4 oM A L o Y 0 D i - 1 A R D e bt sl S 4 - S Bt e g

ORIGIHAL |

BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Investigation on the Commission's 3
own motion into the electric
Tesource plan and alternmatives )
of Pacific Gas and Electric ) ' QI No. 26
Company and the ratemaking g (Filed September 6, 1378)
)
D,

91109 " . pec19 1970

Decision No.

implications and options
relating to the various plans.

Maleolm H. Furbush, Robert Ohlbach, and Kermit R. Xubitz, Attorneys at
Law, by Rermit R, Kubitz, for Pacific Gas and Zlectric Ceomparny,
respondent. '

3robeck, Phleger & Harrison, by William H. Booth, James M. Addams, and
Gozdon E. Davis, Attormeys at Law, and Robert . Burt, for Califormia
Manufacturers Association; Downey, 3rand, Seymour & Rohwer, by
Richard R. Grav and Philip A. Stohr, Attormeys at law, for Genexal
Moctors Corporation; Thomas S. Knox, Attorney at lLaw, for Califoxnia
Retailers Association; GZanam & Jaxes, oy Boris H. Lakusta, Davié J.
Ma=zchant, and Thomas J. MacBride, Jr., Attorneys at Law, for Western:
Mobilehome Association and CaliZoraia EHotel and Motel Associartion;
VincenZ Master, Attorney at law, Ior San Diego Gas & Electric Company;
Dennis G. Monge and Richard K. Duzant, Attormeys at Law, and Zarl R.
Szmole, for Southern Califormia Edison Company; Allen B. Wagmer,
Attorney at Law, for The Regents cof the University oz CalizZoraia;
David Roe, Attoraey at lLaw, for Znviroomental Defemse Tund; Thaomas D.
Clazke ead David B. Follett, Attornmeys at law, by David B. Follet:,
for Southern California Gas Company; Jonathan Blees, ACtorney at Law,
foxr California Znmergy Tomnission; John C. Lakelanc, for Mass-
Production Systems; and Robvn D. Bover, Ior Assembiy Subcommittee on
Spergy and Assemblyman Mel Levime, Chairman; interested parties.

Patrick J. Power and Steven Weissman, Attormeys at Law, for the
Commission stafi. ’




TABLE OF CONTENTS

Introduction . . « « . . .

Summary of the Record
Pacific Gas and Electric
Commission Staff . . . .
Other Direct Showings .
Contentions of Parties .

Statemeat of Issues . .

Discussion
Introduetion . . . . . . .
Cogeneration ir Resource Planning

Economic and Price Considerations
Constraints . . ¢ v & ¢ . e o =

Inadequacy ¢f Performance . . .
Auxiliary Power Sources . . . .

Findings ©of Fact . . . . . .
Conclusions o2 Law . . .‘. .

Interim Order . . . . . . .

Abggndices

A. EHighlights of Proposed FERC Rulemaking on Small
Power Production and Cogeneration Facilities
(Docket RM79-55) . . . . . ...

- . - - - . - - »

GlOSSATY v« v = o o & ¢ o o o + o =« o » » o = s »




NIE

RIY QRDEER

I. Introduction

3y Decision No. 89316 Zn Apolication NoOs. 5T7284/5, this-Comnissi01¢/
ordered 2G and = To:

Review all options for repowering existin
facilitles and to Implement all cost-effective
maintenance pPIOgrams;

Review existing auxili »y power* sources and
pouential cogeneration® proJects, and assess
the related economics, institutlonal arrange-
me“u , maintenance and fuel requlirements
necessary o develop these “esources,

Prepare and ’hb"" a *wedvy-year electric
supoly p’an, reflecting conservation and
alternative sou:ces of supply. '

It 25 She purpose of 0TI-26, as stated in the Order Insti-
Tuting Investi a:ion, <0 analyce these reports and To allow _
Thelr long-term plannin implicasions to bhe reviewed In 2 puklic

S -
SOV,

A prehearing conference was held In this matter on February
1879. 3By Administrative Law Judge's ruling, it was declded
That auxiliary power ané cogeneration®* would 2e the f4rst subfects
<0 be addressed. 2G and Z's "Report on Co-genmeration and Auxiliary
Power Sources™ was filled timely and evidentl Lany hea*ingu cormenced -
A April 15, 167¢. After 17 days of nearings, thils matter was
subhmisted upon the recelpt of concurrens briefs on Augusﬁ 27 s

297¢.

