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PHASE lA lllTERIH OPINION: 
ADOPTED BASE CASE RESOURCE PLANS 

I. Summary of Decision 

In today's decision, we adopt base case resource planning 
assumptions for the Biennial Resource Plan Update (BRPU). ~hese 

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 all that only existing and committed 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 ncomnittedW 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. 1 

II. Background 

A. Scope aild 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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forecasts and address generio issues related to utility purchases 
of electricity from nonutility energy producers, termed "qualifying 
facilities· or "QFs-. 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, t? 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 refined and 
implemented these concepts in a series of decisions. (see 
Attachment 1.)2 

The BRPU provides us with an industry-wide forum for 
continuing our regulatory oVersight of utilitY/QF matters. Its 
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 
(FS04), our resource plan-based standard offer. This involves 
quantifying the megawatts (HWs) that QFs can filIon the basis of 
each utility's need for new capacity. Each two-year update cycle 
connences upon issuance 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 PUblio utility Regulatory Policies Act (PURPA) of 
1978 and the California private Energy Producers Act (see PUblic 
utilities Code §§ 2801-2824) supply the statutory context for the 
development of these concepts. The deoisions listed in 
Attachment 1 all elucidate this legislation and these concepts • 
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standard Offers 1, 2, and 3 (SOl; S02, and S03, respeotively).3 
In Deoision (0.) 88-09-026 and 0.89-02-017, we also directed 
parties to address issues relating to sOi availability in this 
update. By ruling dated July 17, 1989, the Assigned Commissioner 
added nondisoriminatory transmission access for QFs to the list of 
issues. In addition, as outlined in the April 19, 1989 ALJ Ruling, 
several inplementation and contract issues for interim and FS04 
were deferred to this update, Finally, each BRPU provides a forum 
for considering changes in methOdOlogy or contract terms for all of 
our standard offers. 
B. How Final standard Offer" Works 

Before discussing the issues resolVed in today's 
decision, we summarize briefly the structure created for FS04 in 
0.86-07-004. Unlike our short-run standard offers, FS04 derives 
from a utility's long-run marginal costs (also referred to as long-
run aVoided costs or LRAcs.)4 LRACs are determined from the 
respective utility's resource plan, which includep all cost-
effective potential resource additions (e.g., new plant 
construction, refurbishments, power purchases, etc.).5 FS04 

3 These three offers are referred to as Wshort-runW because the 
energy price is computed on the basis of the purchasing utility's 
existing qeneration resources. In contrast to our FS04 Mlong-runw 
prioing approach, prices for these standard offers are calculated 
without consideration of possible resource additions. Attachment 2 
summarizes the prioing provisions of our various standard offers. 

4 Long-run marginal costs and LRACs are used interchangeably in 
this decision as representing the long-run incremental costs of a 
utility system, assuming that the utility adds only cost-effeotive 
resources to its resource plan. 

5 QFs do not avoid or defer any resource that, as analyzed in 
the resource planning process, would not be cost-effective. The 
reason is that a prudent utility would not commit to such a 
resource in the first place. (see 0.86-07-004, mimeo. p. 7.) 
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prices are based on those additions that serve as base load or 
intermediate-load resources. 

pricing under FS04 varies according to when the QF comes 
on-line. ouring Period 2, the QF avoids a specific utility 
resource addition, and the QF receives payments based on the fixed 
and variable costs of the avoided resource. If the OF 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 alternative 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 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. Attachment 3 
presents a more detailed chronological overview of the FS04 
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 lA, 18, and lC. Phase lA, which is the ~ 
subject of today/s order, involves developing a base case set of 
demand, supply and resource cost assumptions for each utility. 
This set of assumptions is used to implement our Iterative cost 
Effeotiveness Method (ICEK) for identifying resources that are 
deferrable by QFs. (see section E. below.) In conduoting the ICEM 
analysis for Phase lA, respondents were directed to develop the 
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base case using the CEC's adopted seventh Electricity Report (ER7) 
s~pply and demand assumptions. 6 

In Phase 1B, we will address the impacts of uncertainty 
and relevant strategic elements in developing an FS04 sOlicitation. 
As described in section IIl.D.2.c. below, during Phase 1B we will 
also examine how we may enable QFs to compete with power purchase 
opportunities that materialize between updates. In addition, 
Phase 1B is the forum for addressing S02 reinstatement issues, and 
for incorporating environmental considerations into an 802 
solicitation, should one be issued during this update cycle. (See 
section VIII. D. ) 

Assuming that QF deferrable resources are identified in 
Phase 1B, we will proceed in Phase 1C to quantify a selected number 
of adders prior to soliciting bids. In Ph?se 2, we will update 
cost components that affect other standard offers. Proposals to 
modify any of our standard offers, to improve oVerall integration 
of our resource planning proceedings, as well as _the issue of 
transmission access, will be considered in Phase 3. 
D. Procedura1 aistory 

1. A.82-04-44 et a1. 
This BRPU proceeding represents the first update cycle 

since our adopt-ion of a costing methodology, contract terms, and 
bidding protocol for FS04, and completion of compliance hearings on 
the utility resource plan filings in A.82-04-44 et al. As such, 
the 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 Electrioity Report, California Energy Commission, June 
1989 • 

- 6 -



• 

• 

• 

1.89-07-004 ALJ/MEG/jt * 

During Phase I of the LRAC hearings in A.82-04-44 et a1., 
~ - we considered a variety of costing methodologies to serve as the 
- basis for calculating FS04 prices. 7 In 0.85-07-022, ~e found 

that the Public staff's (subsequently renamed Division of Ratepayer 
Advocates and referred to in this decision by that name) 
nsimp1ifiedn generation resource plan (GRP) approach would best 
achieve the goals for this methodology, namely, accuracy, 
Verifiability, and practicality in implementation. 

During Phase II, we considered various proposals for 
translating the LRAC methodology adopted in 0.85-07-022 into a 
structure for FS04. In 0.86-07-004, dated July 2, 1986, we adopted 
the structure described in section B. above. The CEC adopted its 
then current Electricity Report (ER6) in December, 1986. 8 The 
utility compliance filings followed in March 1987. Pursuant to our ~ 
directives in D.86-05-024 and 0.86-07-004, these filings included 
the utility's resource plan under a CEC-based scenario. 

In D.87-05-060, dated Kay 29, 1987, we ~pproved a 
detailed bidding protocol for FS04, resolved a var~ety of pricing 
issues, and discussed the treatment of uncertainty and negotiated 
contracts in resource planning. 

In the compliance decisions that followed (0.87-11-024, 
0.88-03-026, 0.88-03-079, and D.88-09-026), we reviewed the utility 
resource plans and addressed resource plan-related issues. In 
0.87-11-024, we found that none of the utilities had an avoidable 
resource within the eight-year ·windown that we established for 
purposes of FS04. We also discussed the concept of ndisaggregated 
resource needn and how it relates to avoidable resources. 

7 In 0.85-07-022 (mimeo. pp. 3-8), we present a detailed account 
of the procedural history leading up to Phase I. 

8 1986 Electricity Report, California Energy commission, 
Oecember 1986 • 

- 7 -



• 

• 

• 

1.89-07-004 ALJ/MEG/jt 

update 
FS04. 

In 0.88-03-026, we establIshed how and where we would 
the provisions of the vari.ous standard offe.rs, in~luding 
In 0.88-03-079, we developed reliability targets for 

resource planning and capacity valuation purposes, and addressed 
certain contract drafting problems in FS04. In 0.88-09-026, our 
final compliance 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 S02. 

2. The KR7 Update CYcle 
On February 27, 1989, the Assigned commissioner issued a 

ruling outlining a proposed schedule, scope and phasing of the 
issues for the current BRPU cycle. The Assigned commissioner 
solicited written comments on these procedural matters, and a 
prehearing 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 all outlining the scope of issues to be addressed in 
each phase of the BRPU, Phase 1A filing requirements, and the 
phase 1A schedule for workshops and evidentiary hearings (April 19 
ALl Ruling). 

Workshops on contract-related issues were held during the 
spring and sumner of 1989. Workshop reports were filed on May 31, 
1989, June 21, 1989, and August 3, 1989. 9 

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 
addressed during Phase lA hearingsl (1) whether or not the 
capacity factor assumed for the FS04 deferrable resource should be 
updated and, if so, howl and (2) the appropriate treatment of 
curtailment adders under Pacific Gas and Eleotric company's interim 
standard Offer 4. These two issues were briefed separately, and 
will be addressed in a subsequent interim opinion • 
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CEC held workspops On Its. draft E~7 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, we closed A.82-04-44 et ale and issued 
this Order Instituting Investigation (011). The 011 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 compliance reports and testimony. 

phase lA workshops On the resource plan and modelling 
issues were held on August 31 and September 12, 1989. 10 A 
workshop report on these issues was filed on September 21, 1989 
(Exhibit (Exh.) 9). A second PHC on Phase lA procedural and 
scheduling natters was held on september 29, 1989. 

Intervenor testimony was filed on October 19, 1989 by the 
Division of Ratepayer Advocates (ORA), Independent Energy 
Producers/Independent 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 
Uovember 7, 1989. Phase lA evidentiary hearings were held 
Uovember 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 ICBM analysis as part of their 
Phase lA 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 California (CSC) originally fil~d 
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 partioipate 
further in Phase 1A • 
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ORA 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, 
ORA, 1EP/IPC, CEC, Bonneville Power Administration (BPA), and 
SF/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 the body of this order • 
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E. The ICKK Approach: An OVerview 
As described aboVe, the primary focus of Phase 1A is to 

implement our adopted LRAC methodology for identifying resources 
that are deferrable by QFs. In 0.86-07-004, we adopted, with one 
modification, the ORA's ICEM methodology for determining the type 
and timing of potentially deferrable resources. 12 Since all the 
issues addressed in today's order involve implem~ntation 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 
resource plan, assuming nO new resource additions, along with a 
computer model simulation of how the system would be dispatched to 
meet electric loads (the #barebonesn 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 assumptions, the 
utility also calculates year-by-year nshortage costsn for its 
system. Shortage costs are a measure of a utility's need for new 
capacity, and the capacity cost a utility avoids by purchasing 

12 In 0.86-07-004, we eliminated the ninframarginality testn 
proposed by ORA and other parties in A.82-04-44 et ala This test 
was designed to identify those resources which are so cheap that 
their addition to the utility system would occur, whether or not OF 
power is present. More specifically, the inframarginality test 
identifies resources that are cheaper than projected system costs, 
based on a resource plan that includes all expected QF supply and 
cost-effective, non-QF resource additions. (see reference Exh. A, 
p. 50 pp. C-4 to C-5.) We determined that it was not appropriate 
to shield any particular price range of resource additions from 
displacement by QF and non-QF sellers. (0.86-07-004, mimeo. p. 83 
and Finding of Fact (FOF) 39.) 

13 The barebones resource plan does assume the addition of 
shortage resources (with combustion turbines as a proxy) to meet 
reserve margin requirements • 
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poyer 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 system 
costs for the barebortes resource plan. 

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

Using these results, and conparing then with the 
barebones simulation, the candidate resource is tested for first-
year and life-cycle cost-effectiveness. The 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. If 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 
iterative fashion until all cost-effective resources are added. 

step 31 After conducting the leEK for all candidate 
resource additions, each utility produces its final nleast-costn 

14 More specifically, shortage costs on the utility system at any ~ 
given time are defined as the expected cost of an outage at that 
tiDe. (see D.82-12-120, mimeo. p. 77.) The ERI is a way of 
expressing whether the value of additional capacity on an electrio 
utility system in a given year is the same as, greater or less than 
the utility's marginal capacity investment, assU&ed to be a CT • 
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resource plan. This plan indicates the type and timing of all 
cost-effective resource additions during the 12~year planning 
horizon. The utility's long-run marginal costs are also derived 
from this plan. QF prices under FS04 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 01'1 Resource Plans/ICKM 

For Phase lA, parties were directed to conduct their 
ICEM analyses using the CRC's ER7 supply and demand assumptions. 
(see Attachment 4.) Debate over resource assumptions during this 
phase was limited to the following three specific areas: 

(1) Any inconsistencies in the CEe's 
definition of "barebones" (existing and 
committed resources), relative to this 
commission's definition; 

(2) 

(3) 

Any assumptions that were not addressed 
and resolved in ER7; and 

The types and associated costs of 
potential resource additions. 

In addition, the following ICEM implementation issues 
were deferred 

(4) 
to this BRPU cycle: 

What methodes) to adopt for connecting 
short-run and long-run demand forecasts; 
and 

(5) How to apply the new gas rate design in 
testing the cost-effectiveness of 
potential new resources. 

During the course of Phase lA hearings, it became 
apparent that we would also need to address the detailed 
methodological steps and various modelling conventions for 
implementing the ICBM. 

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. CEe accurately describes the 
genesis of this controversy in its brief: 15 

-In 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 ER1. since this ruling 
appeared prior to the release in Hay 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 ER1 ultimately adopted 
resource planning assumptions that went 
significantly beyond what CPUC decisions 
anticipated from this Electricity Report. ER7 
contained two categories of resources--
nondeferrable and pending--that the CPUC 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 
development in the state, the eEe prepared data 
sets that are entirely consistent with ER1 (as 
the ALJ's ruling requested), but which also 
include these additional resource categories 
not anticipated by the ALJ's ruling. Much of 
the Phase lA debate over resource planning 

15 california Energy Commission Brief on phase 1A (eEC Brief), 
December 21, 1989, page 2 • 
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assurnption~6arose from this inherent 
conflict. w 

The significance of this debate stems from the fact that 
(1) by definition, a QF cannot bid against the HWs associated with 
a nondeferrable resource through an FS04 and (2) when more 
resources are included in the base case plan, less resOurces will 
pass the iterative cost-effectiveness tests. 17 Hence, the 
decision to include or e~clude certain resOurces from the base case 
can haVe a major impact on the type and timing of deferrable 
resources and, in turn, on FS04 prices. 

Tables 2A-2C outline the specific areas of disagreement 
over which resources (and resource categories) should be included 
in the base case resource plan. In addition, some parties 
disagreed with CEC's designation of certain resources in one 
category or another. The positions of parties with regard to each 
of the three major resource categories (i.e., existing and 
committed, pending and nondeferrable) are described below • 

16 We note that most of the types of resources included in the ~ 
ER7 pending and nondeferrable categories were not considered by the 
CEC in their system analysis of resource needs for ER6. See 
ER6, pp. 4-7 to 4-121 Reporter's Transcript (TR) at 655-659, 
668-673. 

17 This is because shortage costs, one component of total 
costs always goes down as you add resources to the resource plan. 
(production costs may also go down if the resource is priced in 
such a way that it displaces higher cost energy.) In this way, the 
cost-effectiveness tests are more stringent for subseqUent 
additions, and it becomes 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 availability 

assumptions for resources under ER7's -existing and committedn 

category. Under this category, CEC includes: 18 

o Resources which are currently operational; 

o signed contracts for power purchases or 
exchanges; 

o savings from implemented conservation and 
load management prOgrams; and 

o 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 lCEM analysis. Moreover, parties generally agree with CEC's 
designation of resources under this category, with the major 
exceptions discussed below. 19 

1. New QFs/Self-Generation 
Under existing and committed resources, the CEC includes 

two forecasts of QF development. The first is a ·short-runn 

forecast of QF deVelopment for projects with signed contracts. It 
is based on a project-by-project assessment of the likelihood that 
projects under existing standard offer contracts will come on-line. 
The CEe's short-run forecast for QFs with signed contracts extends 
through 1991, the last year projects with interim 504 contracts are 

13 ER7, p. 4-15. vi' 
19 See also section D.2.h. below, where we summarized the yI' 

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 Mlong-runW forecast of currently 
nonexisting QFs and associated self-generation, based on 
projections of economic potential. For all three respondents 
combined, these 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-generation requirements 
will be sold to the respondents under Our as-available SO~ and S03. 
(See TR at 672.) 

All parties agree that the base case resource plan should 
include the ER7 short-run forecast of QF/self-generation 
development. CEC, PG&E, seE, and SDG&E also recommend that the 
long-run forecast be included in the barebones plan. DRA would 
include the CEC's forecast of self-generation additions, but 
exclude new SOl and S03 QFS. 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 lA base case. 

More specifically, SF/U/F and 1EP/1PC point out that 
there are no contracts in force for the development of these 
resources. FUrthermore, 1EP/1PC 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, selt-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 ORA's Concurrent Brief. In 
Exh. 24, ORA makes no speoifio recommendation regarding this 
resource category. See Brief of the Division of Ratepayer 
Advocates for phase lA (ORA Brief), December 29, 1989, pp. 3-61 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 18 is the appropriate forum for this 
consideration. 

In rebuttal, SDG&E and SCE assert that the 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 conmission 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 them 
*committed". CEC also points to language in the Joint 
CEC/CPUC Proposed Resource Accounting Terminology (Exh. 10) as 
supportive of including future self-generation under the ·committed 
category. 

ORA distinguishes between two components of the new 
additions (i.e., self-generation only, and forecasted SOl/S03 QFs). 
ORA's recommendation to remoVe the latter component is based on the 
eXpectation that FS04 contracts could displace the SOl contracts 
that are being forecasted. In ORA's view, it is preferable to have 
the FS04 contracts. ORA does not believe that removing the self-
generation forecast will have similar ratepayer benefits and, 
hence, does not recommend excluding those resource additions from 
the barebones resource plan. 

2. New standard Offer 2 QFs 
In D.89-02-017, dated February S, 1989, the Commission 

identified four successful QF bids for SDG&E's S02 solicitation. 
These QF projects, totalling 182.2 KW, were included as pending 
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resources in th~ ER7 data s~t. (see Table 1.) 'Ihree 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 
0.89-02-019, SDG&E is obligated to enter into these contracts. For 
similar reasons, DRA and CEC agree that these types of resources 
should generally be 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 resources. However, during the course of the 
proceeding, SF/U/F refined its position. Rather than assuming that 
all projects would successfullY develop, SF/U/F recommends that a 
more detailed probability assessment or success rate be determined 
and applied to these QF resources. 22 IEP/IPC, on the other hand, 
recommends that these resources be e~cluded, consistent with their 
recommendations for all other pending resources (TR at 705) • 

At the request of the assigned ALJ, SDG&E presented a 
statement of counsel r~garding 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 S02 contracts within the commission 
specified period). All 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 developed this resource category because -the 

22 see concurrent arief (SF/U/F Brief), December 22, 1989, p. 5 
and TR at 731. 
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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 
fit into any of the previously agreed-upon definitions Of 
We~istingW and "committedw • 23 ER7 defines pending resources as 
followst 

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

o Existin~ contracts with contingency clauses 
for add1tional resources; and 

o utility and QF projects currently under eEe 
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 W~ 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 tollows: 
(1) Investor-owned utility contracts--Executed 

contracts, including memorandums of understanding (MOUs), that are 
awaiting regulatory approvals. For ER7, this category includes the-
PG&E/seattle, PG&E/PUget, and seE/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. 5-6. 
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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 
cOgeneration project (Harbor/Chaplin) in SCE's service territory. 
In addition, the CEC included SDG&E's four new 802 contracts under 
pending, three Of which are anticipated to come before the eEC for 
review. These QFs were not included in the ER7 forecasts of 
QF/self-generation under existing and committed resources. (See 
section III.A.) 

(3) Investor-~«ned 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 (Hun!) Resources--Generic generation, 
transmission and demand-side projects, executed interutility 
contracts and MOUs. 24 These include: (1) Resale cities 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) Northwest purchases over the Huni 
portion of the California-Oregon Transmission project (COTP), and 
Modesto-Santa Clara-ReddIng's (M8R) access to San Juan #4 (in 
PG&E's planning area). 

(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 Huni resources are included in the ER7 data sets for 
PG&E and SCE because the eEC planning areas for these two utilities 
include various Huni loads and resources • 
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2. Position of tha parties 
As summarized in Tables 2A-2C, parties expressed diverse 

views 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 lA. CEC, SDG&E, and DRA take a more selective 
approach, and recommend e)(cluding certain categories of pending' 
resources, but not others. 25 SFjUjF and IEPjIPC, on the other 
hand, argue that none of the pending resources should be included 
in the Phase lA analysis. 

a. PG&E 
In PG&E's view, keeping pending resources in the base 

case presents a more balanced resource plan as the starting point 
for evAluating alternative resources. 26 Moreover, PG&E argues 
that the directions given in prior commission 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.) PG&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, PG&E argues that all of the 

25 CEC initially recommended that the commission use the ER7 data 
sets, -as is·, for the phase lA ICEK 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 
approach. The discussion below reflects the posi~ion presented in 
CEC's brief. 

26 Brief of the pacific Gas and Eleotrio Company for Phase 1A of ~ 
the Biennial Resource Plan update (PG&E Brief), December 22, 1989, 
p. 7 • 
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CEC resource categories, including pending, should be inoluded in 
the base case scenar io-. 

with respect to speoific pending resources, PG&E 
argues that its exchange contraots (PG&E/seattle and PG&E/Puget) 
should be included based on the CEC's evaluation of their 
likelihood of going forward. As for Huni resources, PG&E points 
out that ER7 has balanced Huni loads and resources on the express 
assumption that PG&E is not responsible for Muni resource planning. 
Moreover, PG&E considers it a futile e~ercise 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 weight. w27 SCE also interprets the April 19 ALJ Ruling to 
require use of the ER7 data set, rather 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 materializing. 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 PG&E and SCE, SDG&E did not automatically 

inolude all of the pending resources in its base case resource 
plan. Rather, SDG&E reviewed each pending resource on an 

27 Concurrent Brief of Southern california Edison on Resource 
Planning Issues and the Iterative Cost-Effeotiveness Methodology 
(SCE Brief) I December 22, 1989, _pp. 4-5 • 
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individual basis to determine whether or not it should be 
reclassified as ·committedn or tested for cost-effectiveness as a 
potential resource addition. 28 

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

d. DRA and eKe 
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. 11-3 to II-5.) Similarly, CEC acknowledges ~hat 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 CEe and CPUC staffs. (CEC 
Brief, pp. 2-3, 9.) tlonetheless, both parties urge the commission 

28 SOG&Y.'s planning territory is the same as its service 
territory, i.e., no Kuni resources or loads are considered. As a 
result, the issue of how to treat pendinq Huni resources did not 
come up for SOG&EI nor did SOG&E comment on this issue. 

29 In its brief, SOG&E argues that the remaining pending 
resource, the PGE storage contract renewal, cannot be considered a 
potential resource addition because MPGE is under absolutely no 
obligation to extend the existing storage agreement beyond 1998.-
Therefore, .SOG&E simplY removes the renewal portion from the 
barebones resource plan, and does not consider it further. See 
Concurrent Brief of San Diego Gas & Electric on Phase 1A (SOO&E 
Brief), December 21, 1989, p. 41 • 
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to selectively include sone of these resources in the base case 
resource plan. 

specifically, DRA and CEC argue that the base case 
should includ~ all pending Huni resources, OF projects, and the ACE 
demonstration project (in SCE's service territory), but e~clude all 
pending IOU projects and contracts. Both recommend that the 
commission examine any uncertainty or changes in the status Of 
pending resources during phase lB. 

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 Huni 
resources is therefore a necessary modelling convention to isolate 
IOU resource needs, in eEe's opinion. Both DRA and CEC agree with 
PG&E that the Commission should defer to CEC's eXpertise regarding 
the likelihood of Huni resources developing, and their independence 
from IOUs. (Exh. 24, p. 11-8, TR at 583.) Moreover, DRA contends 
that it would be improper it IOU utility ratepaye~s ended up paying 
OFs based on the need for resources to serve Huni 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 already sanctioned the standard offer contracts and, for eEe 
jurisdictional projects, QFs seeking certification at the CEC have 
historically had a very high success rate. (Exh. 24, p. 11-9.) 
eEe 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 OF 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 
demonstration phase. CEe 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, ORA argues that these resources have 
not yet been determined to be needed and in the best interest of 
ratepayers since, by definition, they have not been certified or 
may have been only conditionally certified. 

DRA and CEC recommend similar treatment for contract 
contingencies/ro1lovers of existing contracts, MOUs or pending 
executed IOU contracts awaiting regulatory action. ORA 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. 11-11.) 
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 SDG&E's service territory that 
dropped out of the S02 solicitation (See section III.A.2. above) 
and the Harbor/Chaplin project in seE's planning area, which does 
not currently have a signed contract (See TR at 946-948) • 
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r~sources only. lEP/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 barebones resource plan establishes an identifiable point 
of departure from which to assess uncertainties and determine 
potential resource needs in Phase 1B. 31 Moreover, SF/U/F and 
IEP/IPC argue that inClusion of pending resources in the barebones 
plan distorts the lCEK analysis, by introducing speculation about 
the emerqence of future resources. 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 demonstrable 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 "demand-side 
management" (DSM) programs, consists of anticipated energy savings 
and demand reductions that would result if the commission continued 
to fund existing conservation and load management programs at their 
present levels. statewide, the CEC projects that these measures 
will save 1,550 MW and 1,533 gigawatt hours (gWb) 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 Concurrent Brief of Independent 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 • 
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California IOUs on a short-term or ·spotn market basis. The CEC 
allocated this spot capacity to the three IOUs according to their 
intertie shares. 34 . 

CEC, SCE, SDG&E, PG&E, and ORA recommend that the CEC's 
findings on nondeferrability be incorporated into the ICEM analysis 
for this update·cycle. In particular, CRC 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&E, and PG&E concur. J.{oreover, PG&E 
claims that, at the April 7, 1989 PHC in A.82-04-44 et al., the 
assigned ALJ acknowledged that unconnitted DSM would be included in 
the Phase lA base case. 

While generally agreeing with the ER7 conclusions for 
this update, ORA recommends that, for Phase IB, respondents be 
required to specifically address cost-effectiveness and the 
commission's llondeferrability criteria for non-DSM resources. 
(Exh. 24, p. 11-6.; DRA Brief, p. 6; TR at 597.) sinilarly, SDG&E 
believes that the commission should subject as many resources as 
possible to the lCEM 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 ORA argue that the ER7 
adopted savings sho~ld be treated as a minimum level. They urge 

34 PG&E 500 HW, SCE 400 MW, and SDG&E 100 MW. See ER7, p. IV-20. ~ 
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the Commission to examine additional DSM efforts during 
Phase 18. 35 

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 
recommends that, in Phase 18, 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 lA 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 timing of deferrable resources 
and, in turn, on FS04 prices. Moreover, it is a decision that 
forms an important conceptual component of our LRAC pricing 
Eethodology. As we described in section 11.0., 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 wcommitment", 
.nondeferrabilityw and other aspects of what constitutes the 
appropriate starting point for evaluating resource additions. 

1. Prior commission Determinations 
~he 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, ORA recommends that the ~ 
CPUC improve the integration of OSM into the resource procurement 
process by formally adopting the BPRU uncommitted DSH as a 
commitment 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 0.85-07-022 we concluded that the price determined 
under our adopted LRAC methodology must be calculated nwithout 
including those QFs who are not in e~istence, but will be brought 
on-line as a result 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 recommended inclusion of a resource 
if, in their judgment, the resource was likely to be completed, 
whatever its current status. 39 PG&E, for e~ample, recommended 
including all e~pected utility resource additions and expected 
future QFs in the resource plan. QF representatives, on the other 
hand, recommended including only existing and committed utility 
plants, QFs that were on-line, and QFs expected to come on line 

36 see D.85-07-022, mimeo. pp. 24, 39, 42, and 54-55. 

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

38 Ibid. p. 55, FOF 27. In 0.86-05-024 (mimeo. p. 23) we 
directed utilities to use ORA's projections of the QF success rate 
in Exh. 201, which was based on information obtained from the QF 
Milestone Procedure. 

39 D.86-07-004, mimeo. p. 53 • 
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under existing contracts. 40 DRA and QF representatives argued 
that a resource should not be considered committed, and included in 
the 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 generically 
nondeferrable-resources. Instead, we permitted them to make a 
showing of nondeferrability on a project-by-project basis: 

NThis showing Gust (1) establish the project's 
cost-effectiveness! (2) set forth the aspects 
of the project clalmed 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. N (0.86-07-004, mimeo. pp. 83-84.) 

In D.86-07-004, we also determined that FS04 should be 
based on avoidable baseload and intermediate resources, while 
peaking resources should be considered "nondeferrable" by QFs. 41 

with regard to the definition of Ncommitment", We stated: 
"Generally, we agree with Public staff that a 
utility shoUld not be considered 'committed' to 
a project for which construction has not 
started or najor regulatory approvals are 
pending. Here again, however, ve 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 
response to SDG&E's petition for modification of 0.86-07-004. In 
its petition, SDG&E 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. pp. 22-23 • 
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as committed and nondeferrable by other projects upon contract 
execution by the QF, while nort-QF resources m~y be deferred until 
they have received all najor permits, are under construction, or 
have received special dispensation by the Cpucn • In denying 
SDG&E's petition, we responded: 

nWe think it's clear from 0.86-01-004 that one 
component of the utilities' resource plan 
filings is to be the projected success rate 
during the forecast period of QFs under 
contract. In other words, the resource 
planning process expressly considers 
uncertainty regarding the total megawatts Of 
QFs likely to be available. Our QF Milestone 
Procedure is another Deans of ensuring that 
utilities will not have to pass up attractive 
resource opportunities on the strength of 
phantom 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 ale During hearings in December, 1986, parties 
submitted testimony on the treatnent of negotiated power purchase 
contracts in utility resource plans. As noted in 0.87-05-060, all 
parties agreed that the utility's resource plan should include, not 
only the plants that the utility O~~S, but also power generated by 
other resources, to the extent those other resources are 
contractually bound t~ 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 
decisionl 

nPUblic staff and QF representatives argue that 
the only 'comnitted' purchases are 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 argues that the resource 
plan should include 'reasonable' estimates of 
purchases, whether or not a contract exists, 
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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 
'committed' 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 comnitted. 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 cOLmitment 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 specifi? 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 
contrdct'S is in the utility's examination of 
uncertainties, using alternative scenarios 
and/or other approaches to quantify the impact 
o( varying outcomes." (0.87-05-060, mimeD. 
pp. 48-49.) 

We concluded that, in general, a negotiated contract aust 
be fully executed before the utility includes that contract in the 
resource plan. However, ve allowed the utility the opportunity to 
make a specific showing that a particular purchase Is committed, 
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since Dany such purchases are made on a short-
t~rm 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 a~reed upon, and (3) sufficient 
docunentation eX1sts 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. n 

(0.87-05-060, mimeo. p. 48.) 

In responding to these various viewpoints, we explained: 

nWhat underlies our concern about commitment 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 
a-nd/or other approaches to quantify the impact 
of varying outcomes. n (D.87-05-060, mimeo. 
pp. 48-49.) 

,-

We concluded that, in general, a negotiated 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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Rbased on objective manifestations of mutual intent, identified and 
agreed upon consideration, and other appropriate documentationR•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 whether or not 
the seller is a QF. Finally, we determined that the.utility 
applicant should be able to amend its resource plan, before the 
matter is taken under submission, to·reflect a negotiated contract 
signed after the initial filing. 43 

As described in section 11.0.1. 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 0.86-07-004, 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 ncommittedR status for certain 
resources. 

In particular, parties objected to the inclusion of: 
a. Forecasts of future QFs (including self-

generation) not currently under contract: 

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

c. New IOU projects that had not yet commenced 
construction; 

d. RReasonably expected to occurR OSM programs 
that depend on future regulatory action 
(termed Rconditional RETOR by the CEC in 
ER6); and 

42 0.87-05-060, mimeo. FOF 34. ~ 
43 Ibid. p. 48, FOF 33, 35, and conclusion of Law (COL) 14. ~ 
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e. The treatment of Huni utilities' Itresidual lt 

loads, i.e, how the resource plans 
accounted for projected loads of Huni 
utilities within the CEC supply planning 
areas for the IOUs. 

oespite these differences, all parties generally agreed 
with our conclusion of no aVoidable resources, as the term is used 
for purposes of FS04. Nonethel~ss, 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 
several of these issues. 44 In D.87-11-024, we reiterated our 
position that the resources in a utility's resource plan, whether 
or not they are deferrable by QFs, must be cost-effective. with 
regard to OSM, we determined that committed OSM programs are 
nondeferrable by QFs. 45 

For uncommitted DSM programs, we accepted the CEC's 
estimates in preference to SDG&E's position (under which no 
uncommitted OSK would be included in SDG&E's resource plan). 
However, we also noted that in the future, the level of uncommitted 
OSH 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 nethodology, via joint CEC and CPUC staff workshops 

44 As described in 0.88-09-026, we did not undertake a line-by- ~ 
line dissection of the resource plans filed in the ERG update 
cycle, or respond to every planning issue raised by the parties. 
This was unnecessary, given the general agreement that there was no 
need for an FS04 solicitation. However, we explicitly cautioned 
parties that they should not interpret our failure to expressly 
criticize (or approve) any particular aspect of a utility's 
resource plan as an endorsement (or rejection) of how the utility 
handled that aspect. (see 0.88-09-026, mimeo. p. 4.) 

45 0.87-11-024, mimeo. pp. 19-20 • 
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on revisions to the standard Practice Manual, as the vehicle for 
these demonstrations. 46 

In D.88-09-026, we clarified our e~ectations for future 
BRPU proceedings: 

-The adopted CEe forecasts of uncommitted 
conservation should be presented by the CEC and 
reviewed by our staff and other parties in 
terns consistent with any enhancements 
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 nondeferrable resource 
additions for purposes of final standard 
Offer 4.- (0.88-09-026, mi~eo. pp. 22-23.) 

In 0.88-09-026 we alsO directed 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 
mOre clearly what methOdological differences may exist between the 
CEC's Electricity Report planning process and ou~ LRAC pricing 
methodology. 47 

In 0.88-03-079, in response to criticisms of SCE's and 
PG&E's resource plans, we again reiterated our position that a 

46 Ibid. The term "uncommitted DSK- used in ER7 is synonymous 
with the term "conditional RETO· used by the CEC in ERG (and by us 
in 0.87-11-024). 

47 D.86-09-026, mimeo. p. 20. The joint staff effort was ~ 
summarized in the Joint CEclcpuc Proposed Resource Accounting 
Terminology, (Exh. 10). We note that several parties referred to 
speoifio examples in this document in support of their position to 
include (or e~clude) certain resources from the barebones resource 
plan •. Such use 6f this document is inappropriate. The examples 
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 
compliance deoisions 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 . 

"Nondeferrable generation resources don't belong 
in a resource plan unless they are shown to be 
cost-effective. To include such resources 
unfairlY reduced capacity payments to QFs and 
vioiates least-cost planning principles. 
Reliance on such a resource plan would limit QF 
opportunities at ratepayer eXpense. That is 
obviously unacceptable. " (0.88-03-079, mimeo. 
p. 5.) 

Finally, in 0.88-09-026, \.,e concluded that, for purposes 
of the cEc-based resource plans, the utilities should adopt the 
treatment of residual Huni 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 
CEC. 49 

2 • Conclusions 
As described above, we have previously discussed, in some 

detail, what shoUld (and should not) be included in the utility's 
resource plan before testing new resources for cost-effectiveness. 
While some of our determinations may require further clarification, 
man~ 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 reference to our prior orders, where 
applicable. 

48 D.88-03-079, mimeo. COL 3. We made one exception to this 
rule, namely, hydroelectrio 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 speoifio 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 Nto create a pricing 
structure that captures to the e~tent possible the efficiency and 
other benefits Of perfect competition in electricity 
generation.-50 As we stated in prior orders, our intent is to 
create a Nlevel playing field" for consideration of all resource 
options, including utility-owned generation projects, interutility 
contracts, OSH and QF projects. Our basic approach is to establish 
the appropriate price signals, based on the utility's long-run 
marginal costs, which would encourage these outcomes. 51 

Accordingly, our decisions today on specific issues will be, as 
they have been in the past, designed to encourage competition among 
resource 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~the-art in LRAC 

pricing and bidding will require certain refinements to tully 
realize these objectives. Nonetheless, our adopted LRAC 

methodology goes a long way towards achieving consistency 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 0.85-07-022, 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. p. 29. 

51 Our discussions in A.82-04-44 et all is replete with 
references to the objectives of fostering competition and creating 
a -level playing field-: see D.85-07-022, mimeo. pp. 49-50; 
0.86-07-004, mimeo. pp. 3, 45 (footnote 29), 61-62a, and 86; 
0.86-11-071, mimeo. p. 18; 0.87-11-024, mimeo. pp. 10, 28-291 and 
0.88-09-026, mimeo. p. 6 • 
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resource decisions. 52 We will keep this in mind as we consider 
various. recommendations On what constitutes the appropriate 
starting pOint for the leEK analysis. 

our second observation is that most parties to this 
proceeding fail to distinguish between the nbarebones- resource 
plan and the wbase case- plan or scenario. 53 The former is a 
nethodological concept. It refers to those resources that are 
assumed in the utility's resource plan before testing candidate 
resource additions for cost-effectiveness. The latter represents a 
specific set of assumptions assumed to comprise the 6most likelyn 
scenario, including forecasts of demand, prices, and availabilities 
of the resources in the barebones plan, as well as the costs and 
operating characteristics of candidate resource additions. 54 

~n other words, our consideration of proposals to modify 
the ER7 data set to comport with our definition of nbarebonesw does 
not, in any way, undermine our conmitment to assign the CEC's 
Electricity Report assunptions great weight in this and future BRPU 

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

53 Although we do not agree entirely with IEP/IPC's definition of 
-barebonesw, we note that IEP/IPC appropriately emphasized this 
distinction in developing its position on specific issues. (see 
Exh. 33, pp. 7-9.) 

54 In their comments to the ALJ's proposed Decision, PG&E and 
SDG&E argue that the ALJ's characterization of the base case as the 
-most likely- scenario is unfounded. We disagree with PG&E's and 
SDG&E's interpretation of our prior orders. We have repeatedly 
stated that the ER7 base case assumptions will be given great 
weight in our resource planning deliberations. In practice, this 
policy translates into ascribing a higher likelihood to the base 
case scenario than alternative assumptions and scenarios (even 
those considered to be nost likely by respondents). This does not 
mean that we ignore the impact of uncertainty and strategic 
considerations. As described in section VIII.A. below, we will 
incorporate those considerations into our FS04 solioitation • 
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proceedings. 55 As we have stated in prior orders, utilities are 
required to present their 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 FS04 
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 
misinterprets 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 need arose, we have attempted to 
clarify what "commitment" means for various types of resources, 
such as utility-owned projects or interutility contracts. In 
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 eXpected respondents to implement our adopted 
methodology 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 OIl, respondents were to present a base case 
lCEK analysis of candidate resource additions, using ER7 d~mand and 
supply assumptions. The ruling specifically directed respondents 
and other interested parties to develop a barebones resource plan, 
consistent with this commission's prior determinations, but using 

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

PG&E and seE did not follow these directives. Rather, 
they both used the ER7 data set "as is", without attempting to 
correct for any inconsistencies between the eEe's definition of 
barebones, relative to ours. 56 Both PG&E and seE assert that the 
requirement to use ER7 assumptions for the base case was a 
requirement to include all pending and nondeferrable resources in 
the resource plan. We fail to see how PG&R and seE could have 
interpreted our prior orders and the April 19 ALJ Ruling in this 
manner. 57 

It is incumbent upon seE and PG&E, as respondents to this 
proceeding, to implement our orders in a complete and conscientious 
manner. If PG&E and seE believed that our directives were 
ambiguous, they should have actively sought clarification prior to 
submittal of their filings. We put both seE 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 OFs/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 PG&E and seE proposed various 
modelling changes to the data set, as well as changes to the 
-existing and committed" categories. (see Exhs. 2 and 12.) 

57 For the specific language contained in our 011, see 
Attachment 4, Appendix A, pp. 3-51 Appendix B, pp. 1, 5-6 • 
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development under unsigned contracts should not be included in the 
resource plan when developing FS04 prices. 58 , 

The PURPA principles that formed the basis of this 
conclusion in 0.85-07-022 deserve repeating: 

.PURPA requires developing a QF price based 
On the utility's cost and not the QP'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 interested in signing 
contracts now and undetermined future QFs 
who are included improperly in the pricing 
determination. 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 does not have this potential 
problem. It gives the QFs an even-handed 
treatment with other utility resources and 
keeps the ratepayer indifferent to how the 

58 SeE cites 0.86-07-004 to support its proposal to include ~ 
future 501 QFs in the resource plan. (Exh. 14, pp. 2-3.) We do 
not agree with seE's interpretation. In 0.86-07-004, we did . 
characterize ORA's position as including forecasted QFs not under 
contract in the resource plan. (0.86-07-004, mimeo. p. 41.) 
However, the decision never directly states that this 
recommandation was adopted, Instead, in 0.86-07-004, we adopt 
ORA's proposal for the ICEM, except for the inframarginality test. 
(0.86-07-004, mimeo. p. 8) and FOP 38.) As ORA points out in its 
brief, inspection of DRA's testimony shows that the recommendation 
to include future QFs was limited to the inframargi~ality test. 
(see Reference Exh. A in this proceeding, pp. 50, ~7-110, and 
C-17.) since the inframarginality test was not adopted, but the 
remainder of ORA's ICEH proposal was, the only inference that can 
be made from 0.86-07-004 is that future QFs should not be inoluded 
in the base case resource plan. 
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utility meets its customer demand. 6 

(0.85-07-022, mimeo. p.54.) 
Including forecasts of unsigned SOl and S03 QFs in 

the resource 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. !tor 
do we believe that duch a policy would be beneficial to ratepayers, 
We concur with DRA that the price for_energy and capacity under our 
FS04, based on the cost of new resources, should be loWer than the 
SOl and S03 prices would be. 59 

Moreover, we haVe consistently rejected proposals to 
include generic resources or unconsummated purchase power 
agreements in the barebones resource plan. In this respect, there 
is no real distinction between forecasts of future 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. all We are no nore disposed today, than we 
were four years ago, to include these resources in the barebones 
resource plan in determining LRACs for FS04 prices, Nor would we 
include these types of resources in calculating LRACs for other 

59 As DRA eXplains in its brief, SOl and SO) 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'1 LRACs). Under the ICEK methodology, a potential resource 
addit on should cost less than 100\ of SRAC in order to pass the 
cost-effeotiveness tests. Therefore, FS04 prices should be lower 
than the forecasted SRAe payments to the SOl and S03 QFs. 
Moreover, if more than enough QFs subsoribe 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. 60 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 do. 61 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 endorsement (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 section III.A.1. 
above, DRA argues that projections of future self-generation should 
be treated differently from projections of unsigned SOl 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 
utility-proposed project, we would not start out the analysis by 
imputing the cost-effectiveness of future, uncommitted resources. 
Rather, we would create a barebones resource plan of existing and 
committed resources (as of that point in time), subject 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 
specifio guidelines exoluding all future QF development, inoluding 
self-generation, from the resource plan. See the Concurrent Briefs 
of Independent Power producers Assooiation, p. 40, PG&E, pp. 22-231 
and CEC, pp. 16-17, filed on August 5, 1987 in A.82-04-44 et all 
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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 
rates. 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 treatnent 
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 OF contracts be excluded from 

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~ 
generation. 63 lie recognize that, for self-generation, the 
dividing line between wexisting or committedn and "new· nay be 
difficult to draw precisely. Our 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 selt-generation 
estimates in its Electricity Report proceeding. For the purpose of 
this update, we will adopt SF/UfF'S recommendation that all 
additions to selt-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 0.87-05-060, 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 During Phase 18, parties may consider uncertainty with regard ~ 
to the forecasts of wlikely to develop· QFs under signed contracts, 
or we~isting· self-generation. However, parties should not present 
sensitivity analysis showing the need for new additions with future 
self-generation additions or unsigned QF contracts included. The&e 
types of future resources should not be included in the barebones 
resource plan, base case or otherwise, in conducting the lCEM 
analysis • 
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signed. This was the case with the four S02 contracts in SDG&E's 
service territory. (See section 111.A.2. above.) 

IEP/IPC would e~clude 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. Ho~ever, to assume that none of the 
successful QF 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 HWs 
that were identified in the previous cycle. 

SDG&E, eEC, 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. We disagree with this approach for two.reasons. First, 
as described in D.86-11-071, even if the contracts were signed, we 
would not inpute a 100% success rate. To do so would give QF 
projects preferential ncommitment- 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.64 

~. 

64 In general, QFs have the option of withdrawing from a ~ 
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 
potential -economic harmW and, depending on the outcome, possible 
additional curtailment provisions. One of the winning QF bidders 
(Bonneville) is currently negotiating with SDG&E over these 
provisions • 
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This was clearly the case fOr SDG&E's S02 
solicitation. At the request of the presiding ALJ, SDG&E present~d 
an updated project status report during Phase lA 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 barebones plan. with 
regard to the remaining two active participants, some assessment of 
their successful development 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 extremes 
of 0% and 100%. As discussed in section VIII. below, parties may 
consider the uncertainty of this estimate in their Phase lB 
analysis. 

similarly, we will assign a 50% success rate to other 
QF projects with signed contracts that were d~signated as pending 
by the CEC. These are the LUz SEGS IX-XII solar units in SCE's 
service territory. The Harbor/Chaplin project, on the other hand, 
should not be included in the barebones resource plan. As CEC 
counsel described during evidentiary hearings, this projeot does 
not have a signed contraot with any utility. It was included in 
CKC'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 FS04 updates, respondents should 
project success rates for QF projects 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 utility 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. Nor does it 
undermine our own decisions to award standard offer contracts, as 
DRA and SDG&E 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 materialize. 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 tor their base case 
submittals. 

65 This does not alter our previous determination that shortage ~ 
costs for short-run QFs (SOl, S02, and S03) should be computed 
assuming the full subscription of FS04. (0.86-07-004, mimeo. 
footnote 42; 0.86-11-071, mimeo. footnote 2.) 
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c. Interutility (IOU) contracts66 

As described in D.87-05-060, our guidelin~s 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 0.87-05-060, we explicitly rejected the position 
that executed contracts must also obtain all regulatory 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 projected success 
rate for each purchase. 

In this update, PG&E included two interutility 
exchange agreements in its recomnended base case resource plan: 
the seattle city Light and puget Sound agreements 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 power. 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, PG&E'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 • 

- 50 -

-v 



• 

• 

• 

1.89-07-004 ALJ/HEG/jt * 

could not assess the probability of success to these (or any other) 
pending resources. (TR at 46-47.) 

As described above, purchase agreements 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, here 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 themselves to specific terms, and may be unwilling 
or unable to agree on terms acceptable to the utility. This, in 
turn, puts competing resources, including QFs, at a competitive 
disadvantage, and may even strengthen the hand of the sellers. 
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 re~ource plan. 
For the ER7 base cas~ scenario, the firw energy associated with 
these agreements should be redesignated to nonfirm, consistent with 
Exh. 37. 67 

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 ene.rgy 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 examine the 
issue of how to enable QFs to compete with power purchase 
opportunities that materialize between updates during Phase lB. 
(TR at 188-189.) Our determinations 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 between updates, 
then we might not consider alternative scenarios with potential 
purchase opportunities assumed nin" the barebones resource plan. 
Instead, we might subject these purchases to the ICEM analysis, and 
make available for bidding any purchase that passes the test. 
These interrelationships need to be eXplored by parties further, in 
Phase lB, 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 resource 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 QFs could bid. We will establish the MW limit for this FS04 
solicitation without cc~~ideration of these resources, either in 
the barebones resource plan, or as potentially deferrable resource 
additions. 

If, on the other hand, a utility belieVes that 
current negotiations are sufficiently mature to permit 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 be subjected to the IeEM analysis 
and, if found to be cost-effective, considered to be deferrable by 
QFs (absent a convincing showing Of nondeferrability). 

We have, however, major cOncerns 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 lB. 

d. IOU Proj ects 
In 0.86-07-004, we determined that, absent a specific 

demonstration of commitment, a utility should not be considered 
committed to a project for which construction has not started or 
major 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 
concur. 68 

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

We distinguish between a utility's commitment to a 
commercially viable project, to which our guidelines in 0.86-07-004 

68 we agree with SDG&E, however, that renewal of 
contract in 1998 is highly uncertain at this time. 
reason, the renewal portion of the contraot should 
evaluated as a candidate resource for this update • 
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apply, and commitment to a demonstration project. 69 By 
definition,'~ demonstration project mayor may not become 
commercially.viable (and cost-effective). 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. This 
approach penalizes all other resource options, including QFs, that 
could compete using commercially available technologies. 

Moreover, in many cases, IOUs will be purchasing 
power from these demonstration facilities, Once commercial, under 
negotiated contracts with third parties. 70 As we discussed in 
section 111.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 demonstration 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 same 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 
dependable capacity requirements during the demonstration phase. 

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

69 To our knowledge, the issue of how to definE" "commitment· for V 
a demonstration project was never raised in A.82-04-44 et all 

70 This is apparently the case with the ACE Demonstration ~ 
projeot. According to seE, it is also negotiating to sell its 
Coolwater facility to another party. See seE Brief, p. 16 • 
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demonstration 
evaluate 'this 
methodology. 

phase. For its Phase 1B base case filing, seE may 
project for cost-effectiveness using our ICEM 
As with any cost-effective addition, SCE has the 

opportunity to make a showing that this resource is nondeferrable 
by QFs, based on our adopted criteria. 71 

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 demonstration phase. However, the record 
is not clear as to the status of this contract. If the contract is 
fully executed for the commercial phase then we cOnsider this 
resource to be committed and would include it in the barebones 
resource plan, discounted by an appropriate success rate (see 
section D.2.b. above)72 For 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 commenced 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 Coo1water 
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 ICEM 
tests of cost-effectiveness. However, SCE failed to present any 
evidence or analysis of the project's costs, nor did it address our 
four-part test of nondeferrability. We will give seE a final 
opportunity to do so in Phase lB. 

72 The record is also unclear as to the type of QF 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. ~pecifically, 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. Kuni Resources 
As described in section 111.0.1. above, in 

D.88-09-026 we determined that respondents should adopt the 
treatment of residual Huni loads preferred by the eEe. For this 
update,- the eEe makes two related assumptions: (1) the IOUs have 
no additional obligation to meet the capacity and energy-needs of 
the Huni 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, eEe added enough pending resources to Huni service 
areas to balance Muni requirements. Accordingly, the pending Huni 
resources should be retained in each IOUs barebones resource plan, 
consistent with eEc's treatment of residual Huni 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 IOU avoided costs on the need for resources 
to serve Muni loads. In effect, SeE's and PG&E's FS04 payments to 
QFs would reflect the future resource needs of Huni utilities if 
pending Huni resources were excluded from the barebones resource 
plan. We agree with DRA that IOU ratepayers should not pay QFs 
based on Huni 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 Huni resources 
in the barebones resource plan) throughout the- Phase 1 analysis of 
LRACs and QF deferrable resources • 
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f. SPOt capacity Purchases 
DUring the compliance hearings in A.82-04-44 et al., 

we addressed the issue of how to treat spot market purchases. In 
response 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 
preferential 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 ORA and SDG&E that as many resources as possible should 
be subjected to the ICEM tests of cost-effectiveness • 

Therefore, for their Phase 1B filing~, 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 resources, as reflected in the ER7 data sets. 73 consistent 
with Exh. 37, the firm energy associated with these purchases 
should he redesignated to nontire when they are removed from the 
base case barehones 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 ER7 
documents • 
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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 infornation 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 quantity, 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. 

q. uncommi tted DSJ( 

As described in prior orders, cost-effective 
uncommitted DSM is nondeferrable by QFs. Host 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 ICEH tests 
of cost-effectiveness, while DSK is evaluated using several tests, 
including a measure of rate impacts on the nonparticipating 
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ratepayers. 74 These tests wera developed, and ara described, in 
the joint CEC/CPUC standard Practice Manual. 75 

While sone prOgress via informal workshops has been 
nade to improve the consistency of these tests among resource 
options, we have not yet fully integrated our cost-effectiveness 
testing methods for supply- and demand-side resOurces. Apparently, 
the informal workshop process encouraged in our compliance 
decisions in A.82-04-44 et ale has come to a standstill. (TR at 
620.) In order to further this process, in Phase lB we will 
eXplore the feasibility and relative advantages of subjecting 
specific DSH programs to our ICEM methodology, using SDG&E's system 
as a test case. (see section VIII.B. below.) 

Before addressing a broader range of integration 
issues, we need to fully consider the reco~endations of the 
statewide collaborative Process (Collaborative) on energy 
efficiency, as well as the utility-specific proposals for pilot 

74 In contrast to most supply options, DSK programs cause a 
direct shift in revenues, which affects rates. Under many 
conditions, reVenues lost from DSM programs have to be made up by 
ratepayers through increased rates. In addition, unlike supply 
options, a utility usually invests only a fraction of the costs 
associated with a demand-side resource, with pr~ram participants 
investing the remainder. As a result, the participating ratepayer 
faces a different stream of costs and benefits than the utility, 
the nonparticipating ratepayer, and society as a whole. For these 
reasons, we have found it necessary to consider, and balance the 
results of a variety of tests, each designed to reflect these 
various perspectives. 

75 This manual was originally published in 1983, under the title 
of standard Practice for cost-Benefit Analysis of conservation and 
Load Management prograns. In December 1987, a second edition of 
the standard practice Kanual was published jointly by the CEC and 
CPUC staffs. This version is entitled Stalldard Praotice Manual. 
Economio Analysis of Demand-Side Management programs • 
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shareholder incentive nechanisms. 76 It is therefore premature to 
consider in Phase 1B ORA's proposal to link program funding 
commitments to the levels of uncomnitted OSM adopted in this: 
proceeding. Instead, we will schedule consideration of ORA's 
proposal for Phase 3 of this proceeding, or whatever proceedings 
nay follOw from the collaborative process. 

In the meantime, as we stated in 0.87-11-024, we 
eXpect the CEC to present its adopted forecasts of uncommitted DSM 
for review by ORA and other parties, in terms consistent with the 
interagency staff enhancements to the standard Practice Manual. we 
haVe reviewed ER7 and the record in this proceeding, related to OSM 
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 case. Alternative levels of cost-effective uncommitted DSM 
Eay be considered in the Phase 1B evaluation or uncertainties • 

b. 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/LA~~P castaic exchange contract as a 

76 The Collaborative was formed in July 1989 by 15 parties with a ~ 
stake in energy efficiency, including utilities, nonprofit publio 
interest groups, and providers of alternative energy services. In 
January 1990, the Collaborative presented its consensus proposals 
to the Commission, in An Energy Efficiency Blueprint for 
California. The next step of the 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. 31 TR at 619. ~ 
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pending resource, seE 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 improperly 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 
system when 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 
identified in ER7,: but inadvertently omitted from the ER7 data set. 
SDG&E reconmends that the additional DSM authorized in its most 
recent GRC proceeding be added to the CEC's committed amounts. -In 
addition, CEC recommends that Rancho seco be removed from ER7 
supply assumptions, consistent with its proposed resource plan 
modifications for SCE and PG&E. 78 

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

78 ER7 included this resource under nexistin~· resources. ~ 
However, on June 6, 1989 Sacramento voters reJected a proposal to 
allow the Sacramento Municipal Utility District (SMUD) to continue 
operating Rancho Seco. On september 1, 1989, the ER7 standing 
committee issued its recommended changes in the ELFIN data sets to. 
reflect the shutdown of Rancho Seco. According to the CEC, the 
removal of Rancho Seco would result in a temporary increase in 
power purchases from SMUD under existing contracts with seE and 
PG&E. (see the CEC's Recommended Changes in the ER7 ELFIN Data 
sets to Refleot the shutdown of Rancho seco, filed September 1, 
1989 in this proceeding.) PG&E subsequently filed a revised ICEH 
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. above. And finally, SDG&E 
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. stmm.ary 

In Table 3, we summarize our specific findings for this 
BRPU cycle regarding the treatnent of ER7 pending and nondeferrable 
resources for all three respondents. Table j also indicates any 
changes to the ER7 data set that we adopt for the "existing and 
committed" category, based on the project-specific showings made 
during Phase 1A. For phase 1B, the "barebones" 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 assumptions. 

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 QFs. Finally, Figure 1 identifies some of the types 
of alternative assumptions that may be considered for the Phase 1B 
sensitivity analyses. We discuss this issue in greateraetail in 
section VIII.A. 

consistent with our prior orders, in each update we will 
permit utilities to demonstrate commitment (or the opposite) on a 
project-speoifio basis where these guidelines seem not to be 
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dispositive. 79 In futur~ updates, ve 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 shoving 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 ~addersw and 
standard Offer contracts. Wherever possible, we expect utilities 
to use the full ICEM approach in evaluating project cost-
effectiveness. 

We also determined in 0.86-07-004 that peaking resources 
are (by definition) nondeferrable by QFS. 80 In 0.88-03-079, we 
granted PG&E's request to treat hydroelectric relicensing 
improvements as generically nondeferrable by QFs. As we discussed 
in section 111.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 lA provided respondents the 
opportunity to make specific showings on commitment. We will not 
revisit the status of resources in phase 1B unless, as we indicated 
in 0.S7-05-0601 a utility executes a contract that was previously 
under negotiat on. 

SO We discuss the issue of what constitutes a 6peaker* in section 
VI.C. below. 
Sl 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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r/. Modelling Issues 

During Phase lA, parties recommended specific modelling 
changes to the ER7 data set. These recommendations raised the 
following generic issues for our consideration~82 

(1) Whether (and how) to capture the value Of 
reduced payments to variable-priced QFs in 
the ICEH analysis; 

(2) 

(3) 

(4) 

(5) 

(6) 

How to account for the CEC's nage-
derationn amounts in production costing 
and ERI calculations; 
How to model the availability of standby 
units in production costing and ERI 
calculations; 
How to model units that can be cycled on a 
daily basis; 
How to model as-available QFs; and 

How to incorporate variable operation and 
maintenance (OSH) costs into the ICEM 
analysis. 

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

All QFs with SOl, S02, and S03 contracts, as well as 
those with interim 804 contracts after the fiKed price period (and, 
under certain payment options, during the fixed price period), are 
paid a variable energy price. 83 As discussed in section 111.D.2., 
these QFs are included in the utility's barebones resource plan, at 

82 Modelling issues regarding differences among models were not ~ 
raised in Phase lA, since all parties used the same production cost 
model (ELFIN) to conduct their ICEK analysis. 

83 In addition, under our FS04 offer, QFs that come on-line ~ 
during period 1 (i.e., before the on-line date of the deferred 
resource) are paid variable energy prices • 
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projected success rates. By far the most controversial modelling 
issue that emerged durin9 Phase lA 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. 84 

Variable-priced QFs are paid for the energy they produce 
based on the utility's sRAes, that is, the incremental costs of the 
system assuming that the utility cannot change its current resource 
plan. SRAes are derived by comparing a production simulation of 
the utility system including variable-priced QFs with a simUlation 
excluding those QFs (the nQF-in/QF-outn method). 

The addition of a cost-effective new resource will 
typically reduce a utility's SRAes by reducing the utility's use of 
its most inefficient power plants. This, in turn, reduces the 
energy payments paid to variable-priced QFs. 85 These payment 
reductions are attributed to the new resource ad~ition, and improve 
its cost-effectiveness. 

84 Of all the modelling issues explored during Phase lA 
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 payments equal the product 1 
of the Incremental Energy Rate (IER) and the price of the avoided 
fuel. Avoided fuel prices are updated every quarter, based on our 
latest proj~ctions of the marginal fuel and the most recent 
quarter's actual cost of that fuel. It is the IER component of . 
variable energy payments that is derived from the production cost 
comparisons described aboVe. The total cost difference between the 
QFs-in and QFs-out runs, divided by the total kWbs of QF generation 
all divided by the estimated inoremental fuel price, yields an IER 
(in Btus/kWh). Hence, the IER represents a ·derived* marginal heat 
rate of the system. The addition of a new cost-effeotive resource 
improves the effioiency of the system (i.e., reduces the marginal 
heat rater! thereby reduoing SRAe payments to variable-priced QFs. 
For a deta led discussion of energy pricing for variable-priced 
QFs, see D.88-03-079, 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 frOm the 
ICEM. 86 PG&E 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 ncapn 
SRAes 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 let SRACs increase without such a cap 
would, in PG&E's opinion, violate the principles of avoided cost 
pricing. PG&E believes that the COnBission anticipated the need to 
adopt this approach in its discussion of QF pricing in 0.88-03-079. 

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 
deferrable resource (IDR). In SCE's view, unlik~ prodUction . ~ 
savings from Dore 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 because 
there is no direct link between any BRPU ICEM results and actual 
utility costs. 

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

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

S7 SF/U/F and CEe 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 nsubstit~te 
resource" approach that PG&E assumes will be used to calculate 
SRACs sometime in the future. Moreover, ORA asserts that there is 
no indication from 0.88-03-079 that the Commission intends to 
reconsider this approach as a replacement for the QFs-in/QFs-out 
method. 

In response to SCEis arqukents, ORA 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). ORA argues that there is nO conceptual 
difference between the two types of transfers, and they should be 
treated equally. Nor are the QF savings any more speculative than 
the forecasts of fuel, demand, and other variables used in dQing a 
20-year forecast, in ORA's opinion. In support of its position, 
ORA also describes various precedents for including this type of 
savings in the cost-effectiveness analysis. 

Both ORA 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 ~any 
be e~tremely burdensome to implement. 
effort, IEP/IPC recommends pricing the 

production simulations and 
To reduce this modelling 
QFs at marginal cost (QF-in) 

for an initial screening. If a resource is identified as a cost-
effeotive addition in a given year, IEP/IPC recommends that a QF-
in/QF-out iteration be performed to check the results. ORA, on the 
other hand, recommends just pricing QFs at marginal cost (QF-in), 
given the complexities of performing the QF-In/Out simUlations. 

2. Discussion 
In 0.88-03-079, we adopted the QF-in/QF-out method for 

calculating energy payments to variable-priced QFs. In that 
deoision, 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 if they were all removed 

- 67 -



• 

• 

• 

1.89-07-004 ALJ/MEG/jt * 

from its system. As ORA points out, however, we explicitly 
rejected modifications along the lines 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 Darket evolves such that utilities 
and QFs conpete on more even footing. If these changes occur, we 
stated that we would reconsider the "QF-in" approach. We also 
observed that the substitute resource approach involves fairly 
compleK and hypothetical manipulations of utility resource 
plans. 88 

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 QFs will continue to be affected by a utility's 
resource planning decisions, and those changes (up or down) will be 
passed through to ratepayers. As ORA points out, we have routinely 
included the effect of adding a new resource in the calculation of 
QF prices. (ORA Brief, pp. 21-22.) 

Respondents argue that the interrelationship 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 eKample, the 
cost-effectiveness analysis presented to the Commission by ORA and 
SCE contained the estimated savings due to reduce QF payments. 89 

88 See 0.88-03-079, mimeo. pp. 21-28, 32-34. 

89 See 0.88-12-030, AppendiK 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 efficiencies. (TR at 303.) As 
ORA points out, in order to be cost-effective, the new resource (or 
FS04 QFs that defer the 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 FS04 QF) will generally be more efficient. 

FUrther, eXisting QFs Dust operate in a more efficient 
nanner 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 18 ICEM analysis of 
resource options. If and when we consider Dodifying our SRAC 
cethodo1ogy, we will revisit this issue. To implement this 
requirement, respondents should set the cost of energy from 
variable-priced QFs equal to the utility system's marginal costs 
(QF-in). 

Although this approach is less precise than performing 
both QF-in and QF-out simulations, it is considerably less complex 
and cumbersome to implement for the Phase IB 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-in/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. 91 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 oillgas plants will decline as 
the plants get older. To reflect this reduction in available 
capacity, the CEe decided that a certain total amount of age-
derated capacity was to be removed from each utility's resource 
plan. 92 The CEe 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 
1,391 MW of age-deration for PG&E by the year 1999, 1,079 MW for 
seE, and 273 MW for SDG&E. 

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, ERls, and shortage values. However, 
there were many different assumptions regarding how age-deration 
should be incorporated into production cast models, and the 
resulting system fuel costs and avoided energy ValUes. 

91 We note that the direction of the change in results varied. 
In PG&E's case, the QF-in/QF-out iteration delayed the cost-
effectiveness of a CT (i.e., moved it from being cost-effective in 
1996 to 1998), whereas in the other two instances the QF-ln/QF-out 
iteration made the resource cost-effective in an earlier year. See 
PG&E second Phase 1A Resource Plan Filing, January 19, 1980, 
Figures 2 and 3, Filing of seE on the BRPU, January 19, 1980, 
Table 12. 

92 ER7, pp. V-8 to V-16 • 
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DUring 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 tlovember 27, 1989, PG&E, SeE, 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. 94 It wa~ 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 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. IEP/IPC raises the issue of how to treat standby units 
for production costing and capacity valuation purposes. 
specifically, lEP/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 twicen from the calculation of reserve 
margins or ERIs. This type of double-counting was apparently a 
problem with IEP/IPC's calculations • 
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However, lEP/1PC fails to recognize that we have 
previously drawn a clear distinction between short-term 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 ~odelled as being available oVer the 
entire forecast period, when determining the short-run need for 
capacity and for production costing purposes. 95 we see no reason 
to exclude these resources for our long-run avoided cost-
determinations. 

Accordingly, short-term reserves should be considered 
available for production costing purposes oVer the entire forecast 
period. Respondents should assign short-term reserves some tyPe of 
penalty factor (as SCE did in its testimony) to properly reflect 
the eXpected limited dispatch of these units. 96 Given the above 
determination on age-deration, these short-term ~eserves shoUld be 
included in ERI/reserve margin calculations only if the system's 
total MW capacity of standbY units is greater than the required 
age-deration levels. 97 

For long-term reserves, we adopt IEP/IPC's 
recommendations. standby units that require significant time and 
investment to place back into service should not be considered 
available for production costing purposes. Rather, they sh6uld 
first be tested for cost-effectiveness using the ICEM and, if found 
cost-effective, they should be considered available for production 

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

96 See Exh. 12, p. IV-3. 
97 This is apparently the case only for seE • 
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costing pl)rpOses. As described in section B. above, these same 
units should be e~cluded 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 reserves) 
is found to be cost-effective. In its January 19, 1990 compliance 
filing, PG&E 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-
effectiVeness tests. 

PG&E's approach is inappropriate for the ER7 base case 
for two reasons. First, as CEC points 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 nargins. 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. 98 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 eRC 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 
between investments that merely enable the unit to be restarted for 
daily operations, and those that significantly overhaul the 
internal workings of the unit, thereby extending its usefUl life. 
For the purpose of restoring age-derated capacity (for ERl and 
reserve margin calculations), only the latter types of investnents 
(e.g., 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, we believe it is appropriate to 
test 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 
Npure" approach to applying the CEC's age-deration method would be 
to derate 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. Rathert it 
was 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 reserve margin and ERl 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 submit a 
list 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 Phase 18 filings. Based on this information, 
respondents should indicate which units they consider short-term 
reserves, long-term reserves, 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 rely On the 
ER7 findings, where applicable, in making this determination. 99 

Respondents should also indicate Which units were considered 
available for capacity valuation and production cost purposes in 
our most recent ECAC decisions. 
D. Modelling Combined CYcle units 

Thermal power plants cannot be started instantaneouslY, 
and therefore need to be ncommittedn (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 minimum 
level. 

In ELFIN, there are basically two ways to designate firm 
capacity for commitment purposes. The nmihimum constrainedn 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. 
100 The remaining levels of output, or "blocksn for these 
constrained units are fully dispatchable, however • 
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"quick-start", or "cpn 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 attempting to model a 
unit that falls somewhere between the minimum constrained (eM) and 
quick-start (CP) designations. Combined cycle units represent the 
most notable e~ample of this type of hybrid unit. Operators are 
able to shut these units down during the evening hours and restart 
them in the morning hours when demand begins to increase. Although 
these units are not unit-minimum constrained, neither do they 
exhibit the unqualified "quick-start" characteristics of a CT 

facility, for e~ample. 
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. In 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. 10l 

In its Phase lA compliance filing (Exh. 12), SeE proposed 
a "hybrid" approach for modelling combined cycle units. This 
approach retains the "CMW ELFIN designation (in the ER7 data set), 
but lowers the minimum load points on the conbined 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. DUring the course of the proceeding, other parties 

101 see Exh. 24, pp. IV-6 to IY-7 (as revised by Exh. 25B). 
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indicated their general support for SeE's approach. 102 We will 
adopt SeE's hybrid approach for Phase lB. 

At the workshop held on January II, 1990, seE provided a ~ 
handout on a revised (preferred) method for modelling combined 
cycle plants. 103 Before the next update, seE shOUld conduct 
informal workshops among interested modellers (e.g., 
representatives from the CEe, 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 possible 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 AIJ Ruling. Depending on the 
outcome 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 miniEum capacity states so these 
units can be cycled daily. This convention should apply to 
existing units as well as 
cycled on a daily basis. 
combined cycle plants nay 
be modelled accordingly. 

potential resource additions that can be 
As DRA points out, units other than 
exhibit this characteristic, and should 
(DRA Brief, p. 30) For their phase IB 

compliance filings, respondents should submit a list of all units 
that they believe are capable of being cycled on a daily basis. 

102 See Exh. 22, pp. 3-41 Exh. 6, p. 2-31 DRA Brief, pp. 29-30; 
CEC Brief, pp. 21-29. 

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 he~rings, 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 
respondents all believe that as-available QFs should be modelled, 
in the aggregate, as providing firm, dependable capacity. IEP/IPC, 
on the other hand, argues that the SOl as-available contract is the 
epitome of a non-fim arrangement. Accordingly, IEP/IPC reco~~ends 
that as-available QFs be modelled in a manner similar to economy 
energy. (Exh. 33 at 13; TR at 519.)104 This approach tends to 
improve 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 
dependable aggregate capacity.105 Moreover, it is inconsistent 
with our modelling determinations- in ECAC proceedings.- In those 
proceedings, as-available QFs are generally modelled as CM units at 
their effective capacity. In 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 nay 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 ·CNn, which ~ 
assumes that the unit cannot be relied upon to meet commitment 
targets. 

105 See 0.82-01-103, mimeo. p. 149, FOF 34, 37( 401 0.87-05-060, ~ 
mimeo, 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 • 
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updates, we expect respondents to model as~available QFs in the 
~anner adopted in their most recent ECAC proceeding. 
F. Variable O&M 

In running the ELFIN production cost model, PG&E, SCE, 
SDG&E, and DRA all excluded the variable O&M costs associated with 
existing generation units, consistent with the ER7 data set. All 
parties agree, however, that variable O&H should be accounted for 
in evaluating the cost-effectiveness Of new resource additions. 
IEP/IPC attempted to do this by adding variable O&M to the ER7 data 
set. But when variable O&H 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 FG&E, this is 
contrary to actual utility operations. 

To address this problem, PG&E initially recomme~ded a 
post-processing technique to account for variable O&H. (Exh. 6, 
p. 3.) The essence of the approach is to calculate variable O&H 
costs by Elultiplying the kWh (determined from the ELFIU 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 burdensome. 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&E'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&H costs are 
averaged. In addition, there i~ no specificity to PG&E'S proposal 
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on how to derive the average O&H rate. We prefer a post-processing 
method that clearly presents all assumptions used for vari~ble O&K 
costs. We are also confident that the ELFIN modellers in this 
proceeding can develop electronic spreadsheets to minimize the 
calculation time. 

Therefore, for the Phase 1B filings, parties using ELFItl 
version 1.7 should post-process variable O&M costs, along the lines 
originally proposed by PG&E. since the ER7 data set did not 
include variable a&H for existing resources, we dlrect respondents 
to use the estimates of variable O&H 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 be considered for the Phase 1B 
sensitivities (See section VIII. below).107 
G. Other Modelling Changes 

Respondents also recomnended that a number of relatively 
ninor adjustments be made to the CEC staff ELFIN modelling 
conventions. These changes are summarized 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 1.89-03-033), FOF 7. 

107 If any party uses a nodel (or a version of ELFIN) that does 
not pose the problem described above, then they obviouslY do not 
have to conduct any post-processing. However, for their Phase 18 
base case analysis, they should use the CFM-7 values for variable 
O&M presented in the respondents' filings. 

108 Today's endorsement of these modelling changes does not 
preolude parties from raising them for further debate, in future 
BRPU cycles, or other commission proceedings • 

- 80 -

v 
V 



• 

• 

• 

1.89-07-004 ALJ/HEG/jt * 

proposed changing the ELFIN nCO}{}IT". feature to "tlCOMMTn • The 
NCOMMT feature commits sufficient generation at its rated'capacity 
to meet load plus spinning reserve requirements, instead of 
committing de-rated (i.e., eXpected capacity after outages) 
generation capacity. We are aware 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 0.86-07-004, we adopted ORA'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 0.86-07-004, we did not specifically describe the ICEM 
tests of cost-effectiveness. Rather, we referred to DRAls 
testimony in A.82-04-44 et al. (Exh. 201) for a description of 
these testing procedures. ORA's Exh. 201 was therefore introduced 
into evidence in this proceeding, as Reference Exh. A. (see 
0.86-07-004, 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 

During 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 Phase lB. 

The ICEM workshop was held on December 5, 1989, and a 
workshop report was filed on January 2, 1990 (late-filed Exh. 51). 
This report contains an e~cellent description of the ICEM 
implementation 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 Eethodological differences. We 
address below the major outstanding issues. 
A. ICKM Optimization Sequence 

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

110 More specifically, cost-effectiveness is determined by ~ 
evaluating the changes, from one iteration to the next, in 
(1) fixed capital costs (including fixed O&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 illustrates 
these calculations • 
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in this proceeding. DRA, SeE, SF/U/F, and IEP/IPC would apply the 
ICEM in a time-sequential, or chronological manner. lll 

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 the 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, 
comparisons of life-cycle costs are used as tie-breakers. ~he 

evaluation proceeds to subsequent years of the planning horizon, 
after sufficient cost-effective resource additions (including 
consideration of shortage resources, i.e., gas turbines) have been 
added to meet 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&E 
would determine 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 ~ 
appa~ently modified its position during the workshops. At the 
workshop, and in its brief, PG&E proposes a compromise approach in 
which the time-sequential 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. 1.21 
PG&E Brief, pp. 24-26.) 
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consideration of shortage resources) have been added to meet 
reselve margins in all years of the planning horizon. 112 

The record in this proceeding indicates that the nOn-
sequential approach has several major disadvantages. As DRA points 
out, the non-sequential approach relies on a decision ~~le 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 technologies night become commercially Viable. We agree 
with DRA that this methodology poses the risk of over-comnitting to 
technologies for which ultimate development is uncertain. 

The non-sequential approach is also much more burdensome 
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 Eore 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 utility1s 
capacity requirements in every year thereafter. Assume further 
that the utility's existing and committed resources were sufficient 
to meet reserve requirements through 1993. This raises the 

112 Regardless of the optimization sequence used, the ICEH 
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 18 filings and future ICEK 
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 must 
either add shortage resources to fill the capaoity shortage, or 
make 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 oost-
effeotive 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 capaoity need. 
This adjustment requires rela~ing 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 eXplioitly consider 
attractive resource options that are available iater in the 
planning horizon. We agree 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. 1l3 

Moreover, there is no evi~ence to suggest that the time-sequential 
approach compromises to any significant extent the accuraoy of 
results. 

113 SDG&E also argues that the ORA, in developing the ICEM ~ 
procedures approved by this commission, speoifically endorsed the 
non-sequential approach (SDG&E Brief, p. 14, Appendix A). We note 
that, while DRA apparently endorsed this approach in theory, in 
aotual implementation, they used the time-sequential approaoh for 
their computer analysis of resource needs. (See Reference Exh. A, 
pp. 101-1221 compared with pp. C-6 to C-7.) Moreover, the excerpts 
referenced n 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 all We did not 
speoifically address the recommendations presented in that 
testimony in any of our compliance deoisions • 

- 85 -



• 

• 

• 

1.89-07-004 AlJ/MEGljt * 

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 comprehension, 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 c6st-
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 
iEplementing the ICEM tests of cost-effectiveness • 
B. screening of Potentia1 Resource Additions 

Under the ICEK 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 node, are subjected to the more elaborate 
ICEN tests of cost-effectiveness. (Reference Exh. A, pp. C-8 to 
C-11. ) 

114 See 0.85-07-022, miEeo. p. 48. We chose ORA's simplified GRP ~ 
nethodology for calculating a utility's LRACs because the more 
direct approach would have involved mUltiple layers of data, 
computer modelling, and calculations that would be difficult to 
implement and verify • 
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PG&E, SCE, SDG&E, and DRA conducted some form of cost-
based screening to reduce the number of resource options included 
in the ICEM analysis. seE used a cost per kW screening table. 
PG&E used cost per kW screening curves to test each resource option 
from 0% to 100% capd~ity factor. DRA used cost per kWh screening 
curves. SDG&E screened resources using benefit cost ratios, based 
on an assuLled'capacity factor, along with several qualitative 
criteria. (Exh. 18, Appendix, Table 3.) 

SDG&E proposes that we allow utility discretion in 
selecting and implementing a prescreening approach. We disagree. 
Prescreening can substantially reduce, 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 method for use by all parties. In this way, we 
can avoid future debates over whether or not reSOUlices 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 the 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 be used in Phase 1B and future 
update proceedings by any party choosing to screen resource options 
prior to commencing the ICBM analysis. If a party chooses to 
conduct a prelimirtary 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 
p~ss 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) Whether Or not a first-year test can be 
constructed for all resource options; 

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

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

(4) HoW to take construction lead-times into 
account. 

These issues are discussed below. 
1. composition of the First-~ear Test 

The first-year test requires that a ramped fi~ed cost 
stream be constructed for options included in the ICEM. In its 
compliance filing, SDG&E argued that the ramped stream required 
that the option be infinitely replicable at some nominal inflation 
rate. (Exh. 18, p. 5; Exh. 2~, 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 resource options. They assert that the calculation of the 
ramped fixed cost stream 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 lifetime approach).115 
subsequent to the ICEM workshop, SDG&E calculated the ranped fixed 
cost streams 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 stream. 

2. Treataent Of ResOurces Hot 
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.) In 
particular, SDG&E 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 shoul~ not be initiated 
until the second year of the contract. In these instances, SDG&E 
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 argue, 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) assooiated 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 economic 
carrying charge rate • 
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that the contract would pass the first-year test in the year the 
purchase was to begin. Similarly, ORA 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 
requirements of the first-year test puts that type of resource at 
an advantage not enjoyed by any other supply option. SF/U/F, 
lEP/IPC, and ORA present compelling arguments for sUbjecting power 
purchase options to the same tests of cost-effectiveness as any 
other potential resource addition. 116 

At the same time, however, DRA requests that we make an 
exception for DSM. (Exh. 51, p. 4, ORA Brief, pp. 24-25.) We will 
not make a final determination regarding the treatment of OSM until 
we address the broader integration issues scheduled for Phase 3. 
In the meantime, however, for SDG&E's Phase IB ICEM analysis of OSM 
programs, we expect SDG&E to subject OSM programs to the same ICEH 
tests of cost-effectiveness as supply-side resources. This should 
give us an indication of how OSM programs fare when subjected to 
the first-year test. This approach is also consistent with the 
stipulation that was reached between ORA and SDG&E (and approved in 

, • 117. • 0.88-12-085) 1n SDG&E's 1989 test year GRC. For appl1cat1on of 
the-first year test, SDG&E should ramp the fixed costs of OSM 
programs. 

116 We also note that SDG&E did not encounter any situation where 
it had to reject an unscheduable resource, based on the first-year 
test, when it reran its ICEK analysis. See Filing of San oiego & 
Electric conpany in Compliance with Administrative Law Judge's 
Ruling Oatod January 2. 1990, January 19, 1990, pp. 4-5. 

117 ORA and SDG&E agreed that, in this BRPU cycle, SDG&E would 
subjeot a variety of DSM programs to the ICEH tests of cost-
effectiVeness, along with all other supply-side options. See Joint 
Exhibit on Resource Plan (Exh. 43), filed by ORA and SDG&E in 
A.87-12-003 • 
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3. Planning Horizon 
Parti~s also did not agree on the appropriate planning 

horizon for applying the first-Year test. SDG&E, for example, 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 be 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. 118 For the Phase IB 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 Lead-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. 119 In other,wo~ds, 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: 
6QFs generally have shorter lead-times than 
utility projects, so the resource 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 

118 see D.86-05-024, mimeo. FOF 16. 

119 This issue was not raised at the ICEM workshops. However, in 
her January 2, 1990 RUling, ALJ Gottstein directed parties to treat 
construotion lead-tiEes in a manner consistent with our prior 
orders. We reiterate this directive today • 
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resource in that length of time. 6 

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

As we noted in D.86-05-024, this departure from 
traditional utility planning is appropriate because nQFs may defer 
or avoid a resource even before the utility could have built the 
resource. n (id., p. 25.) Accordingly, the utility should add any 
utility-built resource in the first ·year that the resource becomes 
cost-effectiVe, regardless of construction lead-time. 
D. The Life-CYcle Test 

As discussed in section A. above, the life-cycle test 
will be used to compare relative cost-effectiVeness of resource 
options when 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. ~hese various measures were discussed and 
compared in detail during the ICEM workshops. (See Exh. 51, 
pp. 5-7.) 

Based on these discussions, parties reached general 
agreement that Ble ratios are a reasonable means of breaking ties 
between resource options with dissimilar characteristics. However, 
SCE prefers to use levelized 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 ~he Blc 
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. 

121 SDG&E Brief, pp. 12-131 Exh. 51, pp. 6-7 • 
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reasons, we adopt the B/C ratio as the ICEM measure of relative 
life-cycle cost-effectiveness. 

Hore specifically, a resource is considered cost-
effective over its lifetime if the NPV of the change in total costs 
(i.e., fi~ed costs Of the option, plus changes in production and 
shortage costs) is positive oVer the resource life. Relative cost-
effectiveness should be determined using B/e ratios, computed by 
dividing the NPV of life-cycle benefits by the NPV of life-cycle 
costs of the option. More specifically, the numerator is comprised 
of the change in shortage costs plus the change in production costs 
(with and without the lOR) minus the production costs of the lOR, 
all expressed in NPV. The denominator is comprised of the total 
fixed costs and production costs of the lOR, in NPV. This is 
consistent with the B/c ratios defined for DSM (Total Resource Cost 
test), where total benefits are divided by total resource costs. 122 

He 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 ORA's position of truncating the life-cycle test and the 

122 See standard practice Manual. Economic Analysis of Demand-side " 
Management programs, December 1~87, 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'~ lifetime using 
general inflation. PG&E also expressed support for this approach 
in its brief. (PG&E Brief, p. 28.) We endorse 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 SDG&E'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 SIC 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: steam injected gas 
turbines (STIGs) and intercooled steam injected gas turbines 
(ISTIGS). ORA recommends that only currently commercially 
available technologies be considered. ORA 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 agree only in part with ORA'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 plannin~ process would, in our view, disadvantage 

123 ORA counted production cost benefits only through the year 
2002. No extrapolation was inoluded in the life-oyole analysis • 
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ratepayers. Therefore, we will not preclude consideration of a 
non-commerc~al technology if there is goo~ 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 lB. 

VI. Other ICEM Implementation Issues 

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

(1) What methodes) to adopt for connecting 

(2) 

short-run and long-run demand forecasts, 
and 

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 leEK 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 Lonq-ruD Demand Forecasts 

In D.88-09-026, we recognized that there will always be a 
gap between 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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beqins in year 5).124 Recognizing the need to allow some 
flexibility in connecting these forecas~s, we gaVe each utility· 
the option of choosing between three alternative approaches: 
(1) trending from the short-range forecast to the CEC's year 51 
(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 these approaches, and indicate 
whether the choice has a material impact on its conclusions 
regarding avoidable resources. 

The first year of the ER7 adopted denand forecast is 
1992. ER7 also presents illustrative loads for each utility, for 
the years 1989 to 1991. PG&E, seE, and SDG&E all used these 
illustrative loads for the beginning of the forecast period. 
However, for future BRPU proceedings, PG&E and SDG&E recommend that 
the trending approach be used. 125 In their view, trending 
minimizes any discontinuities between adopted lo~g- 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 demand 
forecasts are adopted typically in GRC or ECAC proceedings. 

125 SCE did not make any recommendation as to the appropriateness 
or its preference regarding any of the options listed in 
D.88-09-026. 

126 PG&E also illustrated that the difference between the trending 
approach and using CEC's short-range forecast vas insignificant. 
See Exh. 2, Table 111-1. In its prepared testimony (Exh. 46), 
SF/U/F criticized PG&E's comparisons in this table, claiming that 
PG&E did not adjust the CEe forecasts to make them consistent with 
forecasts used in ECAC proceedings • 
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insignificant. PG&E pr~sents a conparison of the two approaches in 
Exh. 2, Table 11-1. 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 PG&E did not adjust the CEC shOrt-range demand 
forecast to nake 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 Dost recently used ECAC forecast and the first year of 
the CEC adopted forecast. On the energy side, the eEC forecast 
does not exceed the 1990 ECAC forecast until 1994. 

SF/U/F's analysis highlights the inportance 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, one must adjust the ECAC 
forecasts to account for conservation, load management, and self-

v 
'V 

generation (TR at 908). ~ 
For the Phase IB base case analysis, respondents should 

continue to use the CEC's illustrative loads for 1989-1991. 
However, in their Phase IB filings, each respondent should 
eXplicitly compare this approach with trending, making adjustments 
along the lines described in SF/U/F's testimony. As SDG&E 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 
additional consistency adjustments that would make this KW 
difference even larger. see TR at 907-911 • 
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recent ECACs. However, PG&E estinated the ECAC peak load by using 
an average load factor from the ER7 forecast for years 5-12 
(Exh. 2, Table III-I). 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 Desigil 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 complex with the inception of 
unbundled gas rates, as promulgated in 011 86-06-005. In 
0.88-07-024, we found that QFs receiving short-run energy payments 
should have their payments calculated based on the full average UEG 
rate less the customer charge. 
decision on the appropriate gas 
cost-effectiveness of potential 
issue now. 

However, we deferred caking a 
cost to use in determining the 
new resources. We address that 

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. 128 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, seE, SDG&E, and 
PG&E should use the dispatch gas costs they developed for their 
Phase 1A compliance filings. 
c. Deferrability of Resources 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 
6energy-related capital costsN 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 those of a cr. SF/U/F asserts 
that these resources are nondeferrable because they lack, like 
CTs, any ERCCs. SF/UfF cites 0.87-11-024 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. 

ORA, on the other hand, does not agree with SF/U/F/s 
interpretation of 0.87-11-024. DRA argues that the language of 
that decision does not indicate that base load or intermediate load 

128 We recognize that transportation-related gas costs are ~ 
currently developed from embedded, and not narginal 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 
effioient) resource additions • 
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plants without ERces should be considered nondeferrable. Moreover, 
DRA argues that, in 0.87-11-024, our decision to e~clude 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 0.87-11-024. 129 As DRA pOints out, we did not 
explicitly· state that any cost-effective resource which lacks ERCCs 
is nondeferrable for the purpose of FS04. 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-hased 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 0.87-11-024, a resource that does not 
have any ERCCs will only be added to the resource plan if there are 
no cost-effective baseload or internediate 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 Ho~ever, our adopted ICEM tests of 
cost-effectiveness will identify these situations, if they exist. 
Using sIC ratios as tie-breakers in the ICEK analysis will indicate 
if a resource with no ERCCs is needed as a shortage resource, or if 
there are baseload or intermediate load resources that shoUld be 
added instead for both reliability and energy saving purposes. 
Accordingly, in conducting their ICEM analyses, we expect 

129 See 0.86-07-004, mimeo, p. 821 0.87-11-024, mimeo. pp. 22-23. 

130 See comments of IPC on Revised utility ICEM Analyses, 
February 5, 1990, p. 2 • 
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respondents to test the cost-effectiveness of baseload and 
intermediate load resources, in addition to resources with no 
ERCCs, for each year of the planning horizon. 

In sum, a resource with no ERces which passes the lCEM 
tests of cost-effectiveness is, by definition, a npeaker", as we 
have used the term in D.86-07-004 and D.87-11-024, and should not 
form the basis of FS04. Given our current use of a CT as the 
utility's marginal shortage resource, any resource with fixed costs 
(including fixed O&K) that are lower than those of a CT will, by 
definition, have no ERCcs. 13l 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 of CTs When KRI Eauals 1 or Greater 

As discussed above, the CT is assumed to be the utility's 
marginal capacity investment, or shortage resource, when capacity 
is needed. We measure the need for capacity on the utility system, 
at any point in tine, 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 In 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 SOG&E and seE, we express the reliability target as EUE, ~ 
derived by analysis of the utility system in one historical year. 
For PG&E, we use cRC-based target reserve margins. See D.86-11-071 
and D.88-03-079 in A.82-04-44 et ale 
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new capacity. Hence, by definition, a cr will be cost-effective in 
any year in which the ERI is 1.0 or g~eater.133 

In some of the model runs presented in this proceeding, 
CTs apparently did not pass the ICEH 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 anomaly:134 

·Since the capacity need which the ERI of 1.0 
indicates Nay be met with the addition of a 
combustion turbine which is never dispatched, 
these (operation and maintenance) costs should 
not affect the decision to shore up a deficient 
capacity situation. If the modeling is 
indicating such variable 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 modeling, 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 18 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 problems 
can be corrected over time. In any event, for purposes of the ICEH 
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 resource is more 
cost-effective, based on the ICEM tests, because it results in fuel 
savings as well as meets reliability targets. Nonetheless, the CT 
should always pass the first-year test in any year when the ERI is 
one or greater, even it it is not the resource added in that year. 

134 We suspect that this type of anomaly may result from ELFIN's ~ 
commitment lO9io, ~hich 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, ORA, and IEP/lPC all presented cost 
estimates for various candidate resource additions in this 
proceeding. These include both site-specific and generic 
estimates. As described in late-filed Exh. 50, there were major 
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. 135 

A. Types and casts of Candidate ResOurces 
As described 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 power, STIGsjISTIGs, and 
combined cycle units. PG&E screened 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. IEPjlPC looked at three generic 
options (i.e., CT, combined cycle, and coal-steam) for all three 
utilities. 136 

135 See Comparison Exhibit On Resource 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 exhibit. We thank 
our Commission Advisory and Compliance Division for assisting in 
this effort. 

136 with few eXceptions, DRA examined the resource options ~ 
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 cre?ibility 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 be caused by 
factors such as the 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 and environmental 
mitigation requirements. Hence, it is not ~urprising, or cause for 
concern, if cost estimates do vary among utilities. Indeed, in our 
GRC and ECAe proceedings we have regularly adopted costs for CTs 
that vary among the three major utilities, based on each utility's 
specific circumstances. 

What does concerns us about the estimat~s presented 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 permitting, 
engineering and transmission costs, costs of interconnecting with 
the gas system for resources which use gas, and any other ancillary· 
costs of adding the r~source. 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 agree with ORA and others that we should rely 
less on generic cost data, and more on data reflecting the specifio 
oircumstances particular to the resource being proposed. As SDG&E 
points out, we indicated our preference for Wfully 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 
1EP/1PC's or those deVeloped from the CEC staff's "Technology 
Characterizationsn reports. 

Accordingly, for the Phase IB base case, we adopt the 
resource types and costs presented by respondents in Exh. 50, with 
one exception. 138 SDG&E's Heber geothermal return-to-service 
option should be deleted from consideration as a candidate resource 
addition. We agree with ORA 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 t~at, 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 
reduce costs to customers. 139 

Our adoption today of respondents' cost estimates does 
not, however, constitute an endorsement of their use for other than 
the base case scenario in this proceeding. As we stated in 
0.87-11-024, suggestions to hold the utility accountable for these 
and other base case assumptions in other proceedings are 
attractive, but premature. consistent with our prior 
determinations, in other proceedings where respondents develop 
resource cost estimates, they must jUstify any deviations from the 

137 see 0.86-07-004, mimeo. p. 70. 

138 We recognize that respondents may need to augment these base 
case cost estimates in Phase 18 to address our discussion of spot 
capacity, negotiated power purchase agre~ments, demonstration 
projeots, and refurbishment/repowering options (see sections 
III.D.c.,d.,f. and IV.C. above). 
139 See SDG&E Exh. No. SDG&E-11, p. 11-7, filed in A.87-12-003. 
See also Exh. 24, pp. IV-26 to IV-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 0.86-07-004, 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 18 
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 18 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. 

141 See TR at 184-187. 

142 0.86-07-004, mimeo. pp. 85-86 • 
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different assumptions for general inflation across utilities. For 
the Phase 1B b~se case, respondents should use an average inflation 
rate of 5.0% for the entire planning period. We also agree with 
SDG~E 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 iB base case. 

VIII. Where We Go From Here: 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 lB Of 
this proceeding, what constitutes a barebones resource plan, i.e., 
the conceptual starting point for evaluating the cost-effectiveness 
of potential resource additions. 143 We also confirmed our previous 
determinations 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 make 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 
QFsj 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 implementation issues. 
And finally, in section VII., we adopted base case assumptions for 
candidate resource additions and financial data. 

While 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 summa~ize 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 
LRACs 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 case. We 
view the Phase 1B base case as the "most likely" forecast of LRACs 
and QF 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 
leVel for FS04. 
A. Phase IB Examination of uncertainties 

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

"First, let ne start with what is not going to 
be considered in Phase lB. We are not going to 
revisit methodological issues. That is, 
parties are not going to submit alternative 
scenarios based on their interpretation of the 
ICEM methodology, or their preferences as to 
how it shoUld be impleBented. The Phase lA 
decision will address the interpretation 
issues, as they have arisen during these 
hearings, and provide direction on how the ICEH 
should be inplemented. This direction will 
hold for phase lB. 

'"Second, Phase IB is not the forum for 
developing, from scratch, each party's . 
'preferred scenario' of resource planning 
assul1lptions and modelling conventions. 
Phase lA is not a preliminary exercise, to be 
superseded by everyone developing their own 12-
year projections in Phase lB. Rather, the 
scenario and IDRs [identified deferrable 
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resources} resulting from the Phase lA 
determinations will be the baseline for 
uncertainty analysis in Phase lB. 

-MOre specifically, during Phase 1B, 1 will 
direct the utilities to develop a set of 
sensitivities to the phase lA scenario of IORs. 
These sensitivities viII be designed to 
illustrate the relevant range of upper and 
lower bounds to a possible FS04 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. n (TR at 561-56lA.) 
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 methodology and, consequently, take as long as it 
has. We need to streamline Phase 18 to the extent practicable, in 
order to reach a final determination on FS04 in a meaningful 
timeframe. One way to do so is to minimize the number and detail 
of alternative scenarios that ~e examine in Phase lB. 

