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INTERIM ORINIOXN

=+ BACKXGROUND

This proceeding involves +the application of Pacific Power

Light Company (PPsl) =0 have its proposed standard offer for power
purchase contracts with cualifying facilities (QF) approved. Our
decision (D.) 82-01-103 directed PP&L to file <this application.

Hearings were held on February 23, 24, 25, and 28 and Mareh
1, 2, and 3, 1983 in San Francisco, before Adninistrative lLaw Judge
Sara S. Myers. Seven witnesses testified, and twenty-Iour exkibits
were received. riefs were f£iled by PP&L, staff, Congressman Douglas
Bosco (Bosco), and jointly by Arcata Lumber Company, Indedendent
Energy Producers Association, and the State Solid Waste Management
Board (Axcata et al.).

The parties' positions are extremely divergent,
particularly on the issue of how PP&l's avoided cost skhould be
calculated and placed into & payment stream.

IZ. SUMMARY OF DECISION

Based on PP&L's operating characteristics, this decision
adopts three standard offers for PP&L +0 use in purchasizg QF »ower.
PP&L shall amend its proposed standard offers so that the following
Payment streams are provided: ~

1. Standaxd offer #1 (as-available) is based on’
actual avoided costs in ¢/kWwh comprised o=f
PP&L's short term opportunity €osts (to be
recalculated as proposed by staff); wicth the
capacity or skortage cost component being
based indirectly on a gas turbize »roxy, and
the energy pavment being the difference
between that shortage cost ané the overall
opportunity cost.

tandaxd offexr #2 (f£irm capacity) is like the
as-avalilable stancdarxrd offer except that it

reguires that the QF meet the delivery parameters
set in this oxder. The capacity/shortage value may
be fixed (based oxn forecasted values) Zor up

o five vears.




. 3. Standard offerxr 32 is a projected Zfixed
pavrent stream for firm capacity and energy
foxr five years. Zter Zive years, the QF nay
sell power under either standard offer i1 or
$42. However, WO CaRacity Dayment options
are provided during the five-year Zixed price

texm:

&. Both components ©0f cthe payments,
capacity anéd energy, based on the S-year
forecast, or

H. The shortage ¢ost ¢component can pde
levelized over the fixed »rice texm

This offer also reguires that the QF meet the
criteria £or £irm capacity set in this orderx.

We are not prepared, on this evidentiary record, =0 adep:
standaxd ofier based on PPEL's long~run avoided ¢osts.

This cecision spells ous changes that PP&L nust make both
with respect to how its opportunisty and shorzage costs arxe derived,
and specific contract terms. The propesed standard oifers
iacorporating the ordered changes must be resubmitted by 2Psl.

a

We do not adopt 25 2 minimum pPrice the 5.5¢/kWh as urged by

Bosco and other parties. 7That cuantification of PP&L's avoided ¢os

was submitted and adopted in 1921 in connection with evaluating the

-—oa

long term cost-effectiveness 0f PPil's consexvation and weatherizat

A=

progranms. That 6.5¢/kWh figure represented an average oI the (then

prevailing) escalating Iorecast oI avoided costs, and was never int
or developed to represent a Iirst yvear price or short-runl pavment
stream. TFurthemmore, that average figure was based on earlier cost
resource plaxning assumptions that are 1o longer valid.

We anticipate that some potextial QFs mayv not think the

-
-

00

ended

ané

approach to valuing QF power in this decision reflects 2 high enough
value, particularly in comparison to the short term avoided ¢ost prices

P2id by other elecsric utilities.




A.82-03~67 ALS/3s ™

. QFs who cannct operate under anyv o the standard offers

adopted by this decision may pursue a negotiated non=standard
contract with PPslL.

Generally,
Tellowing categories:
caleulazed, for
cozzitments; (2) how should
noT); azd {3) specific sontrz

elizasion or
wWe will address

-

tssues in that seguence

IV. DEDERMINING PP&L'S AVOIDED C0STS
FOX PURICSES O PRICING QP 20W2R

PP&L's Posision

a

PP&L proposes To use what are sermed
costs™ To cerive avoided costs for purpeses of
o> uwastil 19¢1,
Tpius of 422 MW. 223 explai:s:

"In the presence 0f a szurplus,

addivional power is ma2de available

can e: (1) used 0 displage ﬁx*stznb resources
(2) sold 2% waolesale or (3) used so reduce
purchesed power costs (2x. 82, pp. 5, 6). The
value of such additional powa- is *h -A’o*e

Via'o & e

appropriately zeasured by deterzining wh
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savings can he eajoyed by displacing an existing
supply, ©r what revenues can be earned Lrenm
adéitional wholesale sales. Through its IXPACT
Model, Pacific has Zorecasted these near-:iomm
‘opportunity costs' and averaged them on an
annual basis in order £o derive avoided cost
prices to be paid California qualifving
facilities through 1850.*

B. +afsts Position

Staff is in concepsual agreement with PPSL's opportunity
cost approach, but it would apply some different inputs or
assumptions underlying the calculation, which are essentially

refinements. It thinks PP&l's OppoOrtunity <€OsSts o2y fai:ly be
zeasured by the price PPsl would receive for resale and in arziving
at those projected opporzunity costs PP&L should redo it
calcelations <o incorporate and recognize the following factors:

1. PP&l's contract with the Califoxni
Department ol Water Resources {DWR) shows
PPLL will receive 3.12¢/kWh Ioxr nower sold ¢o
DWR through Marech 1, 1985, and not 1.7¢/X~h
(as used in PRsl's prosections). IZ DWR
ultimately exercise it pticﬂ t0 extend the
contzast for one year, PRP&L would receive
3.12¢/xWh through ’986.

2. PP&L's prolected opportunity costs should
reflect, at any given time, actual wholesale
tes charged it bv the 3PA. Although 2PP&L
assumed 2 5.15% aanual escalation through

1990, 3PA may, aiter submission of this
proceeding, be changing its wholesale
rates.

Staff points ouz an apparcnt incensistency in 2PP&L'S
approach to pricing and valuing QF power:

*Finally, staff notes that PD&L proposed a nuch
higher f£igure than its opportunity <osts (6.5¢

*The vear 1591 is the assumed on-line date Zor Pacific's "avoidablie
resource"—-=wyodak Vo. 2. Pacific's proposed avoided cost prices ‘o*
1991 and beyond reflect these Wyodax No. 2 costs (Tz. 4226, $227).
(PP&L's brief, ».3)
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Per kilowatt-hour) for use in evaluation of its
conservation programs in California. (Petition
for Modification 0f£ D.91497 and D.92655, £iled
November 2, 198l.) If£ measures leading to
reduction in demand in electricity are cos:t-

£fective for the utilizsy 2t 6.5¢ per kilowate-
Rour, why don't functiconally indistinguishadle
increases in electric supply from Qs aliow PP&L
€0 avoid ¢osts to the same degree?” (Staii's
brief, ». 6.)

We agree with our staff that the inter-rclationship between avoided

costs used to evaluate the long ferm cost-eifectiveness of
conservatioa measures, axé those used for valuing and pricing QF
powex, should he continually and carelfully evaluated. This point is
discussed more Lully below.

Staff agrees with 22&l's allocation o czpacisty of 2
por-tion of opportunity costs dut instead oI allocating 23% %o
capacity, stafs *“*nks it shouléd Ye 18%.

Pinally, on <ze subject of deterzind .'s avoided
eosts, stalf <thinks QF coatracts that exvter ne expecsed
operasing date of PP&L's pla=zned Wyodax I- L ol (1091) shou
relflect orices associesed wish Ttz ! 2l cost resuliting

fron thev plant. 2rior <o 1001, an c erz coavracts
terminating dYefore 1991, stall °5rees wit L that prices sihould e
based solely oz opportunity ¢ ecting the wyvodak IZ
Piaat.