* ALl astexisked terms are qefined in the G ossary of this
ce¢lision, Appendix B.

Tals phase of the investigatlion has exar ﬂ*ned cogenexration and
sen era::on from biomass, refuse-de ived fuels and wood waste
(which may or may net incluce cosene“a ion). We Zntend for
this order to include both types Of generation. For con-
vealence, the term "cogeneration” used herelin Includes both,
unless expressly indicated. ‘ ' :




II. Summary of the Record

A. PG and E's Showing

1. Introduction

PG and T offered four witnesses in support of its "Report on
Co~generation and Auxiliary Power Sources™ and related exhibilts.
These were Joseph G. Meyer, Supervising Engineer of the Co-gener-.‘
ation and Solid Waste Unit of the Siting Department; Richard B.
Myers, Engineer in the Mechanical and Nuclear Engineering_bepaft-
ment; Samuel D. Wells, Senior Commercial Analyst Iin the Commercial
Department; and William Gallavan, Vice Presidentof Rates and Valua-
tion. Meyer and Myers testillied on cogeneration. Wells and
Gallavan testified as to auxiliary power. ‘

2. Cogeneration

Smphasis on cogeneration in this proceeding reflects not only
c<he perception ofF many of the parties that cogeneration is a poten-
¢ially majJor resource in PG and E's supply plan, but also the concern
of several of the parties that PG and E has not acted to optimize
the amount of cogeneration deing developed. |

Joe Meyer testified on polley and the status of various cogen-

ration projects under consideration. While cross-—-examination touched
on all aspects of PG and E's cogeneration efforts, it focused on the
purchased power price that PG and E pays. cogenerators, as well as
The way cogeneratlion development is reflected iIn PG and E's resource
planning. Richard Myers testilled regarding the general character-
isvics of cogeneration from an engineering design rerspective,- as
well as some unique design challenges associated with individual
rojects. though pricing principles of the'utility, originally -
put forth by Joe Meyer, were the subJect of extensive cross—examin-
ation, 1t would appear that they have beenasisnificantly'modified"
by PG and E with the filing of the subsequent cogeneration pricing
policy statement, Exhibit 43, ‘

Testimony relating to cogeneration also was offered by Nolan
E. Daines, Vice President of Plamning and Research, appearing under
subpoena by stalf counsel. Mr. Daines testified at length as tQ'
how cogeneration planning‘is reflected in PG and B's‘resoﬁrce planning.
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3. Auxiliary Power

. Gallavan testified as a policy witness in support of an
experimental program Iintended $0 determine the ava;labil Ty of
auxiliary »ower sources as resources for PG and = du“‘ng times
o peak cemand. Mr. Wells testiflled regarding results of a -
survey of potential auxiliary power sources. '

fh

4. PG anéd Z's Experimental Cogeneratlon Qffer

3y way of Exhibit 43 and the statements of counsel, PG and
Z amended Lts cogeneration showing to announce its willingness to
base ravtes for purchased cogenerated powex on marginal cost
(wizh speciffic limftatlons), rather than a negotiated price approach,
25 was proposed earlier. This offer was uhe subJect of oral
argument in ansicipation of 2 possible interinm Commission order
addressing this limited proposal. '

3. taff's Showing

1. Introduction

Stalfl original y offered three witnesse° Ln support o its
report on "Cogeneras nd Auxlliary Power." Thege witnesses
were Jokn Quinley, Supe“v*s*“s U*‘lities Engineer; Jeevan Anuja,
Reseaxrch Speclalist; and Ida Goa‘w_“, Research Program Specialisc.
All three 2ddressed some aspect of cogenerati n. Mrs. Goalwin
2150 testified on auxilliary power

2. Cogenerat

Mrs. Goalwin addressed several .aJo“ Lssues “ela:ing‘ﬁo _
coge:era::on cevelopn enu, parsicularly, the effects of alr qua’icy v
resgulation on cogeneration povential. Her ues“imony highlights
wh uncer:a:::iee chat b“ecently gonsront prospective coge“erators
wWLTR respect O air pollution abatement regulirements.  This.
subject was subsequently addressed Ln greater de.a oy Gary

Ruhenstelin 0F the ALr Resources Boa.d.

-4-




M=. Anuja's testimony provides background on the technl-

cal mature of cogeneration and the present status of its develop-
ment. He supports 2 caleculation of the potentlal for cogeneration
4n the PG and E service territory and recommends a goal for PG
and Z's use in resource planning. He also comments.on PG and
Sts contract terms and price offerings, the steps PG and E night
take to better assess its cogeneration potential, actions it might
cake in regard to0 041l field cogeneration projects, and the need
€0 resolve wheeling Iissues.

| John Quinley testified 2t length as to proposed "price guide-
lines" for the purchase of power from cogeneratbrs. The basic |
theme oF Mr. Quinley's proposal is "to maximize the development of
2 highly efficient means of electric generation whille assuring '
that the utility ratepayers benefit through lower rates.ﬁ The
censral feature of Mr. Quinley's price guldelines Is that the
benefits of cogeneration should be shared between the utility and
the industrial entity, an undertaking which requlres that the
cogenerator's ¢costs be known and that the proportions of the ‘
beneliss to be shared be the sudbject of negotiation. Mr. Quinley
oflers principles for pricing firm and nonfirm power, as well as .
capacity payments. He addresses the applicable principles relative
0 the rates for standby capacity. He also sponsored the summary
of stalflf recommendations relating %o coseneratidn and the general
discussion of issues. : 3

3. Auxiliary Power

Mrs. Goalwin reviewed PG and E's auxiliary power proposal and’
investigated the effect of alr pollution regulations on the utili-
cion of these sources. She concludes that the appropriate use

of auxiliary power sources would be allowed under current 2ir
pollution requirements. Her testimony supports the baslc premise
of PG and E's proposal. |
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4. Further Staff Evidence Regarding Cogeneration .

In the course of the proceedings, three additional staf?
memders offered evidence: Julian Ajello, Senior Utilities Enginéer;
John Duteher, Supervising Usilitiés Engineer; and Burton Mattson,
Senior Iconomist. IZach of these witnesses addresses some issue
relating to cogeneration in his testimony..

Mr. AJello testified regarding correspondence between PG ané E,
CP National, and a prospective cogenerator, concerning the possibdble
purchase of power by CP National from a source other than PG and E.
PG and E Indicated its willingness to rforgive fuel expenses, dut not
capacity charges. Apparently PG and E's offer and the resuliing
offer by CP National to the cogenerator were not adequate to induce
the profect to be duilt.

Mr. Dutcher testiliied ss to a cogeneration incentive gas rate
that would be applicable to purchases of natural gas by 2 cogener-
ating Industrial customer. Walle this ratve design recommendatlo
was made previously to the Coummis sion in Application No. 58470
(3G and Z), stalff did not propose that such a rate be adopted in this
droceeding. Thls evidence was offered for demonstration purposes
in order %o allow comment by PG and E (PG and E having previously
{ndicated a need to study this proposal further).

Mr. Mattson testified in supporst o & c¢omprehensive proposal
t0 apply volicles and price rules to utiiity purchases ol cogenerated,

auxiliary and small production facility power. The proposal is
prezmised on this market essentially being one of monopsony*. Specifi
lixited action by the Commission is appropriate in zonopsony markets
Just as 4Lt is nrecessary in menepoly* markets. He supports a SQries
of policy svtatements and price rules that are intended to approximate
the result that would occur in a competitive market. The central
features of his proposal are that purchased cogenerated, auxiliary
ané small production facility power prices be based on marginal costs,
that shey ve publicly stated and that the price bve uniformly applied
for all sources. He proposes that the same principles be applied,
regardless o the form of ownership, and that the costs of th
cogenerator need not ve xnown.

C. Other Direct Showings

Various other parties appeared and offered direct evidence

5=
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In the cogeneration phase of this proceccing.

M». Gary Rubenstelin appeared as she Chilefl of the Enerx gy
Prolect Evaluasion 3Branch of the ALz Resources Board (ARB). His
testimoay addresses the applicasion of the New Source Review.
rules To new cogeneration facilivies, as well as the possidle
effest oF Assembly Bill 524 discussed at page 30, infra. EHe
emphasizes that the preferentilal allocation of natural gas to
cogenerators Is the single most elfective nmeans of resolving the
air pollusion concerns assoclaved with siting cogeneration 'acil—
ivies. n ¢ross-examinavion, e testifled exten s‘vely *esa*d ng
the effecss of Kern County Rule 424 on oil fleld cogeneration: |
posential.