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 FS04 
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 lB. At the same 
time, we will not preclude respondents from presenting additional \ 

144 parties will still be given the opportunity to present ~ 
speoific proposals for incorporating contingency planning into our 
consideration of these uncertainties. For eXample, one approach 
might be to assign some probabilities to the sensitivities; another 
might be to base the solioitation on the ·worst case- scenario; 
still another might include elements of a Mwait and seeM 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 recommend for 
Phase lB. As described in ALJ Gottstein's statement, these 
sensitivities may represent a conbination of factors, such as 
variations in demand forecasts, coupled with variations in gas 
prices and/or the success rates of existing QFS. 145 There may 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 sensitivities 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 Phas~ 18 
uncertainty issues. We recognize that each party has its own views 
on the types and magnitudes of base case uncertainties and how 
those uncertainties, if quantified, could affect the FS04 
solicitation. It may be possible for parties to this proceeding to 
Leet in a collaborative effort to #internalizen those 
uncertainties, by negotiating among themselves once respondents 
file their Phase 18 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 18. 146 If successful, 
this cOllaborative approach would enable us to come to closure on 
this FS04 solicitation in an expeditious rnanner. 147 

B. SDG&E/s DSK Analysis 
During the course of SDG&E'g 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. 148 In 
the April 19, 1989 ALJ Ruling, SDG&E was directed to present this 
analysis in Phase 18: 

nln preparing this scenario, SDG&E shall use the 
resource plan assumptions/modelling conventions 
adopted in phase 1A (except for uncommitted 
DSM). The choice of production cost model to 
perform Phase lA and phase IB analysis, 
however, is left to SDG&E's discretion. A 
single production cost model should be used. 

nThis analysis will provide useful information 
for phase 18 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 18 deliberations. 
Regardless of the results, SDG&E'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 
directed above. 

147 As outlined in the April 19 ALJ Ruling, for SbG&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 
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 commission and parties with 
'hands on' experience in preparation for the 
DSM issues in Phase 3. n (April 19, 1989 ALJ 
Ruling, pp. 4-5.) 
Accordingly, SDG&E will be required to perform this 

analysis for Phase 18 in addition to other sensitivity analyses 
directed by the assigned ALJ. In the event that an FS04 
stipulation is reached, SDG&E will still be required to present the 
results of this analysis as part of its phase 1B testimony. 

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 improvements, 
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 conpare demand-side 
and supply-side resources. 149 

c. Treatment of Interutility Contracts 
As discussed in section III.0.2.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 0.87-11-024, we described several interesting 
ideas that were proposed during the cOmpliance hearings in 
A.82-04-44 et al. 150 Interested parties recently discussed their 
ideas at an informal workshop, held on February 15, 1990.

151 

149 See 0.89-12-057 (in A.88-12-005 and 1.89-03-033), mimeo. 
pp. 375-376. 
150 see D.87-11-024, mimeo. pp. 28-29. 

151 see ALJ Ruling on Phase lB/Phase le Workshops, dated 
January 8, 1990, pp. 1-2 • 
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Workshops should be continued to reach agreement on a mechanism for 
incorporating interutility.contracts into our current update 
process. 152 If agreement on all issues cannot be reached, 
respondents and interested parties will be directed to file formal 
pleadings for our consideration during Phase lB. We intend to 
resolve this issue by ex parte order before the end of 1990. 
D. The FUture of 5{)2 and EilvlroiuDEmtal Considerations 

On 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 to need additional peaking capacity in the near future. 

Our FS04 is not available to defer the need for peaking 
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. In 

152 Several participants in the workshop apparently desire to 
broaden the scope to include potential changes to our FS04 
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 lB. We are looking for· 
workable proposals that can be applied to the current structure of 
FS04 and our bidding procedures. Parties should focus their 
efforts on implementation specifics, e.g., cost-effectiveness 
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 strategio Planning and commission 
Advisory and compliance Branch. 

153 Time-differentiated capaoity payments under SOl and S03 give ~ 
the QF·a powerful incentive to be on-line during peak periods; 
however, the QF does not have to meet any performance requirement 
for such periods, i.e., the QF delivers only Was availablew 
capaoity. In contrast, the QF under S02 must generally be 
available for all on-peak hours in the peak months (subjeot to a 
20% allowance for forced outages in any month) in order to receive 
full capaoity 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, 
S02 has a continuing role to play in a balanced portfolio of 
standard offers. As we stated in D.87-11-024, nStandard 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.n154 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 co~sider the reinstatement of S02 
after completion 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 lB. 

~he possibility that some respondents will need to build 
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 1e, 
contingent upon an FS04 solicitation during this update cycle. 
However, ,we now believe that our consideration of S02 reinstatement 
issues provides an excellent forum for c6nsidering proposals to 
inolude environmental adders and/or to incorporate environmerttal 
criteria into the SO~ solicitation process. Assuming that we do 
reinstate 502 in some form for one or more ot the utilities, we may 

154 D.87-11-024, FOF 22. 
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be abl~ to incorporate environmental considerations in the next 
round of S02's as a test case. 155 

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 approach 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 S02 
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. 151 These should be filed at the 
Commission's Docket Office, and served on all parties of record, 
including the state service list. Reply cornnents should be filed 

155 This can be done in a variety of ways, including quantifying 
th~ benefits of reducing ~nvironmental impacts in our cost-
effectiveness analysis, computing paym~nt adders to QFs that avoid 
those impacts, and/or incorporating environmental criteria into a 
bid s~lection. 
156 See Administrative LaW Judge's Ruling on phase 1B/Phase Ie 
Workshops, dated January 8, 1990. 

157 See D.88-09-026, nioeo. 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 lB compliance Filing Requirements 

Respondents should file their Phase lB base case 
analyses, and serve them on all appearances and the state service 
list 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 
include in that delivery copies of all workpapers and ELFIN input 
and output files (on hard copy and diskette).158 

These compliance filings should clearly summarize the 
Phase lB 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 
these resources they consider nondeferrable by QFs, and make 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 pre screening and the additions 
subsequently considered in the ICEM as a 
result of that s~reening; 

(2) 

(3) 

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

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

158 For the purposes of this order, the key parties are: PG&E, 
SCE, SDG&E, DRA, SF/U/F, IEP/IPC, and CEe • 
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(4) 

(5) 

(6) 

(1) 

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 IV.C. 
above; 

Variable O&M estimates used for post-
processing, including a clear explanation 
of their derivation and source (see 
section IV.F. above); and 

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 complied 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 IB filings, workshops, and prepared testimony will be set by 
fUrther Ruling • 
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Findings of Fact 
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 years and, if so, to identify 
those that are potentially deferrable by QFs. 

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

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

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

5. Our LRAC methodology uses a simplified generation 
resource plan approach. Under this approach, the utility's future 
least-cost resource plan is developed, 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 resource plan 
before testing candidate resource additions for cost-effectiveness. 

9. The base case resource plan refers to a specific set of 
assumptions assumed to represent the *most likelyM scenario, 
including forecasts of demand, prices, and availabilities of the 
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resources in the barebones plan, as well as the costs and operating 
characteristics of candidate resource additions. 

10. Consistent vith 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 inconsistencies in the CEC's definition of a 
barebones resource plan, relative to this Commission's definition. 

12. ER7 supply assumptions include iong-term projections Of 
as-available (S01 and S03) QFs not currently under contract, as 
well as potential self-generation. 

13. ER7 supply assumptions include the 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 seE's 
service territory that are anticipated to come under CEC siting 
review within the year • 

15. ER7 supply assumptions include two exchange agreenents 
currently under negotiation between PG&E and Seattle City Light, 
and PG&E and PUget Sound. 

16. In 0.85-07-022, we concluded that the price determined 
under our adopted LRAC methodOlogy must be calculated without 
including QFs who are -not in existence, but will be brought on-line 
as a result of that price. 

17. In D.86-07-004, we rejected utility proposals to 
establish broad categories of generically 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 0.86-01-004, we deternined that a utility should not 
be considered comnitted to a project for which construction has not 
started or najor regulatory approvals are pending. 

21. In 0.86-01-004 we permitted utilities to demonstrate 
commitment (or the opposite) on a project-specific basis where our 
guidelines seemed not to be dispositive. 

22. In 0.86-11-071 and 0.87-05-060, we stated that QF 
projects with signed contracts ar~ to be assigned a projected 
sUccess rate, based on an objective standard, before including them 
in the barebones resoUrce plan. 

23. In 0.87-05-060, we determined that an interutility 
contract should be fully executed by both sides before including it 
in the barebones plan. Howev~r, we permitted the utility to make a 
specific showing that a particular purchase is committed, based on 
appropriate documentation. 

24. In 0.81-05-060 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. ORA's testimony in A.82-04-44 et ale only included 
forecasts of future QFs for the ·infraroarginality test·, which was 
subsequently eliminated from the ICEM tests in 0.86-07-004. 

26. Including forecasts of unsigned SOl and S03 QFs in the 
barebones resource plan imputes a policy preference, similar to a 
tinding ot nondeferrability, for as-available, short-run QF 
contracts relative to FS04, our long-run resource plan based ofter. 

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

28. In D.88-09-026, we did not address the issue 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 fron a simultaneous purchase and sale to surplus 
sale on a yearly basis. 

30. QFs elect to change their purchase/sales arranqements 
based on short-run pricing signals, which we update as frequently 
as every three months. 

31. There is no clear distinction, in terms of the impact on 
a utility's system, between an as-available QF and self-generator. 

32. Estimates of future QF contracts and self-generation are . I 
oade without identifying specific sites or considering deVelopment ~ 

milestones. 
33. ~nJike interutility MOUs or contracts under negotiation, 

a ~tandard 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 
bid for 802 or FS04 will sign the standard offer. 

35. Excluding QFs that have tendered a winning bid for a 
standard ofter solicitation, but have not yet signed the contract, 
could lead to a situation where a subsequent bid cycle resolicits 
bids for all of the deferrable KKs identified in the previous 
cycle. 

36. Subsequent to the issuance of ER7, two of the winning 
bidd~rs for SDG&E's S02 solicitation did not elect to pursue their 
projects. 

37. None of the parties to this proceeding presented any 
estimates of success rates for the remaining two active 
participants in 8DG&E's 802 solicitation. 

38. None of the parties to this proc~edin9 presented any 
estimates of success rates tor the Luz SEG8 IX-XII projects. 

39. The Harbor/Chaplin project does not have a signed 
contract with any utility, and is currently pursuing negotiations 
with LADWP • 
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40. PG&E has executed exchange agreements with Seattle City 
Light and PUget Sound. PG&E has been negotiating with ~PA for 
transmission access for these agreements since August 1988, and 
does not yet have co~plete access to deliver the power. 

41. PG&E has not yet sought approval from PERC for these 
purchase agreements, and does not plan to do so before mid-1991 
(for Puget Sound) and mid-1992 (for Seattle city Light). 

42. PG&E 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 accept~le 
to the utility. 

44. Including contracts under negotiation in the barebones ~ 
resource plan creates undesirable incentives in the energy market 
and undermines our objective of creating a nlevel playing field-
for consideration of all resource options. 

45. We have 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 
current storage contract with SDG&E, which expires in 1998. 

47. PGE's renewal of its storage contract with SDG&E is 
highly uncertain at this time. 

48. ER7 supply assumptions inolude two IOU projects for whioh 
construction has not started, or regulatory approvals are pendingt 
SDG&E's 100 KW south Bay 3 augmentation, and SDG&E's 30 MW retrofit 
of inlet air coolers. 

49. ER7 supply assumptions inolude the Kerr McGee Argus 
Cogeneration Expansion (ACE) and Coolwater Coal Gasification 
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conversion (Coolwater) demonstration projects in SCE/s planning 
area. 

50. The ACE demonstration project is a QF project owned 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.g., 
whether or not it is fully executed; the term of the contract, 
etc.). 

52. The ACE de~onstration project is currently under 
construction and has CEC approval to operate beyond the 
demonstration 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, Day or IDay not ~ 
become commercially viable and cost-effective. 

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 
resource plan beyond the demonstration phase penalizes all other 
resource options, including QFs, that could compete using 
commercially available technologies. 

57. The CEC planning areas for seE and PG&E include various 
Muni loads and resources. 

58. ER7 supply assumptions include pending Huni resources, 
i.e., resources under development which may materialize in the 
planning period, but await regulatory approval. 

59. In D.88-09-026, we determined that respondents should 
adopt the treatment of residual Huni loads preferred by the CEC. 

60. For ER7, the CEC makes two related assumptions: (1) the 
IOUs have no additional obligation to meet the capaoity and energy 
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needs of the Huni utilities beyond the obligations imposed by 
existing contracts, and (2) Huni utilities will take steps to 
secure resources on their own to meet their future needs. 

61. SeE's and PG&E's FS04 payments to QFs would reflect the 
future resource needs of Muni utilities if pending Huni resources 
were e~cluded from the barebones resource plan. 

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

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

64. Removing spot capacity purchases and/or PG&E's PUget 
Sound and Seattle city Light exchange agreements from the resource 
plan without redesignating the firm energy to nonfirm would result 
in a lower level of total nonfirm energy than adopted in ER7. 

65. In 0.87-11-024 and 0.88-09-026, we determined that cost-
effective uncommitted OSH is nondeferrable by QFs 

66. Our current procedure for evaluating OSH programs 
considers the results of several cost-effectiveness tests, each 
designed to reflect the different set of costs and benefits 
experienced by program participants, all ratepayers, the utilit~ 
and society as a whole. 

67. Our cost-effectiveness testing procedures for DSH are 
described in the CEC/CPUC Standard Practice Hanual, developed 
jointly by the two Commission staffs. 

68. We intend to further explore the potential for 
integrating our demand- and supply-side cost-effectiveness testing 
methods in Phase 3 of this proceeding, or other appropriate 
proceedings that may follow from the statewide Collaborative 
Process • 
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69. 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 ICEH approach adopted for supply-side additions. In 
D.88-12-085, We adopted that stipulation. 

70. In D.87-11-024, we stated that the CEC should present its 
adopted forecasts of unconnitted DSM for review by DRA and other 
parties, in terms 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 
demonstrated as a pumped storage unit. 

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

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

75. ER1 supply assunptions do not include the Axis steam 
plant and CT resources, which were integrated with SCE's main 
system when the Blythe-Eagle Mountain interconnection was closed on 
October 31, 1988. 

76. ER1 supply assunptions include the Rancho Seco Nuclear 
Plant as an existing, operating resource. 

77. ER1 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 require any further 
regulatory approvals. 

79. On June 6, 1989, sacramento voters rejected a proposal to 
allow SMUD to continue operating the Rancho Seco Nuclear Plant • 
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80. On September 1, 1989, the ER1 standing committee issued 
its recommended changes to the ER1 data sets to reflect the 
shutdown of Rancho Seco. 

81. In 0.88-03-019, we adopted the QF-in/QF-6ut method for ~ 
calculating energy payments to variable-priced QFs. 

82. In 0.88-03-019 we considered 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 0.88-03-019 we stated that, depending on changes to ~ 
the-electric market, we might reconsider the OF-in approach. 

84. Under the QF-in or QF-in/QF-out methods, the addition of ~ 
a cost-effective new resource will typically reduce energy 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 utiiity's decision to add 
a cost-effective resource to its resource plan. 

81. LRACs are evaluated from the perspective of the .~ 
ratepayer. 

88. OF payment reductions-provide societal efficiencies by 
removing the least 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 January 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 Mage-deratedM 
capacity from each utility's resource plan • 
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92. In calculating age-deration amounts, ER7 adopted a 
methodology that assumes a linear decline 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 llovember 27, 1989, respondents, DRA, CEe, and IEP/IPC 
filed a joint workshop report with their agreed upon approach for 
applying the ER7 age-deration assumptions in Phase lB. 

95. Respondents, ORA, CEC, and IEP/IPC agree that age-
deration should he 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. Respondents, ORA, CEC, and IEP/IPC also agree that age-
deration should not he incorporated into the production cost 
simUlation. 

97. standby units are oil and gas plants th-at 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 between 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 0.89-12-015 we determined that short-
term reserves should be codelled as being available over the entire 
forecast period, when determining the short-run need for capacity 
and for production cost purposes. 

100. Applying age-deration levels first to standby units 
excludes all short-term reserves from reserve margin and ERI 
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calculations, unless the the system'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 frOD 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 reserve margins. 

105. Refurbishment or repowering options extend 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 tvo vays to 
designate firm capacity for commitment purposesi either as a 
ninimum constrained ·CKN 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.g., combined cycle units) fall 
somewhere between the minimum constrained and quick-start ELFIN 
designations. 

110. The ER7 data set uses a ·CMW designation for all combined 
cycle units • 
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Ill. ~he 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 seE's hybrid 
approach for modelling combined cycle units. This approach retains 
the NCMW designation but lowers the minimum load pOints on these 
units during the off-peak periods. 

113. In its ER7 data set, the CEC models as-available 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 ECAe proceedings. 

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

116. Variable OSH should be accounted for in evaluating the 
cost-effectiveness of new resource additions. 

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

118. post-processing requires a separate calculation for each 
resource in the utility's resource plan, which can be facilitated 
through the use of electronic spreadsheets. 

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

/ 
/ 

120. Averaging can produce inaccurate results when plants have ~ 
a wide range of variable O&M costs. 

121. post-processing requires the modeller to clearly present ~ 
all assumptions used for variable O&M costs • 
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122. In 0.89-09-093, we directed PG&E to use the variable O&H 
estimates it filed in eEC's CFM-7 proceeding for the 1989 ECAC 
case. 

123. Respondents' estimates of variable O&M costs, as filed 
with the CEe in CFM-7, provide reasonable base case values, in 
light of the limited purpose and record of this proceeding, of each 
operational generating unit's narginal O&H costs. 

124. Only PG&E recommends changing the ELFIN wCOMMTw feature 
"to wNCOMMTw, which would base model commitment on rated capacity, 
instead of derated capacity. 

125. seE and SDG&E recommend a number of relatively minor 
adjustments to the modelling conventions presented in the ER7 data 
set, none of which were challenged as being incorrect or 
unreasonable. 

126. In 0.86-07-004, 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. 

1.27. 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-effectiveness. If it is 
cost-effectiVe to add-more than one resource in a given year, 
comparisons 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-sequential approach first ranks all resource ~ 
options based on life-cycle cost-effectiveness, and then adds the 
most cost-effective resource in the year it first passes the first-
year test. The evaluation then proceeds to the next cost-effective 
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resource until sufficient cost-effective resource additions have 
been added to meet reserve margins. 

130. The 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 resources as much as 30 years into the future, 
thereby posing the risk of oVercommitment to technologies for which 
ultimate development is uncertain. 

132. The non-sequential approach is more burdensome to 
implement than the tine-sequential approach, since its decision 
rules require a life-cycle cost of analysis of every potential 
resource addition. 

133. Relative to the time-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. One way of correcting for the resource planning anomalies ~ 
that arise using the non-sequential approach is to relax 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 
compromises to any significant extent the accuracy of results, 
relative to the non-sequential approach. 

137. In their Phase lA filings, PG&E, SCE, SDG&E, and DRA all 
used different prescreening techniques to reduce the number of 
resource options inclUded in the 1CEM analysis. 

138. prescreening of resource options can substantially 
reduce, or change the nature of, the types of resources considered 
potentially deferrable by QFs • 
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~ 139. PG&E's method best captures the intent of prescreening, ~ 

• 

• 

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 
life of each option (i.e., single lifetime approach). 

141. A ramped fixed cost stream can also be constructed for 
resource options, based on the assumption that each option can be 
infinitely replicated at some inflation rate (i.e., infinite 
repetition 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 yie~d 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 the starting date 
of the contract to ensure that it does. 

146. subjecting SDG&E's DSH programs in Phase IB to the first-
year test will give us an indication of how OSM programs fare when 
compared on equal footing with supply-side resources. 

141. The 12-year planning horizon we adopted in 0.86-05-024 is-
a logical choice for the ICEK planning horizon. 

148. In 0.86-05-024, 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 • 
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150. By definition, the life-cycle test of cost-effectiveness 
will require some form of extrapolation beyond ER7's 20-year 
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 between truncating the life-cycle analysis and 
extrapolating the ER7 data sets. 

153. In its Phase lA ICEK analysis, SDG&E eValuated 
technologies that are not currently comnercially aVailable, and 
would not have been commercial during the 12-year planning period. ~ 

154. Including commercially unavailable technOlogies in the ~ 

resource planning process increases the risk of overcommitting to 
technologies for which ultimate developnent 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 connercial 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 0.88-09-026, we directed respondents to choose among 
three alternative approaches for connecting our adopted short-range 
demand forecast with the CEC's ER7 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 y~ars 

158. In their Pha~e 1A filings, PG&E and SDG&E used the ER7 
illustrative loads for the years 1989 to 1991. 

159. It is necessary to make significant adjustments to our 
adopted ECAC short-range demand forecast to put it on a comparable 
basis with the ER7 long-range forecast • 
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4IIt 160. utility system operators do not consider transportation- ~ 

• 

• 

related gas costs in selecting which units to dispatch. 
161. A long-tern resource addition is likely to avoid not only ~ 

the commodity costs of gas, but also the long-run marginal costs of 
the gas distribution system. 

162. until we are able to develop long-run marginal gas costs, ~ 
embedded transportation-related 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 are 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 ERces. 

165. In 0.86-07-004 and 0.87-11-024, 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 ERCCswill only be 
added to the resource plan if there are no cost-effective baseload 
or internediate resource options to meet short-term reliability 
needs and reduce marginal operating costs. 

167. Using B/C ratios as tie-breakers in the ICEK analysis ~ 
will indicate if a resource with no ERCCs is needed as a shortage 
resource, or if there are baseload or intermediate load resources 
that should be added instead for both reliability and energy saving 
purposes. 

168. A resource with no ERCCs which passes the ICEK 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 
capital investment, any resource with fixed costs that is lower 
than those of a CT will, by definition, have 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 seemingly identical 
resources can be caused by factors such as the use of e~isting 
Versus new sites, the degree of work necessary for electric and gas 
interconnections, the relatiVe size of the units, and pollution 
control or environmental Bitigation requirements. 

173. Use of generic cost data does not adequately reflect 
specific factors that make up a utility's resource costs. 

174. Respondents provided utility-specific cost estimates for 
their candidate resource additions. 

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

176. For its test year 1989 GRe, SDG&E eXcluded Heber from its 
resource plan, and reported that it intends to sell the project to 
reduce costs to customers • 

177. The viability of Heber as a return-to-service option is 
too uncertain at this tine to be considered as a potential resource 
addition. 

178. In D.87-11-024, we directed respondents to jUstify any 
deviations from the BRPU base 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 resource planning assumptions, including resource 
cost estimates, across our various proceedings. 

180. In D.86-07-004, we directed respondents tot (1) use the 
incremental cost of capital, (2) take the capital structure from 
the utility's most recent capital fi1ing t after removing preferred 
stock and adjusting debt and equity proportionately, and (3) assume 
the present premium of equity over debt in developing their cost 
estimates • 
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181. In its Phase 1A filing, seE inoluded 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 more controversy OVer 
interpretation and implementation of our adopted LRAC methodology 
than we anticipated. 

186. It is necessary to streamline Phase IB to the extent 
practicable, in order to reach a final determination of FS04 in a 
meaningful timeframe. 

187. For the purpose of this update, examination of a few, 
well-selected 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 neg~tiate a mutually acceptable FS04 
solicitation. 

189. 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. 

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

191. S02 is currently suspended for PG&E, seE, and SDG&E. 
192. In 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.e., resources 
with no ERCes) for some or all respondents during the planning 

horizon. 
195. The utility's peaking resources are typical oil- or gas-

fired. 
196. Our 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 FS04 solicitation during this update cycle. 
Conclusions of Law 

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

2. The barebones resource plan should consist of e~isting 
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 
e~cluded from th~ barebones resource plan. 

s. consistent with our treatment of future as-available QFs, 
forecasts of self-generation additions should be e~cluded from the 
barebones resource plan. 

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

7. For the Phase IB 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. QFs with signed contracts, including negotiated 
de"ferrals, or QFs who have won an S02 or FS04 solicitation should 
be included in the barebones resource plan. Their projected energy 
and capacity deliVeries should be discounted by estimated success 
rates, based on an objective standard. For QFs who have won an S02 
or F804 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 802 -~ 
solicitation (totalling 52.2 KW) should be excluded from SDG&E's 
barebones plan in Phase lB • 

10. For the remaining active projects in SDG&E's S02 
solicitation (Bonneville and Luz SEGS 13, totalling 130 MW), a 50t 
success rate represents a reasonable middle ground between the 
unacceptable extremes of ot and loOt, and shOUld be assumed for the 
Phase 1B base case. AlternatiVe success rates may be considered 
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 between the unacceptable extremes of 0% 
and 100%, and should be assumed for the Phase IB base case. 
Alternative success rates may be considered for the Phase 1B 
sensitivities • 
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13. The Harbor/Champlain project should be e~c1uded from 
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 
enable QFs to compete with power purchase opportunities that 
materialize between updates. 

15. For the Phase 1S compliance filings, respondents should 
treat agreements currently under negotiation in the fo1lowin~ 
manner: 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 resource 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 resource, subject to the ICEM 
analysis. 

16. The PUget Sound and seattle Power Light purchase 
agreements should be excluded from PG&E's barebones resource plan 
in Phase lB. consistent with conclusion of Law 14, PG&E may 
subject these agreements to the ICEM tests of cost-effectiveness. 

17. In removing the PUget Sound and seattle city Light 
exchange agreements from the barebones resource 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 IOU 
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. 

21. Beyond the demonstration phase, an IOU demonstration 
project should be evaluated as a potentially deferrable resource, 
and subjected to the ICEK tests of cost-effectiveness. 

22. QF-owned denonstration projects should be included in the 
barebones resource plan at a projected success rate only if there 
is an executed contract for power purchases beyond the 
demonstration phase. 

23. For 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 ICEK tests of cost-effectiveness. 

24. If SCE has fully executed a contract with Kerr-McGee 
Chemical 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 denonstration 
phase only. Beyond the demonstration phase, the project should be 
evaluated as a potentially deferrable resource, and subjected to 
the ICEH tests of cost-effectiveness. 

25. SDG&E's 100 KW South Bay 3 augmentation 30 KW retrofit of 
inlet air coolers should be excluded from the Phase 1B barebones 
resource plan and subjected to the ICEK tests of cost-
effectiveness. 

26. IOU ratepayers should not pay QFs based on Huni 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, 

- 140 -



• 

• 

• 

1.89-07-004 ALJ/MEG/jt * 

northwest purchases over the Huni portion of COTP, and MSR's access 
to San Juan '4 in the Phase 18 barebones resource plan. 

28. For the Phase 18 base case and sensitivities, SCE should 
include the Resale cities southwest contract and Northwest 
purchases oVer the Huni portion of COTP in the barebonas resource 
plan. 

29. For their Phase 18 base case filing, respondents should 
eXclude the ER7 spot capacity purchases from the barebones resource 
plan and subject them to the 1CEM tests of cost-effectiveness. 
Respondents should use ER7 assumptions for the fi~ed charges 
associated with these purchases. Alternative assumptions on cost 
and availability may be considered for the Phase 1B sensitivities. 

30. consistent with Exh. 37, in removing spot capacity 
purchases fro~ the barehones resource plan, the firm energy 
associated with these purchases should be redesignated to nonfirn 
for the base case scenario. 

31. For their Phase 18 base case filings, respondents should 
include in the barebones resource plan the levels 'of uncommitted 
DSM adopted in ER7. Alternative levels of cost-effective 
uncommitted DSM may be considered as part of the Phase IB 
sensitivities. 

32. consistent with the DRA/SDG'E Joint Exhibit on Resource 
Plan, filled in A.87-12-003, in phase IB SDG&E shOUld test a number 
of uncommitted DSH programs using the 1CEM approach adopted in 
A.82-04-44 et al., and clarified in this order. 

33. SCE's castaic/LADWP e~change agreement should be 
considered committed and included in SCE's Phase 18 barebones 
resource plan. 

/ 

34. Rancho Seco should be excluded from seE's and PG&E's 
barebones resource plans in Phase IB, consistent with CEC's 
september 1, 1989 recommended changes to the ER7 data set. 

35. For the Phase 1B barebones plan, PG&E should include the ~ 
additional 62 KW of geothermal resources 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 from the resource plan, subject to a showing of 
cost-effectiveness and nondeferrability. 

37. For Phase IB, SCE should include the Axis steam plant and 
CT resources in its barebones resource plan, and incorporate Blythe 
loads into its demand forecast. 

38. For the Phase IB base case, SDG&E shOUld adjust the ER7 
committed DSM amounts by the figures presented in Exh. 24. 

39. In Phase 1B, any party claiming that a baseloAd or 
intermediate load supply-side resource is nondeferrable 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, the ICEM approach ~ 
adopted in this order shOUld be used wherever possible • 

41. In-the ICEK analysis of resource options, the cost of vi' 
energy from variable-priced QFs shOUld be set equal to the utility 
system's narginal costs (QF-in). 

42. The age-deration approach agreed upon by respondents, ~ 
CEC, ORA, and IEP/1PC is reasonable and shOUld be adopted for this 
BRPU cycle. 

43. consistent with ~ur ECAC determinations, short-term ~ 
reserves should be considered available for prodUction cost 
purposes over the entire forecast period. However, short-term 
reserves should count towards reserve margins and BRIs 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 IS 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 anount of age-deration associated with that unit should be 
included as available capacity for ERI and reserve margin 
calculations. 

47. For production costing purposes, short-term reserves 
should be assigned a penalty factor to properly reflect the 
expected limited dispatch of these units. 

48. For their phase IB compliance filings, respondents should 
use the ELFIN nCM· 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 
resource additions. For this purpose, respondents should use the 
modelling convention outlined in SCE's Exh. 12. 

49. The CEC's modelling convention for as-available QFs, as 
presented in the ER7 data set, should be used for all phase 18 
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 O&M costs, by Multiplying the kWh 
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 CFK-7 should be used in 
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post-processing the variable O&M costs of a utility's operating 
units. 

52. The ELFIN ·COMMTw feature should be retained for this 
update cycle. 

53. The 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 time-sequential approach to applying the ICEK tests 
of cost-effectiveness best meets our criteria Of accuracy, 
comprehension, understanding of the methodology and practicality of 
implementation, and should be adopted. 

55. In applying the ICEM, only one resource addition should 
be evaluated for cost-effectiveness in a given iteration. 

56. PG&E's prescreening method, as presented 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 used. 

57. In applying the first-year test of cost-effectiveness, 
the ramped fiXed cost streams for each option should be constructed 
using the single lifetime approach, with only real escalation 
contained in the fixed cost stream. 

58. All supply-side resources considered in the ICEM analysis 
should be subjected 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 life-cycle tests of cost-

I 
/ 
/ 

effectiveness. For application of the first year test, SDG&E f" 
should ramp the fixed costs of DSM programs. 

60. Potential resource additions should be included in the ~ 
resource plan only if they pass the first-year test during the 
first 12 years of the FS04 planning horizon. 

61. For Phase 18, potential resource additions should be \I' 
included in the resource plan only if they pass the first-year test 
during the 1990-2001 period • 
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62. For the Phase 1B resource plan filings, a utility-built 
resource should be added in the first year that the resource 
becomes cost-effective, regardless of construction lead-time. 

63. In conducting the lCEK 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 the resource 
life. Relative cost-effectiveness should be determined hy 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. Only technologies that are currently commerciallY 
available, or that are likely to become 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 noncommercial 
technology is likely to be commercially available during that 
period. 

1 
/ 

66. For the phase 18 base case analysis, respondents should 
use the CEC's illustrative loads for 1989-1991, 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 y; 
production cost model dispatch decisions. 

68. until we are able 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 
resource 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 ER7 data set • 
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70. In conducting their ICEM analyses, respondents should 
test the cost-effectiveness of base load and intermediate load 
resources, in addition to resources with no ERCCs, for each year of 
the planning horizon. 

71. 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 leEK analysis, a CT shoUld be 
considered cost-effective in any year in which the ERI is 1.0 or 
qreater. 

73. In conducting the ICEM analysis, respondents should rely 
less on generic 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 permitting, 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 be used tor 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. SDG&E's Heber qeothermal return-to-service option should 
be deleted from consideration as a candidate resource addition tor 
this update cycle. 

78. consistent with our determinations in D.87-11-024, in 
other proceedings where respondents develop resource cost 
estimates, they should justify any deviations from the cost 
estimates they have presented in this proceeding. 

79. For the Phase 18 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. 

sO. The issue Of 802 reinstatement should be addressed during 
phase lB. We should consider proposals for incorporating 
enVironmental considerations into the S02 solicitation, as a test 
case, assuming that S02 is reinstated for one or mOre utilities. 

81. The issue of how to enable QFs to compete against power 
purchase opportunities that arise in between BRPU updates should be 
addressed during Phase lB. 

8i. In Phase lB, SDG&E should test a number of uncommitted 
DSH load management and efficiency programs using the ICEH approach 
adopted for supply-side additions in today/s order. In evaluating 
program cost-effectiveness, SDG&E should consider all the costs of 
installing and operating the efficiency improvements I including 
participant costs. 

83. In order to proceed expeditiously with Phase lB, this 
order should be made effective today • 

INTERIM ORDER 

IT IS ORDERED that: 
1. PAcific Gas and Electric company, southern California 

Edison Company (SCE), and San Diego Gas & Electric company, 
collectively respondents, shall file a Phase IB base case analysis 
to conform to the policies and resolution of issues set forth in 
sections III. through VIII. of today/s deoision. The Phase 18 base 
case filing shall inoludes 

a. The respeotive utility's base case scenario 
of OF deferrable resources and year-by-year 
projections of long-run avoided costs, 
together with supporting and eXplanatory 
materialsl 
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b. A olear description of all resources 
considered to be nondeferrable, together 
with the requisite showings; 

c. 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; 

d. A description of any year(s) in which the 
target reserve margins are not met or 
e~ceeded; 

e. A description of any year(s) in which a 
combustion turbine would not have passed 
the ICEK analysis when the Energy 
Reliability Inde~ is one or greater: 

f. A comparison between trending and using the 
california Energy Commission's illustrative 
loads for connecting short-run and long-run 
demand forecastsJ 

g. Information on short-term and long-term 
reserves, as described in section IV.C. of 
this decision; 

h. Variable operation and maintenance 
estimates used for post-processing, 
including a clear explanation of their 
derivation and source; and 

i. A list of all unite assu~ed to be capable 
of cycling on a daily basis. 

The Phase 1B base case analysis shall oe filed and served 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 the key parties identified 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. within ten (10) days from the effective date of this 
order, SCE shall file and serve a statement describing the status 
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, 
of its contract with Kerr-McGee Chemical Corporation by the Argus 
Cogeneration Expansion project, including the date of contract 
execution, the contract term, and whether the contract is a 
standard offer or negotiated contract. 

3. As described in sections VIII.C. and VIII.D. of this 
order, the commission Advisory and Compliance Division shall 
conduct additional workshops, as needed, 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 
nail 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 effective date of 
this order, written comments on respondents' Phase 18 base case 
filings shall be filed and served. The purpose of these comments 
is to identity any areas where respondents have not complied with 
the directiVes in today's decision. 

5. Within forty (40) days fro~ 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 IB, consistent with the approach described in 
section VIII.A. of this decision. 

G. 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 802 be made 
available, (2) what megawatt limits should apply when it is 
available, 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 802. If consensus cannot be reached 
via informal workshops, respondents and interested parties shall 
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also file their positions on ho~ 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. 

1. Corunenclng on Auguf;t 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, Xay 1, August 1, and November 1 of each year. 
T~o copies of each quarterly report shall alsO be mailed to the 
commission Advisory and commission Branch, Energy Branch. 

8. unless other~ise directed in this order, all filin9s 
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. 
ut\n 2(\ 1n~(\ •• • Dated mn~ 0 Iu~~ , at San FranCISco, California. 

I will file a written concurring opinion. 

/s/ FREDERICK R. DUDA 
Commissioner 
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TABLE 2A 

PG&E's Base Case Resource Plan for Phase IA 
Positions of the Parties· 

CEC PG&E DRA SF[ulF IEPlIPC 

1. Existing & Committed 
o OF/self-Gen After After 

Additions Yes YeSl1 Yes }{0-1991 No-1990 
o All Other Yes Yes- Yes Yes Yes 

2. Pending 
a. IOU Contracts 

o PG&El.seattle No Yes No No No 
o PG&Elpuget NO Yes No l{o No 

b. OF Contracts N/A N/A NfA NfA NfA 

c. IOU projects NfA NfA NfA NfA NfA 

d. Hun! Resources 
o Bur-GlenfPGx 

PurchasefExch. Yes Yes Yes No No 
0 KSR/San Juan 14 Yes Yes Yes No No 
o NW Purch. over COTP Yes Yes Yes No No 

e. Demonstration 
Projects NfA NfA NfA NfA NfA 

3. Nondeferrable 
a. Uncommitted DSM Yes Yes Yes No Yes 
b. Spot Firm capacity Yes Yes Yes No Xes 

• The reference point for this table is the ER7 ELFIN data set, as 
modified by CEC's Septembe~ 1~ 1989 recommended changes to 
reflect the shutdown of Rancho Seco. Positions of the parties 
reflect the positions expressed in concurrent briefs. 

Notel NfA = Not applicable 

Yes = Include in the base case resource plan before 
commencing the ICEM tests of cost-effectiveness for new 
additions. 

No = Exclude from the base case resource plan before 
commencing the ICEM tests of cost-effectiveness for new 
additions. 

11 PG&E adds 62 KW of OF geothermal • 
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TABLE 2B 

SCE's Base Case Resource plan for Phase lA 
positions of the parties· 

CEC SCE DRA sFLuLF IEPLIPC 
1. Existing & Conmitted 

• QF /Sel f -Gen After After 
Additions Yes ~esll Yes No-1991 No-1990 • All Other Yes es Yes Yes Yes 

2. Pending 
a. IOU contracts 

YesU • SCE/LADWP castaic Yes Yes No tlo 
b. QF contracts 

• LUZ SEGS IX-XII Yes Yes Yes No No • Harbor/Chaplin No No No No No 
c. IOU Projects 

• Cool Water Gas Conv. Yes Yes tiC) No tlo 
d. Huni Resources 

• Resale cities SW Cont. Yes Yes Yes tlo tlo • NW PUrch. over COTP Yes Yes Yes No No 
e. Denonstration 

• Kerr McGee ACE Yes Yes Yes No No 
3. Nondeferrable 

a. Uncommitted DSK Yes Yes Yes No Yes b. spot Firm Capacity Yes Yes Yes No Yes 

* 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 Ran~ho seco. Positions of the parties 
reflect the positions expressed in concurrent briefs. 

Uote: N/A = Not applicable 

Yes = Include in the base case resource pian before commencing 
the ICEK tests of cost-effectiveness for new additions. 

No = E~clude from the base case resource plan before commencing 
the ICEH tests of cost-effectiveness for new additions. 

11 SCE reconaends adding (1) the Chino Battery storage project, and 
(2) the Axis steam plant and combustion turbine resources (and 
incorporating Blythe load). 

l/ seE reclaesifies this resource as committed • 
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TABLE 2C 

SDG&E's BaSe Case Resource Plan for Phase lA 
Positions of the Parties* 

CEC SooSE DRA SFlulF IEPlIPC 

1. Existing & Committed 
o QF/Self-Gen After After 

Additioni/ YeS 1'05 Yes No-1991 No-1990 
() All Other--- Yes Yes Yes Yes Yes 

2. Pending 
a. IOU Contracts 

() PGE Storage . / 
(Renewal only)1 No No No No No 

b. QF contract~/ 
o New sO 12- Yes Yes Yes Yes No 

c. IOU projects 
o South Bay Augment No No No No No 
() CT Inlet Air 

Coolers Retrofit No No No No No 

3 • Nondeferrable 
a. Uncommitted DSM Yes Yes Yes No Yes 
b. Spot Firm Capacity Yes Yes Yes No Yes 

* The reference point for this table is the ER7 ELFIN data set, as 
modified by CEe's september I, 1989 recommended changes to reflect 
the shutdown of Rancho secO. positions of the parties reflect the 
positions expressed in concurrent briefs. 

Note I U/A = Not applicable 
Yes = Include in the base case resource plan before commencing 

the ICEM tests of cost-effectiveness for new additions. 

no = Exclude from the base case resource plan before commencing 
the ICEM tests of cost-effectiveness for new additions. 

1/ SDG&E and ORA add capacity for DSH approved in the 1989 GRC 
decision. 

1/ 
J./ 

Existing contract is treated as ·committed.· 
During the course of the proceeding, CEC, ORA, SDG&E, and SF/ufF 
modified their position to remove 52.2 MW of OF projects that had 
dropped out of the S02 solicitation • 
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TABLE 3 
Page 1 of 2 

Phase 1A Determinations on Barebones Resource Plan 

PG&.E SCE SDG&E 
1. Existing and committed 

• QF/self-Gen No-After No-After No-After 
Additions !/ 1991* 1991* 1991* 

Rancho Seco NO No N/A • 62 MW Addition}} 
QF Geothermal Yes N/A N/A • Axis steam/CT 
(Add Blythe Load) NIA Yes N/A • castaic Exchange N/A Yes N/A • Chino Battery storage N/A Yes N/A 

Demo PhaseV 
• Additional GRC DSMY N/A N/A Yes 

2. Pending 
a. IOU Contracts 2/ 

• PG&E/seatt~ No N/A lilA • PG&E/Puget No N/A N/A • PGE storage • (1998 Renewal) N/A N/A No 
b. QF contracts 

• LUZ SEGS N/A Yes-50\: NIA IX-XII Success Rate • Harbor/Chaplin N/A No lI/A • llew S02's 
- O'Brian N/A N/A No 
- Freeport-McMoran N/A N/A lIo Bonneville N/A N/A Yes-50t 

WZ SEGS 13 N/A 
Success Rate 

N/A Yes-50%" 
Success Rate c. IOU projects 

• Cool Water Gas coBY'~ NIA No N/A • south Bay Augment N/A N/A No • CT Inlet Air 
coolers Retrofit2/ N/A N/A No 

d. Muni Resources 
• NW PUrch. over COTP Yes Yes N/A • BUr-Glen/PGX 

Purchase/Exch. Yes N/A IliA • HSR/san Juan '4 Yes N/A II/A • Resale cities SW cont. N/A Yes lI/A 

~ * Except for projects with negotiated referrals. 
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TABLE 3 
Page 2 of 2 

Phase lA Determinations on Barebones Resource Plan 

e. Demonstration Projects 
• Kerr McGee ACE 

3. Nondeferrable 
a. Unconmitted DSM . 5/ 
b. spot Firm capacity-

tlote: N/A = Not applicable 

N/A 

Yes 
No 

Yes. y 
Demo Phase 

Yes 
No 

Yes = Include in the barebones resource plan. 

No = EXclude from the barebones resource plan • 

SDG&E 

N/A 

Yes 
No 

1/ 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. 

1/ PG&E shoUld add these resources only to the extent that they do 
not include future QF/self-generation additions after 1991. 

11 These resources should be included in the barebones plan during 
the demonstration phase only, and subjected to the ICEM analysis 
for the commercial phase. It the SCE contract between 
Kerr-McGee is fully executed 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. (see section III.D.2.d. of this order.) 

1/ SDG&E should adjust committed DSM amounts by the figures 
presented in Exhibit 24. 

21 These resources may be subjected to the ICEM analysis. (see 
sections III.D.i.c., d., and f. of this order.) 
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TABLE 4 
Page 1 of 2 

NotherN MOdelling Changes to ER7 Data set (By utility) 

Modelling Convention 
Change (utility) 

1. Time Per lods' 
(SCE) 

2. Oil/Gas unit 
Minimum Loading 
(SeE) 

3. CDWR Exchange 
(SeE) 

4. PNW Economy 
Energy (SCE) 

5. PSW Economy 
Energy (SCE) 

6. Elfin Modelling 
Convention (SCE) 

7. ELFIN Version 
(SeE) 

8. Cool water Gas 
Prices (SCE) 

9. Modelling QFs 
(SCE) 

10. PGE and APS 
Contract prices 
(SDG&E) 

11. Losses in PGE 
contract (SDG&E) 

12. Addition of II 

Card (SDG&E) -
nu" 

Description of Change 

Changed to SCE's current 
modelling time periods 
(weekdays, weeknights 
and weekends). 

set all units except 480s 
and Ormond Beach 2 to AGe 
minimum instead of 00-5 
minimum. 

Used more flexible energy 
schedule selection. 

Availability and price 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 Elfin Version 1.71. 

Used PG&E gas price 
forecast. 

Modelled QY capacity as 
baseload. 

Energy prices reestimated 
consistent with contract 
terms. 

capaoity reduced to reflect 
off-systen losses. 

Added to Kearny resources 
to reflect mUlti-units. 

Reference 

Exh. 12, 
p. IV-1 

Exh. 12, 
p. IV-1 

Exh. 12, 
p. IV-2 

Exh. 12, 
p. IV-2 

Exh. 12, 
p. IV-2 

Exh. 12, 
p. IV-2 

Exh. 12, 
p. IV-3 

Exh. 12, 
po. IV-3 

Exh. 12, 
p. IV-3 

Exh. 18, 
p. 11 

Exh. 18, 
pp. 13-14 

Exh. 18, 
p. 13 
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TABLE '" page 2 of 2 

.other" Modelling changes to ER7 Data set (By utility) 

Modelling convention 
Change (utility> 

13. Gas TUrbine Non-
Summer Ratings 
(SOO&&) 

14 ~ LOad Shapes 
(Soo&E) 

15. Distillate Oil 
price (Soo&E) 

Description of Change 

Ratings modified to reflect 
higher capability of gas 
turbines during cooler 
weather. 

Replaced hourlY load 
shape data with CEC-
adopted forecast. 

Replaced expense gas prices 
with distillate for turbines 
with no gas supply. 

Used non-derated COMMT 
feature of ELFIN. 

~/ ~his modelling change is not approved in today's order • 

Reference 

Exh. 18, 
p. 13 

Exh. 18, 
p. 14 

Exh. 18, 
p. 13 

Exh. 2, 
pp. 33-34 
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(IS) 

1990 
1091 
1992 
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Ploducfon Prc:;.&Jd)oo Change 
(;0$1 Co$I hCost 

,t,ddCTs Add Re-source PrO<lJcOCn 
m$ m$ m$ 
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OVervier;f of Rescm-ce Plan ceteminations, !U Re:sa.trCe Type 'f 
<> -.J r 
<> 

(1) (4) (5) (2) (3) <> 
~ 

Projected SUbject ~ IQssible l1lase 1B 

ReSOOrce 'lVJJe In Barebooes Plan? SUccess Rate lo.M Tes sensitivities e lit \ 

100 Project 'les, if regulatory II/A All projects not in AlternatiVe cperatiiq ~ 
(carrtercial ) awrovals obtained barebones rescorce assunptions (e.g., ........ 

arrl construction plan. capacity factor, . u. 
r-t 

started. m3in~ rates) :f 
tor cx:mni tted proj ects. 
Alternative cost arrl 
q:eratirq assurrptions 
for projects subject to 
Iem. 

Generic lOO Projects No~ incluled lilA lilA Uot incltrled. 

~ 100 Project For derronstratlon lilA Proj ect.s in Alternative q::era,tirq 

( DeIoonstratioo) {hase: Yes, if camercial operation asst.irr}ltioos tor 
regulatory awrovals (after daronStration deoonstration J:hase. 
obtained arrl con- Jilase) • Alternative cost am 
sbuction started. operatin} asstmptions 

tor o:mreroial {:base. 

lCO InterutiH.ty Yes, if OJrltract Yes I aco::untitq for N/A tor execuW Alte.mative success rates 

OXltracts executed. regulatory . contracts; yes, for for exealtOO CX>Iltracts. 
uncertainty. contracts utrler Alternative tenrs/ocsts 

negotiation, if of contracts urrler 
terns can rearly negotiation if~jected 
):e proj ected. to 1<»1 tests. 

v' QF o:>ntracts Yes, if contract (or Yes, acocw1tirq for N/A Alternative succesS rates. 
(deferral agreenent) regulatory ani 
executed or SO bid develqr.ent w-
has been a .... rarded. certa inties. 

Self-qeneration Yes, if site exists ilIA N/A Al temative assessrrent 
(~isting/OomrnJtted) or is urrler 0011"": 

of pnxJuctionjex:istirq 
struction. sitro, etc. 
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O'/erview of Re:scm:ce·plan ~tenni.natlons, By ReScurce Type 

(1) (2) 

Resource 'lYJ?e In Barebones Plan? 

FUture QF ())ntracts Not ooluded 
am. Seli~tion 

».mi Resources Yes--all 
pen1in:J inclUded. 

(3) 
Projected 

Success Pate 

U/A 

ilIA 

(4) 
SUbject to 
lCEM'rests 

ll/A 

ilIA 

• 
(5) 

I\)SSible Ihase 1B 
Sensitivities 

Not included. 

H • 
00 
\D 
I 

<:> 
-J 
I 

o 
o 
~ 

Spat capacity Uot Inc:luded lilA Yes Alternative asstmptions 
on cost ani availability. 

uncamUtted ffiM Yes, if determ1ned 
to be cost-effective 
usi.DJ StarrlarU 
Practice ManUal tests. 

Note: N/A = Not awlicable 

ll/A 

" 

Altenlative assurrptions 
on cost-effective levels. 

1/ Absent a shc1 .... ln:J of norrleierrability, all resoorces passing the lCEM tests of cost-effectiveness are 
deferrable by QFs. 

~I see Section 111.D.2.0. 

'JI For a wlnnirq bidder in an S02 or S04 solicitation, this suo:::ess rate ~d acccunt for the possibility 
that a developer does not d100se to sign the CX>fltract, ani pursue its project. 

~I Uo::1er our current methodology, cost-effective UI'P:mn.itted IXiM is included in the barebones plan, as a 
norrleferrable resoUrce, basOO on the starxJard Practice M:ln\l:31 tests; 'lbese programs are not rurrently 
subj~ to the 10M tests of cost-effectiveness. o.rr further consideration of h<:M to integrate 
d€'l'Nl1d- am supply-side resoorces may alter this practice. 

" .. -
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Landmark CPUC Decisions on 
Avoided cost, Standard Offers 

~he 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 

0.91109 _ adopted -avoided cost- pricing for utility 
purchases from -private energy producers-

0.82-01-103 - guidelines for standard offers 

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

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

II. Decisions Implementing Variable 
Energy Pa}~ents and Standard Offers 1 
2. and 3 (the Short-run Offers) 

0.82-12-120 
0.83-10-093 

0.84-03-092 
0.84-04-012 

0.88-07-024 
0.89-02-065 

III. Oecisions on Interim Standard Offer" 
(the Interim Long-run Offer) 

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

0.85-04-075 
0.85-06-163 
0.85-07-121 
D.86-10-()38 
0.86-12-()13 
0.86-12-104 
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IV. Show Cause proceeding (PG&E) 

D.84-03-093 
D.84-08-031 - -good faith- guidelines for utilities in 

negotiating with QFs 

V. Investigation of Transmission Constraints, 
Development of QF Milestone procedure, and 
Administration of Transmission Priority 

D.84-0S-037 D.85-I2-075 0.87-08-028 . 
D.85-01-038 D.86-02-033 0.87-09-030 
D.85-01-039 D.86-04-053 D.88-04-067 
D.85-08-045 D.86-11-005 D.89-01-044 
D.8S-09-058 D.86-12-017 0.89-07-0S8 
D.85-I1-0l7 D.87-04-039 

VI. Standard Offer 21 SusQension and Reinstatement 

D.86-03-069 D.87-09-025 0.89-02-017 
D.86-05-024 D.81-11-024 0.89-07-022 
D.86-11-071 D.87-12-0S6 D.89~08-031 

VII. Developffient of the Resource Plan-based Offer 
(Final Standard Offer 4) 

D.8S-07-022 
D.86-07-004 
0.86-10-030 
D.87-0S-060 

D.87-I1-024 
D.S8-03-026 
0.88-03-079 
0.88-09-026 

0.89-04-047 (Curtailment) 
0.89-07-04S 

VIII. ·OrQhans«· ·Pioneers,· and llonstandard Contracts 

D.93035 
0.93364 
D.82-04-087 
D.82-07-021 
0.83-0S-043 
0.83-05-047 
D.83-06-109 
0.84-05-057 
0.86-03-030 
D.86-06-060 

0.86-07-032 
0.86-08-017 
D.86-09-040 
D.86-10-039 
0.86-10-044 
D.86-12-018 
0.86-12-061 
D.86-12-062 
D.86-12-098 
0.86-12-100 

IX. Energy Reliability Index (ERI) 
CaQacity Valuation Methods 

p.86-11-071 D.88-03-079 

D.87-01-049 
0.87-03-068 
0.87-05-065 
0.87-07-086 
0.87-08-047 
0.87-09-074 
0.87-09-080 
0.87-10-038 
0.87-11-063 
0.88-03-036 

D.89-06-048 
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X. OUt-of-Service Area. QFs 

0.89-04-070 0.89-09-067 

XI. Avoidable Gas Costs 

0.88-07-024 0.89-09-099 

XII. Contract Administration 

0.88-10-032 in R.88-06-007 (Guidelines) 

• 

(KHD OF AT'I'ACIIMKBT 1) 

• 
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Summary of Standard Offers!1 

STANDARD OF}'ER 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* Firm Capacity and variable Energy 

The OF'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. Marty cogerterators and biomass 
QFs hold Standard Offer 2 contracts. 
STANDARD OFFER 3a 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. 

!I Source I 0.88-09-026 (in A.82-04-44 et a1.), Appendix o • 
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INTERIM STAlIDARD OFFER 41 Long-term Capacity and Energy, Based on 
Forecast of Short-run Marginal Cost 

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

Energy 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 I, 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. PaYffients 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. 
FIlIAL STANDARD OFFER 4 t 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 works11 

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, pbwer 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'l 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. 

11 Source. D.88-09-026 (in A.82-04-44 et al.), Appendix A • 
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The first step is the utility application. Following the 
latest Electricity Report of the California Energy Cowmission 
(CEC), the Pacific Gas and Electric COlilpany, 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 thei~ 
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 Kethodology. Finally, these 
participants may explain their choice of the scenario best. suited 
to the determination of avoidable plants. 

The third step is Commission determination of avoidable 
plants for the respective utilities. Avoidable plants are 
essentially the cost-effective baseload or intermediate 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 kno~~ 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 
cumulatively 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 capaclty, contracts up to that MW 
limit are offered to the low-bidding QFS, and they receive that 
percentage of the resource's fixed costs bid by the lowest losing 
bidder. (This is known as a ·second price- auction.) Contract 
signing occurs after the winning bidder complies with the 
prerequisites of the QF Milestone procedure, roughly one year after 
the utility applications • 
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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 file new resource plans, and 
Steps 1 through 4 are repeated, with such modificatiOns to the 
process as the parties may suggest and the CommissiOn approves • 

(END OF ATTACH1IENT 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 Rulemakinq No.2. ) 
--------------------------------) ) 

) 
) 

. ) 
) 
) 
) 

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

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

Application 82-04-44 
(Filed April 21, 19821 
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 

Application 82-03-26 

Application 82-03-37 

Applicati9n 82-03-62 

Application 82-03-67 . 

Application ~2-03-78 

Application 82-04-21 

ADKIHISTRATIVE LAW JUDGE'S RULING 
ON SCOPE AND SCHEDULE FOR THE 

STANDARD OFFER UPDATE PROCEEDING 

- I. Scope and Issues 

On February 27, 1989, the Assigned commissioner issued a 
ruling on a proposed schedule, scope and service list for 
Application 82-04-044 et al., the biennial standard Ofter Update 
proceeding. The ruling established a three-phased approach for 
addressing the issues in this case: 

- 1 -
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-During 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) availability, and update 
cost conponents that affect other offers. 
Proposals to change any of our standard offers 
will be considered in Phase 3.- (Assigned 
commissioner's Ruling, page 3.) 

The Assigned commissioner solicited written comments on 
the organization of issues, proposed schedule and Phase 1 
workshops, as outlined in-attachments to the ruling. 1 comments 
were filed by the Division of Ratepayer Advocates (ORA), southern 
california Edison Company (SCE), san Diego Gas & Electric Company 
(SDG&E), Pacific Gas and Electric Company (PG&E), Independent 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 prehearing conference (PHC) to 
address procedural natters·. At the .start of the PHC, I presented 
an oral ruling in response to some of the issues raised in the 
written comments. Ky statements were intended tot 

(1) Reaffirm the Assigned comnissioner's 
Ruling to implenent during Phase 1 this 
Comaission's adopted approach for . 
establishing standard Offer 4 (504) 
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 presented the 
proposed schedule adopted in Decision (D.) 88-09-026. Appendices B 
and C to this rulirrg revise and supersede t~e description of issues 
and Phase 1 schedule to reflect consideration of the written 
comments and the prehearing conference discussions • 

- 2 
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(2) 

(3) 

Clarify the role of the CECis seventh 
Electricity Report (ER7) ~base casew 
resource plan scenario, and the extent to 
which alternative supply and demand 
assumptions2would be considered in this 
proceeding; and 
Clarify the scope of Phase 1 workshops and 
reaffirm the filing requirements outlined 
i~ the Assigned commissioner's Ruling. 

A copy of my PRC ruling is attached as AppendiK A to this 
ruling, and incorporated herein. I have also revised the list of 
specific issues to be addressed in Phase 1 (by sub-phase lA, IB and 
lC), in response to the written comments and PRC discussions. A 
description of those issues, by sub-phase, is attached as Appendix 
B. Attachment B also includes a description of the ~hase 1A filing 
requirements and workshops, and a tentative list of issues for 
Phases 2 arid 3. 

As clarified in Jay PHC statements, the scope of Phase l-
is limited t~ *non merger- scenarios for SCE and SDG&E. 3 Actual 
S04 solicitation by either SCE or SDG&E will be deferred until the 
commission has issued its decision in A.88-12-035. At that point, 
it the merger has been approved, we will reeKamine resource needs 
for the combined company in this proceeding. 

2 The use of a common -base case- is integral to the Phase 1A 
modeling workshops and filing requirements. As I stated at the 
PRC, the use of CEC's ER7 demand and resource plan assumptions as 
our -base case- in this proceeding is contingent upon issuance of 
the Draft Final ER7 documents from committee in the near future. 
(See Appendix A.) 

3 The issues regarding the proposed merger between SCE and SDG&E 
are before this commission in A.88-12-035. It would be duplicative 
to consider then in this proceeding as well. See PRC-10 
transcript, page 329 • 

- 3 -
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At the PHC, SDG'E asked hOW its recent agreements 
regarding demand-side ~~nagement (DSH) would be integrated into 
this Update,4 I have since had an opportunity to review those 
agreements 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 strat~gic elements and contingencies (see Appendices A and B). 
In that phase, parties may present the results of alternative 
resource plan scenarios. However, I left it up to the parties to 
decide whether and how they would consider alternative assumptions 
on DSM. 

GiVen the Commission's orders in 0.88-12-085, I need to 
oodify my directives, I will require SDG&E to include the results 
of an 'integrated' DSH approach in its Ph8sa 1B filings. 5 

In preparing this scenario, SDG&E shall use the resource 
plan assunptions/modeling conventions adopted in Phase LA (except 
for uncommitted DSH). The choice of production cost. model to 
perfo~ Phase 1A and Fhase 18 analysis, however, is left to SDG&E's 
disc~etion. A single production cost-model should be used. 6 -

4 see PHC-lO transcript pp. 322-333. DUring the course of . 
SDG&E/s general rate case proceeding (A.87~12-003), DRA and SDG&E 
stipulated to testing a nunber of uncommitted OSM programs using 
the iterative cost etfectiveness method (ICEH) adopted in this 

. proceeding for supply-side additions. See 0.88-12-085, finding of 
facts 97 and 98, conclusion of law 56, and interim ordering 
paragraph 11. See also the DRA/SDG&E Joint Exhibit On Resource 
Plan filed in A.87-12-003 (Exhibit 43), pp. 5-7. 

5 This requirement applies only to SOG&E. 

G This does not preclude SDG&E from adding OSM 'submodelsM to 
feed into the production cost model used in Phase LA. However, 
SDG&E should not introduce a Mnew' model for generating system 
operating costs in Phase lB • 

- 4 -
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This analysis will provide useful information for Phase 
1B and later phases of this proceeding. If the 6integrated·-
approach does haVe a significant impact on deferrable resources for 
SDG&E, then we can consider those facts in our Phase 18 
deliberations. Regardless of the results, SDG&E's efforts will 
enhance the value of the ongoing standard Practice Manual 
workshops. ~his e~ercise will also provide the Conmission and 
parties with -hands On- eXperience in preparation for the DSK 
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 based on each event taking plac~ a 
certain number of weeks after the previous event has been 
completed. As soon as the CEC issues its final ER7, I will-set 

. Phase 1A hearing dates. _A schedUle for subsequent phases will be 
developed as we move further along with Phase lA •. 

III. Pre-Phase 1A Workshops and Requests for comments 

As identified in-the written comments and at the PRC, 
several issues deferred to this update ~end themselves to informal 
resolution. At the PHC, I asked parties to prepare their positions 
in writing and conduct informal workshops to clarify and/or na~ow 
the issues during the next several weeks. 7 To reiterate, parties 
are required to: 

(1) File written comments no later than 
April 2S. 1989 on the commission's -floor-
ceiling- proposal for PG&E's short-run 

7 See PHC-l0 Transcript pp. 330-333. 

• - 5-



i 

• 

• 

• 

A'r"l'ACHKENT 4 

A.82-04-44, et ala ·MEG/btr . 

(2) 

(3) 

reliability adjustment, assdiscussed in 
0.8S-03-079 (pages 16-18). 
File written comments on the issue of 
vhether or not the capaoity faotor assumed 
for the avoidable resource in final 
standard Offer 4 should be updated. If 
updating is recommended, speoi,ic contract 
provisions should be proposed. 
File written comments on the appropriate 
treatment of adders under PG&E's Interim 
standard Offer 4, curtailm~nt Option B for 
Energy payment option 3 and Energy payment 
options 1 and 2 at the expiration of the 
fixed price period. Parties shoUld 
comment both on the solution proposed by 
PG&E during the compliance hearings, and 
on the adaptability of final S04 10 
curtailment provisions to Interim S04. 

For topics (2) and (3) abOVe, ~ direoted parties to file 
COmDents by May 5. 1989, and to hold vorkshops to address the 
various proposals. A written report summarizing the areas of 

.agreement/remaining areas of disa9re~ent on each of these issues 
shOUld be filed no later than Hay 31. 1~89.11 

8 In 0.88-03-079, issued on september 16, 19~8, the commission 
directed parties to file comments on this issue. Although none 
have been filed to date, parties have apparently discussed the 
proposal informally and are prepared to comment at this time. 

9 see D.88-03-079, pp. 40-41. 

10 See D.eS-09-026, 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 504. 

11 see PMC-I0 Transcript pp. 330-333: I requested only written 
comcents on topio (1). Workshops on this issue may be scheduled at 
a later date, once the parties' comm~nts hav~ been received and 
reviewed. For topio (2), I sU9gested at tha PHC that SeE take tha 
lead in coordinating the workshops. For topio (3), PG&E should ba 
the coordinator • 

- 6 -
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copies of all filings shOuld be formally tiled at the 
commission's Docket Office and served on all persons under the 
-Appearances· and ·state service· categories of the service List. 
As I nentioned at the PMC, I am requiring parties to deliver to me 
all filed documents on floppy diskettes or Bernoulli cartridges (in 
ASCII format), in addition to a printed copy. 

Dated April 19,- 1989, at San Franciscot calitornia. 

- 7 -

lsI MEG s. GOTTSTEIN 
Meg S. Gottstein 

Administrative LaW JUdge 
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A1J's Prehearing Conferynce 
Ruling: April 7. 1989 -

. I'm here this morning to reatfirn the assigned 
commissioner's ruling to implement during Phase 1 this commission's 
adopted approach for establishing Standard Offer 4 prices. We've 
had a series of compliance decisions outlining this approach, 
culminating in Decision 88-09-026, which was issued just last tall, 
and, as most of you know, the Commission considered just about 
every permutation of cost-effectiveness cethodol~, of payment 
options, of bidding schemes and other implementat10n issues in 
making its determinations. 

In Phase 1 we're going to implenen~ that methodology, and 
I might add that the opportunity to~ave cade yo~r case for 
alternative approaches to comment on the ALJ's draft decisions or-
to petition fQr rehearing is past and I do not intend to relitigate 
those issues during Phase 1. " 

Parties who are interested in proposing refinements or 
changes to the final Standard Offer 4 or any other final standard 
offer will"be given the opportunity in Phase 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; 
however, t?ere w!ll .be an opportunity during. phase 1 to continue 
informal d1scuss1ons and possibly workshops on the issues that 
parties wish to address in later phases, and, further, I will leave 
open the option at the completion of Phase 1, after we have 
identified the deferrable resources for each utility, to broaden 
the scope of that phase to take into account some refinements that 
can aid this comnission in taking strategic elements and nonprice 
factors into accountl however, at this point parties are directed 
to wait to file proposals for modifying our biddings l protocol or 
other aspects of our methodology until Phase 3. 

. Having said that Unfortunately does not make the task 
facing us in phase 1 any siapler. There are several more 
implementation issues even under our current Standard Offer 4 . 
method~logy 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 ~ay 
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 rev~ewed the comments, I am very 
receptive to the idea, as eXpressed by the DRA and the California 
Energy commission, of quantifying a selected number of adders so 
that QFs can take them into account in developing their bid for the 
second price auction. 

This adder system approach is one that was identified and 
encouraged by this commission in its final compliance decision,· 
and, as noted by that conmission, quantifying adders is a necessary 
first step in considering more elaborate bidding schemes such as 
Dulti-&ttribute 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 defe~rable by QFs, so I will consider 
DRA's suggestion to revise the schedule, allowing time for a Phase 
1-C to consider an adder system once deferrable resources have been 
identified. 

Let me turn to a couple of other important issues that 
-Were raised in the comments. 

It's very clear from the comments ~hat I need to say more 
with regard to the CEC base case. . 

First there's a question raised by Independent pover 
corporation of what set of ER 7 resource plans or assumptions we're 
referring to given that ER 7 apparently developed several sets of 
supply and demand scenarios. And also very i~portantly I need to 
elaborate on the weight to be given the CEC base case and the 
degree to which alternative supply and demand assumptions will be 
considered. . 

In order to address those issues, I'm going to digress 
into a very--hopefully--brief description of our standard Offer 4 
Eethodology, 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 
e~isting and committed resources only, and we'Ve defined thOse 
terms in our compliance decisions. 

Taking that bare-hones resource plan with projections of 
demand and resource availabilities and prices, we generate a streao 
of system marginal costs--we refer to the~ as short-run costs 
because the resource plan is fixed--and that's a starting point. 
We then look at potential resource additions, compare them 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 eleDents are a bare-hones 
resource-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 be considered. 

It's my understanding that the CEC ER 7 process takes a 
somewhat different approach, although a sieilar approach, in 
determini~g need for siting purposes. . 

Now, I am at somewhat of a disadvan~age here because, as 
you're aware, the ER 7 report has not been finalized, although I 
did receive yesterday decision documents from the committee and 
these documents are clearly important elements of the committee's 
decision-making process. But for our purposes we need, at a 
minimum, the draft final--what they call the--Electric Supply 
Planning Assumptions Report--the ESPAR--which presents all the 
specific supply assUmptions adopted by the committee. 

}tow, according to my understanding of--again, of the CEC 
process, subsequent to the draft final ESPAR and the Electricity 
Report coming out of committee, there will then be another round of 
hearings and subsequently a final report will be issued. That 
process may take six to eight weeks or even longer. 

I'm not bringing up the time table for ER 7 to a~onish 
the CEC in any way, because this commission is painfully aware of 
how delays can occu~ in their deliberations, 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 eEergence of a full draft final ER 7 report, the two 
reports I ~entioned from committee, with a complete 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 modeling workshops into 
Phase I-A. 

If the draft -final docuoents are issued shortly, then 
hopefully we can have a final CEC ER 7 sometime in June. 

If, however, the ER 7 documents are delayed much longer, 
I may have to restructure Phase 1 and redefine the base case so 
that we 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, hopefu~ly·in a week or so. 
And unless you hear otherwise from me in a subsequent 

ruling, what I'm about to say does represent th~ approach we're 
going to take in this proceeding with regard to the CEC base case • 

_ As I "stated before, the ER 7 planning process may use a 
slightly diffe~ent 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"COmDon starting 
point for both approaches, and that's the bare bones resource plan 
I described earlier. " 

~he bare bones 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 words the supply and demand assunptions that go 
into whatever CEC scenario corresponds most closely tQ the bare 
bones 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 
I can envision would be subject to debate during Phase LA. 

The first is any inconsistenoies in the CEC's definition 
of bare bones, relative to ours. I think that's relatively obvious 
and I would eXpect for parties to present a preferred bare bones 
scenario that would attempt to correct that inconsistency • 
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TOe second is any assumptions that were not addressed and 
resolved in the ER 7. And the CEC itself in its comments now 
identify some of those. And there may be more as the data set is 
developed. 

t 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 three areas.' 
Any party eXpecting to develop preferred bare bones 

.scenarios in Phase lA using alternative 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 ~is proceeding. . : 
.This conoission 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 determine Which is appropriat~, 
but left it up tQ 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 ~8, not phase LA. 

I might 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 be setting fixed contract prices for a I5-year 
term for possibly up to eight years in advance. And, ther~fore, 
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 plan to modify the Phase 1 workshops and filin~ 
requirements description in Appendi~ B to clarify these p01nts. 

I'm sure there will be questions about what I'Ve just 
And I am setting aside the whole day to discuss them. 

~said. 
Let me just DOVe on to my final area of remarks. 

several parties raised objections to workshop 
requirements and filing requirements for Phase lA. 

The general theme-running through those cor.3ents was that 
the workshops would take too long, they would detract from 
preparation for evidentiary hearings, and the final requirements 

=require an inordinant amount. of modeling work and analysi~. And 
there were some comments implying that the requirements were 
unworkable. 

I was also given assurances by some parties that, in 
fact, modeling conventions and modeling wouldn't be an issue in 
this case. 

I'm skeptical--in fact, I'm somewhat amazed that anyone 
can predict at this juncture what the issues are going to be. 

However, if the predictions are correct, and given the 
scope of Phase lA, in terms of alternative assumptions that I just 

. outlined~ then, in fact, we shOUld breeze right through ~hase lA. 
HoweVer, I cannot personally predict which ~spect of the 

process ( the assumptions, the models o~ the modeling conventions 
will dr1ve the differences among the parties conclusions. 

And I need to know that explioitly prior to evidentiary 
hearings. And I need to establish a structure that will elioit 
those answers. 

More specifically, I need to knoW whether it's 
differences in the definition of committed resources, subtle 
differences in the way that modelers characterize those resources 
in their production cost models, or differences in the models 
themselves that are driving the differences among the parties • 
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And it is the responsibility of any party presenting 
Dodeling 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 initial 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 
comments urging-me to eliminate or reduce the filing requirements 
for the modeling 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 
implement its own directives and requirements of-AS 475. Those-
requirements were discussed in the ruling and I won't go into them 
here. -

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 
ac~ommodate those workshops in SUfficient time to both prepare for 
the workshop and prepare for evidentiary hearings.. . . 

Again, we'll discuss the schedules later this afternoon. 

That completes my ruling. 

(mID OF APPENDIX A) 
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x. Phase 1: Identify in<J S04 
Avoidable Resources 

A. §coJ?¢IIssues 
In Phase 1 ve 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 6sub-phasesN

: 

(1) In Phase 1A, we will imple~ent our Iterative cost 
, Effectiveness Method (ICEM) for identifying resources that are 

deferrable by QFs, using a single set of demand, supply, and 
r~source cost assumptions. 1 In developing each utility's -bare 
bones. resource plan, parties will rely on the California Energy 
Commission's (CEC) adopted ER-7 supply and demand assumptions. 
Debate over resource assumptions during Phase 1A will be limited to 
the three specific areas outlined in the Administrative LaW Judge's 
(ALJ) ruling at the April 7, 1989 prehearing conference (PHe).2 

1 The leEK requires the utilities to prepare resource plans, . 
using production cost models to select the most cost-effective 
additions. The product of this approach is a series of -identified 
deferrable resources· (IDRS), whose total capacity and costs define 
the ma~imum amount of capacity available for bid and the maximum 
prices winning OF bidders can receive •. see 0.86-07-004, pp. 83-85, 
and PUblic staff Division's testimony in Phase II of the final S04 
proceeding (Exhibit 201, Chapter G and Appendix e). 

2 specifically, those areas are 1) any inconsistencies' in the 
CEC's definition of -bare bones· fexlsting and cOJlllllitteci 
resources), relative to this Comm ssion's definition, 2) any 
assumptions that wer~ not addr~ssed and resolved in ER-7, and 
3) the types and associated costs of potential resource additions 
(see Appendix A) • 
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The following issues deferred to this update will also be addressed 
during Phase 1A: 3 

(a) 

(b) 

(c) 

(d) 

What methodes) to adopt for 
connecting short-run and long-run 
demand forecasts. (0.88-09-026, 
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.) 
~~ether or not the capacity factor 
assumed for the avoidable resource 
should be updated and, if so, how. 
(See 0.88-03-079, pp. 40-41.) 
The appropriate treatment of adders 
under PG&E's Interim S04, curtailment 
option B for Energy Payment option 3, 
and for Energy payment options 1 and 
2 at the eXpiration of the fixed 
price period (See 0.88-09-026, 
pp. 49-52.) -

At the conclusion of phase lA hearings, the ALJ will 
prepare a ruling or draft decision directing the parties to use a 
specific set of assuoptions " (includinq modeling conventions and 
costs of resource additions) in running their preferred models and 

3 As discussed at the PMC, and in this ruling; most of these 
issues wiil b~ addressed initially in informal workshops over the 
next several we~ks. Parties are encouraged to present any 
negotiated resolution of these issues before the co~ission prior 
to evidentiary hearings in Phase lAo If necessaryl however, time 
will.be set aside to address these implementation ssues during 
Phase LA hearings • 
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conducting the ICEM. 4 A short workshOp may be needed after this 
ruling/decision is issued to ensure that all parties interpret the 
directives consistentlY, and to ansWer any questions that may 
arise. 

(2) In Phase lS, we will address on the impacts of 
uncertainty and relevant strategic elements in developing a final 
504 solicitatlon. 5 parties will present specific proposals for 
incorporating ncontingency planningN into our consideration of the 
Phase 1A ICEM results. This may involve consideration of 
alternative scenarios to the CEC ER-7 base case (see 
Appendi~ A).6 SDG&E is specifically required to include one 
scenario using the 6integra~ed· approach to demand-side management-
(DSM)-planning required by D.8S-12-0SS. 7 At the completion of 
Phase lB, the commission will issue a decision determining the 
level of KWs available for bid under S04 • 

4 Again, any refinements to the CEC ER-7 Base Cas~ resource plan 
assumptions would be limited to the three specific areas outlined 
in the ALJ's PHC ruling (see Appendix A). 

5 We will also eXamine the results of Phase 1A model runs, and" 
address any remaining significant differences in results due to the 
~odels themselves. All parties vill be required to eXplain, as 
part of their Phase 1B filings, the difference~ between the ELFIN 
reference run and their preferred model run (see seotion B, below). 
If none of the parties use the ELFIN reference model as their 
preferred model, we will direct DRA to perform a reference 
simulation for the Phase lB hearings. 

6 For a discussion of ·probabilistic· planning and other related 
issues, see D.96-11-071, pp. 17-19, D.97-05-060, pp. 40-45, and 
D.8S-09-026, pp. 5-~. 

7 See attached ruling • 



• 

• 

• 

A.8i-04-44 et all 

ATTACHMENT 4 

MEG/jt 

APPENDIX B (Revised) 
Page 4 

(3) Assuming that QF deferrable resources are 
identified, we will proceed in Phase 1e to quantify a selected 
number of adders prior to soliciting bids,8 In addition, we will 
address any residual issues relating to implementation of our S04 
methodology, We may also need to ree~amine the issue of deferrable 
resources for seE and SDG&E, should the merger be approved.

9 

B. structure of -Phase 1A WorkshOps 
and Filing Requirements 

The resource plan update issues in Phase 1 will require 
careful examination of production cost modeling inputs and results. 
over the past several ye~rs, the commission has been developing 
dat~ requirements and procedures to enhance its understanding of 
these models. 10 In 0.87-12-066, the commission required all 
parties in future proceedings designated by"A.82-04-44 et all for 
developing marginal or avoided costs to-submit a simulation using 
the -reference6 model ELFIN (in addition to their preferred model). 
This requirement was implemented in SDG&E's and SCE's most recent 
Energy cost Adjustment clause (ECAC) proceedings where production 
cost models were used to project annual incremental energy 

8 See 0.88-09-026, pp. 23-38. 

9 See attached ruling. 
10 Our commission also has a legislative mandate to reviev and 

assess the models used in our proceedings (state Assembly Bill 475, 
(AB 475»). To implement AB 475, ve have embarked on a mUlti-year 
proj~ot to integrate appropriate model access and evaluation 
procedures into our review of utility applications. See 
D.87-12-066, pp. 201-205 for a description of AD 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 ECAe proceedinq were instructed to file a common ·base case· 
resource plan simulation through their preferred model. 

The objective of these procedures is to enable the 
assigned ALJ and the commission to fully understand which factOrs 
drive the differences in model resultst differences in resource 
assumptions, in approaches to mOdeling various resources (nmodelinq 
conventions.) or in the models themselves. To this end, Phase lA 
filing requirements and workshOps will be structured as follows: 

CEC seventh Electricity 
Report Base Case Fili.nqs~ 

(1) The CEC seventh Electricity Report (ER-7). 
demand and supply forecasts will form the 
base case ·barel~ones- scenario for PG&E, 
seE, and SDG&E. The production cost 
model ELFIN (versi2~ 1.7) will be the 
-reference mOdel.-

11 see D.88-0~-031, pp. 13-14, 21-24, and D.88-12-0~3, pp. 10-11, 
for a discussion of the workshop procedures and fi1inq requirements 
employed in these ECAC proceedings. 

12 As clarified in the ALJ's PRC Ruling (see Appendix A), the 
supply and demand assumptions·for whichever ER-7 resource plan 
corresponds most closely to our definition of -bare bones-
(committed and existing resources only) will be used as the base 
case. 

13 The CEC currently plans to use ELFIN version 1.7 for the base 
case input files and simulation results. However, if the CEC 
decides to use a later version of ELFIN to present its ER-7 
results, that later version will become the -reference model- in 
this proceeding. 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 request, 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 base 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 the CEC base case scenario On 
their preferred model. utility filings 
will include: 

(a) 

(b) 

(c) 

A complete description of their 
implementation of the ICEM. 

A description of all potential 
resource additions considered, and 
their life-cycle and first-year 
costs. 
The results of the ICEK, using the 
CEC base case scenario, including the 
type, size, and assumed on-line date 
of all identified deferrable 
resources (IDRs.) 



• 

• 

• 

ATl'ACHMEtlT 4 

A.82-04-44 et all HEG/j~ 

(4) 

APPENDIX B (Revised) 
Page 7 

The filings shall include a description of 
the factors (e.g., model features) driving 
any differences in results'ltnd 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 
thatmod~~ differences have on model 
results. 
As part of the initial resource plan 
filings, PG&E, SCE, and SDG&E will provide 
the input/output files and simulation 
results of their preferred bare bones 
resource plan assumptions and mOdeling 
conventions using.their preferred model. 
Proposals to modify the·~EC base ca~e 
assumptions are limit~d to the. three 
categories discussed in the ALJ's PHC 
ruling (seeAppendi~ A). This provides us 
with a ~preferred model preferred 
scenariow run which enables us to as~ess 
the impacts that differences in resource 
assumptions and modeling conventions have 
on nodel results. Each utility will 
provide the results of the ICEK analysis 

14 For example, if the ELFIn reference Eiodel does not take 
account of spinning reserves, and the preferred model does, the 
utility could perform a base case run on its preferred model. 
nsuppressingW the spinning reserves feature. A comparison of the 
two runs would indicate how much of a difference in results (in 
terms of the type, magnitude, and timing of cost-effective 
avoidable resources) is due to this model feature. Alternative 
approaches to eXplaining model differences are acceptable, as long 
as they clarify the relationships between model feature(s) and 
changes in model results, and quantify the relative importance of 
each difference. 

15 As described below1 this step will need to be repeated after 
the ALJ ruling (or Comm ssion decision) on Phase lA issues. 
However, it is necessary to provide these runs at the outset to 
determine whether or not the differences in models appear to 
-dwarf' the differences in resource plan assumptions/mOdeling 
conventions (or vice versa) • 
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(e.g., type, size, and on-line date of 
IORs), using the preferred ~odel, 
preferred scenario simulations. These 
filings will include: 

(a) 

(b) 

(c) 

Cd) 

Reasons for caking changes in 
resource plan assumptions or modeling 
conventions, and how these changes 
are consistent with the ALJ's PHC 
ruling. 
A summary of the differences in 
~odeling conventions used in the 
preferred scenario,-relative to the 
base case, and the change in ICEM 
resultg that these differences 
)lake. -. 
A summary of the differences in any 
resource assumptions, used in the 
preferred scenario, relative to the 
base case, and the changes in lCEM . 
results that these differences make. 

A comparison of results, in terms of 
the type, size, and on-line date of 
IORs, for each proposed change to the 
base case resource assumptions or 
Dodeling conventions, using the 
preferred model. 

16 For example the base case might treat certain resources 
-deterministically· (e.g., by not letting the model dispatch theD 
based on price and availability, but rather ·shaving load- or 
treating them as -must run- to ensure their utilization), whereas 
these same resources may be dispatched under the preferred set of 
modeling conventions. The relative effect of this difference would 
be assessed by running the preferred scenario (e~cept for the 
modeling treatment of these resources) on the preferred model, and 
assessing the difference in ICEK 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 
~?deling17onventions prior to the utility 
f~lings. 

(6) 

(7) 

The commission Advisory and Compliance 
Division will hold a second set of 
workshops as soon after the utility -
filings as possible for the purpose of 
reviewing and discussing the computer runs 
and information described above. A Dajor 
objective of these workshops vill be to 
focus all parties' attention on the 
issues, as identified in the utilities' 
filings, that have the most significant 
icpact on the differences in IDRs. 

At the conclusion of these workshops, the 
cOLDission Advisory- and compliance 
Division arbiter will sunmarize for the 
assigned ALJ the hierarchy of impacts due 
to any differences in 1) the definition of 
-bare bones,- 2) the types and costs of 
potential resource additions, 

17 To insure all parties a full opportunity to partioipate 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 the time and location for the first workshop • 
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3) assumptions not addressed in ER-7, 
4) mOdeling conventions, and 5) model 
features. If areas of agreement can be 
reached regarding resource assumptions or 
mOdeling conventions, they should alsYsbe 
sumcarized in writing by the arbiter • 

18 The utilities will be 9iven suffioient time to prepare revised 
resource plan filings, along the lines described above, should 
their preferred scenarios change as a result Of Agreements reached 
during the workshOps. The workshop report should also outline any 
proposed changes to the Phase LA schedule to reflect the need for 
longer (or shorter) time to prepare for evidentiary hearings • 
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II. Phase 2t Availability of standard Offer 2 
and Avoided Cost Updating 

In 0.88-09-026 and 0.89-0~-017 we direoted parties to 
address issues relating to standard Offer 2 (502) availability in 
this biennial update. 19 Specifically, we solioited comments on 
wide-ranging aspects of S02 availability, including: 

cost 

(1) Number of blopks (and block size) 
available for each utility. 

(~) 

(3) 

(4) 

(5) 

AVailability linked to the wEnergy 
Reliability Indexn (ERI) threshold. 

Maximum contract length of 502. 

Queue Management (first-come; auction?). 

contract Provisions--revised milestone 
procedures; economic curtailment features; 
uniform contract language. . . 

In addition, during Phase 2 we will update the following 
components for standards offers, as appropriate: 20 

(1) cost of conbustion turbine (501, 2, 3, and 
504, Period 1). 

(2) Reliability adjustments to the cost 051"a 
combustion turbine (for 502 and 504). 

19 See 0.88-09-026, pp. 38-421 0.89-02-017, p. 25, Findings of 
Facts 9 and 11. 
20 See 0.88-03-026 (Table A)I standard Offer Updating. 
21 In D.88-03-079, we directed SDG&E and seE to adjust the 502 

and 504 capaoity cost of a combustion turbine using an ERI based on 
expected unserved energy. We directed PG&E to use a CEC-based 
Target Reserve Margin method. ~s for the fixed capacity pa~ents 
under 502 and 504 are updated in each biennial update proceeding. 
ERIs for 501 and 503 variable capacity payments are updated in our 
annual ECAC proceedings. (See 0.88-03-079, pp. 6-8, p. lS.) 
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Revisions of costing periods with regard 
to the addition of super off-peak periods. 
(0.88-03-026, p. 7.) 

updating of capacity allocation factors. 
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III. Phase 3: Refinements/Changes to standard Offers 

The biennial update is also the forum for considering 
refinements and changes 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 
fOllo~ing the CEC's Eighth Electricity Report and in future ECACs. 
several issues for further consideration were raised in COmDission 
decisions or in comments to the February 27, 1989 Assigned 
commissioner's ruling, including: 

o Quantification of Performance Features, and 
analysi~ of.the potential for an 564 off2~ 
based on -d~saggregated· resource needs. 

o changes in capacity valuation methods to 
reflect any developments in the reliability 

. modeling area. '(see D.88-09-026, p.21.) 
This includes consideration of a final 
short-run capacity adjustment method for 
PG&E. (See D.88-03-079, p. 16 and 

22 .An 504 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 procurement process: 

-Whether this enhancement of the process takes 
the form of mUlti-attribute bidding, RFP-type 
solicitation ••• or adders/subtractors to a 
contract base price, we would need to establish 
in advance at least the relative worth of each 
factor. Performance features seem to be the 
logical place to begin this analysis, both 
because of the utility operational concerns 
mentioned above and because there seem to be 
objeotive bases for prioing these features.-
(D.88-09-026, p. 36, emphasis added.) 

. We explicitly requested that utilities file revised reports on 
performance features in this update. (See D.99-09-026, p. 39.) 
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D.88-11-052, pp. 28-29.), and any changes to 
the long-run capacity adjustment methods 
adopted in D.88-03-079. 

o How to determine the cost-effectiveness of 
DSM tor inclusion in the adopted demand ~sst 
forecast. (See D. 87-11-024, pp. 17-21.) 

o Consideration of an integrated methodology 
for all resource options (both generation 
and non2tneration. (See D.88-09-026, 
p. 22.) 

o Changes in aVoidable gas costs after we have· 
conpleted our, analysis of~argi2gl cost 
studies in the gas proceedings. 

o consideration of line loss 
impact/methodology for QF avoidance of 
identifiable resource (0.98-09-026, 
pp. 44-48) for S04 only. 

o ,consid~ration of changes to the current 
process of forecasting (inc~emental energy 
rates (IERs)' in ECAC proceedings,' including 
the Use of -recorde.dW IERs. 

23 As discussed in this ruling, alternative levels of cost-
effective DSM, as part of alternative scenarios to illustrate 
.strategic planning- or -uncertainty· considerations, can be 
presented as part of Phase 1B testimony. (see PHC transcript, 
pp. 323-324.) 

24 As directed in this ruling, SDG&E will present the results of 
an -integrated· methodology in Phase 15 of this proceeding. 

25 0.88-12-096 extends the time to file these studies until the 
end of May 1989 with comments due June 30, 1989. (See 0.88-07-024, 
pp. 8, 21.) 

(END OF APPENDIX 8) , 
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Phase 1A 
Scbedu1e of EVents 

Draft Final CEC ER7 Issued 
Draft Final ER7 Data set Distributed; 
CEC WorkshOps Scheduled 
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Final ER7 Data set Distributed 

utilities rile Phase 1A Testimony 

Phase LA workshops Begin 
CACD Files Workshop Report 

Interven.ors File Testimony 
utilities rile Revised Testimony/Rebuttal 

Phase LA Hearings" Begin (2 weeks)** 
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To be scheduled later: concurrent briefs, schedule for Phase 1A 
ruling/decision: workshops on phase IB issues • . 

* ouring weeks -8 to 0 parties will also 
file comments and workshop reports On 
the .pre phase 1# issues discussed in 
this ruling. 

** As discussed at the PRC, evidentiary 
hearings will be scheduled for" 
10100 a.m. to 4100 p.m. on Monday, and 
9100 a.m. to 1100 p.m., TUesday 
through Friday. 

(END OF APPENDIX C) 

(END OF ATI'ACHHENT 4) 

• "I 



• 

• 

• 

1.89-01-004 AIJ/MEG/jt * 

ATI'ACHMENT 5 
Page 1 

Appearances 

Respondents: John T. Guardalabene, Attorney at Law, for pacific 
Gas and Electric Conpany; Julie Hiller, Attorney at LaW, for 
Southern California Edison ConpanYI and Wayne Sakarias, Attorney 
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C. Hayden Ames, for Chickering & Gregory: John D. Ouinley, for 
Cogeneration service Bureau; Randolph L. Wu, Attorney at Law, 
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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. 
ACE 
AFC 
ALJ 
BIC 
BPA 
BRPU 
CEC 
CM 

CN 
COL 
Collaborative 
conditional 

RETO 

Cool water 
COTP 
CP 
CSC 
CT 
O. 
ORA 
OSM 
ECAC 
ERCC 

Application (I.) 
Argus Cogeneration Expansion (111.B.1.) 
Application for certification (III.B.1.) 
Administrative Law Judge (II.A.) 
Benefit-cost (v.o.) 
Bonneville Power Administration 
Biennial Resource Plan Update 

(11.0.2.) 
(1. ) 

California Energy corunission (I1.A.) 
ELFIN nMinimum Constrainedw commitment Designation 
(IV.D.) 

ELFIN nNonfirm" commitnent Designation (IV.E.) 
Conclusion of LaW (111.0.1.) 
statewide Collaborative Process (111.0.2.9.) 
"Reasonably Expected to Occur" DSM programs 
(111.0.1. ) 

coolwater Coal Gasification conversion (liI.B.l.) y/' 
California-oregon Transnission project (III.B.l.) 
ELFIN "Quick-start" connitnent Designation (IV. D.) 
coqenerators of southern california (11.0.2.) 
combustion TUrbine (II.E.) 
Decision (II.A.) 
Division of Ratepayer Advocates (II.D.2.) 
Demand-side Management (III.C.) 
Energy Cost Adjustment Clause (III.D.2.d.) 
Energy-Related capital Costs (VI.C.) 



1.89-07-004 

• 
ERI 
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RUE 
Exh. 
FERC 
FOF 
FS04 
GRC 
GRP 
gWh 
ICEK 
lOR 
IEP/IPC 

• IER 
IOUs 
ISTIGs 
LADWP 
LRACs 
MOUs 
MSR 
Muni 
HWs 
NPV 
011 
O&H 
PG&E 
PGE 
PGX 
PHC 
PNW 
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Energy Reliability Index (II.E.) 
1986 Electricity Report (11.0.1.) 
Seventh Electricity Report (II.C.) 
Expected Unserved Energy (VI.O.) 
Exhibit (11.0.2.) 
Federal Energy Regulatory Commission (III.0.2.c.) 
Finding of Fact (II.E.) 
Final Standard Offer 4 (II.A.) 
General Rate Case (III.C.) 
Generation Resource Plan (11.0.1.) 
Gigawatt Hour (III.C.) 
Iterative Cost-Effectiveness Method (II.C.) 
Identified Deferrable Resources (IV.A.l.) 
Independent Energy Producers/Independent Power 
corporation (11.0.2.) 

Incremental Energy Rate (IV.A.) 
Investor-Owned utilities (I.) 
Intercooled Steam Injected Gas TUrbines (V.E.) 
Los Angeles Department of Water and Power (III.B.l.) 
Long-Run Avoided Costs (II.B.) 
Memorandums of Understanding 
Modesto-Santa Clara-Redding 
Municipal (III.B.l.) 
Megawatts (II.A.) 
Net Present Value (V.D.) 

(III.B.l.) 
(III.B.l.) 

Order Instituting Investigation (11.0.2.) 
Operation and Maintenance (IV.) 
pacific Gas and Electric Company (11.0.2.) 
Portland General Electric (III.B.l.) 
Portland General E~chanqe (III.B.l.) 
Prehearing Conference (11.0.2.) 
pacific Northwest (III.C.) 
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Publio utility Regulatory polioies Act (II.A.) 
Qualifying Facilities (II.A.) 
southern california Edison company (11.D.2.) 
San Diego Gas & Electric company (11.0.2.) 
santa Fe Geothermal, Un6cal corporation and 
Freeport-McKoran Resources partners (11.0.2.) 

sacramento Municipal utility District (111.D.2.h.) 
standard Offer 1 (II.A.) 
standard otfer 2 (II.A.) 
Standard Offer 3 (II.A.) 
short-Run Avoided costs (111.O.2.a.) 
steam Injected Gas Turbines (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 
admirable job of resolving nany 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 todayls 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 problenatic 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 
Commission 1 s deliberations in three areas • 

First, there is the issue of lIapples-to-apples ll 

comparisons between supply and demand-side re~ources. Today IS 

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. Hhile the Commission has grappled with this issue for 
at least the fiVe years of ny 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 
incumbent on the Commission, our utilities, and other interested 
parties to focus on developnent of an explicit methodology to 
address this problem, possibly through workshops. This seems 
especially important in light 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 
demand-side projects can be directly compared on economic ter~s. 
As most are well aware, the Commission 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 become more 
clear. Demand-management projects, however, provide somewhat 
different services in comparison to electricity delivered at 
particular voltages and frequency levels. MoreOVer, the value to 
customers of de~and-side projects nay be different than an 
"equivalent amount ll of electricity (or gas) service. To my 
knowledge, this point has not been even scheduled for discussed, 
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 
comfort via denand-side programs. In 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 ICEM 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 econonlc 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 multi-attribute bidding should be addressed as soon as 
possible, and maybe before Phase I is completed. At this point 
these subjects are scheduled for Phase II or III of the BRPU for 
decision possibly in 1991 or more likely 1992. In prior 

- 2 -
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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 
economic 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 preliminary ••• at this time. 1I we 
still have not revisited this area. with respect to multi-
attribute bidding, the benefits of this approach seem great, 
particularly because it can reflect tradeoffs between economic 
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 
multi-attribute bidding. 

Third, the ICEM essentially uses a set of scenarios to 
consider uncertainties in resource planning. The results of such 
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 fron 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 

- 3 -
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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. 

~~. 
reder1ck R. Duda, Commissioner 

March 28, 1990 
san Francisco, California 
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