C. Dosistion o Conzressman 303co (30sco)

30sco stresses that Arcata Tuxber Cozpazy's wood was=te
plant is now closed, the econozy i Jel Norte County is poor, and if
Prices are avalladle Irox P2&L %0 enadle the plant's reopening i
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could lead «o as many as 25 "direct iobs." 3enefits =0 the region

ey - -

.would stex from more jobs and from not having to truck ané buxa

e dy LT

wood waste at disappearing waste sSites. I restarting Arcata's project

-t .

were "patently uneconomical and significantly contri "tO’V =0
increased electrical rates," 3osco concedes th 9:03ect should be
viewed askance. But Bosco cites the testimony of Tom Ducey, whe
pointed out that in addiztion to providing PP4L emexgency dack-up
powex, the 8 MW Arcata facility represents only a "tiny dxod" in

PPaL's pool of capacity sources. Accordingly, even if PR&L paid
Arcata more than PPsl'S average system cos%t, there woulirde a
ninuscule effect on rates, particularly compazed =0 potential impacts
such as: costs 0% PP&l's conservation »rograns, the 1981 Economic
Recovery Tax Act (which recuires normalizaszion 05 tax savings) and
possible abandomment of nuclear power »rojects
Dhe prices paid Qs srould, accoriing ©0 20s¢2, be <he saze
as she marginal coss savizngs rcelied on by 22&L and this Commission
Tor evaluatizg and approving coaservation prograss, whick hras deex
5.8¢ and, zore curreatly, 6.5¢/zWn (wzick was adopted in 1981).
Froz hls perspective:
"Zhe whole arrangezext Is rexiniscent of coing
busizness with 2 sz:llful norse<trader who upon
beizng asked fow zuck is <he horse worthz, »rompily
replies, 'Are Jou buyizg or sellizg?' Tor &L
J-' -‘ i e Y- \.-v“ - P-4 -
s a o Sc rilowatt if ou Te buyizng ané 2¢va
ow ou're se:li“

" . i s-c.., if we don't consider ‘nvesti:g
voday in szall power p:odncers and cogenerators
suc“ as Ar¢ ata, then ch alterngtive »ower

ources will fo- econozic reasons cezse To Rise
and we will neeé %o resu e building the riszy and
expeansive big baseload plaents wial ; are presentl
auckh oL <he cause of our ve-y expensive rates.”
(Sosco's drief, pages 5-6).

~1
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.D- Posivion of A-ca.a, Independ
Producers Associatioa, and 3
Solid Waste Manazezent 3oa:rd

- e b

ct

These parties, who filed a join: briel, make many of the
saze points Bosco does. Avoided costs should Ye deternined dased on
a coal plant, they cozteznd, because that is5 clearly the next dbase
load resource PR&L will eventually build. Usiag a coal plaznt ©o
deverzise 2P&L's loang~Tun increxzental avoided cost, and applying
whose costs 0 price QP power wouléd, they contend, de oaly consistent
wivh the approach this Commission has takez with respect to rate

.

design and evalua***s The cost effeﬁ*'v#. 3 of conservation
Programs. They noTe that just because 3HOrI-TUR COSIS are Lower th

rojected long~run €05t PP&l has not proposed to reinstitute
ceclining dlock rates, or to postpone Its censervation programs. Use
a coansisvent approach is the zmessage Ircom thess parties.

These pazties believe PP&L's developed opportunicsy o2

-

23,
prepared with a computer model, are flawed because some iagorrect &od
outdated resource assumptions were used. The 70% capacity facto
assumed and used for the Trojan and Washington Public Power Supply
Systems (WPPSS) 2 and 3 nuclear planss are above hiscorical averages
Zor such plants:; Arcata et al. contend a more realistic assumed
capacity factor would, if PP&L's model works correczly, result in
recducing projected supply from these sources and result in a2 highex
value being placed on QF power. We ag:ée chat 70% is too high, and
will direct PP&L to use a 60% capacizy factor, which is the national
average £or such plants (Exhibit 108, page 3). We also note that
some of these resources may ne longer be relevant to the calculation
,oE'PP&L's opportunity costs. PP&L should make these anc otner
appropriate adjustments 40 its regicnal resource grojections.

Arcata, et al., xalse other odbjections to PPal's developed
opportunity ¢osts, but they parallel poiants raised by staff )
described above.

Finally, Axcata et al., very directlv criczicize our stafsf
. at length for accepting 22sl's develcgment oI short~run Opporsuni ™y

costs through 1990, alth ugh stali's witnesses admitted shat ok

- Al y

- 5 -
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had guestions about the reasonableness 0f PP&l's projections (Brief
.o: Axcatz et al., page 46). We cannot agree, from our review of
Be briefs that staff "passed the buck"”, as these parties-allege.
Fu:the:mo:e, given the difiuse state 0f the evidenti Y recoxd
this proceeding we found staZfi's brief extremely he :ful in drawing
coaclusions £rom the testimony and evidence submitted thus far.
E. Discussion
In the short texm we think the appropriate aggrecate value
to place on addiciozal QF power Ifor PP&l is that utility's

opportunity cost resulting Lfxom the additional powex. The texn

oPportunity cost needs clariiication to put that con ce,,;;ﬁﬂm
perspective .t 55 applied iz this proceeding. It nmeans, gezerally,
the cost as & result of pursuing one course and ‘o*ego_ng another.
Here, if PP&L were =0 »ring another gernerating resource on line,

Ggiven its current surplus of power, it would presumably sell the
power to another entityv, and p:esumab at some profit. . 3v buyin

QF power in +he short <term, rather n developing azother Ltllltv—
owaed generation source, PP&L fo:egoes receiving tkhe Zull gross
revenue from additional sales from one of its generasion sources.
Specifically, the total oppoztunity/avoided cost for P&l is th
marginal value at which PP&L sells power to other utilities/entities
represented by the DWR contract prices. We consider this formulat

of the short term avoided cost price =0 be gezerally consistent with
the methocdology we have adopted Zfor othexr utilizies, iz that
represents a short-run marginal or avoided cost foxr <he

systen.

Having decided +that PPEL's opportunity cost is ¢
appropriate aggregate value der kWh, we must next decide how that
overall value is to be allocated hetween capacity value and energy
valie. Tor the short texm (prioxr to 1991), we adopt staff's re-

commendation o 18% allocation to capacity. 30th parties developed

an allocation percentage 0 capagity (Sor shortaege) value based on
the relationship of combustion turbine coOsts +0 tihe total cost of the
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Wyodak II coal plant. This is congistent with ouxr development of
shoxtage value in other proccedings. IHowever, staff developed thelr
allocation factor using an econonic carrving charge rate which-
appropriately reflected all of the fixed chazges associated with the
coal plant. At the point in time (currently »rojected =0 he 19091)

when PP&L bullds for new capacity via the Wyodak ZI plant, the sho:ﬁage

value is appropriately proxied using the cost of 2 combustion turbine,

ollowing standaxrd industrial practice (with the difference beiween

otal costs and the cost of the combustion turkine allocated =

enexgy). In this longer temm time f:ame, then, the %o%tal aveided

cost is represeated by the full capital and operating costs of th

A i

new resource.

We think PPSL's "opportunity cost" must be recalculated
accoxding €O staff recommendations and allocated hetween enexgy ané
capacity prices for QFs, as discussed above and the more realistic
capacity factor Zfor the nuclear plants ané nuclear plant star: up
dates, as propesed by Arcata ot al. Specilically PP&L's opportunity
COSt Prior to the expected operating date of Wyodak II (199L) shouléd
appropriately reflect the 3.12¢/kWh contract price with DWR anc the
projected marginal price of wholesale sales for the period beyoné
the expiration of the DWR gontract, but before 19%1l. The mazginal
price of wholesale sales during tihe 20st=-DWR period shall reflecet
drojections of the highest price availanle to PP&l <or wholesale
salaes, but in no case be lower than th l:ice of sales o DWR
during the last year of the DWR contracs. This Commission will
carefully review short-run avoicded cost projections for 1991 and
bevond +o0 insure consisteacy with the operztional plans for Wyodak II.
Allocation oI the opportunity ¢ost to shortage cost
component should reflect the combustion turbine proxy approach used
by stafi. Tor purposes 0Z paving QFs based on short-zun avcided costs
PP&L will be reguired 4o determine and file its allocated opportunity
¢cost biannuvally.