Zobers Wessenmiller and Donald Dier, Jr., appeared on behrall

£ whe Californiz Znergy Commission (CEC). Thelir Jointly-sponsored
exnibit (Ex. 28) generally supoort the PUC staflf recommendations

n¢ emphasizes 2 utility administrative program for fur:hering
cogeneration development. They expressly support the practice of
wheeling, and ¢xitict nd E's relliabllicy test and‘curtailment
practices. ‘ |

Tarry Winsers testified on b%ehall of the University of
California reganding the Universicy's cogeneration povtentlial.
=is testinony addresses th advantages of cogeneration and
Specific incenvives that might promote cogeneravtion develosnn ent.
Ze emphrasi the importance of standby rates, and the elflect that

ne oppoOrTuUnity to wheel* would have on prospective cogeneravors.
Te 2lso support special gas rates ané prioricy classif:ca*io“s
for cogeneravion prolects.

Albert J. Stoddarst, President of Optimum Znergy Systenms,
Ine., appeared as 2 prospective third party cogenerator who would
Buld 2nd own his facility selling electricity %o the utility and:
neat 0 the Industrial eatity. Descr:bi.g the efforts of his
company w0 develoy cogeneration potential in Xern County oIl

f1ells In ails sestimony, Mr. Stoddard estimaves thét this Is 2
»esource potential of greaver than 3000 megawasts. XHe tdentifies
shree areas oOF constraints to this development - econ o;ic; anviron~

—7-
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zmental, and regulatory. He emphasizes the need for certainty in.
each of these areas, if large scale capital investments are t¢ be
made. ‘

John Lakeland testiflled as the principal of Mass-Production
Systems. ZEis interest is primarily the smaller scale applicatipn.
of cogeneration technology -~ for residential and commer¢ial uses,
rather than Industrial. He emphasizes the opportunity to greatly
expand cogeneration potential, by way of mass-produced systens,
<o reduce ¢oOsts o competitive levels. EHe shares Mr. Stoddart's
concera with regulatory and economic uncertainties, and warans
that maaufacturers will not invest in mass production facilities
uwnder existing market condlvtlons. He suggests that a Commission
order requiring the utilities to purchase power from these sources
may be needed as an incentive %o mass production.

D. Contentions of Partles

Written argument was submisted on behalf of the following

parties: PG and T, Stalf, Environmental Defense Fuad (EDF),

General Motors (GM), University of California, California Energy
Commission (CEC), California Manufacturers Association (CMA), and Mass-
Production Systems (Mr. Lakeland). The major contentions of

these partvies are summarized below. ‘

PG and E expresses its commitment t¢ cogeneration and cites
the role <that cogeneration occupies vis a vis resource planning
and staffing, the number of contractual offers for facilities,
and ° cogemeration pricing, as tangible manifestations of
such a commitment. It obJects to the adoption of specific goals
for cogeneration development and postulates that such goals, as
proposed by Staff, are unrealistic and speculative and misht be
counterproductive. The utility claims that action by government

agencies, to resolve ambiguity and uncertainty with respecﬁ to
regulation, would enhance the development of cogeneration., PG and E

supports as reasonable 1ts experimental offer to purchase cogemerated
electricity, and contends that wheeling would cease to be a major

-8- .
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issue 42 the experimental approach were authorized.

call criticizes PG and E'S cogepmeration effort as inadequate and cites
evidence Iin support of its contention that a rate of return
penalty saould be imposed. It suggests that the Commission
authorize a pricing policy based on either "marginal cost”
or case-by-case negotiations, but without the limitations
proposed by PG and E. It recommends that PG and E's system power values
(SPV)* be adopted as the test of marginal cost. Staflfl urges the
Commission to work with the ARB t¢ resolve air quality problems.
The stafl supports wheeling, and recommends further study of gas
rave and priority incentives. Turthermore, 1t feels that 2 return

Increment should be allowed for cogeneration investment.

The ZDF severely criticizes PG and E's cogeneration efror*s,
especially as they relate o resource planning. EDF emphasizes
The relatlionship of resource planning to Ifinancial planning, and
»equests that the Commission order an adjustment of the supply
plan to reflect additional cogeneration. It also recommends &
rate of return penalty. It urges that marginal cost methodology
be adopved and that particular emphasis be placed on large natural
Sas users and oil-~field projects as prospective cogenerators. It
Suggests that system power values serve as the basis for marginal
¢ost determinations.

GM supports cogeneration, bdut only under cerstain economic
conditions. Warning that a marginal cost pricing methodology will
Tesult In subsidles to cogenerators, Lt supports, Iinstead, 2
form of tax incentives. It argues that preferential gas rates or
priorities would de unwise, and supports wheeling.

The University of Californiza vigorously supports wheeling as
a means oL developing cogeneration, as well as marginal ¢ost
methodology for pricing. It asks that the Commission consider
regulating the price of heat so0ld by the utllity and contends that
current standdby rates are unreasonable. It supports incentive gas
rates and priorities and recommends that the Commission investigate
tche »easons underlying the failure of any prospective cogeneration
project.
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The Californfa Energy Commission strongly supports PG and E's
parginal cost price offer, subject to the removal of the various
limitations. It makes specific recommendations regarding wheeling
and the need for additional factual information. It urges that
PG and E work closely with prospective cogenerators and that it
make its expertise avallable in order to assist cogenerators with
air quality regulation prodlems and Fuel Use Act exemptions. It
recommends adoption of PG and E's system power values as the
measure of marginal cost for the purpose of thils proceeding.

The California Manufacturers Association supports the develop-
ment of cogeneration, dbut not when 2 subsidy results. It supports
a pricing approach based on short run marginal cost principles and
offers forzulas for deriving such costs for energy and capacity..
It also offers a2 basls for recognizing transmission costs and line
losses in price. CMA supports a form of gas rate inéencive. it
rejects system power values as a basis for setting cogeneration
prices. '

Mr. Lakeland addresses the mouopoly status of the utility
company anéd conditions which might support a change in regulatory
policy. He is interested particularly in the monopsony status of
the usility, the only available purchaser of the cogenerator's
outpur. He asks the Commission to pursue legislation to enable

T to regulate such purchases. Without the assurance that would
attach to such regulatory authority, he warns that potential manu-
facturers will not invest in the equipment that would mass produce
cogeneration hardware 50 as to make small scale application of
technology cost-eflfective. |

=10=
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IIZ. Statement of Issues

The following are the major issues raised by the parties and
addressed in the discussion herein:
A. What Iis the role of cogeneration in PG and E*s resource
planmning? .
1. What are the advantages of cogeneration as a
resource option? )
2. What is the significance of the amount of
cogeneration in the supply plan?
3. What are the approprliate principles to apply o
cogeneration development?
1. Should the Commisslion direct a pricing policy
or approve guldelines?
2. VWhat recognition should be given to proposed Federal ‘
Enexgy Regulatory Commission (FERC) regulations under the Public
Utility Regulatory Policies Act (PURPA)?
Should prices be based on marginal cost or price
negotiations on a case-by-case basis?
2. What is the basis for priclng energy
and capacity? ‘
What distinction should be made between
firm and nonfirm power?
What 4s the appropriate measure of
marginal cost?
Should PG and E's proposed limitations be allowed?
4. Should the price be limited by size of the
project or amount of cogeneration under
contract? _ ‘
Should the price apply to entire output,
or only surplus?
Should there be a distinction between new
and old cogeneration?
Should there be a difference in price
depending on the form of ownership?
Should load factors, reliabllity and
transmission requirements affect price?

-11~
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What 41s the appropriate hasis for standby rates?
Should incentives be applied to enhance cogeneration
developzent? |
a. Should incentive gas rates be authorized?
». Should an incentive gas priority be adopted?
¢. Should a rate of return Increment be allowed
on cogeneration Investment? .
Should wheeling and interconnection be required?
What is the appropriate ratemaking method for
recognizing cogeneration expenditures?
How is this decision applicable to other
energy alternates and other utilities?
What are the méjor constrainﬁé to cogenération developnent?
1. What Is the bYest way to address alir quality
regulation Issues?

2. What limitasions are imposed by the Fuel Use
Aet?

Have PG and E's efforts been adequate with respect to the
development ©f cogeneration?

1. Has PG and T been offering reasonable prices?

2. Is its staff sulficienc?

3. Is its pace of development appropriate?

¥eat is the appropriate Commission action in regard to
auxiliary power? '
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IV. Discussion
A. Iatroduction

A review of the testimony and recommendations of parties in
This proceeding shows that it is in the interest of the ratepayer
for the Public Utilities Commission to encourage the development
of cogeneration.i/ This emphasis on the development of these
sources of energy is consistent with both state and national
energy policy. |

Furthermore, evidence in this proceeding suggests that utility.
underpricing of energy from cogeneration has retarded its devel~
opment. To eliminate this obstacle and promote development of this
alternative generation, the Commission will authorize a pricing

policy for the u;ilities to use in purchasing electricity from
cogenerators. |

3. Cogeneration in Resource Planning
1. Advantages of Cogeneration

Alternmative generation sources, including cogeneration, can
offer many denefits. Tirst, cogeneration offers fuel efficiencies.
The fuels =That may bYe used In electric generation and tndustrial
pro¢esses are consumed more efficlently when combined by cogener-
ation than they are under conventional technologles.

Second, alternative generating sources diversify the utility'’s
resource plan. This necessarily minimizes dependence on any single
source of.seneration; it Iincreases the reliabllity of thelsystem
and minimizes the >»isk (financial and otherwise) assoclated with
primaxy reliance ox a single technology. ‘

Thivd, alternative sources utilizing domestic fuels (such as
blomass, woodwaste, and refuse) offer independence from foreign
fuel souwrces. The use of domestic fuels I1s Iimportant for reasons
of international economics and politics. The development of domestic
sources of fuel is consistent with national goals expressed in the
National Ernergy Act. ’

a/ Cogeneration as used in this discussion is defined on page 2 **.

-13-
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Fourth, reserve margins* Are often established such that
spinning reserves* can replace an unplanned outage of the largest
power plant online. The construction of large baseload™ plants
continues to require large reserve margins. The development of
many small powexr plants requires smaller reserves, since it reduces
the probability of a large outage, e.g., one-1000 MW plant failing
versus many small plants failing simultaneously. '

FiZth, the leadtime required for cogeneration is estimated to
be several years less than that for large central station power
plants, e.g., 3 to 5 years as opposed to 10 years. The developmert
of the smaller cogeneration facilities introduces greater flexibility
into resource planning, permitting further development of economic
alternatives to large baseload facilities. Also, an indirect eco~
nomic bemefit to the ratepayer and a cash flow bemefit to the utility
of nonutility-owned cogeneration is that the utility does not have
to raise the capital for comstruction of the éogeneration facility.

Finally, since the cogenerator's facility is not included in '
the utility's rate base and the cogenerator is only reimbursed for
actual power and/or energy gererated, the ratepayer does not have
to bear the costs of any unscheduled outages of that facility.

2. Cogeneration and Resource Planning

Mr. Daines, PG and E Vice President of Planning and Research,
established that the utility's supply plan is "the fundamental plan-
ning (document) for PG and E's expansion," and "represents manage-
mert's best judgment of the plan that (the utility) will follow.™
It provides a basis for scheduling conmstruction and capital expen-
ditures, as well as a means of determing the type and timing of
Zield. investigations, studies and regulatory approvals that PG and E
pursues. The supply plan "influences" budgeting for capital requirements,
including the detailed budget (which covers a minimum of five years).
In short, the supply plan is the blueprint that PG and E utilizes
in deciding how to spend its money on new plant. While not unchange-
able, as Mr. Daines repeatedly pointed out, it is the primary basis
for financial commitments. Therefore, significant financial com- -
mitmeats would not be expected to be made for something which did
Dot appear on the supply plan.
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This Commission recognizes the crucial importance of supply
Planning, and the importance of modifying supply plans to include
the most economic sources of energy before major capital commit-
ments are made to improper and uneconomic choices. Since large,
central station generating plants, such as baseload coal and
nuclear, often require commitments of resources diffieult
To reverse, ten Or more years in advance ot going online, it is
vital that supply plans be continually reevaluated during this
time Irame irn order to avoid wasteful expenditures on uneconomic
supply choices. Thus, it is not enough that PG and E pursue cogen-
eratior development vigorously; it must also be properly reflected
iz the supply plan.
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Zcornomic and Price Considerations
rice Guidelines or Direction
An issue, 2T the outset, is whether the role of the Commission

stould be To direct that a pricizg policy be applied or to aanounce,

rice guidelizes that may be Sollowed by the utility in the exercise‘
02 mazagerial discretion. The latter is consistent with the tradizioen
wacer whick tiis Commissioz operates, i.e., allowing or d.sa--ovlnﬂ
UTLILTY expexzditures, 2ot .diresting management. Ac;or ogly tk
Commissiozn adopts that approach ia this case.
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3. Marginal Cost or Negotiated Price?

Two pricing methodologies were presentec by staff. One
(Exhibit 17) argues that the price should be established through

negotlations, and that the utility should pay up to the marginal

cost (as defined by PG and E's system power values (SPV))ror co—

generation. To the extent that the cogenerator's costs would de

lower than the marginal cost of the utility, this negotlated pay-
ment would be less than the utility's marginal cost.

While a negotiated price might provide some savings to the
utility and the ratepayer in the short run, a second staf? position
(Exhibis 41) argues that 1t would encourage less than the econom=
ieally optimal amount of cogeneration in the long »un. It is
argued that reliance on negotiations 1s untenable due to the
monopsony position of the utlility in the cogeneration market.
Specifically, the utility is the sole buyer for cogemerated
power anéd, thereflore, exercises undue price control. This control
15 sufficient to keep econonically Jﬁstifiable cogeneration Irom

" being developed. '
™3 market condition of monopsony regquires that specific
Commission action be taken (Just as it Is required in the monopely
mamket) to more nearly approximate the price/quantity solution of
a2 competitive market and, therefore, to further the public interest.
To simulate a market solution, price guldelines need to be estab-
lished so that the usility can make & pudblic offering to buy co-
generated eletricity, both firm and nonfirm, at published prices.

Since frll development ¢f ¢cogeneration and generation from
biomass and relfuse-derived fuels 1s of the highest Importance <o
ratepayers and soclety, it Is reasonadble to encourage development
of +hese resources by authorizing the utility to pay its marginal
costs for cogenerated electriclity, 1.e., approxdimate the competitive mé;-ket
solution. Consideration of the cogenerator's costs, as in nego-
tlations, only serves to place the cogenerator at a dlsadvantage
in odbtaining an acceptable price and to delay action on projects.
The nominal amounts of cogeneration online, In the face of much
larger potential, attests, In part, to the 1nadequacj of previous
negotiation attempts. | g
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cost (1.e.,‘ above 100%). Therefore, authorization‘l b,e*’
made at the maximum allowed rate of the full avolded cost, and.
the authorized maximum will mot be  restricted by this Commission
to a lesser amount than the full (100%) avoided cost.

a. Measurement of Marginal Cost

PG and E's system power values (SPV) methodology will be the
basis for determining.prices-ﬁo be paid for cogeneration capacity
until such time as the Commission adopts its own methddology. The
SPV methodology uses avoided cost* to determine values for capacity.*
SPV data in this proceeding is based on the additional capital cost
of 2 combined c¢ycle* plant and such a plant's inherent fuel savings
over current alternative plant options. Cogeneration piovides fuel
savings at least equal to a combined oycle plant as a2 result of
comparable fuel efficiency. Savings alse result from generation using
biomass, since fossil fuels are not required.

bi Energy and Capacity

Energy payments should be based on the avoided cost
co PG and £ of purchasing energy Irom cogenerators, which It other-.
wise would have had to generate or provide 1tsell. At present and
for the mear term future, PG and E's avolded cost fox enérgy will de
derived from oil-fired generation. Thus, as other electrical generation
alternatives become avallable, PG and £ will reduce oll-fired power
Production and oil purchases.

The rapid and successive increases in oil prices reQuire that
PG and Z's actual avolded cost be reflected as accurately and rapid-
ly as possidle in its energy paymeﬂts. Current volatility of o1l
prices makes forecasting difficult, and therefore undesirable. As
current o1l purchase prices are averaged into the inventory price,
averasing introduces an unacceptabdble lag, making Inventories
T00 unresponsive as a price 1ndicator of the utility's avoided costs.
However, the utility's las* quarter” average purchase price of o1l is
a >reasonadble and appropriate measure. Quarterly oll prices
will be z2pplied to the incremental heat rates. provided by SPV (de-
vgloped in the general rate case approximately every two years),P
albng with appropriate other expenses, to establish the priée'offered

to cogenerators of energy. This price will be offered on both a |
time=-of=delivery and average monthly basis, the method of payment

“16-
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2t the option of vhe cogenerator.

Capacivy payments will be established by time~of=day and will
include any appropriate related costs. A customer will be paid for
capacity when 1t 1s delivered on a firm basis during the specified
vime period. For customers delivering during portions of two time
periods, 4t will be necessary for PG and E to establisa eriteria for
determining firm capacity deliveries during the customer's delivery
perlods. These criteria should view deliveries by cogenerators as
comparadble to those by the utllity's own generating plant.

While exact prices to be offered should he developed through
the combined efforts of staff and the utility, the figures below are

Irom staf?l Exkibits and are based on future 1980 cost estimates
made in 1978. ‘ ‘

TABLE 1
AVOIDED COSTS
(EXHIBIT NOS. 17 AND 41)

reriad or
Capacity Factor Enercy Capacity
(mils/kWn) , ($/kW/Mo. )

Sumnmer
On Peak 45
M1é Peak 44
QfL Peak 38

Winter

On Peak 43 1.33y,
Mid Peak 4 - 2.70=
0ff Peak 37 1l

Annual | 37 S s.n

75% (5 years beginning 1982) | 5.25

100% (5 years beginning 1982), 5.67

Capacity value at mid peak 1s higher than on peak because the mid

peak period covers substantlially more hours, which offsets a higher
on peak hourly value; the on peak period i1s credited with a propor=- .
tlonately larger fuel savings than the mid or off peak perilods.

-19-




Time-of-delivery capacity costs (Tadle 1) are based on the
1980 8PV for values to :e:petui:y."' These capacity costs are
nose that would ke derived for cogenerators Irom
Powver gdelivery contracts for cogenerators
will e Zor contract periods of various leagths. Given an indtia
vear of delivery of 1982 and a 20-vear cd"t”aét term,
value iz comstant 1980 dollars, at 1CC percent load factor,
be $8 percent of the perpetuity value (Exhibit 17, Table A-l)-
There-is 2ot cuff;c:e** izformatioz iz vh..s record to restate
aéac;:y values Zor limited Term conTIacts on a time-of~delivery
basis, which is the adopted pricing approack. Therelore, PG and %
22y, iz its price scledule, modily the capacity valves in Table
10 reflect different comtract lengths.
Soxe cogeﬁerato*s may prefer an average monthly price ¢
ezergy and capa Tor very small projeczs, it wouid be
oriate oy PG azd to develop su ek prices as p;*:‘of*'
sczedule based oz averagizg time-of-delivery prices. Io:
projects, average prices should be specific o tze p:ojéct's
Ty Factor and time-¢of-delivery character . Suck average
ices skould be made available.
Tirm and NonFirm
caould be purchased by the utili:? 2T 2
ity's avoided ezergy cost.  TFTirm electricicr
aased at 2 price egual to the utility’'s avoided:
agity costs. i , ,
d. Simultazeous Purchase azd Sale
Tois sec¢ction addresses ounly energy, Zirm azéd znonfirm, which
is co:::actually committed to the utility system by the cogenera-
or. ne Commission recognizes tkat ezergy production for ' /
nanT pc:e:::a_ ¢ogenerasors 1s only one ¢l several co::e:::g - /

econonie considerations. izés the wright 02 the i*dus‘“*

- o B b b——

To designate thkat its ourputr it wiskes to commit

200 : : ltaneous surchase and sale of ang :
porTion oI T Ll : T - e LD S
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. Where the utility's filed rates are less. than the price
that will be paid to the cogenerator or smél%.powé:‘producer,‘a
provision for simultanecus purchase from the utility and sale of
all of the facilities output will further encourage development
of these alternate resources. This provision will alse make |
available more uniform treatment to cogenerators and small power
§roducers in that their total output will be-priced on the same
basis irrespective of their own electrical requirements.

From the viewpoint of the utility and the utility rdtepayer
the providing of the total outpﬁg; capacity and energy, to the
electric system relieves the utility from constructing other re-
sources to provide utility service. ,

The cogenerator or small power producer also has the option
to provide all or a portion of its electric requirements from
its own facilities and purchase supplementary <apacity and ehergy
Zrom the utility. If the facility's dutput exceeds its require;
ments it can sell such excess ¢apacity and energy torthe utility
and thereby reserve certain capacity exclusively for its own
utilization. The cogenerator or smali power producer can also
stbscride for standby service from the utility. |

Thus the two principal options available to the cogenerator
or small power producer are: (1) simultaneous purchase of all
of its electric requirements and sale of all of its capacity and
energy to the utility or (2) purchase of supplementary require-
ments and standby from the utility and sale of‘only its excéés
output to the utility.

e. PG and E's Proposed Limitations
i. Introduction |
PG and T (Exhibit 43) offers, on an experimental basis, to

pay marginal cost for surplus electricity produced f£rom cogenera-

v

v
Vv
/

v
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tion or solid waste fuels. The proposal is limited to individual =
facilities up to 30 MW and a program total of S00 MW. Furthermore,
PG and E proposes to use different criteria for pricing the output of
plants based on size (e.g., less than 10 MW, 10-30 MW, greater than
30 M¥). While this approach is similar to that propdsed‘in staf?
Exhibit 41 to the extent that it offers payment of the full marginal

-

cost, it is impossible to compare the utility pricing proposal

with those of Exhibits 17 and 41, as there is no specific illus-

tration of the marginal cost-based prices proposed by PG and E.
' ii. Size ‘

Any pricing methodology aprlied by the utility should be
uniform regardless of the size of the project or the form of
ownership. