fifth 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 filé 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 ATTACHMENT 3)
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Second application of Pacific Gas
and Electric company for approval
of certain standard offers pursuant
to Decision 82-01-103 in Order
Instituting Rulémaking No. 2.

Application 82-04-44
(Filed April 2}, 1982;
amended April 28, 1982,

July 19, 1982, July 11, 1983,
August 2, 1983,
and August 21, 1986)

Application 82-04-46
Application 82-04-47
And Related Matters. Application 82-03-37
Application 82-03-62
Application 82-03-67 "
Application 82-03-78 .

Application 82-04-21

)
)
)
)
)
)
)
)
)
)
) Application 82-03-26
)
)
)
)
)
)
}
)
)
)
)

ADMINISTRATIVE LAW JUDGE’S RULING
ON SCOPE AND SCHEDULE FOR THE
STANDARD OFFER UPDATE PROCEEDIRG

"f¥. Scope and Issues

on February 27, 1989, the Assigned Commissioner issued a
ruling on a proposed schedule, scope and service 1ist for
Application 82-04-044 et al., the biennial Standard Offér Update
proceeding. The ruling established a three-phased approach for
addressing thé issues in this case:
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*puring Phase 1, we will focus on developing a
resource plan-based S04 (Standard Offer 4)
using our current eethodology. In Phase 2, we
will address the issues related to S02
(Standard Offer 2) availablility, and update
cost conponents that affect other offers.
Proposals to change any of our standard offers
will be considered in Phase 3.7 (Assigned
Commissioner’s Ruling, page 3.)

The Assigned Commissioneér solicited written comments on
the organization of issues, proposed scheduleée and Phase 1
workshops, as outlined in attachments to the ruling.1 Comnents
were filed by the Division of Ratepayer Advocates (DRA), Southern
California Edison Company (SCE), San Diego Gas & Electric Company
(SDGLE) , Pacific Gas and Electric Company (PG&4E), Indepéndent Power
Corporation (IPC), Santa Fe Geothermal, Inc., Unocal Corporation _
and Freeport-McMoRan Resource Partners (SF/U/F) and the California
Energy Commission (CEC).

on April 7, 1989, I held a prehéaring conférence (PHC) to
address procedural ratters. At the start of the PHC, I presented
an oral ruling in responsé to some of the issues raised in the
written comments. ¥y statements were intended to!

(1) Reaffirm the Assigned Comnissioner’s
Ruling to implenent during Phase 1 this
Com=ission’s adopted approach for
establishing Standard Offer 4 (S04)
prices}

1 Appendix B of the Assigned Commissioner’s Ruling provided a
more detailed description of the Phase 1 workshops and proposed
issues to be addressed in each phase. Attachment C preésented the
proposed schedule adopted in Decision (D.) 88-09-026., Appéndices B
and C to this ruling revise and supersede the description of issues
and Phase 1 schedule to réflect consideration of the written
comments and the prehearing conferénce discussions,

-2 -
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CIarif¥ the role of the CEC’s Seventh
Electricity Report (ER?7) “base case”
resource plan scenario, and the extent to
which alternative supply and demand
assumptions,would be considered in this
proceeding;“ and

(3) Clarify the scopé¢ of Phase 1 workshops and
: reaffirm the filing requirements outlined
in the Assigned conmissioner’s Ruling.

A copy of my PHC ruling is attached as Appendix A to this
ruling, and incorporated herein. I have also revised the list of
specific issues to be addresseéd in Phase 1 (by sub-phaSé 1A, 1B and
1¢), in response to the written commeénts and PHC discussions. A
description of those issués, by sub-phase, is attached as Appendix
8. Attachment B also includes a description of the Phaseé 1A filing
requirements and workshops, and a tentative list of issues for
Phases 2 and 3. ’ -

As clarified in my PHC statements, the scope of Phase 1.
is lipited to “non merger” scenarios for SCE and SDGLE.> Actual

. 504 solicitation by either SCE or SDG&E will be deferred until the
conmission has issued its decision in A.88-12-035. At that point,
if the merger has been approved, we will reexanine resourcé needs
for the combined company in this proceeding.

2 The use of a common “base case” is integral to the Phase 1A
modéling workshops and filing requiréements. As I stated at the
PHC, the use of CEC’s ER7 demand and reésource plan assumptions as
our "base case” in this proceeding is contingent upon issuance of
the Draft Final ER7 documents from Committeé in the near future.
(See Appendix A.)

3 The issues regarding the proposed merger between SCE and SDG4E
are before this Commission in A.88-12-035. It would be duplicative
to consider them in this proceeding as well. See PHC-10
transcript, page 329.
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At the PHC, SDGLE asked how its recent agreements
regarding demand-side management (DSM) would be integrated into
this update.4 I have since had an opportunity to review those
agreenénts and applicable Commission decisions. -

As I discussed at the PHC, in Phase 1B we will consider
the range of uncertainty facing us in this update, and take account
of strategic eléements and contingenciés (sée Appendicés A and B).
In that phase, parties may present the results of altérnative
resource plan scenarios. However, I left it up to the parties to
decide whether and how they would consider alternative assumptions
on DSM.

Given theé Commission’s orders in D.88-12-085, I neéeed to
nodify my directives. I will require SDG4E to include the résults
of an *integrated” DSM approach in its Phase 1B filinqS.s L
: In préparing this scenario, SDG&4E shall usé the résource
plan assumptions/modéling conventions adopted in Phase 1A (except
for uncomnitted DSM). The choicé of production cost model to
perform Phase 1A and Fhase 1B analysis, however, is left to SDGLE’s
discretion. A single production cost modél should be used, -

4 See PHC-10 transcript pp. 322-333, During the course of .
SDG&E’s general rate casé proceeding (A.87-12-003), DRA and SDG4E
stipulated to testing a number of uncommitted DSM programs using
the iterative cost éffectiveness méthod (ICEM) adopted in this
- proceeding for supply-side additions. Seée D.88-12-085, finding of
facts 97 and 98, conclusion of law 56, and interim ordering
paragraph 11. See also thé DRA/SDG4E Joint Exhibit On Resource
Plan filed in A.87-12-003 (Exhibit 43), pp. 5-7.