The cuestion of how to determiae PPEL's long-run avoided cost
ané payment terms for 2 long term standard coifer is something we are
10t prepared O resolve today. We think the evidentiarxy record
should be more definitive and complete wich respect to if and when
PP&L will, without additional QF power, develod new sources

- 10 =
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of generation, whether the long texm price should he levelized, and
. what types 0f security and termination provisions should apply. '
However, we are requiring PPl to submit a 15~year forecast of short~
run avoided costs based on the "opporitunity cost" methodology adopred
herein between now and 1991 (assumed on-line cdate for Wvodaxk No. 2)
and on the zanualized total cost 0f that unit (using a2 real economi e
carryving chazce) for 199L and beyond. The
avoided ¢ost forecast will facilitate consistency aczoss current

vailability 0% <his

Ll

proceedings in evaluating PP&L's proposed resource additions an
conservation prograns. It will also serve z2s & baseline Zor negotiation
£ nonstandarxd long term fixed price ¢oatracts between PPL and
qualifying facilities. Updated Zilings oI cthis projection are =0
be suvbhmitted in PP&L's ceneral zite case proceeding.
Finally, on the subject of how to value and price QF

power, we have carefully coansidered the contention ¢f Bosco and others
that 2 miaiaum 0L 6.5¢/kWh must be used, so that Qs are paid

exactly consistent with PP&L's avoided cost last used to evaluate

. the cost effectiveness of the uzilitzy's conservation and weatherizasion

programs. We 2gree that the corzelation between measuring cost
effectiveness of utilizy conservation prograns and pricing QF

power should receive ¢lose ongoing attention. We cannot, however,
sinmply use the 6.5¢/xWh for purposes of this proceedinec. That

figure was Qeveloped in 1981, and was hased on a Sorecast of higher
levels of demand, greater need for exceh sive new base load thermal
resources, and higher escalating coal prices. Furthermore, as

iscussed above, it was not used in earlier proceedings to represent
actual avoided cost prices, but rather an average of an escalating
actual long term payment stream. In =oday's ceconomic enviromment

iz is suspect, and, of course, is =he subject 0L current analvsi

in PP&L's pending general rate proceeding. In that proceeding
Tecently adopted guidelines for determining the cost effegmiveness

0L utility conservation prograns are heing applied.l in conclusion,

- See Standaré Practice for COS‘-BQﬁeflu Analvsizc of Conservation
and Loac Management Programs (Fesruary Ll953), Joint Stalfi Report,

California Public Utilities Commission and Califoxnia Znergy Commission.

- 11 -
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using 8.5¢ as PR&L's avoided cost Zor pricing QF power, Or tO evaliuaie

cost effectiveness of conservation programs, is SO suspect and th

figure is so outdated we simply cannot use it.

V. 2AYMENT OPTIONS

We will dizect PPLL =0 have =hrce standard offers, based
on the opportunity cost conce oxior to 1991 (and the cost of

-

Wyodax II for contract terms extencing beyvond 1991),

- - v

a. +andaxd Qffar 41 (ag-available)

This standard offer or pavment option is comprised
of PP&L's short-run avoided cost as i ussed avove.
The prices will be adjusted every six montns, Ziled
with this Commission's Utilis es Division and sexved
on all parties *cc“es:;n “OtL cation ©f thesze
prices. Speciiic contrace -e:mo are discussed helow.

Standazxd Offer %2 (£iym canaei=v)

This standard offer reguires that <he QF meet cerzain

tandards Loz de-_ve:y derx _ng Peak cemand periods.
The prices are similar to the as-available option,
except that the capacity/shortage value can be fixed,
pased on a forecas:t, fox up 0 Zive vears.

Standard Offor 33 (S-vear Lixed davment)

This ¢ffer will be hase on 2 S-vear o»rojection of
PR&L's avoided cost, allocated bezween enexgy ané
capacity, and ava:i az_e only Zor firm capacity
ch. Z£ <he contracst is longer than -_ve vears
Ztexr the Iixed price term the QF mayv sel powe_
wadexr the as-avalilable or Zirm capacity s:a wdard
offers established -odav. This standaxé offer shall
give the QF an ele 2 with respect to0 the payment
strean foxr fim capgc t¥r; it may recover the capacity
ané enesgy paylent as Iorecasted or iz 7 zeceive the
capacity pavsent as 2 levelized payment stream over th :
S5-veax Zixed price period. The QF who elects levelizasion
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will, o< course,
i termin
level

De liable
tes orxr breaches
ization period.

PP&L's A.32-03-67 as

sancaxd Ofiex #3:
nerating Facilities Rated 100 X4 or Under.
PP&L f£iled an amendment to its applic
3.
Commission approval in this proceeding.

We £iné our adopted Standaxd Qzfers
more consistent with avoided cost principles
proposed Standaxd Qfiex No. 3. We therefore

£ <his standard offer, but will direct P2&L
candard offer for QFs below 100 X4 based on
acdoptec herein.

fox
-

£iled Mazeh 1

No. The effectiveness 0f ¢hi

Pavament Streams and Biomass Tueleé QFs

During the nearings, th
wastée biomass QF, umable %o commit to a loxg
zraised. It c¢omes down to wicertainty about 2
The biomass QF's Zfueld source some
other QF technologies.
expect

Precarious

.
-
-

-
Ay -

Tor example: £ossil
(2+ some prige); khydso
aud windaO"e*ed Q“s can reasonahly expect SOz
could he restrictions on supdly cont
forests, Jor exa:ple, waich nigh<
Zarties generally agreed tzav
as cer<ain bdiomass-fueled QF
reasorably <

"--oe'?

L)

o o: =ain
racvs, Lo

frox =i

jeopar
in ?2&%'s servi
STuel source. We

<ainty exsended by the S~year fixed price
today should be appealing +o diozass Qs (andé
Tacilkity is 2lready builc Hut znow Ldle
Tixed ice strean dYeyond IZive ye

direcsi a
aeeds 20 ner éiscussion

-
-

*esee a cervain

, Whighk
a?

wy -
- wha W

““

~%

.

nere.

Zxperimental Small Power Producers Contra

Tern contract,

instances aore

Live years was abouwt 2s

-~ -
-

specifiic daxmages

the contract during tlhe

1982, contained
¢z Tor
1883,

’

Oon Januvary 24,

ion cdeleting Stancdaxc Qffer
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Vi. QLEZR ISSUZS AFREZCIING

PRIC38 PA:D 70 QS

A. Line Los3zes

22&L proposed 20 adjustment To prices To cozpensat

Sor reduc;ns losses oz i%s wTranszission and distridbution lines due 0

QT geaerasioz izputs onto 22&L's lize nevworx. t2f correctly notes
what PP&L kad 20 study to support its position, and that PP&L applies

a 0% loss factor o dezermine ke effecet 0f wtranszission line losses

oa wholesale power sales, 11.2% for energy losses in Californmia, 8.2%

for its extire systen axnd 6.7% ia Oregoa. Odviously, soze line loss
factor snould apply decause 22&L will avoid soze line loss when QFs

T poR—paagy TR

produce. $2fs proposes the following inverim solution, whkich

-k Vi o . A. ..8."'3.
ev al. also eadorses:
"Stafs pelieves thet specific loss factors should
be ceve,o:ed cor, and apply %o, Qs
seonnecting with 22&5 at <the transzmission
-zary d-st:;butzon, andé secondary digtriduti
;eve:s. Until 22&D perforns better studies of
ke effec +3 of California Qs oa i7s sysvtem, oT
un--l he Commission ado;.s 2 zore syecific
~ezhodology for calculating line losses, stall
reconzends .na* The loss ’ac o*slbe sev at QO% of
:he ma‘g;na losses for the <Transzissi prizery
istridustion, and seco*da-y di str:buz:on levels.
::. 4681.) Thne S50% Sigure is based on the
assuzption that, on the average, Q¥s will bve
~oca*nd iz <he :iddle o a racial lize. 3ecause
< zhe conf:;uia:ion oL 2P2&L's **ans_-ssion
Rk

syssez in Califoraia, this assuzpvtion is a
conservative one." (Staff's »ries, page 10.)

