ALJ/KOT/333/£.5 *

Maiiod

Decision 91-10-048 October 23, 1991 | 0CT 24 1991

BEFORE THE PUBLIC UTILITIES COMMISSION OF TH b SABIRORNIA
Order Instituting Investigation ) @U. &
on the Commiszion’s own motion to )
develop a policy of nondiscrimina- ) 1.90-09-050
TOXy access to electricity ) (Filed September 25, 1990)
transmission services for non- )

)

)

utility power producers.

ANTERIM OPRINION

(See Appendix A for Appearances.)




I.90-09-050 ALJ/KOT/JIT/L.s *

E!!Rj cct N At Page
INTERIM OPINION- .2u%vawn. SR PSR S - S VP

In ' Intrcduction eseossensssnreeresrrrrereneeny . ‘s '. \. - :(. S 2 N ..‘ AW )

II. Goals of the Investigation- . g AL

A. Promote Competition in Electric
Generatl°n I.....lb.‘lﬂ'.....III..IOIII.
B. Integrate Transmission and Generxation -
Resource Planning cecececescscseccccens
C. Promote Resource Dlversxty g
D. Improve Cost Allocation

mlere we Me He&ding R R E I A AN A A B NN A B A S I L

A. Jurisdiction of the Commission .......
B. The Buyer of Transnission Service ......ceeee.
C. The Price of Whecling SErvice .....ceeecrccess
1. Cost-based Rates .. cesaneenene
2. The Problem of Economy Energy
3. Incentives and Transmission POliCYy .......
D. Nondiscriminatory SeIrvice .seecceccccsecccceccsns
E. Transmission Cost Allocation .....evecenccense
L. UpPYradesS c.ceeescecsscesscassosssnnssannnns
2. Line LOSSEeS ..eeccceccscssccsncns
F. Tariffs for Wheeling (Transmission-only)
Sewice S Y T E R E R T N O A B T B R A N R B LB A A L AL
G. Protection of Ratepayers of
Investor-owned Utilities
H. Ownership of Transmission Upgrades .c.eececesss-
I. Changes to Current Planning Processes ........
J. Role of Municipal Utilities .....cccecinnvnnee

Current Waiting List for PG&E Transmission
capacity -8 % 60 000w ¢S & > & 5 5 0 0 B O F0sDasS eSS

Negotiating Conference ..eccerececsevrcccscscsannccce

Comments on CEC Findings ...ccceccccevsonnsncccsnn




1.90«09-050 ALI/KOT/JIJT/L.5 *

Finding: Qf Pact P e e s emossranssasnesae K - ‘f._’ 44 s:[ “ ;‘:

conCluSionS ot. L&W. IR R RSN RN RN RN SN R NN NN ,- :.:...L..": W b 4 5

INTERIM ORDER. ccecvcencss

Appendix A - Appearances A S e R Tt IR T L
Appendix B = Acronyms, . S e

s
o

Appendix € - Glossary.-.....- TR R s SR P A g e AR
. ol B R - LS T4

[
I

e e
st e o o WM

A——
LN

T
EVIIPA

ARV E

N e

RIS

. ~ d ey
SHTLONS

PR PP
R T g

ar, w-te P Lt
VR TTIMTR O




1.90-09-050 ALJ/KOT/jft/f.s

INTERTM_QPINION'
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In today’s decision, we give 'policy direction on:key .
transmission issues that are the subject of-this: investigation. .

Our direction’ is based on our consideration: of comments:-and replies. -

filed in response to the order commencing this investigation.. . We
have also considered the information supplied on March 15,:1991, by
the respondent utilities as requested in a ruling by Assigned .

Commissioner Wilk. This policy direction should lay the groundwork

for further proceedings in thls lnvestlgatlon, as described later
in the decision. ' o e

[N

X. Xotroduction

This transmission investigation complements our efforts

in the Biennial Resouxce. Plan’ Update~(Invest1gatxon (X y 89=- 07-004)
to enhance: ccmpet;t;on among . exxstlng and. potent;al suppl;ers or

electricity to serve California’s needs. - The Update, in-
conjunction with. the Energy cOmm1s51on's bxennxal Electr;c;ty ‘
Report, quantzfxes those needs and: establ;shes the long-run avoxded
costs agalnst which suppllers bid. The present transmxss;on [
investigation concerns the terms and ccnd;t;ons whereby supplxers
may transmit theixr output to. wholesele purchasers of electrlclty 1n
California. cOmpetltxve supply procurement and enhanced ‘access to -
the market are the key elements in th;s COmm1551on s strategy ror
ensurnng that electrzcel ‘consumers” 1n Calltornma get: reliable
sexvice at reasonable cost, cons;stent thh the State's :;f"’
environmental policies. E S
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Many parties have responded. to.our invitation to subnit
comments.* The Ascigned Commissioner also requested filings from
investor-owned electric utilities, regarding their transm; sion
function and practices, including information on the.following: . .
planning: criteria; computer models; projects and expenditures .. e
during the past decade: and involvement -in wheeling transactions. - .

We have carefully reviewed these extensive materials.
They reflect a great deal of. thought and commitment to the oubject,,
of this investigation. We thank the parties for their efforts to. . ..
date and are now ready to indicate how our-thinkingghasrprogqéssgd.$ﬁ¢
since the original order in this investigation. The policy.. .

e e [P ‘,,‘,’».N Les o

1 The follow;ng partleo flled openlng or . reply commentstg‘
Pacific Gas and Electric Company (PG&E) ; PacifiCorp; San Dlego
Gas & Electric Company (SDG&E) Sierra Pacific Power -Company'
(SPPC) ; Southexrn California Edison Company (Edison): this ..
Commission’s Division of Ratepayer Advocates (DRA); California
Energy Comnission (CEC); California Department of General' Services
(DGS) ; California Department of Water Resources (DWR):; Northern
California Power Agency (NCPA); Transmission Agency of Northern
California (TANC) ; Northern California Power Pool (NCPP); Western
Area Power Administration (WAPA), both individually and as a menber
of NCPP; the City of Vernon; the City of Santa Clara, both
1nd1v1dually and as a member of NCPA; the Cities of Anaheim, Azusa,
Banning, Colton, and Riverside (Southern Cities): National
Independent Energy Producers (NIEP); the Geothermal Resourges
Association and Independent Energy Producers Association ' (GRA/IEP):
California Energy Company, Inc. (CECI); Century.Power Corporation ,
(Century) ; Destec Energy, Inc. (Destec); Hadson Power Systems, Inc.
(Hadson) ; Ronald E. Rulofson; and Trans-Pacific Geothermal : S
Corporation (Trans-Pacific).

Also, various cities and special districts are participating
by virtue of their membership in one or more of the joint powers
agencies (NCPA, TANC, NCPP) filing comments. They are the Cities
of Alameda, Biggs, Gridley, Healdsburg, Lodi, Lompoc, Palo Alto,
Redding, Roseville, and Ukiah; Sacramento Municipal Utility
District; Truckee Donner Public Utility District; Modesto
Irrigation District: Turlock Irrigation District; and Plumas=-Sierra
Rural Electric Cooperative.
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dlrect;on lndmcated in today s opxn;on ohould form the bas;s forqy‘_.ﬁ
negotiating confexence, which is, the. next step. L S

We have a long-term,goal of achmev;ng a fully competltxve ff
generation market for California. Wc view nondlscrlmmnatory . -
transmission access as the next cruc;al and t;mely step toward thls:f
goal. . L o N
To dete, we havo xocused on new supply sources as thc ) }
first step toward a fully compet;tlve generatlon market. Sence the‘
early 1980s, alternative sources of generatzon have come?mostly
from cualifying facilities (QFs), who constltute a large class b:
nonutility generators (NUGs) created under the Publlc Utll;ty -
Regulatoxy Policies Act-? QFs now provxde a smgnlfxcant source
of generating capacity for. Calmfornxa,? and the present
competition to serve new demand in. Calmfornma is largely between
them and the regulated utilities. Our Biennial Resource Plan ;"
Update enables QFs . to underbid, and thoroby defer or avoid, new
power plants or power purchase opportunltxes 1dent1£1ed by'the
utilities.

2 Appendixes to this decision 1nc1ude a List of Acronyms and a
Glossary. o ‘ e e s

T

\

3 This growth is due; in- part to~the legal requlrement thatl,jl&
utilities must interconnect: with QFs. and,buy'thelr'output~undert»s-f
terms and conditions supervised“by thls.Commlsslon.uvo:«;, . e
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In the future NUGs other than QFs may also compete with

e el

Callrornla utilities and QFﬂ in the generatlon ‘market. 4V THis T Ly
broadening of our capaczty solicitation: process we'refer to here as -’

7all=source bidding.” In our most recent Update opinion (Decision
(D.) 91-06=022), we indicated ouxr acceptance in principle of the
proposition that all-sourxce blddlng is a necessary compcnent of a
fully competltlve resource procurement process. -’ ‘

Growth in alternative generatlon capacity is only one - %

part of achieving a fully competltlve market. Exchanges” of enerqgy
from seller to a purchas:ng utlllty cannot’ take place unless the
energy can be transmltted from the generatzon site to the- buyer'e
load center. Yet, many NUGs do not own their own transmission
lines and are not able to get a transmlssmon-only service from
entltles that do own llnes. ' S e

The transmission sector remains a natural monepoly and a-

”bottleneck” to ach;ev;ng full competltlon in the electric: market,x

unless the NUG can get transmission service from the buyer and: from
any other utlllty (or other transmxss;on-ownlng entity, ‘such-as a-
special dlstrlct or rural electrlc\cooperatlve) between -the NUG and -
the buyer’s load center. (Tran mission sexvice from a utility
connectmng the seller and the purchaszng utlllty is" called"<4
wheel:.ng ) o - . e R A SO T

- We have recogn;zod the linkage between wheellng ‘and" the
wholesale generatlon market: S R

”"Wheeling is critical to achieving a fully
competitive market in electric generation.
Fully competitive markets have many buyers,
nany sellers, with ready access to each other.
To compete to serve a potential buyer, the QF

[
O . S N 0 5.0

¢ The Commission’s current solicitation process for nonutlllty“”*”

power does not allow: partzclpat;on by:-independent power, producers -

(IPPs)- othex -than QFs,and no IPPs currently exist.in Calltornla.iij

However, it is the intention of the Commission. to—addres.sv

transmission access for QFs, IPPs, and the broad class of NUGs in '~

this investigation.
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must have -reasonable .assurance of .the.cost .and.
other terms under which it may have its output
' wheeled “to that buyer. - The terms of ‘wheeling

service must ensure-both that the wheeling. o

utility gets reasonable compensation and that

it cannot use its control of bottleneck ™ RN

facilities to extract monopely rents.” = = .

(D. 91-06-022, m;meo, P- 9.) ,‘ ' '
For these:reasons, we belleve that an efflcxent market ln electrlc
supply: depends in. part on-efficient use of transmmssxon e

facilities.> . . . O ST R PRy S

. In the: 19805, wve: unbundled -gas services. and 1ntroduced ,ilw'
transportation-only service in.order to foster.a more. competlt;yelae!;
gas. supply market. Unbundling electric service to create a. "”" )
transmission-only. sexvice. to. cennect«sellers.thh.wholesale buyers

will similaxly :oster competition ;naelectr;c generatzog,,uw

’-?

We are look;ng for ways to get the,most value from,our
existing transmission system and to:. give. the utzllty proper

incentives in'planning new or expanded. transm1551qnﬂqapqc;;y:x@odaym_,
and historically, generation costs of electricity a:ewqqehihighetee  
than the transmission costs. . The focus has there:qpeypeegreﬁy;¥”;Lw,,
generation costs. . Nonetheless, the costs of transm;sgieqlege - ‘Hr

e T - T I o e, Vs nmmL e, e my - N .
an - C I LN ST L T o5 r

LT L . o~

A

S This bel;ef is not new or un;que to us. Slnce the late 1960s, "~
the three’ 1arqest Califoria-investor-owned utilities: (IOUs) haver @i~
participated in:the California.Power. Pool: (CPP).,.and.they are. ‘three, .
of the now 40 members of the Western Systems Power Pool (WSPP). v
These power pools provide a market-in bulk powerz: However; ‘both-the-.
CPP and WSPP- address only short-term power needs.. For example, the
CPP enables economy energy or emergency capacmty transactions’ for S
periods of several hours or days. ‘Other ‘services, such-as . T
short-term firm serxvice, are provxded for up-to 45.days. These are .
smgnlflcant, cost—sav;ng services, but our concern in this’
investigation is with long-term assured transmission.access, which .
is critical for resource planning to meet long=term needs.
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significant and’ go beyond the obv;ous out-of-pocket expensesv since
poor transm1551on plannlng can.also lncrease genetation costs.

For both economzc and env;ronmental xeasons,: we want to
avoid overdevelopment of. the transmlssmon system.; However, we nust
recognize those changes in the- generatlon market that may :equ;re
additional investment in transmis ssion.” In part;cular, 11 we can
develop‘better'accoss'to'excesszower;ﬂwhereverﬂmtw15ugenerated, we - o
may be able to save ratepayers money by avoiding or deferring the .- .
need for new power plant construction. This will necessitate .
better recognition of regional power needs than. is possible:iundexr
traditional transmission planning, where the utility. looks:solely .. .- :
£o the current and future requirements'of its native.load.: We-must .-
improve our own'and“the*utilities’AreSpOnsiveness;-sovthat~we*usea
our existing transm;ss;on capacxty wxsely, and>add new: capacity’ in.

a timely fashxon. ~ . B AR Sk o P

Provmdxng compet;t:ve-NUGs with ‘the’ abxl;ty'to obtain- .
access to transmission facilities willidiversify California’s- )
generatzon resource mix.  Most of ‘California’s NUGs either:are:. - - .
cogeneratorS'(producers of both electrical and thermal energyﬂrromm_;r
the same fuel source) or generate power "from ‘renewable Ox-:
alternative fuels. They thus differ in generation technology from
most utility power plants. They also tend to be smaller and more
dispersed geographically than utility plants.

Allowing these generators access to the market will tend

' to lessen the overall rmsk in developxng new supply sources- by-m-
mnkxng California less dependent on.. .any. glven s;ze or type of
generat;on., Such access should also- -lower" the prlce of. new supply
by increasing the number of potential bxdders.\ F;nally, such ”'fﬁj?
access is’ part of an'overall’ strategy of'lessening: oux. dependence Gﬁﬁ
on fossil fuels by enabling. non—fossml fueled’ technologles, whlch
generally must be developed close to thelr fuel source, o generate
electr;clty for delmvery to-d;stant.load centers.mav ‘f“ ORI

TS i e

T LT Npoon

[P
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Xmprove COst ALLOCATION ..\ .=uiiim iomsic o ol rwe il on o

. Transmission:access will help~us~ach;eve our: goalwof PO
least-cost planning: as: most. recently -articulated Jin D. 91 06~ 022,
i.e., provide reliable, environmentally sound. electr;c servxce at

the lowest overall cost.. However, & .least-¢cost resource plan must .

correctly account for the true costs of the various resource ..
options. One purpose of this investigation.is to. determine. how our. .
existing transmission cost allocation. pol&c;es,'deve;qpedﬁiqx:QgsL&.“
need to be modified or adapted to ensuxe -that our bidding process .
captures transmission ¢osts along with all.othex costs of the
bidders and of the benchmark against which they axe bidding. .

Costs to be c¢onsidered. include not only. the cost of
transmission on the existing system (basically, line losses), but -
also the cost of upgrades to the systembwhere1necessary7togtransm1t
the NUG’s output. We intend to achieve our.access goals without,
degrading the reliability of the transmission system.. ..

A primary goal of cost allocation policies is. to =
encourxage economically attractive prxojects. .Ouxr current. polac*es
regarding transmission may result in hidden subsidies. .Such
subsidies can hurt both the NUG-and the. purchasing utility.
not want to promote uneconomic- projects. at ratepayer  expense, . nor .
do we want otherwise economic projects. to fail because, e ,fg:'nQ:::.h_
disproportionate share of upgrade coststisnallocatedﬂtérthem,,4‘.

IIX. Where We Axe Heading .

o

to the.prlncxples we endorse later Ln;todayfs<dec;s;on. ngupelplriym
them in their modifications, we describe below, in broad terms,.how, .
we envision our.transmission access program worxking and hqwi§tfy;;;yﬁ
relate to integrated resource planning.

Our goal is to promote beneficial exchanges in the
electric generation market, both between California participants
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and between California and out-of=-state participants-in:thisvorow™ o .
market. - We bélieve that, presently,- many ‘potentially beneficial
exchanges--especmally long-term transactions--are not. occurring.-

These theoretical failures have practical consequences,.
all of which cost consumers money. The lowest ¢ost generation is.
underutilized because of the lack of timely and adequate access: -
between the source and the consumer.  The failure to utilize
low-cost generatzon up to its full potential also 'signifies:.:
wasteful consumptlon of natural resourxces. The lack of access may. . -
also mean that we are over-investing in new power plants.and .. ..~
under-investing in transmission lines that both are cheaper to -
build than new generation and would permit more efficient use of
ex;stan generation. T STV E R S R

There are many reasons for this-lack of . access..-Amcng
the most significant reasons-are the following. Necessary. .
information is hard to get on a timely:-and.reliable basis...
Transaction costs are high. ' The current regulatory structure
encourages utilities to plan transmission looking solely to the .
needs of their native load and transmission-dependent municipal = ‘
utilities within their sexvice area; ‘traditional transmicsion
planning does not readily accommodate considerations.of regional -

electric supply strategies. Transmission access, as we'envision

it, responds-to all these concerns. o N R

Information. As part of the resource plannlng done
during the Electricity Report/Resource Plan Update cycle, utilities
already file a great deal of information on their transmission
systems, their current and future--loads, and"their plans for
meetiné‘them. ‘For purposes of the transmission access program, we - -
see the participating transmission owners compiling.and publishing -
similar data, on the sane two-year cycle. The data would reveal . ..

L T




I1.90-09=050 ALJ/KOT/JJIJT/L.s

everything that. a prospective.puxchaser of. wheeling service~on a
particular: line would need to know from. the: owner.s‘ R T TNC R Tep
with this information, utilities will be able to- conduct.
competitive procurement of generation knowing the total as=.. .. .
delivered cost: of energy from each of the bidders, including those
bidders whose energy would have to be wheeled.. Similarly,. .. - .
prospective bidders will be able to use this information--in .. ..
calculating their bids and in choosing auctions where they, have
some lxkellhood of success. . . DTN Y LT L s e sy
“In a nutshell, a utility holding-an: auctzon would add . .
each bidder’s transmission cost to the: bid prlce,to”dezmvextq;al,nlD;
costs for each competing resource. The lowest total-cost biddex
would win, and the utility would bear the transmission costs for
that resource, just as the utility would:do if- it were.adding.a new..
power plant of ‘its own. = . e S eI o) ,u;ﬁ,‘-ww,yr
 Some ‘utilities do not own-transmission facilities. ..These .
utilities could still participate in-the- program, .provided that:”‘;,w

they provide their resource:planning:information, .including need. ... .,
for transmission service, to.the transmission owners delivexing.. ... -
energy into the transmission-dependent utility’s distribution

system. We envision that the estimate.of need would-be, binding. -
until updated in-the next two-year cycle.:

6 The information would include such matter as cuxrrxent and
anticipated loads, line losses, capacity considered to be available
now and in the future, plans for upgrades, and estimated cost of
upgrades. Further consideration is needed of what information,
whether or not currently compiled on a regular basis, would be
necessary for purposos of the program. “Prospective purchasers of
wheeling service” are utilities contemplating wholesale purchases
as part of their long-run supply strategy:; the program is not
designed for wheeling to end-use customers.
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xxgnggggjgn_ggggg.‘mThesekcostswwould:bewminimizedwmin;x?,vg
part because more information would be more readily.available. than:-...
is now the case. - Also,: wheeling. service: would.not beﬂnegotiated
case-by-case-but, to the greatest extent:possible,: ‘would: be -
available as a tariffed service on 2a nond;scrxmxnatory,bas;s.; By
enabling service arrangements to be made: in a minimal.amount. of. ...
time, the auction process would be made’ shorter and more certain. . .-

‘~Responsibilitwaoerakinngheeling_arrangementS:wpuldnlie~_;

with the utility buying the power to be wheeled. .. However, the: U
seller of the power would be assured:of the ability to deliver its
output to-the wheeling utility at.any time the seller-is entitled .
to make deliveries under its power purchase agreement.. -.. . -:

Regional Planning. As a result.of the. Ainformation .
exchange and easier access conditions, a:greater degree of\reglcnal
transmission coordination should rxesult without creating.new '
regqulatory proceedings or modifying . the existing jurisdiction of
regulatory agencies. Wheeling: transactions would occury . -and .

upgrades would be built, based on acononic advantages. demonstrated
through compet;tlve resource procurement.. .’ S

"The above outline is very broad. . In the. rest ot
Section III, we set forth particular policies and goalsn,together
with our rationale and our anticipation-of how. they:would work in- .
practice. We also identify some issues where further refinement
will be needed. '
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A. Jucisdiction of the Commission: R O T Y S e
. - The parties differ wn.dely about this. cOmma.ssz.on 'S e
authority over the rates, terms, and:conditions of wheeling,. and w
its authorxty ‘to order wheeling.. Most:parties acknowledge that the ..
Federal Energy Regulatory Commission (FERC) regulates the rates, . . .
texrms, and conditions of wheeling, as relevant to this ... . . .. .-
proceedingk7- Many of these parties also believe FERC will- . "
incline to take a “hands off” approach' to.freely negotiated rates, .
terms, and conditions of wheeling, 'especially where-the - . .. ...
negotiations have responded-to the: statutory criteria in the.. . .
Federal Power Act that bind FERC in its.own determinations. on
vheeling. (See, e.g., Comments  of GRA/IEP,.November 30,.1990, at
19-20.) The parties are. spllt as to whether this Commission.has .
authority to mandate wheeling. - o PRI
We believe that we have: jurlsdxctlon,over many aspects ot
transmission access and cost. allocation. : However, a precise
delineation of this jurisdiction is: not a prerequisite-to makxng
progress ‘in this investigation,- and the-attempt to. make: such. Al
. delineation is more lncely to- produce litigation than: progress on
the substantive issues. o IO S
' " Instead, we conceive of the ultimate: product of. thls -
investigation as a set of broad, Commxssmon—endorsed¢pr1nc1plesLfor
transmission access and cost allocation. . The most likely next step
would ‘be FERC action on proposed wheeling tariffs filed.by: the...

7 The rationale seems to be that FERC clearly has authority. over
the rates, terms and-conditions- of:interstate: wheol;ng, ~and:undexr .-
applicable law most of the'potential .wheeling: transactxons-of e e
concern. to us are: llkely to be deemed interstato.".v, e _,:rﬁ’ﬁ

8 FERC has recently shown 1nterest and actzvxty 1n transmxsslon
access issues. While FERC has chosen, to. date, to addres S—these
issues on a case-by—case bas:s, our goner;c 1nvest1gatmon is
complementary and ‘timely. P S N RN
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IOUs. If these tariffs, as approved~by FERC, are'substantxally
consistent with the'principles.we have endorsed,. that-would- justxfy
a commensurate opening of our competitive resource- solmc;tatlon
process to additional sellers. of electricity besides. QFS.? Th;s

process should not require either agency- to-test the ‘scope- . of- Ltsn‘ﬁ,w

jurisdiction over wheeling. - : « -
For- example, the three. largest Callfornma IOUs (PG&E, o e
SDG&E, and Edison) might file: proposed,wheel;nghtarlffs.thhUFERp,‘L_-
in light of this Commission’s endorsed-principles. -FERC,-in.turn,
would have the ultimate authority. toAapprove.or_disapproye_;he,
proposed rates, terms, and conditions.*? X e e L
Ideally, the I0Us would- propose- tar;ffs that embody the .

principles adopted in the final decision:in-this investigation. In .

actual practice, the parties before the FERC would be. free to.argue .
whatever 'position they wished. However, the tariffs. that emerge-

from FERC review must conform substantially to these principles for ..

us to be willing to lift the curront QF-only limitation in the .
bidding process. In other words, our. move to “all-source. bddd;ng":,

is directly linked to relieving the transmission bottleneck. for a;;;,

sources. We hope that this transition can be made in a,.single.
leap, but we also recogn;ze that it may have- to be- accompleshed in
a series of steps. - - A C - : L
" We -‘are fully" commltted to. work;ng w;th FERC to accompl;shjw
our program, which we think is broadly consistent with FERC’s.own

B PRV

9 We<w;11 not necessarily open thnt process to all prospeet;ve fnw
sellers meedxately. That: depends: .on’how- .successful -the. approved
tariffs are in leveling the -playing field (e.g., between. in-area’
vs. out-of-area sellers) and on resolution of certain issues’ (such
as seller affiliation with the.purchasxng utlllty) that are be}ond
the scope of thxs lnvestzgatmon. Sl o i ,

10 Some serv;ces under the CPP appear to have gone through a f““,
similar FERC approval process.
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emerging policies. To that end; we:will.cooperate with FERC, both
in federal/state workshops and in formal'procecedings, ‘to-promote
nutual understandingland'acknowledgmentaofmwhereveach;agencyhisiw4 .
heading. We-think a jurisdictional tug—-of-war can and-must-be- . ., -
avoided to make rcal progress on electric transmission-issues..
B. The Buyex of Trxansmisgion Service R SO E

' Almost all of the parties have addressed the question of
who should pay for power integration and:wheeling .costs. (We. . .
define “power integration” as transmission service performed by . a-
utility for a seller of electricity, where the ut;l;ty“;tselrgls-
the purchaser and the transmission service occurs.inside the. .
utility’s service area from a point of interconnection: to.the
utility’s load center. We define ”“wheeling” as transmission-only .
service, where one or more third-party entities must give access to
their transmission'lines in: order for the seller of. electricity to.. .-
deliver its power to the purchasing utility.) corn o s

A majority of the parties agree that, at least: in- .,  ;
competitive solicitations based on need for new generation .. . o
resources, the purchasing utility should bear all transmission.. -, . -
costs (both power integration and wheeling): associated: with getting
the purchased power to its load center: In.effect, this -means. that -
the utility will add the appropriate transmission cost to-.each . . .-
bidder’s price and will select the bidder with the lowest total
cost. We agree with this approach, which we describe more fully
below.

Transmission costs would be included in setting the
benchmark against which the. competitors wzll bxd._ As part oL the ,
solicitation, the utility would publish xnzormntzon regarding fjﬁ
transmission costs .at var;ous locatlona in its, territo:y, 1ncluding“‘
costs and estimated schedules: tor upgradesu; -Othexr utxl;t;es‘would ;
also have publlshed transmission costs ror varlous ‘locations on
their systems. This information would be-available both to ﬂf;”f”
prospective b;dders and to the utxllty conducting the solzcmtnt;on

D e ey
N - L S
-+ G e
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In determining the winner,.the-purchasing uwtility :wikl @ .- .me
take into account . each: bidder’s: associated transmission costs. ..
the purchasing utility is conducting a final Standard Offer 4.
solicitation, it will also be comparing. the-bids to a~-benchmark.
that includes“transmission'costs:associated.withgthenidentifiedg .
deferrable resource (IDR).ll T R ‘

>~ Assuming’ the winner is. outside. the purchas;ng ut;llty s
service area, who should arrange for. wheeling--the-seller.or.the.
purchasing utility? The logic.of placing responsibility fora~-
transmission costs on the purchasing utility also dictates that. the
purchasing utility be responsible for contracting. for wheeling.. .
service incidental to the: purchase of power for which it acccpts
*%Thisfplacement:oﬂ‘responsibikitynis consistent~with thehym
nceds and: obligations of the various parties affected by the.. s
wheeling transaction. The seller primarily needs'assurance. that dt
can deliver its output into the transmission grid whenever it is
entitled to make such delivery under its. power purchasc agreement...
The question of when and how this output gets to. the purchasing. .. - ...
utility’s load- center, on the other hand, :is the primary.concern of . .
the purchasing utility, whose resource needs are being. met.. The ..
purchasing utility may not need firm wheeling service at-.all: times: .

ettt e

11 Ratemaking treatment would differ for upgrades on‘the'
purchasing -utility’s system-and those on'a-.wheeling utility’s
system. .XIf an upgrade is required on the purchasing utility’ s
system, the upgrade directly benefits its ‘ratepayers - (because’ the' "
upgrade is part of the lowest total cost; option, as. revealed by the-ﬁ
auction), and.the costs of the upgrade should go into its rate s
base. An upgrade on a wheel;ng utility’s’ system would at-least -
partially be for the benefit of the.purchasing utility, so to that
extent the upgrade should not go into the wheeling utility’s rate
base. The costs of the upgrade would instead be borne by the-
purchasing utility as part of its costs of service.
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it may be able to work out exchanges with-the,wheeling:utility that -
capture efficiencies for both. 'The seller:may not know. .about such

possibilities and is’ corta;nly not. in-a- position:to- work..out such. .

arrangements.12 - S T i g

We' stress that undex this plan.for transm;ssxon access,‘wﬁd
all participating municipal and investor-owned utilities .(IOUs), ... . .
will have the obligation to provide transmission costs and.other
data to each other and to potential bidders.. The participating
municipal utilities and IOUs will also-have the obligation.to build .
upgrades if properly requested by the-purchasing utility. . ,

This Commission does not have jurisdiction over. munxc;pal
utilities. Accordingly, it will be necessary to develop . -
appropriate means for the IOUs and municipal utilities -to make the
reciprocal commitments necessary to implement this transmission. .
access policy. We have no prescription for how these commitments.
should be made but note this'is an.important issue to be addressed
at the next stage of 'this proceeding. . (See Section IIX.J below.) . .

YT TS e e
S o - 2 iy T e e
- o DA

12 * Although the seller would not have: the responsmbalmty to make
wheeling arrangements, we would expect it to cooperate fully with
the other parties to the extent they have a legitimate need- 'foxr
information regarding the seller’s plans for performance.of its
obligations under the power purchase agreement. Slmzlarly, the
other parties must cooperate with the seller in any aspect'of the
wheeling arrangements that relate to the seller’s deliveries- to the.

wheeling utility.

w—

There are suggestions. in the record that. the seller could be
made a third party beneficiary to the wheeling arrangement. We
express no judgment on the suggestion beyond- observmnq that,’ much
like the issue of ownership of upgrades (see Section IIX.H), we
are more committed to the goals of this proceeding’ than to
particular means to achieve them. If inclusion as third party
benefmc;ary'would provide important assurances to:the seller, and
is otherwise consistent with our policies and FERC's, then the
suggestion is worth exploring.’ _
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"Pricing, and the need to give correct: s;gnals tolﬁ;
transmission-owning- utilities regarding the use .of .their ..:.

transmission lines, is the most difficult issue in this.- . --... .. ..

investigation ‘and one that: affects many of the other. issues.
Moreover, FERC’s authority over rates charged- for. wheelzng services .
is extensive. A O T T

- Thus, our observations in this. sectlon are not mntended
to be either prescriptive or exhaustive. Instead, we try to - .
indicate the conflicting pressures: that policy. makers, must -
ultimately resolve if opening up the. transmmssxon.network Ls to

A,

achieve the desired results. = The challenge for us and. the parties .
is to devise transitional measures to.ensure that the costs during. .
the transition period do not fall dispropertionatelymon_any;seqperf,m

of the electricity market. -~ ~ .o sl - cr, .

" In this section, we address broadly the follow;ng .
questions.  Are rates to be cost-based, and if so, .is-the bas;s‘ﬁj
»embedded” costs or ”incremental” costs? Does wheeled power have
priority over economy energy transactions, and if so, should the
costs recovered in wheeling rates include an “opportunity” cost
element reflecting economy energy purchases that the wheeling

utzllty has ' foregone? What are IOUs’ anentxves to wheel under the

current regulatory regime? .~ L,‘,,A'.;‘““““‘ fomE

1 Cost=based Ra%es' ‘. .. - ... .- -l m
. We think the’ solutmon to. market power exerczsed through

control of transmission fac111t1es is- broad nond;scrzm;natony

access to such facilities. However, such access must:be- under-‘r«-”«

terms and condltlons that result ln the transm;ss;on owner ... ..

rece;v;ng reasonable compensatzon for the use of 1ts fhc:lmtles..f'~,

In other woxds, it should xecover. its costs.3~,,_,w ce .:.; g

t

The costs depend on what faCLlltleS are—needed tOvprovmde

the sexvice. ' If the requested wheelan can be- accompl;shed,over
existing'facxlltle the wheellng utlrlty s, embedded costs-should

ST el . oL
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be the basis ‘for the rate-charged. ‘If-upgrades axe.required, then- .
the rate charged should reflect the additional capital invested .for.. .
that purpose. The problem here is that the upgrade may serve
several purposes besides sexving the.customer whose request: for
wheeling originally prompted the upgrade. This is a:cost -« ...
allocatzon question that we' dlscuss laterx. . (See. Section IIXI.E.Ll -~ -
below. ) e e e R S R
The most intractable problem related.to-transmission . .= -
access is probably its impact on economy energy purchases. - We are ..
promoting such access to optimize long=-run supply planning. . That
probably requires‘zirm transmission service if--a utility is to rely
on a distant resource for part of its ‘future supply. But.many . ...
parties argue that economy energy purchases by thes wheeling utility, - .
should have priority over wheeling service where the transmission . =
capacity cannot handle both. These parties say that the existing
grid was created to serve the native .load ‘customers.of the. . --

franchised utilities, and that these utilities should therefore. .. - -
always be able to make short=ternm off-system purchases -(or. sales)
whenever such transactlons would reduce rates.of native load-

c:ustomers.13 a R ST LR N S ;iﬁ:;~p

We stress, above all; ‘that our transmission access: ST
program'starts ‘with the proposition that the nat‘verloadgcustomersf.;

S e e Ly
M - . ) "

13. It is worth notlng the many ways 1n whlch?thls fundamental:
problem——wheeling service vs.- economy’ energy--can come~upa~,1t»can~,
be characterized as a cost-of-service.question_(as in the text) or
as a pr;orzty—of—sev;ce question (whose: del;veries‘are'curtaxlable,w-
and in what order). It could also materialize -in the-analys;s—of
whether a potential wheelzng ut;llty has capac;ty available for
wheeling on lts.exxstlng system, 1i. e., can the’ utlllty'keep some-
amount of transmission capacity idle most of the. time -in- order to. .
take advantage of economy energy transaction opportunities when
they arise? This is probably best characterized as a cost '
allocation cquestion.
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of the'wheeling utility will-always have.their firm.electricity . .. . .
needs - served" rel;ably-' Those 'needs-take- priority over wheeling. . ..
service. LT T T L e nat e  ang e e e

The question here, however, concerns the transmission. . .
owner’s non~firm. transactions in relation to;thirﬁ-pa:;yigégg @ﬂu‘,J,;
transactions. - Over time,‘thetlatter"transactionsrméy;p:qy;dgﬁi:3;“,p”
greater benefits than the former. Unfortunately, these social ;mm““
benefits may be unevenly distributed, -i.e.., ‘the . ratepayers.cf the
utility purchasing.the wheeling service may be nuch better off,
while the ratepayers of the wheellng utility: are somewbat. worse off
for provxdlng the sexvice. .. .-mio) oo L e e ﬂ"ﬂm;

' - We do’ not purport to- have~the solutlon to-thls problem,";ff
nor can we solve it'alone.  Both the CEC-and the FERC axe ... .. .. _'fQ
addressing it, and we intend to work closely with these. agenc;es, MM‘W
as well as to solicit further comment in this xnvestxgatlon. P

- We' are committed to keeping electricity . costs.down. ;?h#t;,ﬁ
does not mean, however, that:a high volume of econony .energy i o
transactions is always good. (Many such -transactions may. mean, for
exanple, that the transmission system-has been overbuilt, with . .
resulting under-utilized capacity.) Moreover, vigorous competltlon?;
in electric generation, which transmission access will promete, . . “
should ultimately benefit all ratepayers. Ideally, we want all
beneficial exchanges to take place, both short=- and long-texm, but
there is no formula for determining what mix of these transactions
is ideal.

We think there are two aspects of this debate to which
too little attention. has been pald. Fxrst, we began our discussion.--
with the assumption that wheel;ng sérv;ce must be’ firm.; How valmd;fﬂ

is that assunpt;on) especzally given the~exzstence o£~such‘large~~
power’ pools as the CPP and the WSPP? 'Are there ways féiwéhé ’; ' f“
wheelxng utility and the’ purchas;ng'utlllty to.work out: curtaxlment

provisions (much' as we .seem +o have. had- some success mn.doing xn o

the case of standard offexr’ contracts) that would accommodate-a:-

o et

r‘\w e

- 19 -2 . i : .
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reasonable level or'economy energy transactions by.the.wheeling...
ut:_l:;ty‘) O U I ‘.‘ NI e T o e

Second, we recognize'that«open~access otfere& By a single )

utility without reciprocal arrangements with interconnected ..

utilities might raise serious concerns: for. that. utility’ sanatlve ,&TJ

B

load customers. Our transmission access program,.on. the, other, .
hand, would be a regional progranm involving many entmtles,assumlng
reciprocal obligations for wheeling service and transmxss;on

planning. How far does the regional character of this program . go ef:

to mitigate the impact of potential reduction- ofieconomy_eqexgx..
transactions for individual utilities?

We ‘believe the mitigating effect could be substant;al 5°,;
that over time all participants will :in-fact be beneficiaries. In.. .
part for this reason, we welcome the interest shown by the various .

municipal utilities and their:-organizations.  We also appreciate
the efforts in this investigation of Pacificoxp-and SPPC, both of

which axe large interstate utilities-with relatively-small sexvice . .

areas in-California.  With the continued input of.all these
parties, we believe that reasonable solutions will be found.to this
and the many othex problems in providing transmission access..

On the one hand, transmission lines are . the bottleneck
facility in the electric industry. .-As. in the telephone. and. natural
gas industries, competition in the electric industry will .
ultimately require open access: and unbundled service over the
bottleneck facilities.  <This. necessarzlyHprecludes,eﬂpr;cang,¢

structure that-allows the ownersworgsuch~£acilitiesetogext;aet;¢wJ;"

monopoly rents. PR
On the other hand, there is something to be samd ror
allowing transmission owners to make money on wheeling service.
For example, potential profits from wheeling service would give
transmlsszon ownexs 1ncent1ves to plan their transmission systems
with regxonal needs Ain m;nd,‘to explore ways to operate-the;r

.,r'\.,__
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systems to accommodate more’wheeling and:wheeling-type: service; . and, . e .
to market the service creatively and aggressively. Tenlizy
In’addition, the traditional rate-basing of transmission

lines actually discourages the provision: of wheeling service.. By: = ..
providing the transmission owner -assurance of full cost-recovery.
irrespective of foregone wheeling opportunities, the. current... . - .. -
regulatory regime results in the owner 'seeing no: revenue .gains. if . -
it does improve utilization ‘of the grid, and suffering no -financial . .
consequences if it fails to obtain wheeling revenues. Criticswof;,-;
the current regulatory regime claim that, given the obligation to .
serve native load reliably, and the.lack:of: financial conseguences . .-
for underutlllzat;on, a conservatively managed. company may.decide
not to take on’ -any transmission obligations that do not directly
xelate to ‘sexrving its native load-l@ S e e st e

~ - This is a classic problem. of:.public utlllty regulat;onmuf-f
We must avoid monopoly abuses, but:we:need the.gains in.efficiency ...
and utilization that incentives can provide. .. - ... w7 g

It is premature 'to explore:transmission.sexrvice: 1ncent1ve,h

mechanisms when we are still:grappling with the basic problem of .. . . .
providing meaningful access to firm wheeling service at-cost=based .
rates. Until that problem is solved, “incentives” may. result_
simply in the transmission owner being.able to exercise market
power. However, in I.90-08-006, we are:taking a broad look:at
incentive regulation initiatives for the energy- utilities...We =
expect that investigation-will c¢onsider a coherent set.of. - .. . .. .
incentives recognizing the many. recent regulatory: developmentsu..ummf
affecting both the transmission: networkrand supply~ and: demand=-side. .
management. - ~

o~
-

R

o ""'h"' - "“ \ﬁ 4™ - P e e e
UW O ADLT

14 See, e.g., A. Brown and T. Barnlch ”Transm;ssmon and
Ratebase: A Match Not Made in Heaven,” Public 'Utilities />
Fortnightly (June 1, 1991) 12, 14-15.
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o A key'element'to our transmission-access programgls~that
it be nondiscriminatory. This means that a-wheeling utility.may..
not discriminate unreasonably on the basis of the source~of: power
to be wheeled. "'This nondiscrimination principle-is broad -in scope.
It applies both to QF-generated power:and.to:power genexated by . ... .
other NUGs. * It also applies to any utility purchasing -the. wheeled, .
power, ‘including municipal utilities; ‘'so long as that. utility has
assumed reciprocal obligations: under our.transmission access
program’withfiéspect to -its ‘own transmission system. The principle
also applies whether the wheeled power is generated at-a site- .. ..
within or outside the service area of the wheeling.utility. T

Historically, public utilities. have always been.required .
to provide service on a nondiscriminatory basis. -This.is-.a. .. -
cornerstone-of ‘public utility law and is-also essential.to..our -
present goals (promote competitive generat;on and- level- the- playzng‘ﬁ
field in preparation for all-source: bidding).. R SR :

- If the competitoxrs do not stand.on an. equal zootzng,

. all-source bidding will not. perform its: intended. competitive- .
function. In particular, the availability: of wheeling-under .open . .
access tariffs must pot hinge on whether the NUG: is.outside.the. . .
wheeling utility’s service area.:. Failure of any of the. large,
CaliforniavIOUS'(PG&E,'SDG&E,'and\Edisony.to~reasonablywextend;
wheeling service for power from outside its service area will..
preclude our implementation of all-source bidding.

The principle of nondiscrimination does not require
identical wheeling terms and conditions for all power; not all
#discrimination” is unreasonable discrimination. We recognize that
there will be differences, for example, in the cost of providmng" B
wheel;ng service. However, we must:ensure that dltferent pr;cmng
does not result from differences Ln bargalnlng power._ Thus, a“*“‘“”
wheeling utility must show'that any dxsparate treatment is’. ..
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reasonably necessary under the circumstances,- and-isralso ... :nua,
consistent with the principlesaotaourutransmissionpaccoss;pfograﬁ.
- Yo Upaxades: ST iy
B ‘In 'D.85=09=-058, we consxdered cost allocatmon in, the.
context of power integration.  We decided that,.where anrppgraQeﬁm

was required for that purpose, ratepayers would bear the reasonable ..
cost of the upgrade as long as it had some ”system-wide benefits.”

QFs generally would be responsible only for.the cost of.
facilities, such as those from the power plant -to the. po;nt of.
intexconnection with the utility’s transmission grid, that. ex;sted
solely to serve the QF. (Seo id.., 19‘CPUC.zd.lS,‘23f24,ywuw¢malso.
indicated that all bulk transmission lines and nearly all.area
lines have some system-wide benefits. :Finally, we noted that an. .
exception might be made where a transmission facility’s cost.
outweighed its system-wide benefits,. but. we- prescribed no.
particular method for doing such cost-benefit analysis.. . (xp;g )

In- D.87-05-060, we construed the system-wide benefits
test in the context of Standard Offer 4, our competitive .
procurement program for long-run capacity additions.. We. held that ‘
the transmission costs associated with- the- IDR- would generxally ng;u}’
be included in payments to QFs because, under the system—w;de
benefits method of allocatlonr QFs would generally not -aveid such
costs to-ratepayers.ls y S

15 We made an exception for out-of-service area’ transmissibn;;nvth
costs of the IDR and also for.instances.where. a-major.new . .
transmission line had to be constructed to get power from the IDR
to the utility’s load center. We defined the latter exception as
in-service-area transmission lines with over 100 miles of.230 kV .
line. These exceptional costs are avoidable by QFs, and so are "
included in payments to final Standard Offer 4 QFs. (See
D.87-05~060, 24 CPUC 2d 253, 268-69.)
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We do not envision.any:changes.to-the existing-rules: . .-....

regarding cost of direct interconnection and other raCletios\that
do not have any system-wide -benefits. Those costs-.will continue to
be bornme by the NUGs, - including: QFs. . . . R T L v SO TR ST
" PG&E, SDG&E, Edison, and DRA recommend that, for. upgradcg
that do have system-wide benefits, the:.existing cost allocatzon R
rule be reassessed. They would see transmission costs as part of a
resource’s total cost that should be reflected in the- bidding .
process.- GRA/IEP'recommend that exlstlng cost allocatmon rules-beh
retained. : S S S e _ SR .
'Wefbelieve-thatvtheisystem-wideubenefits»testkmaygresultbwh,
in overvaluing the power from some plants: and undervaluing the. ..
power from others. The utility procuring power must see the total
cost, including the costs of transmission,. of the competing..
resource options.. The rollowing procedure would accomplish that

goa.l. . .. ; . o R TR ¢ SRR

Transmission costs would: be lncluded in settxng the . IDR
benchmark against which the NUGs will bid.. In its .auction, the . ..
utility would publish -information regarding transmission costs.at . .
various locations in its territory. In determining the.winning. ... .
bid, the utility would take into account . the transmission costs
associated with the respective bids by adding the appropriate cost-
to each bid. In-service-area transmission upgrades;associated:with,f
the winning bid would be paid for by the-utility and put-in the ..
utility’s rate base. The NUG bidder would also be able to figure
before submitting its bid the transmission costs that would be
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associated with its. tac:.la.ty and-could calculate-its -bid:- . . .
accord:mgly.16 Y R A P TU0 SR T, P SN
‘We-can see difficulties.in implementing-this procedure. -
Without appropriate provisions, the procedure could- result ln one ..
NUG subsidizing later NUG development, or-even: subs;d;zxng»tnc
ratepayers of the purchasing (or: wheeling) utility.. . For.example, ..
if a utility built a sizeable upgrade to’ accept-one NUG,. latex NUGs
in the same vicinity might also benefit from the additiomal .. . .. . .
transmission capacity. 17- In essence, the ‘purchasing utility sees . . .
the first NUG as too expensive and the later NUGs as too cheap,{\ihmm§
when an equitable cost allocation among. the various NUGs might lead
to more (or less) NUG development in the area.  As another example, ..
the utility might have built the upgrade in any event--the.NUG
simply accelerated the project. . - R TUTT IR P I N
- These are not the only-allocatxon problems.‘fFongxample,.v.
an upgrade might have reliability, stability, and power £low o
benefits thht*are‘not.neéessarilycreflectedaby computing. the
proportion of the line’s capacity utilized by the NUG over,.a.given ... .
time-frame. - The-laxge IOUs differ --in‘m.tb.evir,f--recommenda;iox'i‘s,.A;.f._or_.__; ST .
accounting for these effects. ol A o e
" Avoidance of ‘subsidies is. mmportant 1: we are to ach;eve ,,,,,
a fully competitive generation market. The“pa:tmes.wxll_negd,thﬂ"r
consider ways to deal with these?kinds;ofuproblemsﬂ,cqnsigtgp:,y;tha5
our overall goal of having:comparative transmission.costs figure

16 Thus, the NUG bidder whose transmission costs wexe high
relative to the IDR’s would have to lower its bid proportionally in
oxder to remain competitive. As a practical matter, the NUG bidder
of this type really does bear part of the transmission cost because
it can win the .auction only by beating the IDR’s cost on an
as=delivered basis.

17 For economic and technical reasons, an upgrade might have to
be sized much larger than might be deduced simply from the capacity
of the NUG whose addition would require the upgrade.
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dmrectly ‘in the blddlng rather than nettmng ‘out such costsias we-dolT:
at present.l& S 0 SR D L LR RS i S SV Foloots T
2. . Jx T A TR SO » R
PG&E, SDG&E ‘and” Edlson ‘indicate that -line losses' KRRt
constitute an lmportant part ‘of transm1s51on costs.‘ -Since these
losses vaxy s;gnlflcantly by site of generation, PG&E'and’ Edison™
recommend estlmatlng transmlsszon costs associated with losses for - =
each substation bus on the;r‘respectlve systems.19 Lo e,
We agree in principle that line losses should-be
locat;on—specmflc and should be included in the transmission costs
of the IDR benchmark and in bid" evaluat:.on.20 ‘We' also recognize -
that QFs question the technical feasibility of fairly measuring
comparative line loss impacts in most cases. Many QFs also- believe
that including line losses would hinder development of renewable’
resources (such as wind, solar, and geothermal) that are: generally e
restricted to sites remote from utility load centers. vl Luo
' These objectlons are smgnlflcant but” are’ ultimately

outwexghed by other consmderat;ons. First, to the extent utml;txes

’ N
L A

18 Joint .ownership of transmission : facalltxes and some,mecnan;sm‘;w
for reimbursement over time are possxble approaches to these o
problems. See Sectxon III H below for a fuller d;scusszon.

19 The. current treatnent of l;ne losses for calculatxng payments
to QFs is essentially to assume that losses in transmitting QF-: e
power equal the system average. Thus, for most QFs, no payment
adjustment (plus or minus) is made based on their line loss impact.
However, we have expressly authorized utilities to calculate line
loss adjustment factors on a case=-specific basis for ”“remote” QFs.
(See, e.g., D.89=02-017, 31 CPUC 2d 13, 24=-25.)

20 PG&E says that the location of some IDRs' ‘may‘not be’ known w;th
sufficient specificity to emable calculation ‘of their line losses. .
In such cases, we are inclined not to calculate line losses: fox. v
competing biddexrs; it would ke unfair to include-a category of . °
costs for competitors that ls ommtted from the benchmark agalnst :

which they bid. 5,_;u;;
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actually consider line losses in. choosing, among '79,’?15‘35"%"“??‘;11935’: Zkt § .
is appropriate that this cost category also apply to competing NUGs
(always with the proviso that the utility use consistent, L
assumptions and metheds in making.the comparisons). . Second
regarding xcnewapble resources, our. decision to pnr ne them must
rest on.a full recognition of their.costs along w1th thelr eer o
benefits. . The benefits may be overwhelmlng, but we will. not make 1Jff
them appear greater than they are by the devmce or lgnoring'one
category of their costs. S YT SO

PG&E suggests that certa:.n NUGs may . have pos:.t:.ve .unpacts )
on the transmission system. Such impacts could ;nclude unload;ng
of heavily locaded lines through reduction of loop flows and . -
deferral of transmission upgrades. through. changes in power flows.
PG&LE recommends that the NUG be.given credxt for. such 1mpacts, “
where applicable. Again, we agree in pr;nciple w;th this
recommendation.?*

As described in Soctlon III B, thore are two types of
transmission access: power integration and wheellng. For power o
integration, no new tariffs will be necessary. (The IOUs already .
have interconnection tariff rules which are part of their power
purchase agreements with QFs.) Transmission costs will be included
in settzng the resource benchmark and 1n determlnzng the wannxng S
bid. - . . O “, ,”:W_w”

. For wheellng serv;ce, in whlch a utllmty provxdes
transm;ss;on aAcCCess. to another utlllty, Calxrornza IOUs do not

21 . The foregoing principles. regarding line 1osses are approved
solely for implementation with our long-run resource’ planning““?
process (final Standard Offer 4 ‘and . ultxmately, ‘all=-source - -
bidding). Possible adjustment of line loss factors for ‘QFs now
operating under standard or non-standard power purchase agreements
is beyond the scope of this investigation. e

rany
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currently havefopen“acceSSvtariffsﬂwuThere»inanuissue‘ﬁéxeﬁoverw;
whether there should be such tariffs-at all. PG&LE and SDG&E. seem
to believe that wheeling service, especially where the wheeled
energy is coming from outside therwheeling.utility’SWserviceuarea%~
should be provzded on a case—by-case basis through: negotiated .
contracts. SR Ce T e T L D

This is an important issue. - Individually»negotiated
wheeling contracts are clearly inadequate to the needs of'a , . . -~
competitive generation ‘market. . That market requires greater-speed. .
and greater certainty than would be.possible where wheeling... - . .
arrangements for many of the market participants would -have.to be.. .
worked out on an ad_heo¢ basis. T P AR LR Or"
Structurally, the case is. analogous-to' our gas
transportation program. There, too, we had-to decide between
contract service and tariffed service. We chose-the latter, over . -
PG&E’s objections, for both intra=- andfinter-utility»gasm; Do e
transportat;on. The same reasoning applies:here. . iy oon
© In preferring tariffed: service, we are: not-;gnor;ng the

. technical concerns that may differentiate electric: transmission
from-gas transportation, nor are we regquiring the utilities:to- .-
scrap any existing agreements to provide transmission sexvice to
other IOUs, municipalities, etc. What we are saying -is that we’
will look carefully at the guality of access actually provided-for

wheeling purposes, and that an important aspect of quality is-how.

casy it is for the customor to get theo service..  Our. decision on

the timing of the transition to all-source bidding depends. heavily -

on the ease and assurance of transmission access that rxesults- from- - -

this'investigdtion.‘ v RO S

Wheel;ng sexvice should not harm the interests or the
ratepayers of the wheeling utility:; in particular, when an IOU
wheels, service to its native ratepayers should continue to be safe
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and reliable.?? - Wheeling sexvices should ‘be- structured to;-,,pxtoyidem-,;_, . .

reasonable protection of such interests.: e, LT s e e,

© At first blush, -there appears to be a potenxlal confllct -
between the interests of the ratepayers of wheeling utxlltlestan§u.“m
the ratepayers of utilities purchasing-wheeling service. . .For. ” , .
example, transmission-owning utilities may want to reserve some . .. ..
amount of capacity for “economy” energy -purchases when these
provide savings to'their ratepayers. : Such capacity is not truly - . ..
#surplus”, ‘even though it may be used onlymsporadicallx;¢onmthe,n_.,n
other hand, -it may be used.to provide wheeling service-if that .
service were- interruptible, or-if some other means were found to .
ensure that the wheeling sexvice does not come at the.expense of . .
the wheeling utility’s ratepayers. . T e e e

However, the ratepayers of. a wheel;ng utility may.also ... . .
recoive benefits from wheeling service. These benefits. include .
reciprocal access to the transmission- systems of. other.utilitie-,;,_
giving the wheeling utility the: opportunity to. purchase .from. _
inexpensive generation- sources . not othexwise-available. In Uhort
all ratepayers stand to benetitixromnthe~enhanced;developmen;ﬂqrq@4.u
the competitive generation market made possible through. wheeling.
The wheeling utility’s ratepayers also stand to benefit from..
wheeling service to the extent that the wheeling customexr maY;pay
part: of the fixed cost of the transmission system, which.will.. -
lessen  their financial load. . - .~ =, - - .. e
For these reasons,. ratepayers of- the. wheellng ut;llty

might be willing to assume some: level of -increased xisk im .. . . .
providing the sexvice (for example,: risk that. the reasonably. .. IR
incurred costs of an upgrade might exceed the published, est;mate on. .
which the price of the;wheelxng_servmce-;s3bgsgd). w$p9h1:1§kV,. 5

R
YL
. ’

R e e - -
B T

[ PR UL Ly Yooy

22 The IOU must also be able to meet its pre-existing contractual
obligations and to serve its wholesale customers.
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should be-carefully limited and. should .not, in any:event;.-.- .,
compromise reliability of electric service to the.wheeling: .~. |,
utility’s ratepayers or wholesale customers. -Finally,- any.utility
that requests wheeling must alse commit to provide: wheeling-over ...
its own transmission facilities under corresponding-terms .and
conditions. - R S I S AT

" Another adverse impact on IQU: ratepayers might.-occur lf
municipal utilities’ are able to get firm wheeling servxcegonydemandxxﬁ
from IOUsl‘-Theiproblem~is-that‘mnnicipaqutilitiesuane;enti;ledytomg
a statutory preference in acquiring output from certain -low-cost. -
federal generation sources. ' The combination of the statutory
preference with improved transmission’ access might -skew -competition. . -
among energy- purchasers in favor of municipal utilities. ... ..

" There may be ways to deal with the problem-of.: munlcxpal
preference, such -as some sort of waiver of the manicipal:, - .
preference.’ For the time being, we note the problem without o
prescribing any particular solution. = However, we -emphasize that a. -
workable transmission proposal should address this problem-to... ..
protect IOU ratepayers. We invite the. parties to.comment on this
problem in their responses to this interim. oplnlon- (See . o
Section- V below.)‘ & R T N E RN T

- Whe should own transmission upgrades requlred to prov;de s
wheeling service? This issue splits the parties. . Edison and.DRA - -
generally favor sole ownership of such- upgrades. by the: wheeling. - ...
utility, which they arque 'is necessary to-maintain system L TN
reliability. PG&E and SDG&E would consider - -joint ownership-under .. ..
certain circumstances. - QFs such-asoGRA/IEP favor a policy:that = ..
ownership results from payment--i.e., if. a:QF. pays-for:an-upgrade,~  ~
it should own' the upgrade.. & T Lt 0o v e e

" "We”recognize the importance of. havmng reliable:
transmission®service.. However, sole I0U. ownershmpvof~the R
transmission lines”is not a prerequisite,. nor. does- it equate, to X
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reliable sexrvice. Some transmission:lines arxe already. jointly. .-:. . ..
owned, and joint ownership is:compatible:with.reliable operation,.
as long- as-a’single party clearly'haa -charge of- operations.. within. a
specified control area. " LT 0 Lunu oL L Do e e
We do not adopt .a specific policy. on. ownershlpnat this . ...
time. Generally, the parties should be free to work out any... - . .~
ownership arrangement that helps. ensure new or expanded.capacity
gets: built in“a timely manner. In some- cases, that~will<mean»sole;,Lr
ownership, but in others, joxnt ownership- may be preferred for -
various reasons. o Tl T C S R T ST LI
Concern for recovery of the lnvestment Ln,an upgrade S e
undexlies much of this debate. . This-concern is particularly acute .. .
where the upgrade has to be .sized larger than what.would-be... ...
strictly necessary to transmit the wheeled power.. We. sharepthis
concern, which is not mooted by our determination, in .. .. ... -
Section IXI.B above, that the utility purchasing the: wheeled power‘_w;
(and not the QF or othexr ent;ty sell;ng the - power) -should. pay - foxr... ..,
the wheeling sexvice. - ‘ VLS CLLT T aminomnannr :wﬁr
T "Just as ratepayers should - not. subs:.d:.ze the <cost of -~ .- .
wheeling service, the purchaser:of such service. should not . -
subsidize the transmission system of the wheeling utility... Sudb .
subsidization could occur, e.g., if-a-purchaser pays the. ‘whole cost
of an-upgrade that would have been required (albeit at a~somewhat
later date) to serve the wheeling utility’s ratepayers,. ox if. the
upgrade is used by subsequent.purchasers of wheeling serv;ce,Ln
without pro rata reimbursement of the-original. purchaser.JMSucn
subsidization could prevent economically attractive power sales and
chill the further development' of competition-in the. electrzcﬁ r;_rxﬁg
generation- market that wheeling service:should promote. ...~ oot
Proponents of sole ownership by the-wheeling, ut;llty
argue that allowing purchasers:of-wheeling service. to. get.an equ;ty
interest in upgrades could be used by the purchaser to frustrate.
the wheeling-utility’s own use' of: the upgrade-or. to. prevent: further
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upgrades to-serve' other purchasers .or -the wheeling utility’s,; :.. ...~
ratepayers. - We think this' objection could be met-by.a provision .. ...
that any upgrade constructed pursuant.to--the -transmission .access..
policies adopted in this investigation will be treated. as part of
the wheeling utility’s transmission system for all purposes, - -
including SubSequent recquests for wheeling service from that
utility. S : S e e SEURY
~ In short, the parties need: tO«dzscuss ways to ensure thatﬂ,
upgrade costs are accurately ‘allocated; as far aSgpossxble,ﬁno_u:.,_f
party to the wheeling transaction should be required. to subsidize. . .
associated upgrades. Various solutions' (including shared.ownership. -
or reimbursement as in the case of .line extensions) are possible, ...
and it is-also conceivable that morxe than-one may-be made available. .
to the party paying for the upgrade. . . . -

Transmission access, as we envision it, does not.entail ...
guesswork on the part of the potential ‘wheeling utilitiesqabout‘the
needs and plans of third party electricity buyers and sellers. The .
utilities will continue to- project loads on their systems und.plan,,
their generation and transmission facilities accordingly.. .Paxt.of .
the planning process is compiling:information on theixr transmission.
systems, including current and antlcapated loads and.capacity,.and ..
coszs of upgrades. ST : e N N

* What is new is that this. 1nrormatlon will be: avallable o
to parties planning power sales that might utilize new or exustxng,~
capacity on other parties’ transmission lines. . The potentlal e
wheellng utilities’ information essentially creates a-base; case for
other parties” planning  purposes. . The integrity of AR sy

23 “An entity’ could presumably pay tor and construct & e e
transmission line for its. sole ownership and use if it wanted to o
aveid paying for a utlllty upgrade under this provision. - We: -expect:
that such transmission lines would seldom be feasible or econonic.

- 32
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information is ensured, in'large part, by the fact. that.the.- ... . ...
potential wheeling utility is relying-on the:same’ 1nformatzon-for k}ﬂf
its own xesource planning purpoeses. . .. Lo T TV

Some' parties believe that transmission- access.rxequires . .- ;
new regulatory proceedings and procedures. - We; are not convinced. . .-

We view long=term transmission planning as part.of .our. = ..
overall long-term resource planning process, and not a separate. .
process in itself..'The<generation.costs.ofmelectricity‘far_excéed
the transmission costs of such electricity. However, we must R
address both generation and transmission issues in ordex to .do - m,,‘
least~cost planning. Therefore, it.is more efficient and,makes;g:
more sense to integrate transmission- -planning into the overall =
resource planning process than to address this planning issue . -
separately. Put differently, there.is no true least-cost .
transnission plan except in the ‘context of-a least-cost electr;c’
supply plan. L B CL ‘
~-Integrating our transmission.and: generat;on plannxng
process requires no radical changes to our current planning o
processes. We therefore reject proposals -such as those made by .
Edison advocating preliminary. certificates of public convenience.
and necessity 1or transmission upgrades, and proposals fox.an.
omnibus transmission planning proceeding. We also reject., Edm on s ..
proposal that project developers be required to give. lnformatlon tof;
any utility in whose service: area they are planning NUGs. Such
information is commercially sensitive and. is not reasonably . .
necessary for the utility’s planning purposes. -

For PG&E, SDG&E, and Edison, the Electr;c;ty -
Report/Resource Plan Update cycle already provides a; logzcal publmcﬁr
forum in which the transmission information needed for the wheeling
program could be filed and subjected to appropriate scrutiny.
Relevant data would include planned transmission upgrades and
costs, loads and antic;pated Load growth on the IOU‘s system, the g;
exxstzng capac;ty in var;ous areas on the ‘ystem, anqwﬁp:p}qs‘
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capacity available for: wheeling.- -Municipal-utilities: would also .- .
publish such: information: for their: *.%ystem:a;..2,4A-.,,‘.-~,,-.~,--,..-\¢-7.,.,,-_,,,w Lt e e

The CEC alrxeady collects much of this information .in .
preparingt;ts”Electrlc;tyvReport”cER),u‘We‘are,alsoaawa:etthat the
CEC is investigating these issues and:-has published.a draft report. ...
to the Legislature on transmission system planning. (See -.. .. .
Section VI below.) We hope to complement the CEC’s-effoxts-on . ..
these issues, and we solicit the CEC’s.comments on this,inpe:im;
opinion, particularly on matters of interagency coordination such .
as we discuss in this section. - .. - v s s raw s ey

We envision that the- transm;ss;on data eatabl;shed in
each ER/Update cycle would be in effect until supplanted.by.data . ...
approved during the following cycle. IQUs not participating.in-.the . . .
ER would be expected to .publish comparable.transmission-data .for-. ....-
their systems, and make wheeling services available on their own .
facilities on a .comparable basis, in ordexr to be eligible to ..
request wheeling sexvices from PG&E, SDG&E or Edison.. . - - .

The parties have voiced concern and have offexed various
proposals in order to ensure: that.theltransmmssxon,data_prov;ded by
the utilities are reasonable and reliable. We endorse this ...
objective and suggest the following requirements.- .Fixrst,-the -
projections, costs, analytical techniques, etc., used by.the . oy
utility in providing the transmission:data-must be the same as. . .. -.
those used by the utility in planning for its own resources. -, . ..-.
Second, the upgrade costs quoted by the utility must- be binding on
the utility in making wheeling upgrades (at least up to-a . . S
reasonable amount. of new capacity. in a:parxticular arxea). -The .. .. . .
quoted upgrade costs and other data (e.g., line losses) must also

24 See Section IIXI.J below for further discussion of the role of
municipal utilities, including special districts, rural electric
cooperatives, and other transmission-owning entities that are not
investor-owned.




be consistent with data -used. in‘figwring”the“transmiadionlcost&“'"ﬂff:

associated with candidate IDRs ‘and’ applmod o NUGsJ;n theeutilxcy s

own auction. B T T ICE RS T oIt
" The use of consistent, published data for all ‘of. the"

above purposes seems fair, confoxms with. our other: resouxce: .

planning decisions, and offers a simple ‘and administrable check on -

the way utilities respond to wheeling-requests. 'We also believe

1.90-09-050 ALJ/KOT/JJIJ/£.s * T VRGP TR VR RS AR

v\‘v‘

that, as-a practical matter, any wheelingiprogram;wouldungngork if o

it requires us to routinely hold evidentiaxy hearings into- the
minutiae of transmission modeling and engineering. . .~ L
We recognize that the utilities” market powexr in -

transmission derives not only from their contxol -0f the facilities. ..

but also from superior access to information.  Nevertheless, :in
commenting on these transmission planning.and data validation - .
problems, the parties should give weight to what is . :

administratively feasible. Their emphasis should be not on»whnt

they would like to ¥now but on’ what they need to kmow. . .= .a%w o.o.o0°

" In'the Order Instituting Investigation, we-asked:whethex: :-

our policy on wheeling should differentiate between wheelingz:. ...

provided to IOU buyers of power and buyers: which are:non-IQU ...=m: =

utilities. This also xaises a more basic issue, namely, therrole .
of municipal utilities and non-profit utilities, such.as:.special:’
districts and rural electric cooperatives,. in this:pxroceeding.. .
‘We affirm that these governmental and non-profit - .
utilities belong in this proceeding. ~(For convenience, we will.. .

refer to them all as municipal utilities.)  Such utilities .sexve-a . .

- . S
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substantial ‘part of“California'sJpopulation.zsf In-many .instances,

they control substantial transmission-and. generation:facilitiessi: i«
Municipal utilities are potential providers-of whoeling: service and: -
generators of wheeled power,  as well as potential buyers:of:wheeled: -
power. For these reasons, they inevitably affect Califoxrmia’s . “10.u: -
resource planning. LT e e P
The municipal utilities” extensive participation in the : -
WSPP shows that there are significant. potential benefits:to . -
including them in a program to promote  competition and’economic -
efficiency in the electric generation market. Furthermoxe, the
California Municipal Utilities Association has formed the new
western Association for Transmission Systems Coordination: (WATSCO),
whose founders are large and. small California municipal utilities. ..
WATSCO has been formed to address transmission issues, including. ..
wheeling issues. The founders hope ultimately to broaden WATSCO's: .
membership to include both IOUs and NUGs. Thexefore, affirming the.
municipal utilities’ participation in these proceedings will :assuxe. .
us that our transmission and wheeling .policies will.encompass as.
many of California’s transmission and generation facilities as. .
possible. ' : Vo oL L S R P '
The basis of the municipal utilities” participation in - =
these proceedings must be reciprocal ‘rights and obligations. This
means that participating municipal utilities must be prepared.to ' -
provide wheeling service, where requested, on terms: and:conditions: -
conmpaxable to the wheeling service provided them by :participating:. .
IQUs. - - - S S SRR T B ST A NI SO VI

e
e

‘\“l w’

]
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.. . B . o e - . [ .
L M BT e e T
. R

25 For example, 29 members of the California Municipal Utilities
Association (a trade association representing California municipal
water, electric, and gas utilities) provide electric: service to
about one-quarter of California’s population. (Comments of the
Northern California Power Agency and the City of Anaheim for the
July 16, 1991 Scoping Meeting, at 2, n. 1l.)
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~Fuxrthermore, the. participation of municipal uwtilities- .. .-

nust not jeopaxrdize reliable, low=cost service to the I0Us'. . . .sv i)
ratepayers.  In this regard, we are encouraged to. note.certain - - .
*quiding principles” endorsed by the municipal utilities in forming
WATSCO. Undex these principles, utilities owning transmission
would have an obligation to add capacity where necessary. to . ,
accommodate fixm wheeling transactions, but the obligation:would be
on a "best efforts” basis and "should not place. the gt;l;ty S,

native load customers at an unreasonable financial or- operational - .
xisk.” (Comments of the Noxthern California Power Agency and the. . .

City of Anaheim foxr the July 16, 1991 Scoping Meeting,.at \7.)
Finally, if municipal utilities are to participate, they . .
must share information on the same basis as the IOUs. . This . .
information would include, among other things, loads and projected. -
load growth on. the participant’s system, the capacity of the ..
participant’s existing transmission system and the availability of

surplus capacity, planned additions to thegparticipanxgsmgenexatmon—,q

and transmission facilities, and the projected. cost of transmission
upgrades.. (See also Sec¢tions III and III.I above.) This : -
information would be updated periodically, and would be the basis
for wheeling sexvices contracted for during the update cycle.

As noted earlier, we do not have jurisdiction over... .
municipal utilities, and the problem of how.to provide for the
reciprocal commitments envisioned in this transmission -access
policy is one of the majox tasks-to be-addressed in the next stage .-

of this proceeding. (See Section III.B above.) ' While the task is. .-

not easy, it has been accomplished in other settings, such as the
Western Systems Power Pool. '

IV. ent Waitin i issi
. . L " B . . ' .‘ . .' ‘. . .o e f““{:

AR

" An issue raised in the Order -Instituting Investigation iis
what to do regarding the waiting list of QFs already ‘seeking 5

~
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allocation .of transmission.capacity.in PG&E’S -Northern.¢onstrained.. . .
area. The waiting list was created pursuant to orders in LR
1.84-04-077..  Thexefore, the.resolution-of the above issue,will be
left in I.84-04-077, where the issue w1ll_be‘taken{up shoxtly, -and ..
will not be addressed furthex here.. .. - - . . L s

V. Negotiating Confexemce . .. = .. ... .

We have always intended to hold evidentiary hearings in. . -
this investigation. 'Such hearings are .appropriate when;thedissués\q,
arxe clear, the parties understand each othex’s position,: and we., . -
have a strong sense of what the key conflicts-axe.: We are,still
not at that point, which is understandable: given:the complexity.of ...,
the subject and the importanceuandffar—reachingacharactexgofﬁthe'
changes under consideration.. S S RO '

Today’s decision moves us a. step closer to hear;ngsaand "
ultimate resolution in this proceeding.. B Two thxngs,shouldmhappenjﬂbn
before hearings axe set. Fixst, the paxties should.consider the
goals and policies articulated here,. and modify theixr earliex.- “
positions- accoxrdingly.. 26 . The parties may be helped. in. thms‘effort
by information provided in the utilities’ data xesponses: and .:
presentations in the transmission workshops. . ST e,

" Second, the parties should have an opportunity to meet
intensively over an extended period to- narrow the issues and,. -50
far as possible, develop consensus approaches.- At a minimum, this
should enable us to focus the subsequent hearings on a.limited. - ..-

26 Two othexr decisions that mai affect parties’ positions in this
proceeding are our decision on the proposal to merge Edison and

SDG&E (D.91-05-028) and our decision on investor-owned utilities’
participation in the California-Oregon Transmission Project.
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number of - ;ssues, and on a - limited .numbexr of pos;tlons on those: .
lssues. Tl TR T e T I U vt e T L
" ‘Accordingly; the partiesxare-invited'torserve‘commentsmf'

responding to today’s decision.- Arparty’s comments ‘should indicate -

any changes made (for whatever reason) 'to. its.original -position.in -

this proceeding. Parties who have developed a common position axe
encouraged to file joint’ comments oxr:otherwise indicate their
agreement. Parties are also encouraged to indicate major areas of
disagreemeht with*other“positionswtaken:inrthisAproceeding;v These
comments should be filed and served no later than Friday, . '
Decembexr 6, '1991. ' S T Lt »
~ -'We"will then convene  a negotiating conference.wﬁrhem

conference will start on Monday, December 16, 1991 and:.continue as ...
set by the presiding officer (see below). . . . . nx. Lol

Generally, we give leeway to the:conferring. partles on.
how best to use conference time. However, our.experience with such
conferences leads us to set forth several rules, as. follows. . L

“A person to be designated from: our Strategic Planning .- .-
Division or the Commission Advisory and Compliance Division should. . -
act as presiding officex. -The'presidinguoificer,~inaconsultation;g~
with the conferring parties, may hold preliminary meetings, set
schedules, adopt conference procedures, organize working groups, .
and in general’ take whatever procedural -steps seem useful .and
appropriate’ to facilitate the work of theconfexence.: o

‘The: settlement rules in our Rules: of Practice: and o 3
Procedure ‘apply to the conference and to--our deliberations:on.the . -
recommendations ¢f the conferees. Parties should particularly note
Rule 51.9, which is designed to promote flexibility and free and
open discussion by ensuring that a party’s materials and oral
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presentations at the confexence cannot be:used-at.:subsequent:: ».i...-

hearings unless the-participatingvparties~consentutOwsuch;use.Z?,.vgab

Starting December 16, 1991, and for so. long. as:.the.. .. oo -

conference continues, ex parte communications between the parties -
(or their agents) and Commissioners,:COmmiéioners';advisors,dor‘UgJ,ﬁ
assigned administrative law judges are prohibited. .This is. to .. -
ensure that the negotiations are conducted\head-to-headywnotv-~,~w‘
through a triangulaxr relationship between parties and-.
Comma.ssioners.28 The presiding officer should contact the .
assigned administrative law judges on any matter arxsxng durzng the
conference that requires Commission direction. .. . . . -

Certain subjects of this investigation are- unlxkely to~be
fruitful ‘topics for‘negot;ation.‘uWendounotnantxcapateuthat;part;es:;

could agree, for example, on the Jjurisdictional questions, .and we:. . ..
are uncertain what binding effect such .agreement could. have even if - -

it were reached. Indeed, one of the chief functions of the .
negotiating conference is to help us make significant progress .:
towards bhroad transmission access in.the: absence of . a definitive

-

un-.r-‘q,'

27 Rule 51. 9 says "No discussion, admission, concession ‘ox offer 3
to stipulate or settle, whether oral or written, made’ during- any En
negotiation on a stipulation or settlement shall.be:subject to-
discovery, or admissible in any evidentiary hearing against any
participant who objects to its admission. Participating parxties
and their representatives shall hold such discussions, admissions,
concessions, and offers to stipulate or settle confidential and
shall not disclose them outside the negotiations without the
consent of the parties parxticipating in the negotiations.

*If a 'stipulation or settlement is not.adopted by the:. -
Commission, the texms of the proposed stipulation ox. settlement are.
also inadmissible unless their admission: is. agreed to by all.
partmes joxn;ng in the proposal.

28 We have-occas;onally used such lim;ted restrict;ons ‘on o
ex parte communications where circumstances warrxanted.. . See,. eug.,
Ordering Paragraph 8 of D.88-11-030, mimeo. pp. 9~ 100 oo ¢ s oo
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resolu;ion:ofrthe'jurisdictional issues.«ICSee~Section-IIqu::M;w«
above.) - Also, although: the parties can certainly-make - .., -. . -~ .

recommendations on. what procedures and forums:need- to—be~created at
this Commigsion in ordex to implement transmission access,.we.must . -

decide this for ourselves-zsf<Partie3wshouldanot,makepthei;J .
substantive proposals contingent on our acceptance- of- their..
procedural recommendations. on.implementation.

Subject to the above reservations, all of, the~;ssues

raised in this investigation are on the table at the conference.;_,ﬂﬁg

Specifically, we reject proposals of some parties to deal with .
transmission cost allocation issues either before .or .after the . .
transmission access issues. It is c¢lear that different parties

attach different importance to the various issues. - To deal now

with some issues, while deferring others, would -inevitably. empower -

some parties relative .to others at the conference. Negotiations
are more likely to be fruitful when the parties, so far.as . . .
possible, have equal stakes in the. outcome.3°‘ o '

" DRA, PG&E, SDG&E, and Edison should be represented at the
conference by persons with substantial authority, i.e., their
representatives should be able to make binding commitments on
behalf of the respective parties they represent. We ask othex
conferrmng part;es to delegate similaxr authority to their
representatxves., h;s may not. be possmble for some’ governmental
entities (e g- s municipal utilities), s0 we ask that thexr s

29 An example of such>a.recommendation  is: that~of-Edison.to

create & *Prelim;nary Cert;fmcate of Public:- Convenxence and,b-fuycmmﬂ

30 Nothing in our discussion is mntended to 11m1t the presidmng
officer’s discretion to organize the conference:in any-way. that.
seems" productive and ensures that:both: transmxssmon access, and.cost.

allocation issues axe covered.... .. .~ ... .. L 0 aeownienn o e e

[
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representatives be empowered atileast TO make.recommendations:onin:
behalf of the entity’s: staff totits. governing body:. . wvid wrlisril<eio
We do: not:prescribe. how:the' conference:isvto votecor. .
otherwise ratify-its results, but whatever the:procedure,- the.onus::. .
should fall on objecting parties to make their: objectlon knowns Lo
Absence (or szlence) is ‘assent. . S R T oo L

vIX.

In Septembex, 1991, the>CEC published its:draft xeport.on ::
"Transmission System and’ Right of.Way: Planning ‘for the:1990swand: . -
Beyond,“3l~‘rhe report responds .to- Senate Bill 2431 (Garamendi,: .o
1988) and addresses many. of the issues .of ‘transmission access+and
cost allocation ‘that arxe the subject of:this investigation.::

‘The CEC has tentatively scheduled its adoption-hearing: -
for the report on October 23, 1991, after receiving written:: | ‘
comments through October 7. We have analyzed the draft report and . -
have submitted written comments. However, we take-this- opportunity
to acknowledge:the excellent. work ‘that has gone' into-the. report.-. .
We are also‘gratifiedito-note~that"ournperceptionsqfregarding~both;w“
the nature of the problems .and their solution, are in many.respects::
close to the: CEC’s. - Dol T N P SO R U IR

The CEC’s majoxr findings are set out in Chapter II of.the -
draft report. We comment below. on several:of these findings.

" Coordinated Txansmissjon Planning. - The draft .report -

endoxses development of an -"industry-sponsored transmission.

.
", "o
AT

eyt eyl

NI i SNl W

31 Also, on September 12, 1991, deson subm;tted an. "Amendment" .
to its orxgxnal response to the Oxderxr" Inst;tut;ng Investigation. -
This ‘amendment ‘(with - such furthex:changes:as:Edison . may-wish to . .uvc.r
make) should be made part of Edison’s .comments responding to_
today’s decision. (See Section V above.) Wherever we ‘refer in the"
text to Edison’s position, the reference is to Edison’s Qoriginal
response.

- 42 -
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association-for.California.": The:purpose would . be to.ensure.that ..~
electricity buyers and: sellexrs-have nondiscriminatory-access to ' .. .
wholesale:power markets. through- "coordinated: transmission ..
planning.* . A coordinated planning:process is one in which.“all . .
affected or:interested parties. can examine: the information, -
assunmptions and tools that utilities use: to determine-the .- e
availability of transmission capacity, and the need for and cost of
transmission improvements.™ vl oo peeense :

This proposal is close to what we have set forth in this
Interim Opinion.:.We emphasize that’ coordination: does:net require
any transmission-owning entity to surrender its-planning autonomy. - -
Coordination does require an agreed-on planning cycle, publication: ..
of the results, and assurance that the results for each. entity axre -
adequate for purposes of the proposed transmission services... (The -
latter requirement probably requires both completeness of the data
provided and consistent use of terminologyyamonghthe,pianningf
entities.) ~ oL oo 5 TN Lo e e

st— _Ra . The draft report recommends that the

transmission: association recognize certain guiding principles. on. = .- .
pricing. access sexvices. -Genexally, these sexvices should be . .
provided undexr rates, terms, and conditions to ensure that: "one
utility’s ratepayers [do not] subsidize the transmission: services
provided to other utilities or nonutility generatoxs.™ - 5

- Specifically, according to the draft report, transmission - -
sexrvice should get .a prioxity commensurate.with: the cost .of that
service, and the "cost" of the service .should include “the cost of ...
lost opportunities, provided the utility can demonstrate ox
otherwise justify those costs."” Economy energy purchases may
sometimes be foregone to accommodate a request for transmission
service, .creating an opportunity cost for which "the transmission
subscriber should compensate" the service provider.

We share the concerns and general outlook expressed on
these po;nts in the draft report., (Cf Sectxons xII C and’ IXI.G -
above.) " Nevertheless, .we think -caution -is adv;sable when turn;ng R
"opportunlty cost” theory 1nto practice. ) TR e
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~First, theexistence of 'surplus. power at.any: given: time: o .
and place does not necessarily imply an "opportunity" to-be:rgained:. ::
or lost. For example, there might::not' have been .a:sufficient
assurance regarding the price and availability of 'such power to: ..
economically justify maintaining transmission capacity to;move such- .o
power when it materializes. :In other words, the transmission: e
subscriber should not have to pay for 'a. "lost opportunity" that the - -
service provider would not have had anyway, ox that- m;ghtvcost moxe: .
than it was woxth. ‘ : L ces

Second, the service’ provxdera.not only control the
transmission facilities but also the’ 1n£ormatzonuaboutkhow;them;a
facilities are or might be used. - In'these‘circumstances;-there'is~v
considerable danger that market powexr could be:exexcised din the
guise of "opportunity costs.” - - v L T wne o rmar L e

-Conceivably, “opportunity costs™ could be projected and = .
revealed, along with other information about. the sexvice provider’'s -
resource plan and wheeling capability, before subscription o the. -
sexvice. This projection would be speculative at: best, because the
sexvice provider might have to forecast short-term transactions far .
into the future.32 R T T IRV

In short, the -concept ofaam“lost“opportunity: component
of cost-based rates-has some appeal.. However, implementing-that: -
concept in a way consistent with the objectives supporting it -wilil .
be hard. We are open to proposals regarding this and-othex.cost-. :
based pricing concepts. The goal is:fairness: to .all ratepayers,
both of serxrvice providers and of transmission subscribers. . ~We. . . . ..
should also bear in mind that under the transmission access - -- S
guidelines set out here and in the draft report, a utility:may be,. ..

32 In Section IXI.E.2 above, in the context of line losses, we
accepted PG&E’s assertion that NUGs may sometimes have positive
impacts on the transmission system. The same theoretical
possibility exists here. In other woxds, over the long term, the
transmission provider’s ratepayers may prefex revenues from £irm
wheeling to cover paxrt of the fixed costs of the transmission
system, as opposed to occasional £uel cost savings from purchases
of surplus power. g

- 44 -
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and probably often will be, both--a. provrder of and. subscriber to
transmission sexvice. o . en e e e .
indin ute Re L awswherdraft,report;says that;_

one aspect of the organization the-CEC envisions to- promote.
coordinated: planning and nondiscximinatory access -would be.a
dispute resolution mechanisnm -that would be binding onwthe RN
organization’s members. The CEC makes some. recommendat;ons -on. how
such a mechanism would work. . - ..~ . T ST

In this investigation, we have not focusedfon.d;spure
resolution. However, our preference-for open access taxiffs over
individually negotiated contracts (see Section III.F above) is .. .
premised in part on our belief that tariffed serxvice -would provide -
greater assurance of access and involve fewer disputes..over .whethex .
the transmission-owning utility was dealing fairly. .If.the. .. o
utilities do not have open access tariffs,. the need for a. dispute
resolution mechanism is to: that extent more-compelling. .. .. .
Pinding of Fact - o : e T ST IO

. The foregoing goals. and. pol;cies const;tute a, reasonable
basis from which the Commission can proceed..in thrsalnvestlgatxon,m_%

P
- i

nclu ns \ 4 Cennzel
1. - The parties should consrder the:goals and policies
articulated-above, and should.file comments responding--to today’s. . .
decision. These c¢omments should be filed and served no\later than. ..
Friday, Decembex 6, 1991. - .~ ool o e e MQ.J o
2. “Because the parties’.comments-are to be-filed and, served
no later: than-December 6,.1991, and.because a- negotxatrngn
conference in:this proceeding is imminent, this:ordexr. should be

effective today.:: - | oo sl Tr e e e
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N | . A L b

L Sa e e st

IT XIS ORDERED that:”

1. The parties’ comments:xesponding:to today’s decision’ : - .uow

. Ny

shall be filed and sexved no’'later than Friday, Decembexr: 6, 1991. @ v

2. The Commission will convene a negotiating conference in
this proceeding. The conference will.start. on Monday, . ' ..,
December 16, 1991 and continue as set by the presiding officer.
The Director of the Commission Advisory and Compliance Division,
the Director of.Stratégic'Planning, or their designee, will act as
presiding officer of this conference. The presiding officer may
hold prelimiﬂafy;méetihgs;;séﬁ,schedules, adopt conference
procedures, organize work groups, and in general take whatever
procedural steps are useful and appropriate to facilitate the work
of the conference.

3. The settlement rules of the Commission’s Rules of
Practice and Procedure app%y’po this negotiating conference.

. N A 0 M o e
et e e v At VT e

e T
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4. Ex parte communications-are prohibited starting
Decembexr 16, 1991 for as long as the negotiating conference
continues. The presiding officer may contact~theﬂassigned"-
administrative law judges on any matter arising during the.-
conference that requires -Commission direction. -~ ... oo

This order is effective .today. - .. . .. . o h
Dated October 23, 1991, at.San- Franc;sco, Callforn;a.:;

(R eyt ' ey Thon AT ;
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List of Acronyms
Biennial Resource Plan Update
California Energy Commission
California Energy Company, Inc.
Century Power Corporation
California Power Pool
Destec Energy, Inc.
California Department of General Services
Division of Ratepayer Advocates
California Department of Water Resources
Edison Southern California Edison Company
ER Electricity Report
FERC Federal Energy Regulatory Commission

GRA/IEP Geothermal Resources Association and Independent
Energy Producers Association

Hadson Hadson Power Systems, Inc.

I. Investigation

IDR Identified Deferrable Resource

I0oU Investor-owned Utility

NCCP Northern California Power Pool

NCPA Northern California Power Agency
National Independent Energy Producers
Nonutility Generator

Pacific Gas and Electric Company
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QF
SDG&E

Southern
Cities

SPPC

TANC
Trans-Pacific
WAPA

WATSCO

WSPP

APPENDIX B
Page 2

Qualifying Facility

San Diego Gas & Electric Company

Cities of Anaheim, Azusa, Banning, Colton and
Riverside

Sierra Pacific Power Company

Transnission Agency of Northern California
Trans-Pacific Geothexrmal Corporation

Western Area Power Administration

Western Association for Transmission
Systems Coordination

Western Systems Power Pool

(END OF APPENDIX B)
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APPENDIX C

‘l’ GLOSSARY

As used in the interim opinion in I1.90-09-050, these terms
are defined as follows.

o Nonutility Generator (NUG)
~ A QF or another independent producer of power.
Transmission Access

- The ability of NUGs to have their output transmitted
along a utility’s transmission lines for wholesale
delivery to the load center of the transmitting utility
or another utility.

Pover Integration

- The transmission service performed by a utility for a
seller of electricity when the utility transmits the
seller’s output from a point of interconnection with the
utility’s transmission grid to the utility’s load center.

Wheeling

- The transmission service performed by a utility for
another utility that purchases the service in orxder to
take delivery of the output of a third party seller of
electricity. A given seller and purchasing utility may
need wheeling from one or several utilities for purposes
of a given purchase.

mWheeling-in” is a kind of power integration, consisting
of transmitting power from a sellexr outside a utility’s
service area to its load center.

mMWheeling-out” is wheeling from a seller located within a
utility’s service area to another utility.

"Wheeling-through” is wheeling from a seller located

outs@de a util;ty’s servicg area to a load center also
outside the utility’s service area.

Upgrade

- Construction of new transmission capacity or expansion of
existing capacity.

NOTE: Depending on the context, the term “utility” as used in the

interim opinion may include IOUs, municipalities, special
districts, and other entities selling electricity at retail.

(END OF APPENDIX C)