5 This requiremént applies only to SDG&E.

¢ This doés not preclude SDG&E from adding DSM “submodels” to
feed into the production cost model used in Phasé 1A. However,
SDG&E should not introduce a “new” model for generating system
opérating costs in Phase 1B.
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This analysis will provide useful information for Phase
4B and later phases of this proceeding. If the #integrated” -
approach does have a significant impact on deferrable resources for
SDGSE, then we can consider those facts in our Phase 1B
_deliberations. Regardless of the results, SDG&E’s efforts will
enhance the value of the ongoing Standard Practice Manual
workshops. This exercise will also provide the connission and
parties with "hands on” experience in preparation for the DSM
issues in Phase 3.

II. Schedule for Phase 1A
The Phase 1A schedule discussed at the PHC is outlined in
Appendix C. This schedule is baséd on each event taking placé a
certain number of weeks after the previous évent has been
completed. As soon as the CEC issues its final ER7, I will ‘set
.Phasé 1A hearing dates. A schedule for subsequent phases will be
developed as we move furthér along with Phaseée 1A. :

IIXI. Pre-Phase 1A Workshops and Requests for Comments

As identified in the written comments and at the PHC,
several issues deferred to this update lend themsélves to informal
resolution. At the PHC, I asked partiés to prepare their positions
in writing and conduct informal workshops to clarify and/or narrow
the issues during the next several weeks.’! To reiterate, parties
are required to!

(1) File written comments po later than
April) 28, 1989 on the Commission’s »f)oor-
ceiling” proposal for PG&4E’s short-run

7 See PHC-10 Transcript pp. 330-333.
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reliability adjustment, assdiscuSSed in
D.88-03-079 (pages 16-18).

File written comments é6n the issueée of
whéther or not thé capacity factor assumed
for the avoidable resource in final
Standard Offer 4 should be updated. If
updating is reécommeéndeqd, specisic contract
provisions should bé proposed.

File written comments on the appropriate

treatment of adders under PG&E’s Interim

standard offer 4, Curtailment Option B for

Energy Payment Option 3 and Energy Paymént

options 1 and 2 at the eéxpiration of the.

fixed price périod. Parties should

commént both on thé solution proposeéd by

PG&E during theé compliancé hearings, and

on thé adaptability of final S04 10

curtailment provisions to Interim sS04, .

For topics (2) and (3) above, I directed parties to file

comménts by May 5, 1989, and to hold workshops to address the
various proposals. A writtén report summarizing thé areas of

. .égreement[rem‘ai'ning areas of disagreement on éach of these issues

should be filéd po later than May 31, 1989,11

8 1In D.88-03-079, issued on September 16, 1988, the Commission
directed partiés to file comménts on this issué. Although none
have been filed to date, parties have apparently discusseéd the
proposal informally and are preépared to comment at this time.

9 See D¢88-03-°79' ppo 40~-41.

10 See D.£#8-0%-026, pp. 49-52 for a discussion of this issue. On
April 12, 1989, the Commission issued D.89-04-047 adopting the
curtailment provisions for final sS04.

11 See PHC-10 Transcript pp. 330-333., I requésted only writteén
comnénts on topic (1). Workshops on this issué may bé scheduled at
a latér date, once the parties’ comments have been received and
reviewed, For topic (2), I suggested at the PHC that SCE take the
lead in coordinating the workshops. For topic (3), PGELE should be
the coordinator. )

-6 -
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copies of all filings should bé formally filed at the
commission’s Docket Office and served on all pérsons under the
»Appearances” and “State Service” categories of the Service List.
As I mentioned at the PHC, I am requiring parties to deliver to me
all filed documents on floppy diskettes or Bérnoulli cartridges (in
ASCII format), in addition to a printed copy. -
pated April 19, 1989, at san Francisco, California.

/sl MEG S. GOTTSTEIN
~ Meg S. Gottstein
Administrative Law Judge
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ALY’s Prehearing Conference
Ruling: April 7, 1989 -

~ I'm here this morning to reaffirm the assigned
comnissioner’s ruling to implement during Phake 1 thgs Commission’s
adopted approach for establishing Standard Offer 4 prices. We’ve
had a series of compliance decislions outlining this approach,
culminating in Décision 88-09-026, which was issued just last fall,
and, as most of you know, the Commission considered just about
every permutation of cost-effectiveness methodology, of payment
options, of bidding schemes and other implementation issues in
naking its determinations.

In Phasé 1 we’re going to implenent that methodology, and
I might add that the opportunity to havé pade your case for
alternativeé approaches, to comment on thé ALJ’s draft decisions or-
to petition for rehearing is past and I do not intend to relitigate
those issues during Phase 1, )

Parties who are interestéd in proposing refinéments or
changes to the final Standard Offer 4 or any other final standard
offer will 'bé given the opportunity in Phasé 3 as outlined in the
assigned Commissioner’s ruling. )

My first priority is to implement this Commission’s
adopted final Standard Offer 4 methodology and complete Phase 1}
howevér, theére will be an opportunity during, Phase 1 to continue
informal discussions and possibly workshops on the issues that
parties wish to address in later phasés, and, further, I will leave
open the option at the completion of Phase 1, after we have
identified the deferrablé résources for each utility, to broaden
the scope of that phase to take into account some reéfinements that
can aid this Comnission in taking strategic eleménts and nonprice
factors into account; howéver, at this point parties are directed
to wait to file proposals for modifying our biddings’ protocol or
other aspects of our methodology until Phase 3. .

, Having said that unfortunately doés not make the task
facing us in Phase 1 any simpleér. Theére are seéeveral more

implementation issues éven under our currént Standard Offer 4
methodology that need to be resolved before we put out a bid for

1 Transcript (PHC-10), pp. 307-317.
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standard offer 4, and, in addition to the ones identified in the
February ruling, several of you identified additional ones that may
be appropriate to include, and I’d be glad to give you my initial
reaction to each of those today during our discussion.