Givea the informasion in our evidentiary record, we will
adops stall's re¢ozmendavion.
3. ZEigrer Cagacity 2ayzexnts
To Dispastcaadle QFS

Tafl aotes trat 22&L's proposed standard offer is silen

Qa2 tze guestion 0F a bozus for Qs who can operate suc’ that PP&L can

coatrol or dispater production onto its grid when the power Iis
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needed. Although, PPal's witness indicated it would pay 2 5% higher
capacity vavment to dispatchable QFs, there are some unacgeptable

oroposed conditions: Some QFs of 5 MW ox
dispaschadle, and only those 1 MW or larxge

reater wouléd have to be

ufy

H

would cualifiy Zor th
rewaxd. The record in this case is incomplete as to the basis for .
such bonus payvments or a cleaxr definition of dispatchability

(i.e. cursailment). Therefore, we <cannot at this time propose 2
bonus based on dispatchability nor will we allow PRP&L to recguire
Cispatchability. However, as discussed below we Dropose 2 capacity
Payment basel on periormance standards.

VIZ. SPECIFIC CONTRACT TERMS
A. Scheduled Maintenance

PP&L's standaxd offer allows QFs to shut down 2 maxiaum of
30 days each vear, consistent with the naximuw time it would reguire
for coal plant maintenance. This is €00 optimistic according to
staff, which recommends 35 days consisteat with what we,have recuired
Zox other utilities in D.82-12-120. The scheduled mai;iénance
allowances should, according to stafi, be available td?QFs in hourly
increments, and oOn a coasecutive Or nonconsecutive basis, and it
should be accumulated on a year=by-year basis to a maximum of 45
days. We 2gree, and since this approach has been adented for other
utilicies’ standard offexs, this issue warrants no further discussion.

Similazly, we will recuire PP4L to 2pply the notice
requirements adopted in D.82~12-120 for scheduled maintenance.
2. Interconrection and Insurance

In our decisions i A.82~03=87, ex. al. (shor=-run standard

v e e e

offers) we stressed the desiradility of making the standaxd offers
2s uniform as possible between utilities. While certain contrzact

- i b e e oty

Zeatures (e.g. price) may vary due to differeances in utility operation

OX resources, CORTIACT terms governing intéerconnection standaxds and
costs and insurance can and should De the same for all usilities.

vy wle v .

We will therefore direct PP&L 0 provide the seme information
and include the sane s,a“da'd offer ::ovzs-ous acdopted inr D §3-10-093,

Ay
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issued October 15, 1983, in A.82-03-26, et al., %0 govern inter-
connection standaxds and costs ané insurance. PP&l's
intexconnection standards should also mirror those first adopted in
D.82-01-1023 in OIR 2. .

C. Refusal to Purchase

One o0f PP&L's witnesses testified it would relfuse to
Puzckase QF power whenever lower cost power is available from another
source, although the language iz its proposed standard offer is not
clear on this point. For PP&l's system, this could result because of
the possibility of purchased power from other utilities or th
Northwest sources which could result in lower ¢ost power an
curtailment. te potential for curtailment, particularly if =k
maxinum possible curtailment is unknown, is very unset:iling to QFs.
We have held, consistent with FIRC regulations, that utilities can
curtail QF power in "negative avoided cost™ situations. EZconomy
enexgy purchases are not 2 negative ¢ost sitvation. To reflecs
economy energy purclases, we have tried to averace utilities' avoided
cost so that suck purchases are factored into QF prices at any given
time, thus obviating the need to curtail for this reasozn (D.82-12-
120, page 1l4). We will contiznue %0 do this.
D. Assicnment Without QF's Consent

The proposed contract could be assigned by PP&L to BPA
without the QF's consent, which staff thinks is iz violation of

Section 292.303(a) of TERC's rules, reguiring the utility <o purchase

fxom a QF. We see no reason Zor this reference «o 3PA and will
direct PRP&L to delete it £from its assigmment clause. TSurther, we
will ordexr PP&l +0 conform the language of its assigmment clause
t0 that adopted in D.83-10-093 (A.82-03-26, et al.).

E. Capacitv Pavments ané Performance Recuirements

The capacity payment componeat of the avoided cos=-based
rice in any utility system represents the reliability related
value the electric energy that the QF sells to the utilisy. 7Th

/ » . - . . - -
value the power in terms of reliability will normally vary by

-
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veax, by season, anéd by <time of day in accordance wizh fluctraring
TeseIve nargins

?P&L's provosed standaxd .offer pays capacity »rices hased
on the QF's L2-nonth denonstrated ca:ac;tv factor, -ega*d ess of when
tae :bwe: is 2roduced durizng tle vear. A full czpacity payment LS
received Zor matching the outpus ©0f a utility generation plant with
an assumed 70% capacity factor. saif points out that PPal has a
winter peaking system, and therefore there is nmore relilanility wvalue
£0 QF oroduction in the winter months. Arcata et al. contend that
the full anzmwval capaciity payment shouid a2ply L1f QFs can perform
at an 80% capacizy factor during peak hours in the winter season.

We believe that the capacity pavment option developeld by
Arcata et al., while 2 simplified procedure, more accurazely prices
the relishilicy value ©of QF power. Although IZuxther relizements,
using reserve maxgin aznalysis, should be pursued in the future, we
will 2¢ this tinme direct P2&L to revise its standard oZfers so that
the demonstrated capacity factor, used «o calculate ¢2pacity payments,
is based only on capacity factor pexformance during zhe peak hours
during the winter season. =Further, a QF should cuvalify Zox 1008
of the aznual capacity payment £or performance eguivalexnt “o‘an
80% capacity fagtor during this period. Finally, we direct P25
<o submit informaction iz thelr zext zate case filing <hat would
assist us in the future in estadlishing cadaci Prigces thaz more
accurazely resflect the effect 0f QF power in reliabnility and reserve
margins.

Aaxcate et al. also argue that, consistent witkh D.82-12~120,
QFs should receive bonus capacity jayments Zor exceptlional peak
rexforzance, Cefined in that degision as being :in excess of a2z §5%
capacity or avallability factor. We cannot 2t this tizme adopt steh
a proposal. Our adoption of & honus for pexiormance axove 85% I
D.82-12-120 was precicated on QF periommance during »eax periods
that was in excess of utility deaker plart performance. The utilizies
in gues=ion utilized oil and gas £ired peaking units. 2P&L, o2 the
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otker hand, utilizes hydroelectric facilities as peaking uaics.
we have no evidence in this recoxd regarxding the foxced ouzage
tes and availability levels of this type 0of peaking facilisy.
t2ff argues that capacity oavmeﬁ s should be paid to
as-a&ﬁilable as well as £irm QFs. We agree. Cents per kilowar:
hour capacity »rices should be derived for as-available QFs,
tilizing annual capacity valves adopted earlier, divided into
the number of winter peaking hours. This will allow as-available
QFs to receive 100% 0f the annuval capacity pavmezn:t for 100% capacizy
factor performance during the peak hours. As noted earlier, firm
scurces will receive slightly greater capacity prices per kilowactt
hour, based on their greater valte. The greakter value of firmm

sources derives from their ability <o meet perxriommance standards.

PP&L proposes & minimum XWh periozmance standaxd in comne
with fimm QFs. Arcata et al. think the QF shoulé have the option
t0 select the minimum performance level. A QF is in the best
POsition to estimate its level of mininmum perxformance, as pexriormance
NAY 10t ¢oincicde witkh the ge“e:a*o"s nameplate rating. A hicgher
ainimum performance Zactor for a fimm delivery contract will result
in hicher payments for <he QF, s0 it is in its 2 =0 pick 2as
high a minimum performance level as it can comforzably live with.
Accozdingly, the QF under a firm contract should be asmle to select:
its minimum perfommance level.

Arcata et al. point out that PP&L's proposed contract is
unclear on what happens when a QF committed to firxrm production fall
below the performance standard. They suggest that PP&l’s sol

remedy should be to adiust pavments alter determining the diflerexnce

- a ap -

between PP&L's cost forxr replacement enexgy and the vasiable exzezgy
»avment the QF would have received had it met the performance standarzc.

-

We believe that 2 miaimum performance standard should
apply to fixm QFs during <he peak hours cited above, £o justify
he higher capacity payments which they receive. The minimum XWh
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performance level that 2 QF picks should be emploved in the
Cemonstrated capacity factor formulazion used to calculate capacity
Payments. 2roduction in excess of zhe nminimum level (on 2 monathly
basis, calculated only accoxding o the meak hours adop ted here)

should be compensated according £o the as-available p:ice. Production

below that level skould be penalized accozding to the difference
between the contract firm capacity and ezergy price and the cost ol
securing replacemernt power.
F. Terminmation Provisions,

Secrritzv, and Penalsies

PP&L did not prooose termination provisions to specifically
cover situations when =he QF breaches or ceases »roduction. Axcata
et al. think none are necessary, except wien a levelized payament
stream is aiforded. Eowever, staff thinks there should
provisions in all PP&L's contracts. .

Since we are only allowing levelization as an ; fox
£irm capacity under the S=vear fixed price contragcs, we po! think
specific termination, aininmum damaces, oOX :e“a’—v Provisions need =0
be in the contract. We note that PRP&L can sue a QF wkho breaches
ander a contract Sor foreseeable damages and overpavments, if there
aze aay, and we would expect it £0 aggressively pursue foreseeable
damages in the evezt ¢f a2 QF breach.

G. PP&L's Foxce Maseure Clause

Arcata et al. believe PP&l's force majeure clause should
include "nonavailability of fuel to operate sellex's Zfacility”.
Obviously this recommendation stexms from the potentially tenuvous
nature of the Arcata Ifacility's wood waste fuel source. We think it
is reasonable for PPl tO modily its force nmajeure clause as
suggested by Axcata et al., dut to limit the "2 nava;_ab*’~ty of

- i gl

frel” condition %o biomass QFs. hough tais will result in a

- s b
slightly different foxce nmajeure clause Zor PP&L than octher
utilities' standaré offers, we think the exception is reasconable

given the realities facing wood waste Zfueled QFs in PR&l's sexvice
territorv.
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we note, however, =hat the general »rinciples governing 2
force majeure, discussed in D.83~10-093, are egually applicable here,

for example, a2 QF will have its performance excused for "nonavailability

of fuel," but only to the extent that it exerts its bHest effoxts =0
remedy its inability to perxicmn.
H. Levelization

Arcaxa et al. ; ‘ : : should be allowed in the
standazd offer. We are 4i ] b ! 0% levelizing the
capacity component if 2 fixed price contract is entered, which
s generally consistent wi standard offers adopted fox other
zilities based on short-zun avoided ¢osts. The dayment certaiaty
available under the S~year fixed price standard offer adopted today

should he a real stimulus to QF development in PP&L's territorv.
We note that the Axcata facility is already built and it should not

need levelization from the standpoint ¢f soliciting anéd obtaining
constIuction financing.

VIII. STRUCTURE OF 2PP&L'S 2PROPOSZED
STANDARD QFTZER

Staff believes P2&L’'s standard offer should be
comprehensive enouch o iaform prospective QFs oL all <he
"arzangements and options” directed Ly this Commission, and staff
notes PPLL'S proposed standard offer does not contain the as-
available offer or option. 2P24&L should.have a Zully develozed
standard offer Zfor »oth firm and as-available commitmeats, as adopted
by this decision. QFs should not have to rely on discussions with
PPLL's representatives =0 find out whkat 2281 is reguired to oifer,

Likewise, PP&L's standard olfers should contain the optien
*o convert to and from simultanecus purchase and sale, subject o
the restrictions adopted in D.82-01-203, ané clearly provide miaimum
deliveries applicable in only Zirm capacity contracts.

Commission approval ¢f all contracts eatered by PP&L

e e

under its standard olfer is reguired Dy P2sl's proposed standaxd offer.
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As our stafi points out, this is redundan:t and unnecessary (See,
D.82-01-103, page 100-104, iz OIR 2). Contracts signed uncder terms
o2 the standaxd offer, when tihe standard offer has heen anproved

are per se reasonable Zzom the standpoiznt of recovery fo: contractual
Payments made by a utility. 22&l's prozosed procedure wo“‘d resuls
in needless processing and éelav.

_VTZR-JunISD'C IONAZ ALIOCATION OF
2RICZS 2AID 3Y¥ 2IP&I POR QP POWER

LT

it is sudject %o regulazo*y oversight iz six s%ases. Tui

O wanl soze unigue assurance froz +this Commission <n ¢connecs
Seliilzg parazesers for QF prices:

"Pacific does no% believe that, as e general
o:os::ion, CosTs associated with gecuisi<ion of

e o um
M T LRELE]

~==7=2g Zacilities ongat -o e allocaved azmong

'"~-sd ¢vions axay c;ffe*entl nan cos<s
assoc-a ed withz Cozpany~owned ge*e*atin

facilivies. Zowever, °ac:f;c <8 concerned abous
whe evenatRality That oze jurisdiction will
require :t S0 offer ¢ontract Terzs or prices <o
qualifying facilisies which will be deemed
opru dnn- by one or zmore otiaer jurisdicsions

Tr. 43~.-4343) In Thaz evens, it w _d appear
apn-op ve, L5 nov Cons:;tu:;o.a_.y ma dased,
-o* the ratepayers in Tae jurisdiection o"dering

2¢€ coniract terzs oo prices 20T accevted
e:sewhe:e %0 Zake the Co-;a,y whole (Tr. ¢345,
634T). Therefore, if <he Commission econcludes
That individual contracs aporoval is unnecessary
r laapproyriase, Pacific 'esvectfu_.y reguests
Taat the final Onder in this proceeding consain
vze Zollowing language:

Compared o nost usilities we Tegilate, PP&I is uni

"It is expected that Pacific will
allocate costTs associased with
coniracts execused vu-suan* To this
Order anmong jurisdictions in which
it providesnelect:ic service in a
Ianzner coasistent wisth cos<t
allocation princ-p_es it adnlies %o
Cozpany-owned genera=ion. To <he
extent thls Jrder i:posps contrace
werzs or aveoided cos rices on
2acific that are ‘o"“d izprudens o7
anotzer jurisdie=d n, ARy uwnder-
recovery o2 .acific S ¢osts

- 21 -

ion




resuwlving froz suecz a finding m=ay de
allocaztec direct“y <0 2a¢ific's
California elecvric rates.™ (PP&L's
brief, pages 11-12.)
Only Ar-cata et al., Take isste wizth 22&l's a*onos__. They
think PP&L's approach can only lead to what they ter: |

"balzanization” azmong <the states, and that is is in essence a "blank
b

ckheck" for otier state regulavory comnissi place QF pay=ments
direcily onto Califoraia ratepayers. They say that if we do zot
clearly require a skzariag of expenses among jurisdietions in
conrnection wisth QF convtracts signed under 22&L's standard offer, we
should anzounce an Iintexnt now €0, iz essence, resalizte against o%ther
Te commissions who €0 n0ot assume the usual share of power
expense. This would iznclude our refusal t0 recognize PP&L's expense
Iroz levelized QF contracts operative in other states, %0 deny PR&L
recovery of adbandozed plant costs for plaats abendoned in other
tes, esc.

We thizk it is 20st constructive S0 assuze continued
cooperation and reasonadble conisy azong this Cozzission and i%
neighdorizng regulatory coxxissions. We do zot foresee the worst cese
exvisioneld by 22&L, evex though <the individual states within 22&l's
service territory 2ay vtaxe slighily different approaches 0 »ricing
Q® power. Iz %he lozg-run, we shink things averaze out, and we
sizply cannot foresee ourselves or other state commissions

isallowizng QF prices autrorized and palid iz other jurisdiesions. Ve
will not adopt The ordering paragraph propesed by PR&L. It 2
unnecessar
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NZED POR FTRTHER REVIIW AXD PROCEDURE

Todav's
proposed stancdaxd
sun avoided costs
P&l 45 days to £Z
¢changes directed in the
PP&L could file eaxrliex
want PP&lL to informally

9
why

opportunity cost forecasts, price development, and co
this decision.

fully consistent wit

oY -n' -
i s ks

£ile wi

o el
b e

the methodeology discussed
20t adopted at this time as a hasi
provide all parties with 2 consistent
alternatives in PP&L's sexvice ze

e dn
- oy i o

Zollowing ordex.
than that, we are allowing
confer with our st

is oxdex.

cecision directs PP&L ©O maXKe some changes O

<

-

In adé

offers and o redo the caleulation ¢0f its short~-
for pricing short texm QF power.
revised standard offers which
aAltzouch

We will allow

we expect that

-
-

O ensure i+s

oy o
e it

Although this forecas:

for a stanéaxrd offer, it wi

y
AL

basis

orv.

N oo wan

-y

- -
oy

fully reflect the
25 days because we
act laxguage

ition, we direct PP&l
<5 days a l5-veaxr prosection 0f avoided costs based

which €0 evaluate
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probably have 2 surplus o capacity through

surchases additional QF power it will, in the
through the nexsz five vears, sell the power o other
vtilities or coatract purchases. The shers-run aveided or opporiunity
cost Zor PPLL hetween now and 1991 is apprepriately represeated by
by the marginal pri at which 2P¢l can sell »ower.
3. It is approwriate t0 allocate short serm avoided/
oPPoOItunity coOsts between energy ané shoriage value baseé on an
18% allocation Zactor.

4. Projections oI aveided costs Sor 1861 and
should reflect PPsl's currxent on-1 ané projected
costs for the Wvodak No. 2 plan=. ] : Dexiod,
value component of avoided cosis i : v proxied using the
cost 0f a combustion turbine.
5. An assumed 70% capacity fac for & nucleax
exceeds the actual national average by about 10%.

6. Capacity on PPREL's systenm, unlike mos:t other

electric utilities, has the highest value in winter months.

-t - -

Conclusions of Law

1. The Zollowing order sezs 2 standaxd oife
method payment stream paramezers, and directs chances =
Tandard cffer temms, which are reasonable.
2. 7The following oxder should »e cifective today =0
expedice PPLL's £iling of iss standard offers.
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ERIM ORDZR

. IT IS ORDERED that:
1. Pacific Power & Light file with the
Commission's Dockest ofiice an original and swelve ccples of standard
offers within 45 days from today to:

a. Revise the initial calculation of ics
OPPOrTUNiLY COStS consis:c 1T wit the changes
adopted in this decision, located between
energy and capacity.

Prepare 2 S5-year Zorecast of its opportu
costs, allocated zetween ene*cv ané capgc

accom:a“*ec by a full explanation of al
assumptions used o prepare :h -o:ecas..

Prepare a simplied stancdarzd offer Zor QFs oI less
«han 100 @“ in size, with orices consistent
with those adopted in this decision.

Incorporate all the contract language changes
and ¢oatracs :equ_-eme"ts adopted by thi
decision.
with Commission staff in the course
its standard offers Zor filinc t0 easure all

reguirements 0 the ordexr are me:t when the standaxd o:fcrs are filed.
Unless suspended by the Commission, <the standard offers shall becom

- -

=ive 30 cays aZl:

PPSL shall also Zi : the Commission's Sockes office

days from tcday criginal and twelve copies o a lS-year

p:ojection 0f its avoided allocated hetween energy andé capacity
based on the methodology ade : s decision. This f£iling shall
be updated by PRl and reviewed by stalff on 2 regular basis in
conjunction with PPeL's general xyate case filings.

' In its next gemeral rate case filing, PP&l shall file

cion which would enable this Commission to gauge the reliabilisy
alue of QF power more accurately and €O set more precise capacit

orices, differentiated, LI aporoprizze, by time of day and secason.




5. P2&L shall Zile with <the Comm~ss‘an's Jocket offigce an
original and twelve copies 0f opportunity cost-based short-term
avoided cost biannually, commencing six months Srom the effecti

date of this order.

6. The temns and conditions of the standard offers adopted
Zor PP&L shall not be applied to supersede those in existing execused
contracts between PP&L axnd QFs, uvnless a particular QF so elects.
This oxder is effective todlay.

basea  NOV 21983
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candard offer 23 is a projectec fixed
payment strearm for fimm capacity and energy
Zox five yea-s. Afeexr five years, t&e QF may
sell power unler either standard offer 21 ox
*2. However, two capacity payment options
are provided during the IZive-vear fixed price
terx:

2. Both components of the payments,
capacity and energy, based on the S-vear
forecast, or

b. The shortacge ¢ost compo*e“- can b
levelized over the fixed »rice rerm

This offer alsc reguires that the/QF meet the
critexia fox Zixm capacity id;/:n this order.
we are not Prepared, on this evidentiary record, to adopt
stancaxd offer based on PP&lL's lozg-run/é;oided costs.

This decision spells out changes that PP&L 2ust make doth

with respect to how it oppo:tunitr anéd shor:tage costs are derived,
and specific contract temms. proposed standard offers
incorporating the ordered chayges must be resubmitted by PP&L.

we do not adopt as a minimum price the 6.5¢/KWh as urged by
30sco and other parties. /That cuantificasion of PR&l's avoided cost
was submitted and adopted in 1981 in connection with evaluvating the
long term cost-efiectiveness of PPal's consexvation and weatzerizatioxn
Tograms. That 6.5 d?kwh figure represented an average o< the (then
prevailing) escaldting forecast ¢of avoided costs, and was zever intended
ox developeld to /represent a first year price or short-run payment
stream. Iurthermore, that average figuwe was based on earlier cost and
resource slanning agsumptions that are 2o longe: valid.

we anticipate that some poterntial QFs may not think <he
approach to valuing QF power in this decisioz reflects a high enough
valve, particulazxly in comparison to the short term avoided cost prices
paid by other electric utilities. fﬂrﬁzzP&L-cou&é—w“e QR powez IO T
other. California—ttilities with Nigher avoided costs :: '3“653"25”:25 /Qii\
terzivory would be able to-Teceive 2 higher price. That is an
approach those vitally concerned about developing QF power in PPEC™S——
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————
Calzforn;d"EE:Gﬂggﬁﬁ eg_sggﬂgpzsne—befcre <he rederal Energy Regulatory
Comm%iiiga_ighich*has Jurisdiction—to—apoarove o-“a:rec*J"Eéér*~g-be—we€z‘vaj
weElity sexrvice. territories on-belRIL— o tRIES par<ies) . &

QFs who cannot operate uncder anyv 0% the st anda*d 0ffers
adopted by, this decision may pursue 2 negotiated non-st candard
contract with PPsL.

-

——

ZIZ. ZISSU=S

Generally, <he issues in <hi oroceeding fa2ll into the
fellowing categories: (1) now s*o"‘d P&L's ?g:ded coss de
caleulated, Tor Dotk shors-sesz QF con:racz/éilzzzz 27ts and long-terz

<s3 (2) how should payzmenss de =ide (e.g., ~eveldi ion or

(3) specific convract langua n Wwe will address

Trat segquence.

V. DETERMINING 22&Z'S AVOIDED COSTS
20R 2TR2CSZS 02 PRICING QF 20W=ER

A. 22&L's Position

PP&L proposes %o use whast are termed i=s "osnorIunicy

- WY

cosTs” To derive avoided costs for purposes of Paying Qs in she near

- LTS

. / -
Tera, or uatil 1991, becaﬁge 2P has an annual average capacis
surplus of 422 MW. 22& explains:

"Iz the preseace 52 a surslus, 0 the exs
additional power is made availadle o ’aC"‘ i

---c, -

can be: (1) used =o displace existing resources,

- Yo

(2) soid av/ wholesale or (3) used To reduce
nu*cnased,pdwe* costs (=x. 82, »»- 5, o). ™

-

value of suck additional power is therefore

-

appropriztely zeasured by deserzining whas

-
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conservation »progranms in
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our staff that «hx
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we agree
costs used 40 evaluate the

~ozg

coaservation measures, aad

those used
pOwex, should be couztiavally andéd ca.éé: iy evaluazed.

'%Ljéfa location 0 capacity oF

discussed more Zully below.

<alf agrees with 2

portior of opportunity costs bda

capacivy, staff <rninks it
Pinally, oz <he subjecs

cosvs, staffl thinks QF contracts

operating date of 2R&L i/é-a“ned Wyodekx

d with <2

<o 1997,

reflect prices associ

Troz tkat pl 2xd

7

Per Kilowatt=hour) for use

ility at
functionally
sepply
COsts TO the same degree?

inter=relasionshi

saotlé be 18%.

/
1897, stalf agr

evaluatzion of ;t

(Petisi

- v
in
Californi

-
- -l

cation 0L D.914%7 and D.S2655, -__ed
I£ measures leading <o
in electricity are cost-

6.5¢ pexr k*léwa*~—
*.&C—st;: _',.-n- ..a.b
from Qs allow 22sl

(Sa—a-ﬂ.ﬁf

between avoided

wezn cosm-effec:iveness of

oxr valuing ané Pricing QF

Ld el
- e

s point is

a

insvead of allocating 23% <o

(Stafs vries, ». T.)

0f dete g PP&L's avoided

“hal extend past the expecty

II coal plant (1981) should
zargizal ¢ost resultin

and f£or skort~terz coniracts

e g o -
s sy dach wln i

ze higher

L
-

terninating defore ees with 22&l that prices should. ke
vased solely on onportunity costs, without reflecting the Wyoxak II
piant.
C. Dosition of Conzresszan 20sco (3osco)

308¢co sTresses thaz a%a Lusher Company's wood waste
Paan?t Iis now closed, the econrozy in Del Norte Counvty is poor, and if
prices are availadle from PP&L to enadble the plant's reopezing it
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2. ’os*‘ on ol Arcete, _ndepeude“. Inergy
. Producers Associasion, and S
Solid Wasse Man nasezens 3oard

These parsies, who filed 2 joint %rief, make zmeny of she
: saze »oinvs 30sco does. Avoided costs should he deternmined mased on
' 3 coal plasnt, They contend, hecause tazat Is clearly <2
load resource P2&L will eveasually build. Using a coal p_ant <
deterxine 2P&L's long-run Iincremenzal aveided cost, and 2pplying
those costs w0 price QF power would, they conzend, %;/él_g gonsistens
; with ne approach this Comxission nas <axen with redpecs =0 rase
\ design and evaluating the cost effectiveness of Saservasion
Prograzs. They note That jusTt because shor f/%“ cOSTE are lower Than
projected Long-run COSTS 2PEL Ras 20T proposgd to refnstituse
declining 2l0¢X% raves, or %0 pOStpone it s/ponse*va n prograzs. vse
& consistent approack is vize message frox <these parties.

These pazties pelieve PP&L';/é;veloped opportuniiy SSsSTE,
Prepared with a computer nodel, are Llawed Decatse some Incorrect Lia
outdated resource assumptions weze/used. The 708 capacity factor

’ assumed and used for the Trosan and Washington Public Power Supply

Systems (WPPSS) 2 and 3 nucleaxr/smlants ave above historical averages
Zor such plants; Arcata et al)/ contend & more realistic asswmed
capacity Zactor would, if PDaL’'s model woOrks corregtly, result in
zeducing projected supply frxom these sources and result in & higher
value being placed on QF power. We agzee that 705 is too high, and
will dizect PP&L to use/a 60% capacity factor, which is the national
average for such planys (Txhibiz 1038, pace 5). We also nete that
some of these resouzces may no longer 2e relevant o the caleculation
Q% PPAL's opdortunity costs. PI&L choull make these 2ol Lilerx
appropriate adjustients O its resource plan. u

A:cata, et al., raise other objections *o PPal's developed
oppo**“ Ty ¢osts, but thev parallel points ralised by staff, as
described above.

Tinally, Azcata et al., very directly criticize our stafi

- YV ae el
-

-  aslmea

Ih

or accenting PPil's development oI shorz-run ppo:t:ni:'

. costs throuch 159C, although stafl's witnesses admizzed that zhe:

-8 -
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wyodak II coal plant. This is consistent with ouxr development oF
shoztage value in other proceedings. However, stail deveibped thelir
allocation fact using an econonic carrying chavce rate which
appropriately reflected all of the Ifixed charges associzted with the
¢oal plant. At the point in time (currently projected o be 15%1)
when PP&L builds for new capacity via the wyodak II plant, the shortage
value is appropriately proxied using the cost 2% a combustion *u.bine,
following standaxd industrial practice (with the difference hetween
total costs and the cost of the coxmbusti o‘/;u:b;ne allocated =0
energy). Iz this longer term tim ‘*azéi chen, the total avoided
cost is zepresented by the full capital and operating costs of th
aew Tesource. |
think PP&L's "opportunity cost” must de recalculated

according to stafs :ecommendéf_ons and allocazed hetween e:e:gv and
capacity prices foxr QFs, as Liscussed akove and the nore realisti
capacity factor fox the nuldlear plants anéd nuclear plan: Tare up
dates, as proposed by A “céta et al Specifically PP&L's opportunity
cost »rior o the expegted opex ting date 0f Wyodak II (1991) should
appropriately reflect/the 3.12¢/XWh conzract drice with DWR and the
projected marginal price of wholesale sales Zor the period beyond
the expiration of tke DWR contract, but before 19%1. The maxginal
orice of wh o_esale7:a.es during =he POst-DWR period shall reflect
the highest contyact price available to P&l Zor wholesale sales,
but in no case De lower than the marginal price oI wholesale sales‘
during tke lasy year of the DWR contract. This Commission will
carefully review short-run avoided cost 2rojections for 1591 and
bevond to insure consistency with the operational plans foxr Wyodak II.
Allocation of the opportuniiy CoOst +o shoritage cost
component should reilect the combustion turbine proxy approach used
by staff. Tor purposes of paying QFs based on short-Tun avoided costs
PP&L will be recuired to determine and file izs allocated opporstunity
cost biannvally.

The cuestion 0f how to determine PP&L's long-run avoided coOst
and pavment terms for a long texm standard offer is something we arxe
' 10t prepared to resolve today. We think the evidentiary regoxd
shouléd be more delinitive and complete with respect to if ané when

PP&L will, without additional QF power, develor new souxces

- 10 -
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using 6.5¢ as PP&l's avoided cost for pricing QF power, or to evaluate
cost effectiveness oL conservation programs, is SO suspect andé the
figure is so outdated we simply cannot use is. )

Those who are involved with this proceeding and think

ey

prices paid to QFs in PP&l’'s service territory wic_ be too low by

- - o i

the cption ¢f having QF power wheeled bv PP to other utilities.

i- b o e e e e

The regulatory agency which can mandate sué; wheeling is =the Federal
Enexgy Regulazory Commission.

comparison with prices paiéd by othex Cal*‘ovtda utilities may pursue

V. 2PAYMEXNDT O2TIONS

we will direct 22&L +0 %fve three standaré offers, bhased
on the opportunity cost concept priox to 1991 (anéd the cost of
Wyodak II fox contrac:z terms elfe:ding bevond 19%1),
a. candaréd Qffex #a (as—available)
This b*anda_d o fer or payment optioxn is comprised
of PP&l’'s sho**-run avoided cos« as és scussed above.
The prices w¥ll be adjusted every six months, filed
with this Comm*ss_cn s Utilities Divisiorn and sexved
oz all parties recuesting notification of these
pPrices. pecific contract terms are discussed helow.

Sta“da:d/z fexr 32 (firm cavacity)

Th;s s anda*d (o3 reguires that the QF meet cert

dards Loz de;_ve*v during peak demand :e:iods;
T e prices are similay to the as-availadle option
excqpt Mat the capacity/shortage value can be ‘,xed,
based on forecast, for up %o five vears.

~/ aré Qffer i3 (S5-vear f£ixed wmavient)

This offer will be base oz a S5~vear projection of
PP&L's avoided cost, allocated hetween exmergy and
capacity, and available: ozly foxr fizm capacity

QFs. If the coxntract is loanger than five vea-s,

aZtexr the Zixed price teram the QF may sell power

vader the as-available or firm capacity s*anda:d
offers established today. 7This standard offer shall
give the QF an election with res:ec: <0 the pavment
strean foxr f£irx capacity; it may recover the capacity
and enexgy payment as fo:ecasted or it may receive the
capacity payment as a levelized pavment siveam over th
S~year fixed price period. The QF who e ects levelization

m—
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reeded. lzhough, PPeL's witness indicated it would pay a 5% higher
capacity pavment =0 dispatchable QFs, there are some unacceptadle

proposed conditions: Some QFs 0f 5 MW Or greater would have o bhe

dispatchable, and only those 1 MW or larger would qualifv—fo: che

reward. The record in this case is incom piete as to the basis foz

such bonus payvments or a clear definition 0f dispatchabllits

(i.e. curtailment). Therefore, we cannot at this time 2ropose a

bonus based on dispatchability noxr will we allow PP&l =0 reguire
ispatchability. EZowever, as discussed Delow we Propose a capacity bonus
payment hased on pexriormance standards.

Vii. SPECITIC” CONTRACT TERMS
A. Scheduled Maintenance

PPsL's standard offexr Xllows QFs to shut down 2 maximun 0%

30 days each year, consistexnt with the maxinum time it would reguire
for coal plant maintenange./ This is €00 optimisiic accoxding to

staff, which recommends 35 cavs consistent with what we have reguired

£or other utilities ia P.82-12-120. The scheduied maintenance

allowances skould, acgbrding to stalif, be available to QFs iz hourly

increxents, and on &/ consecutive Or nonconsecutive basis, and it

should be accemulared on a veam-by-vear basis to a2 maximvm 0% 45

days. We agree, and since this approach has been adopted foxr otherx

utilities' stangaxd offers, this issue warrants no fuxthexr discussion.
Simifarly, we will recuire PPLL €0 2pply the notice

recuirements/adopted in D.82-12-120 for scheduled maintenance.

3. Intercomnection and Insurance

///&n our decisions in A.82-03-26, et al. (short-run s=tandard
offers)

stressed the desirability of making the stancdazd offers as uniform

as possible between wtilities. While certain contract features

(e.g. price) may vary due =0 differences in utility opezactions oOr
Tesouxces, contract temms governing interconnection standards and
costs and insurance can and should be the same for all utilicies.

We will therefore direct PP&L =0 provide the same information

and include zhe same standazxd offer provisions adopted in D.83-10-093,
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we note, however, that the general principles governing 2
force najeuxe, discussed iz D.83-10-093, are ecually apalicaeble here,
for example, a QF will have its verformmance excused for "nonavailabilis
oL fuel," but only to the extent that it exert its best efforts o
remedy its inabilisy +0 periomm.

Lad

E. Levelization

Arcara et al. =hink levellizazioz should be allowed in +h

et -

standard offer. We are directing +tkhe option of levelizing the

- win

- -

. . Yoy
capacity component if S~vear Zixed price congract is entered, which

is genexally coasistent with standaxd offe:s//;o: ~ed foxr other
utilities based on short-zun avoided ¢costs. More extensive
levelization is something that we are not coxvinced is necessary.
The payment cerxtainty available under the S-vear f£ixed price standaxd
offer adopted today should he a zeal stimulus %o QF development
PP&L's territory. We note thav/the Arcata facilisy is already bduilt

- - -t

in

e c . - e
and it should not zeed levelization from the stanmdpoint of solicisin
né obtaining coastrucstion Limancing.

-

STRUCTTRE OF PP&L'S PROPOSED
STANDARD OrT=RX

i s PP&L's standaxd offex should be
comprehensive en ugf’to infozx pxospective QFs of all th
"arrangenents and options” directed by this Commission, and stafs
notes PPLL's provosed standard offer does not contain the as-
available offex or optibn. 22&L skhould have a2 fully develoned
standazd offer for both firm anéd as-available commitments, as adopted
by this dec*gion. QFs skould not have to rely on discussions with
PP&L's representatives to IZind out wkat PR&I is reguired to offer.

g Likewise, PPsl's standaxd offers should contain the op=ion
t0 coavert w0 and Irom simultaneous purckase and sale, stbject =0
the xestrictions adopted inm D.82-01-103, and clearly »rovide minimux
deliveries applicadble in only firm capacity contrac:ss.

Commission approval oI all contracts entexed by PPal
under its standazé offer is reguired bv PP&L »roposed standaxd offerx
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FPindines 0f Tacs

s .
1. PP&L will probably have a2 surplus’of capacity throush

k. -———

198l.

-—

.

2. 1If PP&L purchases additional/QF power it will, in the
4

skort term, Or throuch the nex:s five yeg;éz sell the power to other

e W as whba

utilities or contract purchases. The skhort-run avoided or opportunisy
cost for PP&L between now and 1991 ig a2ppropriately represeznzed by
by the marginal contract price at waich PP&l can sell power.

3. It is appropriaze/so allocate shor: term aveided/
eRROrtunity COsts between ene:gf/;ﬁd shortage value hased o2 an
18% allocation fag=or.

4. Projections ¢f avoided costs foxr 1991 and bevond
should reflect PP&L's curzent on-line date a=é drojected annualized
costs for the Wyodak No./2 plant. Tor this tizme period, the shortage
value component of avoided costs is appropriately proxied usizng th
cost ¢ a combustion :Z;bi:e.

5. Az assumed 70% capacity factor for a nuclear :
exceeds the actual étional average by about 10%.

6. Capacity orn PPEL's system, unlike most other Califorania
electric utilities, has <the highest value iz winter months.
Conclusions of Law

1. [The £ollowing order sets a standaxd offer pricin
method payment’ stream parameters, and directs changes o PPSl's
standard offer werms, which are reascnable. '

2. The followiag oxder shoutld be efiective zoday +o
expedite PP&L's f£iling of its standard offers.
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T IS ORDIRED that:

1. Pacifiic Power & u_gbt Comba 2wy (PP&l) shall file with the
Commission's Docket office an original and twelve copie% 0% standazd
offers within 45 days f£xom today =o:

a. Revise the initial calculation ¢f it
opportunity costs c¢oasistent with the changes
adopted in this decision, allocated between
energy and capacit
Prepare a S-vear Iorecast of its opportunity
costs, allocated hetween enerx gg/and capac;*v,
accompanied by a2 full explanation of all
assumptions used to ::e:iiz/zhe forecast.

Prepare a simpliec stand offex Zox QFs of less
than 100 MW in size, witk prices consisteat:
with those adopted iz ua_s cecision. ‘

/
Incorporate all tie gontract *a:gnace change
and contract requirehents adopted by this -
decision.

2. PP&L shall confer :}:“ the Commission staff in =he course
. of preparing its standard offers for filing to ensure all
reguirements of the order akre met when the standard offers are f{iled.

X 3

Unless suspended by the Cé;m-SSLOM, the sta“da_d offers srall becone
effective in 30 days.

3. PP&L skhall also £: 2 the Commission's Docket office
within 45 days f:ozéégday an original and twelve copies of a l5-year

projection of its avoided costs, a2llocated between energy and capacit

/ : :
based on the methodology adopted in this decision. This £iling shall
be updated by PP&l and reviewed by staff on a regular basis in

conjunction with PP&L's general rate case £ilings.

inform tio/ whick would enable this Commission to gauge the reliability
value of QF power more accur tely and to set more precise capacity
prices, differentiated, if appropriate, by time of day and sessioan.

4. In/its next general rate case £iling, PP&L shall £il




