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SEFORE TEZ PUZLIC ULILITIZS COMMISSION OF TZ2

Second Application of 2ACIFIC
GAS AND ELECTRIC COMPANY Zor
Approval of Certain Standard
CfZers Pursuant to Decision
No. 82-01-10%3 in Order
Instituting Rulemaking No. 2.

Application 32-04-44
(Filed April 21, 1982)

In the Matter of tThe Application
of SOUTHEERN CALIFORNIA EDISON
COMPANY for an Order by <he
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Commission Direcving Zdison

t0 Purchase Power Zrom
Qualifying Facilities Based

on a Standard Qffer for Fimn
Capacivy and Znergy Zased on
%8n -%gn Marginal Costs
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(Peled April 21, 1982)

In the Matter of the Application
of SAN DIZGO GAS & ELECTRIC
COMPANY for an Order by the
California Public Utilities
Commission Directing SDG&E %o
2urchase Power from Qualifyiz
Pacilities Based on Standard
O0ffers and %o Make Certain
Changes or Addivions %o its
Tarif? Affecting Zurchases Zron
Qualifying Pacilities.
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INTERIM OPINION ON PROCZDURAL GUIDELINES

Introduction
The purpose of +this decision is <o establish a procedure %o
nelp resolve issues surrounding the "long-term resource plan based
ffer" (Standard 0ffer No. 5) ordered by <the Commission iz Decision
(D.) 82-01=103, Order Instituting Rulemaking (OIR) 2, (Januvary 21,
1682).

D.82-01=103% estahlished comprehensive guideliznes for sales
0% electricity from small power producers o utilities. CThe
tilities were ordered 4o file Zive starndard offers, each with
different terms and conditions. The first four olfers were all
derived from short-run avoided cost metholdologies that are
conceptionally well understood, even though zany difficult devalls
needed to be worked out in compliance nearings.

The conceptual approack for development of the offer was
no% estadlished for %the long-run resource plan offer, and D.82-01-103
ordered utilities %0 nake proposals Zor our review. Alter reviewinzg

those offers, it becane clear that evidentiary cozpliance nearings
would lead 4o protracted conceptual cross-examination oz how To »ay
small power producers envering long-term contracts for their value in
deferring new utility capacity. Ravtzer than startiag with tze
utility proposals, we decided it would Ye spreferadble 0 defizne The

e

alternatives, ‘present some <entative proposals, and recelive comzents
Zrom parvies. With this approack, parties' general posivions could
be vetter understood, and we hoped 4o estadlish a framework delore
going into detailed compliance hearings on specific utility offers
2iled within that Zrazework.
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3¢, we issued on Novezber 18, 1682 a Revor: and Reguest Zor
Comments (Report) which presented issues relazting %0 Standard 02fer
No. 5 and %entatively pronosed & Zranework for such an o2fer. The
Repert concluded that an Interim offer should be based on a Live-year
Zorecast of utilivy projected shert~-run marginal costs, followeld by
drices In future years vased on the energy and cajpacity costs of a
new ¢oal plant. The Repor+ also proposed that »aynents escalate over
the life of <he contract %0 avoid complex termination requirements
and that the small power producer szould Be given flexivilisy about
the ouvtput commitment It will taxe for future years.
parsies %o commeny.
Reaponses 0y Zarties +o Commission Revpors

we asked

3y January 31, 198% <4he Commission received cozmments on Tk
Report from 18 interesteld parties addressing both substantive and

procedural issues. CThe comments were uniforaly helpful h

comzenvs included constructive oriticisns of <he Report and
>. Qe
Commission was presented good ‘*’o-mation on how <o achieve a2
workable and useful long-vtera of

LR

imaginative alternative frameworzs for a long-run o%f

Most importantly, the commenwts indicavted 2 broad consensus
about the need ©o achieve %the underlying purpose ¢F vae Standard
O0ffer No. S which is to provide greater price certalinty and %o value

- e

the small power producers’ facili<ies consistently wish usil

- ale B W oo e W oae e e ‘U‘y
resources. ZPacific Gas and Zlectric Company (PG&E), Zor exazple,
while disagreeing with nmuch in <ze Commission's Repore, setrongly
endorsed the Report's purpose

"It has become apparen* shat the currentl

avai able standard offers Co not zeet 4he needs
o2 all QFz. One of <he =major reasons 2or thi
is the aigh degree of Zuture price uncerss

in these oZfers which adversely affecss t;e
abilivy of some projects to obtain financing.
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.+ . A well designed standa*d offer,
mitigates the uncertainty. ic consistent wi
avoided cos?t p"iﬂcip‘a . and hale

and QF rizk would also bve desir ab*-.'
coumentz, page 1.)

PCEE offers a new

certainty for small power sroducers.

Bdizon Cozpany (SCE) and San Diego Gas

express general accord with the purposes o

proposals for o standard 2T Sramewory
Pare

the c¢omments
There was signi
procedure.
concluded
ne+thodology
Jire factual evi
nrough written comments
Report. vage 5.) We
zioned the con ceptual . p0 11 : baing resolved through a
u*emak<ng~ ype proced ‘ he ilz of an actual offer would
resolved in sudsaqu compliance hearings.
?G%2 and TDGEE c4rongly disgagree with <hi
“iary hearings are necesosary defor
the standard offer can be recolved. PG

dve process require that hearinge be held. "[Il)4 would
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be highly undesirable 0 resolve these very complex iscues withour
the benefit of evidentiary hearings." SDG&Z expresses gsimilar
concerns, arguing that the proposed format by the Commission would

lead to lengthy compliance hearings and uncertainty adbout the details
of any final order. '

SCE also suggests that evidentiary hearings are necessary:
"Edison helleves *“a* Yhese “ea*‘*gs can be
hand ed expediti usly, and without undue éelay,
the scope o such “Pa-‘ngs iz clearly
de ined. While we certainly agree <hat *he
public interest is not ue*ved by delay, neither
ig it served by an inconmplete examization o‘ -}
complex issues surrounding this topic, Possidly
regulting in the selection o a costing
nethodology tha inaccurately values QF power %o
uwvilities and their *atepaye.s. Zdison suggests
that, upon *ece;p, ané exam-“a ion of %he
comments submitited by the various utilities and
interested parties, t“e Commission should submit
2 'summary *epor*' which delineates »oth the
various proposals presenved and the Lssues 0 de
ired in"an ev‘den“a*y hearing."”

Many 0% <the other parties commented on pProcedure. 2acifi
Inergy Resources (Pacific Bnergy) agreed <o ea*‘* S. Waile stating

that the Commission report provides a helpful Zramework, it argues
that:

"[Ilssues raised & i3 repor: can bYe only fully
exylored by means o’ earings vefore <the
Commissicn. A% such time each interested paret
and eacz utility can v*ese“, alternative nethods
of implementing the propocals outlined dy the
Comnissei on in its report and can present
alternati ve p*oposa,s Zor consideration.”
(Comments 0f Pacific Znergy, »age 10.)

The hearings cont empla ed by ’aci ic Znergy appear %0 involve direct
presentations Yo the Commission her than substanvial ¢ross—~
exaninatiozn.




A.82-04~44 et al. ALJ/¥m

Occidential Geothermal, Inc. suggests that "further
cooperative exchange of ideas is necessary before QFs can formpulate
any comprehensive proposal.” (Commen%ts of Occidential Geothermal,
Inc., page 6.) To that end, it proposes a sequence of workshops,
evidentiary hearings on izsues relating €o project risks, briefs, a

- - e

-y  am

decision %o order utilities %o file an offer, Zollowed by compliance
hearings and a decision. Ulitrasystems Incorporated also suggeste
evidentiary hearings on risk-related issues.

California Manufacturers Association basically supports our
proposed procedure. It suggests workshops, driefs, Zollowed b7 a
Commission decision, Lollowed by compliance hearings on utility
£ilings. Californiz Independent Znergy Producers 2lso Supports our
proposal.

Natural Resources Defense Council agreed <hat evidentiary
nearings are not necessary, dut suggested parties should have the
opportunity to comment on other parties' comments. Similarly, the
California Zrxergy Commission suggests another round of comments alter
this Commission issues a more detailed rule.

1. 2Zrocedural Course and Guidelines

The decision on now %o proceed with tiese consolidated
matters is important. We are aware 4that some Qs are anxious to csee
this standard offer resolved soon in orler o decide whether to begin
projects. Delay on completing this oZfer could arrest QF

development. On %he other nand, i% is also imporvant %0 explore

these issues t0 assure that ratepayers' interesvts are protected.
There are two zajor alternasives developed by parties. Oxne

proposed by utilities would be to hold evidentiary zearings on all of
these issues, Zollowed by an order, followed by compliance hearings
on utilities' offers. The second general »roposal would e <he
receipt of Lurther written and oral comments, followed by compliance
nearings.-
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Either approach would be overly %ime consuming and would
not necessarily serve the interests of parties. The comments oF
parties convince us that a long-term standard offer ic highly
complex, involving avoided cost metkhodology, rperformance
requirements, and termination penalties. The issues will not e

guickly resolved under either procedure. 32Because of <The complexity,
we al30 are not certain that 2 Commizsion-ordered standard o0ffer will
<4

best meet the needs 02 parties. I+ is evident that there are nany
possidle standard offers whick could he developed +that are consistent
ith avoided cost pricing principles.

We have decided, thereZore, <0 use a different procedure %0
regolve Talis matter before %o’d*“g any fornal evidentiary hearings.
We have decided +o hold a negotiating conference ©0 give parties an
opportunity to work togevther toward a methodology for an Inveriz long-
ters standard offer[s]. We noted earlier that there i3 widespreald
consensus among parties on the immediate need for the long-vern
standard offer to provide greater pricing certainty and to reflect
the value of QPs in deferring new utility resources. While there are
many Ldeas on aow To vTranslate tziz concept invto an offer, we think
with +the zmutual objective 02 2 vimely decision in aind, pacties can
Teack an accord.

The negotiating conference, t0 bhe reld vefore aony Lormal
hearings on the ong—te-n o2%ers, is intended <o achieve three
things: (1) establish an offer(s] which can be Ziled by usilities at
least on an interim basis which will be supported by <he parties; (2)
an agreenment on a2 proposal clearly idenvifying ‘"sues, L2 any, whica
require further proceedings; and (3) 2 detter understanding dy all
parties of each other's positions on this complex zmatter. IThis, in
turn, will lead %0 sharper definition of ifssues Zor any forzal
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hearings in the fuvture. The Commission, of course, will review and

approve any interim ¢Zfer, and address any proposals for additional
proceedings. However, with substantial agreement azong parties, we
expect %o be able 40 act more expeditiously.
he negotiaving conference is 2 new procedure for %<he

Commission. I% shou_d vake place in a zpirit of cooperation, znov of
adversarial pos% ing. Pariies should come prejpared for an intensive

,od of education, 1egotiatio“, and »roblem solving. 2Zarties will

L bDenefit by reacking an accord Because an invterinm offer may “then
e quzckly put in place.

We expect the negotiating conlerence %0 reach substanti
agreement within one month after it commences in +the niddle of May.
We will make as nmuch tizme availadle during % zonvh as is necessary
fer parties ¢ work out an agreement. A tentative sczedule for <he
conference will be presented By <he adzminisztrasive law Judge (ALJ) on
the first day ¢f the conference. 2ar<ies will have an opportunity <0
review and discuss it. We expect the scredule to pernit 2 thorough
presen tatlon o' positions on the major Iisgues By parties, followed by

analysis, followed by negotiations %0 setsle on an offer. The

LA L=

d¢ynamics of the conference will, o2 course, depend upon the nature of
vae issues that need w0 be discussed.

The negotiating confereance will begin on May 2%, 198%, and
will las® no%t longer <than four weeks, with regualarly scheduled
meetings. ZParties should send representatives who can commis
extensive %ime to thals process and who can present positions and
negotiate. We encourage QFs with similar in%terests o join and work
togevkher. We also encourage parties not only %o send technical
stalf, but alsc be represented by those who can znegosiate and make
Cecisions. The staff will be represented by the D‘*ector 02 <he

Uzilivies Division, who will bYe supported by technical staf?
staff counsel.

axé
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Wren Tthe negotiating conference ends, *he ALJ will issue a
ruling which sets the %time in which the three applicant utl
shall amenéd <their applications with new standard offers. After a
reagonable time for all parties to review and evaluate the amended
svandard offers, we will schedule 2 prehearing conference to evaluate
the need for evidentiary hearings and, i1f they are required, <heir
scope. '

In order to encourage open participation at the negotiating
conference, we will order tha%t Rule 50 of our Rules of 2ractice and
Procedure shall apply.1 Trat will encourage a free anéd candid
exchange of information, ideas, and alteraatives.

2. Issues for Resclution

Tkre comments in responsge %0 our Report provided many useful
suggestions on defining a long~term contract and highlighted the
issues that need %0 be setvled. Two droad issues arise. Pirsy, what
costs are avoided by long-term QF contracts? Second, 2 related and
workable pricing mechanism, with appropriate contract terms and
conditions, nust be establiched 40 pay +the QFs for <their contriduvtion
of providing electricity +o aveid These cosits. The nature of <these
payments may vary depending uporn the conditions of operation agreed
upon by Q¥s. Generally, the utilities devoted nmore attention %o +ta

Zirst issue of costing, while QPFs generally devoted more %o the
latter issue of pricing.

! Rule 50 provides as follows: "(Rule 50) “ac*s Disclosed

Privileged. TPacts disclosed in prehearing con.e*ence° e

privileged. ZIxcept by agreement, they shall not Ye used aga
participating parties, before tne Comm? s*on or elaew .., less
proved by evidence other than that employed in disclosizng such facts.”

-9 -
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a&. Costing Metholdologles

The utilities generally support use ¢f projected szorti=-
run avoided costs (i.e., marginal -unning costs plus snhortage val ue)
for use in defining a2 long-run offer. Usilities assert that th
eriteria for deternining whether a ut _*y would add a new resource
depends on whether the capiztal and overating costs ¢2 the proposed
resource is less than the projected short-run avoided cos<t.
Resources are added until +he two are egual according %o tze rule of
economic dispateh.

‘We agree +that zevthodologies using projected shori~run
avoided cos%s and using the costs of zew resourcesg should produce tie
same results in theory. Zowever, the problex is <ranslatin

orojected cosvs into QF prices. The utilities contend that the short-
Tun methodology can e used. The Commission's Report found that 2
coal plant would be a simpler proxy.- cner parties expressed zixed
views on tke Iiszsue.

We expect +zis issue to be developed fully iz <he
negotiating conference. Zarties should zave the opportwnisty to
cdemonstrate clearly how %0 derive aveoided cost auzbers from their
zarginal cos% methodology. A zajor eriteria for consideration will
be workability as well as <cheoretical validity. We are loozing TJor
results. We expect *he negotiating conference to develo) a
consensus methodology %iat fairly reflects <he long-terz value of Q7
power that can “e readily implemented trrougk pricing.

®.
S apparent Zrom the commenis that developing ar
avoided cost estimate represents only part oF the provlex oI
developing a 3tandard offer. Zgually difficult is <ranslating those

o0sts in%to a contract wivth prices, verms, and condivtions.
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QF3 have different views on wha?t +the contracts should
be like. Some QP representatives, particularly those with
cogeneration facilivies, are interested in fixing incremental heat
rates in a contract, dut not Zixing toval Lfuel prices, since a
cogenerator's Zuel price may fluctuate with the rates of serving gas
utilities. Others would like zore pricing certaiaty, including in
some cases, levelized paymenta. Another area of édifference involvesz
perfZormance requirements. Some QPs can produce reliably bhased on
very stringeant performance standards, others produce intermitiently
and seek a more Zlexibdle standard.

These differences explain wiy QFs want an array of
standard o2fers; however, we zust caution the partie

W e S ]

that vrying <0
kM
L]

<
devise a number 02 standard o0fZers %0 accommodate all Q

sivuations ~
and which 40 not result in Zavoriag some QF vechnologies over otherzs -
will result ia tremendous complexity anéd, of course, attendant delay.

We welcome some variesy o2 long~tern offer options, dut
we stress that all variations must be consistent with avoided cost
srinciples. If levelized paymenis are proposed, Zor all or part of
the contract verm, we expect corresponding proposals To mitigate
potential loss 40 the ratepayer resuliing from zonperfornance or
overpayment.

¢. Resolution of Issues Resulstin

LA

Pron the Negzotiating Conference
We expect +that most oFf <the issues can De resolved in

- e

the negotiating confereance to permit an agreezent on an offer that
utilities should file on an interim dasis. The agreement should
include »oth a conceptual Zramework and a means of deriving speciii

-y e

prices. We do not expect <that parties will waive their sights <o

~ -
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Surther proceedings ia this matter. The long-term ofler

zethodology
i3 evolving, and it may e useful to further analyze the question

ater. Therefore, in addivior to 2 standard long-ternm offer, we

solicit a consensus from parties on a procedure for Iurther analysis
0L <he long=-term offers.

All par<ties should come vo the negotiating conference
with the lList of issues which “aey see needing %o be resolved, and
should be prepared with proposals for resolution of lssues. £vall
will prepare and submit a comprekensive listing based oz

Vanek

The comments
Zor review already Ziled by parties. We expect the proposals 0 be
ffered with a spirit of cozpromise. Zveryone will have <he
opporsunity <o present their propesals av the negotiating conference

and make suggestions Zfor improvements ol other proposals.

INTZRIM ORDIR

I7 IS ORDERED <hat
. A negotiating conference %o bve presidel over by ALJ
Aléerson shall »e held oz May 27, 7983, a% 9:%0 g.z2. at Zastings
College of ke Law, 198 McAllister S+treet, Room X, San Francisco.
This ¢onference shall continuve over a four-week seriod, with the
schedule %0 be zet by <whe ALJ. I= will not be reporved by the
Commission's Reporter, d he use of maverial disclosed during +the

L

conference will be gove.“ed 2y Rule 50 of <he Commission's Rules of
Practice and ?rocedure.

2. Af%er <the negotiating conference ends, the ALJ skall L

a ruling providing a %ize limit within whick %he applicants shall

amend their applicasions with revised standard offers. Therealler, 2

prehearing conference shall e screduled to assess the need Zor
nearings and define <thelr scope.
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7. This order shall also be szerved on +the applicantz and <he
parties served with D.82-12~120 in Application 82-03-26 et al.
This order is e2fe

2Zective todlay.
Dated MAY 4 4983

4

at San Francisco, Cal

LEONARD M. GRIMEZS. SR.
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- - . A well cdesigned standard offer, which
nivigates +the uncertalinty, is comsistent with
avoided ceost principles, and balances ratepayer
and QF risk would also be desiradle." (2G&E
comments, page 1.)

PG&E offers az new proposal for 2 framework to provide greater pricing
certainty for small power producers. imilarly, Southern Califoraia
Zdison Company (SCE) and San Diego Gas & Zlectric Company (SDG&RE)
express general accord with the purposes of the Renort and make new
proposals for a standard offer framework.

Parties representing small power producers alse agree <that
a greater pricing certainty is necessarcy. Maxy point out that
different facilities have different needs axnd »0ssidly nmore than one
long-term price offer should be available.

In addition %0 providing useful/substantive information,
the comments also suggest procedures foflresolving this natier.
There was signilficant difference ¢f opinion among parties on
procedure.

In our Repory, we tentatively concluded "that resolution of
conceptual and policy issues o what methodology is ©o be selected
Zor the long-tern offer does n0% require factual evidence, hut can
instead Ye nmore effectively/decided through written comments aad
possibly %Eg; presentasions.” (Commission Repors, page 6.) We v
envisionﬁ%he conceptual nd policy issues heing resolved through a K '
DORGANTTTAT LT TUn® ing=type procedure, while the cevtalls of an K&g’
actual 0ffer would be yesolved in subsequent compliance hearings.

2G&E and SDG@E strongly disagree with this procedure. They
argue that evidentiary zearings are necessary bYefore +the coznceptuval
issues in the standgéd 0Zfer can Ye resolved. 2G&Z argues that
Zairness and due piocess require that hearings be neld. "[I]+ would