In particular, having reviewed the comments, I am very
receptive to the idea, as expressed by the DRA and the california
Energy Comnmission, of quantifying a selected number of addeérs so
that OFs can take them into account in developing their bid for the
second pricée auction. , _

This adder system approach is one that was identified and
encouragéd by this Commission in its final compliance decision,’
and, as noted by that Conmission, quantifying adders is a necessary
first step in considering more élaborate bidding schemes such as
pulti-attribute bidding, so it is very appropriate and a good place
to start. : ' -

_ The types of adders to -consider will depend on the types
of resources identified as deferrable by QFs, so I will consider
DRA’s suggestion to reviseée the schedulé, allowing time for a Phase

1-C to consider an adder system once deferrable resources have beeén
identified.

. Let me turn to a couplé of other important issues that
‘were railsed in the comments. .

It’s very clear from the comments that I need to say more
with regard to the CEC base case.

First there’s a question raised by Independent Power
corporation of what set of ER 7 resource plans or assumptions we’re
réferring to given that ER 7 apparéntly developed sevéral sets of
supply and demand scenarios. And also very importantly I neeéd to
elaborate on the weight to be given the CEC base case and the
. degreé to which alternative supply and demand assumptions will be
considered. )

iIn order to address thosé issues, I’nm going to digress
into a very--hopefully--brief description of our standard Offer 4
methodology, and I think it’s important to keep in mind what we're
technically trying to achieve here in order to put these issues
into perspective and to understand the scope of Phase 1.
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Our starting point for determining standard Offer 4
prices is what we call the utility’s bare-bones resource plan, it’s
existing and committed resources only, and we’ve defined those
terms in our compliance decisions.

Taking that bare-bones résource plan with projections of
démand and resource availabilities and prices, we genérate a strean
of system marginal costs--we réefer to them as short-run costs
because the résource plan is fiked--and that’s a starting point.

We thén look at potential resourcé additions, compare thém based on
life-cycle and first-year costs and determine if they’re cost
effective.

It’s an iterative process and it is much more complicated
than I’ve just portrayed, but the basic élements are a bare-bones
resourcé- plan and a projection of.that plan, the simulation of a
system with a production cost model, and the projected costs of
resource additions to beé considered. '

It’s my understanding that the CEC ER 7 process takes a
sonewhat different approach, although a similar approach, in
deternining need for siting purposes.

Now, I am at somewhat of a disadvantage here because, as
you’ré aware, the ER 7 report has not been finalized, although I
did receive yesterday decision documents from the committee and
these docurents areée clearly important elements of the committee’s
décision-making process. But for our purposes we need, at a
ninimum, theée draft final--what théy call the--Electric Supply
Planning Assumptions Report--the ESPAR--which presents all the
specific supply assumptions adopted by the committee.

How, according to my understanding of--again, of the CEC
procéss, subsequent to the draft final ESPAR and the Eleéctricity
Report coming out of committee, there will then be another round of
hearings and subsequently a final réport will be issued. That
process may take six to eight weeks or even longer.

I’'n not bringing up the timé table for ER 7 to admonish
the CEC in any way, because this Commission is painfully aware of
how delays can occur in their delibérations, so I think OIR 2 is a
perfect case in point. But what I’m about to say with regard to
the role of the ER 7 CEC base case in this proceeding is contingent
upon the erergence of a full draft final ER 7 report, the two
reports I mentioned from committee, with a compléte set of numbers
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to work with in the very near future. Because without such a
document we cannot even begin the process of developing the base
case data set which is integral to the modéling workshops into
Phasé 1-A. .

- If the draft final documents are issued shortly, then
hopefully we can have a final CEC ER 7 sometimé in June.

If, however, the ER 7 documents are delayéd much longer,
I may have to restructure Phase 1 and redefine the basé case so
that weé can proceed expeditiously in developing final Standard
Offer 4 prices. :

But I am going to proceed under the assumption that the
remaining documents, and particularly the ESPAR, will be issued
very shortly, hopefully‘in a week or so.

‘ And unless you hear otherwisé from me in a subsequent
ruling, what I’m about to say does represent the approach we’re
going to take in this proceeding with regard to the CEC base case.

. As I'statéd vefore, the ER 7 planning probéss may use a
. slightly different approach in determining need for siting purposes
than we do for establishing Standard offer 4 prices.

Be that as it may, it’s clear there’s a common starting
point for both approaches, and that’s the bare bones resource plan
I described earlier.

The bare bonés resource plan is comprised of many supply
and demand assumpticns that have been litigated in ER 7. And ER 7
will make factual determinations on those assumptions. And I do
not intend to create an ER 7 in this proceeding.

In other words1 the supply and demand assunptions that go
oc

into whatever CEC scenar orresponds most closely to the bare
bonés resource plan will be given great weight.

And what I mean by that very specifically is that there
are only three limited areas of supply and demand assunptions that
1 can envision would be subject to debate during Phase 1lA.

_ The first is any inconsistencies in the CEC’s definition
of baré bones, relative to ours. I think that’s relatively obvicus
and I would expect for parties to present a greferred bare bones
scenario that would attempt to correct that nconsistency.
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_ The second is any assumptions that were not addressed and
resolved in the ER 7. And the CEC jtself in its comments now
identify somé of those. And there may be more as the data set is
developed.

! The third relates to the cost estimates of potential
resource additions.

. There may be debate over what those potential resource
additions are and what their actual costs would be.

Those are the threé areas.:
_ Any party expecting to develop preferred bare bones
_scenarios in Phase 1A using alternativeé assumptions in any other
area is simply in the wrong proceeding. :

They should have been and perhaps were in ER 7. .

.Now, this is not to say that alternative scenarios have
no place in this proceeding. . .

‘ _This Comnission discussed the appropriateness of using

internally consistent alternative scenarios as a way of taking
uncertainty into account in developing a final standard offer 4
solicitation.

There are other ways of taking uncertainty into account,

The Commission did not detérmine which is appropriate,
but left it up to the parties to make proposals..

If any party desires to use alternative scenarios, either
demand or supply assumptions, to make their presentation concerning
the range of uncertainty facing us in this update, the appropriate
place to do so is in Phase 1B, not Phase 1A. .

I night add here that unlike the CEC in siting
deliberations, this commission cannot update final standard Offer 4
prices every two years as it receives more current information
about the supply and demand outlook.

We will bé setting fixed contract prices for a 1l5-year
tern for possibly up to eight years in advance. And, therefore,
the way we take uncertainty into account in Phase 1B may be
different than the CEC does in their siting deliberations.
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i 1 plan to modify the phase 1 workshops and filing
requirements description in Appendix B to clarify these points.

I'm sure there will be questions about what I’ve just
said. And I am setting aside the whole day to discuss them.

Let mé just move on to my final area of remarks.

several parties raised objections to workshop
requirements and filing requirements for Phase 1A,

The general thenme: running through those cor=ments was that
the workshops would take too long, they would detract fronm
preparation for evidentiary heargngs, and the final requirements

:require an inordinant amount of modeling work and analysis. And
there were soneé comments implying that the requirements were
unworkable.

- I was also given assurances by some pértiés that, in
fact, modeling conventions and modeling wouldn’t be an 1ssue n
this case. ; . :

. I’n skeptical--in fact, I’n somewhat amazed that anyone
. can predict at this juncture what the jssues are going to be.

However, if the predictions are correct, and given the
scope of Phase 1A, in terms of alternative assumptions that I just
. outlined, then, in fact, we chould breeze right through Fhase 1A,

: However, I cannot personally predict which aspect of the
process, the assunptions, the models or the modeling conventions
will drive the differences among the parties conclusions.

And I need to know that explicitly prior to evidentiary
hearings. And I need to establish a structure that will elicit
thosé answers. .

_ More specifically, I need to know whether it’s
aifferences in the definition of committed resources, subt
differences in the way that nodelers characterize those resources
in their production cost m or differences in the models
themselves that are driving the differénces among the parties.
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And it is the responsibility of any party presenting
nodeling results as the basis of their testimony to sort through
these issues and present the type of analysis outlined in the
assigned Conmissioner’s ruling in their fnitial filings.

The workshop format, and not the hearing room, is the
appropriate forum for parties to develop clarity in what the real
issues are.

In short, I am not at all persuaded by any of the
comménts urging me to eliminate or réduce the filing requirements
for the pmodeling workshops.

, And the workshops and filing requirements that were
outlined in the assigned Commissioner?’s ruling are consistent with
the approach this Commission has taken over the last two years to
implemént its own directives and requirements of AB 475. Those
;equirements were discussed in the ruling and I won’t go into them

ere.

But I will say that given the time constraint we’re under
in this proceeding and the fact we need to consider simulations for
three utilities, it is even more imperative that the parties use
the prehearing phase productively to identify key issues. :

and I will address the scheduling issue and plan to
accommodate those workshops in sufficient time to both prépare for

thé workshop and prepare for evidentiary hearings. :
Again, we’ll discuss the schedules later this atternoon.

That completes my ruling.

(END OF APPENDIX A)
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Y. Phase 1: Identifying S04
Avoidable Resources

A. Scope/Issues

In Phase 1 we will define the MW limit and avoided costs
for Standard Offer 4 (S04), using the methodology and bidding
procedures previously adopted by this commission. Phase 1 will be
divided into three “sub-phases”: )

(1) In Phasé 1A, we will implement our Iterative Cost
Effectiveness Method (ICEM) for identifying resources that are
deferrablé by QFs, using a singleé set of demand, supply, and
resource cost 'assumptions.1 In developing each utility’s *bare
bones” resource pian, parties will rely on the california Energy
comnission’s (CEC) adopted ER-7 supply and demand assumptions.
Debaté over resource assumptions during Phase 1A will bé limited to
the three specific areas outlined in the Administrative Law Judge’s
(ALJ) ruling at the April 7, 1989 Prehearing Confeérenceé (PHC).2

1 Thé ICEM requires the utilitiés to prepare resource plans,
using production cost modeéls to select the most cost-effective ‘
additions. The product of this approach is a series of ~7identified
deferrablé resources” (IDRs), whosé total capacity and costs define
the maximum amount of capacity available for bid and the maximum
prices winning QF bidders can receive. - sée D.86-07-004, pp. 83-85,
and Public staff Division’s testimony in Phase II of the final SO4
proceéding (Exhibit 201, Chapter G and Appendix C).

2 Specifically, those aréas are 1 any inconsistenclies in the
CEC’s definition of “bare bones” (existing and committed
resources), relative to this Comnm ssion’s definition; 2) any
assumptions that were not addressed and resolved in ER-7) and
3) thé types and assoclated costs of potential resource additions
{see Appendix A).
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The following issués deferred to this update will also be addressed
during Phase 1a:3

(a) wnat method(s) to adopt for
connecting short-run and long-run
demind)forécasts. (D.88-09-026,
p. 19.

How to apply the new gas rate design
in testing the cost-effectiveness of
potential new resources, which serves
to identify the avoidable resource.
(D.88-07-024, pp. 19-20.)

¥hether or not the capacity factor
assumed for the avoidableé resource
should be updated and, if so, how.
(Séé 0088-03"079' ppo 40-411)

The appropriate treatment of adders
under PG&E’s ]Interim S04, Curtailment
option B for Enérgy Payment Option 3,
and for Energy Payment Options 1 and
2 at the expiration of the fixed
price period (See D.88-09-026,

ppa 49"52-) - .

At the conclusion of Phase 1A hearings, the ALJ will
prepare a ruling or draft decision directing the parties to use a
specific set of assunptions -(including modeling conventions and
costs of resource additions) in running their preferred models and

3 As discussed at the PHC, and in this ruling, most of these
jssues will be addressed initially in informal workshops over the
next several weeks. Parties are encouraged to present any
negotiated resolution of these issues before the Commission prier
to evidentiary hearings in Phase 1A, If necessary however, time
will be set aside to address these implementation {ssues during
Phase 1A hearings.
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conducting the ICEH.4 A short workshop may be needéd after this
ruling/decision is issued to ensure that all partiés interpret the
directives consistently, and to answer any questions that nay
arise,

(2) 1In Phase 1B, we will address on the impacts of
uncertainty and rélevant strategic elements in developing a final
S04 solicitation.? parties will présént spécific proposals for
incorporating “contingency planning” into our considération of the
Phase 1A ICEM results. This may involve consideration of
alternative scenarios to the CEC ER-7 base case (see
Appendix A).6 SDG4E is specifically required to include one
scenario using the "integrated~ approach to demand-side management-
(DSM) -planning required by D.88-12-085.7 At the completion of
Phasé 1B, the Comnission will issué a decision determining the
level of MWs available for bid under S04. )

4 Again, any refinéments to the CEC ER-7 Basé Cas¢é resource plan
assumptions would be limited to the three specific areas outlined
in thé ALJ’s PHC ruling (see Appendix A).

5 We will also examine the results of Phase 1A modeél runs, and |
address any rémaining significant differences in results dueé to the
rodels themseélves. All parties will be required to explain, as
part of their Phase 1B filings, the differénces between the ELFIN
referencé run and their préférred model run (see Section B, below) .
I1f none of the parties use thé ELFIN referénce model as their
preferréd nodél, we will direct DRA to perform a reference
simulation for the Phase 1B hearings.

6 For a discussion of *probabilistic” planning and other related
issues' sée D.36~11-071, PP. 17"19, D.87-°5-°60' ppc 40-45' and
D-88-09-026, ppn 5"60

7 See attached ruling.
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(3) Assuming that QF deferrable resources are
jdentified, we will proceed in Phase 1C to quantify a selected
nunber of adders prior to solicitina Qids.8 In addition, we will
address any residual issues relating to implémentation of our S04
methodology. We may also need to reexanine the issue of deferrable
resources for SCE and SDG&E, should the merger be apprOVéd.9

B. Structure of Phasé 1A Workshops
and Filing Requirements

The resource plan update issues in Phase 1 will require
careful examination of production cost modeling inputs and résults.
over the past several years, the commission has been developing
data requirements and procedures to enhance its understanding of
these mod‘els.10 In D.87-12-066, the Commission required all
parties in future proceedings designated by A.82-04-44 et al. for
developing marginal or avoided costs to-subnit a simulation using
the "reference” model ELFIN (in addition to their préferred model}) .
This requirement was implementeéd in SDG&B’s and SCE’s most recent
Energy Cost Adjustment Clause (ECAC) proceedings wheré production
cost models were used to project annual incremental énerqgy

8 Seeé D.88-09-026, ppl 23"38.
9 See attached ruling.

10 oOur commission also has a legislative mandate to review and
assess the models uséd in our proceedings (State Assémbly Bill 475,
(AB 475)). To implement AB 475, weé have embarked on a multi-year
project to integrate appropriate model access and evaluation
procedures into our review of utilit{ applications. See
D.87-12-066, pp. 201-205 for a description of AB 475 and of
modeling issues in general.
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rates, 11 Similarly, in D.88-12-040, the parties to PG&E’s most

recent ECAC procéeding were instructed to file a common “base case”
resource plan simulation through their preferred model.

The objectivé of these procedures is to eénable the
assignéd ALJ and the commission to fully understand which factors
drive the differences in model results: differences in resource
assunptions, in approaches to modeling various resources ("modeling
conventions”) or in thé models themselves. To this end, Phasé 1A
filing requirements and workshops will be structured as follows!

CEC Seventh Rlectricity
Report Base Case Filings:

(1) The CEC Seventh Eléctricity Report (ER-7)
démand and supply forécasts will form the
basé case "bare,bones” scenario for PG&E,
SCE, and SDG4E. Thé production cost
model ELFIN (versigg 1.7) will bé the
#reféerenceé model.” .

1) Seé 0088"09"031, ppn 13—14' 21-24' and D088-12-093' Ppl 10-11,
for a discussion of the workshop procedures and filing requirements
émployed in thesé ECAC proceedings.

12 As clarified in the ALJ’s PHC Ruling (séeé Appendix A), the
supply and demand assumptions -for whichévér ER-7 résource plan
corrésponds most closely to our definition of *barée bonés”
(comnitted and existing resources only) will be used as the base
case,

13 The CEC curréntly plans to useé ELFIN version 1.7 for the base
case input filés and simulation results., However, if the CEC
decides to use a later version of ELFIN to présént its ER-7
results, that later version will become the “reference model” in
this proceédin?. If other parties use a different version of
ELFIN, they will be required to provide the information described
in Sections (3) and (4) above, as part of their initial filings.
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As soon as possible after the final draft
ER-7 documents are issued, and again after

_final adoption of ER-7, CEC staff will

provide to PG&E, SDG&E, SCE, and other
interested parties upon réquest, the ELFIN
input and output files for this CEC base
case ”"bare bones” scenario, through the
reference model, ELFIN., This provides us
with a single, ~reference model basé case”
to establish system marginal costs for
each utility, and to conduct the ICEM.

Utility Filings:

(3)

As part of their initial resource plan
filings, PG&E, SCE, and SDG&E will provide
the input/output files and simulation
results of thé CEC basé case scenario on
their preferred model. utility filings
will include:

(a) A complete description of their
implementation of the ICEM.

(b) A description of all potential
resource additions considered, and
their life-cycle and first-year
costs. .

(c) The results of the ICEM, using the -
CEC base case scenario, including the
type, size, and assuneéd on-line date
of all jdentified deferrable
resources (IDRs.)
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The filings shall include a description of
the factors (e.g., model features) driving
any differences in results,,3nd a
hierarchy of those impacts.”  This
provides us with a “preferred model base
case” run which allows us to assess, at
least on a preliminary basis, the impacts
that model differences have on model
résults.

As part of the initial resource plan _
filings, PGLE, SCE, and SDG4E will provide
the input/output files and simulation
results of their preferred bare bones
résource plan assumptions and modeling

_ conventions using their preferred model.
Proposals to modify the-CEC base case
assumptions are limitéd to the.three
categories discussed in thé ALJ’s PHC
ruling (see Appendix A). This provides us
with a "preferred model preferred
scéenario” run which enablés us to assess
the impacts that differences in resource
assunptions and modeling conventions have
on model results. Each utility will
provide the results of the ICEM analysis

14 For example, if the ELFIN reéférence model does not take -
account of spinning reserves, and the preferred nodel does, the
utility could perform a base case run on its preferred model
msuppressing” the spinning reserves feature. A conmparison of the
two runs would indicate how much of a difference in results (in
térns of the type, magnitude, and timing of cost-effective
avoidable resources) lIs due to this model feature, Altérnative
approaches to éxplaining model differénces are acceptable, as long
as they clarify the relationships betwéen model feature(s) and
changes in model results, and quantify the relative importance of
each difference.

15 As described below, this step will need to be repeated after
the ALY ruling (or connfssion decision) on Phase 1A issues.
However, it is necessary to provide these runs at the outset to
determine whether or not the differences in models appear to
wdwarf” the differences in resource plan assumptions/modeling
conventions (or vice versa).
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(e.g., type, size, and on-line date of
IDRs), using the preéeferred rodel,
preferred scenario sinulations. These
filings will include!

(a) Reasons for making changes in
resourcé plan assumptions or modeling
conventions, and how these changes
are consistent with the ALJ’s PHC
ruling.

A summary of the differences in
rodeling conventions used in the
preferred scenario,-relative to the
basé case, and the changé in ICEM
reiulig that these differences
nake, . .

A summary of the differences in any
resource assunmptions, used in the

preferred scenario, relative to the
base case, and theé changés in ICEM .
results that these differences make.

A comparison of results, in terms of
the type, size, and on-line dateée of
IDRs, for each proposed change to the
base case resource assumptions or
podeling conventions, using the
preferred model.

the base case might treat certain resources

~deterministically” (e.g., by not letting the model dispatch them
baséd on price and availability, but rather *shaving load” or
treating them as “pust run” to eénsure their utilization), whereas
these same resources may be dispatched under the preferred set of
modeling conventions. The relative effect of this differencé would
be assesséd by running the preferred scenario (except for the
modeling treatment of these resources} on the preferred model, and
assessing the difference in ICEM results due to this one change.
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Intervenor Testimony:
Other parties using production cost models in this

proceeding are also required to file the information outlined in
sections (3) and (4) above.

Workshops:

(5) Initial workshops at the CEC will be held

' after the Draft Final ER-7 ELFIN runs are
distributed. The purpose of these :
workshops is to clarify the CEC’s ER-7
(draft final) ~“bare bones” assunptions and
modelinglgonventions prior to the utility
filings.

The Commission Advisory and Compliance
Division will hold a second set of
workshops as soon after the utility
filings as possible for the purposée of
reviewing and discussing theé computér runs
and information described above. A major
objective of thesé workshops will be to
focus all parties’ attention on the
issues, as identified in the utilities’
filings, that have the most significant
impact on the differences in IDRs.

At the conclusion of these workshops, the
Comnission Advisory and Compliance
Division arbiter will sunmarize for the
assigned ALY the hierarchy of impacts due
to any differences in 1) the definition of
*pbare bones,” 2) the types and costs of
potential resource additions,

17 To insure all parties a full opportunity to participate in the
CEC workshops, the CEC is directed to notice all parties on the
service list to this proceeding, no less than ten working days in
advance, of thé timeé and location for the first workshop.
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3) assumptions not addresséd in ER-7,

4) modeling conventions, and 5) model
features. If areas of agreéeéement can be
reached régardin? résource assumptions or
nodeling conventlons, they should alsg.be
sumnarized in writing by the arbiter.

18 The utilities will be given sufficient time to prepare revised
resource plan filings, along the lines deéescribed above, should
their preferred scenarios change as a result of agréements reached
during the workshops. The workshop report should also outline any
proposed changés to the Phase 1A schedule to réflect the need for
longer (or shorter) time to prepare for evidentiary hearings.
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II. Phase 2¢ Availability of Standard Offer 2
and Avoided Cost Updating

'In D.88-09-026 and D.89-02-017 we directed parties to
address issués relating to Standard Offer 2 (S02) availability in
this biennial update.19 specifically, we solicited comments on
wide-ranging aspects of S02 availability, including:

(1) Number of blocks (and block size)
available for each utility.

(2) Availability linked to the ”“Energy
Reliability Index” (ERI) threshold.

(3) Maximum contract length of S02.

" (4) Queue Management (first-come; auction?).

(5) Contract Provisions--révised milestone
procedures; economic curtailment features;
uniform contract language.

In addition, during Phase 2 we will update the following
cost conmponents for standards offers, as appropriatez20

(1) Cost of combustion turbine (so1i, 2, 3, and
S04, Pericd 1).

(2) Reliability adjustments to the cost osia
conbustion turbine (for S02 and S04).

19 See D.88-09-026, pp. 38-42; D.89-02-017, p. 25, Findings of
Facts 9 and 1l.

20 Seé D.88-03-026 (Table A)t Standard Offer Updating.

21 In D.88-03-079, we dirécted SDGSE and SCE to adjust the s02
and S04 capacity cost of a combustion turbine using an ERI based on
expected unserved energy. We directed PGLE to use a CEC-baseéd
Target Reserve Margin method, ERIs for the fixed capacity payments
under SO2 and S04 are updated in each bieénnial update proceeding.
ERIs for SO1 and SO3 variableé capacity payments are updated in our

. annual ECAC proceedings. (See D.88-03-073, pp. 6-8, p. 18.)
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(3) Revisions of costing periods with regard
to the addition of super off-peak periods.
(D. 88"'03"026, P. 7 o)

(4) Updating of capacity allocation factors.
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IIXI. Phase 3: Refinements/Changes to standard Offers

) Thé biennial update is also the forum for considering
refinements and changés to all standard offer methodology or
contract terms (for all offers). This phase of the proceeding will
consider proposals for implementation in the biennial update
following the CEC’s Eighth Electricity Report and in future ECACs.
Several issues for further consideration were raised in commission
decisions or in comnents to the February 27, 1989 Assigned
commissioner’s ruling, including!

o GQuantification of Performancée Features, and
analysis of the poténtial for an S04 offg
based on *disaggregated” resourcé needs.

changes in capacity valuation methods to
reflect any developments in the reliability
_modeling area. " (Seé D.88-09-026, p.. 21.)
This includes consideration of a final
short-run capacity adjustment method for
PG&LE. (See D.§8-03-079, p. 16 and

22 An S04 offer based on disaggregated resource needs would
provide “basic” energy and capacity prices set at long-run marginal
costs, with enhancements that would enable us to take other factors '
into account in our QF procurément process:

swhether this énhancement of the process takes
the form of multi-attribute bidding, RFP-type
solicitation...or adders/subtractors to a
contract base price, we would néed to éstablish
in advance at least the relative worth of each
factor. Performance features séem to bé the
ca Jace to begin this analysis, both
because of the utility operational concérns
mentioned above and because there seem to be
objective bases for pricing these features.”
(0088-09"026, po 36, émphaSis addedo)

~ We explicitly re?uested that utilities fileé revised reports on
. . performance features in this update. (See D.88-09-026, p. 38.)
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p.88-11-052, pp. 28-29.), and any changes to
the long-run capacity adjustment methods
adopted in D.88-03-079.

How to determine the cost-effectiveness of
DSM for inclusion in the adopted demand ggst

Consideration of an integrated methodology
for all resource options (both genération
and no?ggneration. (See¢ D.88-09-026,

pt 22- .

Changes in avoidable gas costs aftéer wé have-
conpleted our analysis of_nargiagl cost
studies in the gas proceedings.

5. consideration of lineé loss
impact/methodology for QF avoidance of
identifiable résource (D.88-09-026,

-Consideration of changés to the current
process of forecasting (increméntal énergy
rates (IERs)- in ECAC procéédings, including
theée use of *recorded” IERs.

23 As discussed in this ruling, altérnative levels of cost-

effective DSM, as part of alternative scenarios to illustrate .
rstrategic planning” or ~uncértainty” considerations, can be
presentéd as part of Phasé 1B testimony. (Seé PHC transcript,
pp. 323-324.) )

24 As direécted in this ruling, SDGSE will present the results of
an ~integrated” methodology in Phase 1B of this proceeding.

25 D.88-12-086 éxtends the time to file thesé studies until the
end of May 1989 with comments due June 30, 1989. (See D.88-07-024,

ppP. 8, 21.,)

(END OF APPENDIX B) .




ATTACHMENT 4
. A.82-04-44 et al. MEG/btr

APPENDIX C

Phase 1A
Schedule of Events

[ A O A

Event
praft Final CEC ER7 Issued

praft Final ER7 Data Set Distributed;
CEC Workshops Scheduled

Final CEC ER7 Issued

Final ER? Data Set Distributed 3
Utilities File Phase 1A Testimony 10
Phase 1A Workshops Bégin : 12
cACD Files Workshop Report ' - 16
Intervenors File Tegtimony . .20
utilities File Revised Testimony/Rebuttal 23
Phase 1A Hearings Begin (2 weeks)*# 25

To be scheduled later: concurrent briefs; schedule for Phasé 1A
ruling/decision; workshops on Phase 1B issues.

* puring wéeks -8 to 0 parties will also
file comments and workshop reports on
the "pré phase 17 issues discussed in
this ruling.

2% As discussed at the PHC, evidentiary
hearings will be scheduled for:
10100 a.m. to 4:00 p.m. on Monday, and
9100 a.n. to 1100 p.m., Tuesday
through Friday.

(END OF APPENDIX C)

(END OF ATTACHMENT 4)
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Table of Acronyms and Abbreviations

This table contains an expansion of each acronym and
abbreviation used in today’s decision. Following the expansion is
a reference to the section in the body of the decision where the
acronym or abbreviation first appears.

A, Application (I.)
Argus Cogeneration Expansion (III.B.1l.)
Application for Certification (III.B.1.)
Adninistrative Law Judge (II.A.)
Benefit-Cost (V.D.)
Bonneville Power Administration (II.D.2.) b//
Biennial Resource Plan Update (I.)
california Energy Commission (IXI.A.)

CcM. ELFIN “Minimum Constrained” commitment Designation
(IV.D.) -

CHN ELFIN “Nonfirm” Commitment besignation (IV.E.)

COL Conclusion of Law (III.D.1.)

Collaborative Statewide Collaborative Process (III.D.2.g.)

Conditional "Reasonably Expected to Occur” DSM Programs

RETO (II1.D.1.)

Coolwater Coolwater Coal Gasification conversion (III.B.1.) v//

COTP california-Oregon Transnission Project (III.B.1.)

CcP ELFIN 7"Quick-Start” Connitmént Designation (IV.D.)
Cogenerators of Southern Ccalifornia (IX.D.2.)

CT Combustion Turbine (II.E.)

D. Decision (II.A.)

DRA pivision of Ratepayer Advocates (II.D.2.)
Demand-side Management (III.C.)
Energy Cost Adjustment Clause (II1.D.2.d.) \//,
Energy-Related Capital cCosts (VI.C.)
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ERI Energy Reliability Index (II.E.)

ER6 1986 Electricity Report (II.D.1l.)

ER7 Seventh Electricity Report (II.C.)

EUE Expected Unserved Energy (VI.D.)

Exh. "~ Exhibit (II.D.2.)

FERC Federal Energy Regulatory Commission (IIXI.D.2.c.)
FOF Finding of Fact (II.E.)

FS04 Final Standard Offer 4 (II.A.)

GRC Géneral Rate Case (III.C.)

GRP Generation Resource Plan (II.D.1l.)

gWh Gigawatt Hour (III.C.)

ICEM Iterative Cost-Effectiveness Method (II.C.)

IDR Identified Deferrablé Resources (IV.A.1l.) &//

IEP/IPC Independent Energy Producers/Independent Power
Corporation (II.D.2.)

IER Incremental Energy Rate (IV.A.)

I0Us Investor-Owned Utilities (I.)
ISTIGs Intercooled Steam Injected Gas Turbines (V.E.)
LADWP Los Angeles Department of Water and Power (III.B.1l.)
LRACsS Long-Run Avoided Costs (II.B.)
MOUs Memorandums of Understanding (III.B.1.)
MSR Modesto-Santa Clara-Redding (III.B.1l.)
Muni Municipal (II1.B.1.)
MWs Megawatts (II.A.)
NPV Net Present Value (V.D.)
oIl order Instituting Investigation (II.D.2.)
o&M Operation and Maintenance (1IV.)
Pacific Gas and Electric Company (IXI.D.2.)
Portland General Eleéctric (III.B.1l.)
Portland General Exchange (IIXI.B.1l.)
Prehearing Conference (II.D.2.)
Pacific Northwest (III.C.)
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PURPA public Utility Regulatory Policies Act (II.A.)
QFs Qualifying Pacilities (II.A.)
SCE southern california Edison Company (II.D.2.)
SDGLE san Diego Gas & Electric Company (II.D.2.)
SF/U/F Santa Fé Geothermal, Unocal Corporation and

Fréeport-McMoran Resources Partners (II.D.2.)
SMUD Sacranmento Municipal utility bDistrict (III.D.2.h.)

. standard Offer 1 (II.A.) '

Standard Offer 2 (II.A.)

Standard Offer 3 (II.A.)

short-Run Avoided Costs (III.D.2.a.)}

Stean Injected Gas Turbinés (V.E.)

Reporter’s Transcript (III.)

utility Electric Generation (VI.B:.)

{END OF ATTACHMENT 6}
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FREDERICK R. DUDA, Commissioner, concurring.

Assigned Administrative Law Judge Gottstein has done an
adnirable job of resolving many of the technical issues presented
in this proceeding. I believe, however, that there are important
points to be made about the current and future direction of this
proceeding that are not addressed in today's decision. In
general, these points relate to the increasing needs of utilities
and regulation to recognize and use the economic forces of
competition. This is problematic because the issues in electric
utility resource plan integration are difficult to resolve with
the current policy and econonic mechanisms we now use. In this
proceeding, it appears that the parties have a number of new and
quite refined tools and methods to resolve these difficult
issues. My comments are directed primarily at the use of such
tools, particularly regarding the timing and substance of the
Comnission's deliberations in three areas.

First, there is the issue of Tapples-to-apples”
comparisons between supply and demand-side resources. Today's
decision stops short of discussing the comparative rate impacts
of demand and supply options, leaving this major issue unresolved
again. The point I make is that rate impacts caused by supply
and demand-side projects are not explicitly a part of the ICEM at
this time. While the cCommission has grappled with this issue for
at least the five years of mny tenure, as yet there is no
direction or proposal for resolution of this issue. One starting
point is to look more carefully at the loss of load and customer
base that will accompany an incremental increase in rates, given
expected refinements in rate design and the use of negotiated
sales contracts for large customers. At this juncture, it seems
incunbent on the Commission, our utilities, and other interested
parties to focus on development of an explicit methodology to
address this problem, possibly through workshops. This seems
especially important in 1ight of major efforts to increase
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utility delivery of demand-side services and the collaborative
process.,

A related matter is the assumption that supply and
denmand-side projects can be directly compared on economic terns.
As most are well aware, the Comnission and the industry have made
great efforts to establish grounds for comparison of demand and
supply options (through use of the Standard Practice for cost-
benefit analysis, etc.). And with nore direct comparisons of
demand and supply options the benefits and tradeoffs becone more
clear. Demand-manageément projects, however, provide somewhat
different services in comparison to electricity delivered at
particular voltages and frequency levels. Moreover, the value to
customers of demand-side projects may be different than an
"equivalent amount" of electricity (or gas) service. To my
knowledge, this point has not been even scheduled for discusseq,
in the BRPU or other Commission proceedings, so that some resolve
night come about. Moreover, the BRPU has .not considered issues
related to variations in customer service levels that result
from voltage and frequency level changes, or the use of increased
confort via demand-side programs. 1In short, at some point the
Commission needs to address these differences in customer service
levels and customers' value of service. Traditional cost-
effectiveness approaches and the ICEY appear to fall short
because they are based on marginal costs without regard for
customers' marginal value of service. This is particularly
inportant currently, because econonic competition for the utility
is based on its ability to adequately meet each customer's value
of service,

Second, both economic criteria for reliability and the
use of nulti-attribute bidding should be addressed as soon as
possible, and maybe beforé Phase I is conpleted. At this point
these subjects are scheduled for Phase II or III of the BRPU for
decision possibly in 1991 or more likely 1992, 1In prior
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based reliability criteria, and testimony was filed almost four
years ago in response to the Commission's direction. The use of
econonic criteria for reliability were reviewed in this
proceeding and discussed in November of 1986 (D. 86-11-071). At
that time the Commission suggested further refinement and was
encouraging in its support for this approach, but rejected the
specific proposal as "too prélinminary ... at this time." We
still have not revisited this area. HWith respect to multi-
attribute bidding, the benefits of this approach seen great,
particularly because it can reflect tradeoffs between econonic
efficiency, facility location, and environmental goals.

The problems with waiting to resolve these issues are
(1) that the basis for the entire ICEM approach may change
substantially when an econonic criteria for reliability is used,
and (2) the ICEM approach as currently formulated may not work to
define the appropriate basis for multi-attribute bidding. Thus,
there is a current need to assess the use of the ICEM approach as
the benchmark for long-run avoided cost pricing both in the
context of economic reliability criteria and with respect to
nulti-attribute bidding.

Third, the ICEM essentially uses a set of scenarios
consider uncertainties in resource planning. The results of
an approach depend on the bundling of assumptions in each
scenario, which can only be subjective. Accordingly, it is
difficult to "map" the effects of the critical uncertainties in a
systematic fashion. The scenario approach is somewhat
simplistic, which can be an advantage, but its deployment in this
proceeding will keep us from using more sophisticated approaches
for treatment of uncertainty for some time. While we are aware
of important new approaches to treat uncertainty in a systematic
fashion, we as yet have not allowed such approaches to be
presented in this proceeding. The uncertainties that surround
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the assumptions and results used for avoided costs are very
large, and thus deserve sophisticated treatment.

I encourage the Commission to afford the opportunity for
the interested parties to formally present these new tools in
this proceeding as soon as possible.

St S e —

Frederick R. buda, Commissioner

March 28, 1990 ;
San Francisco, California




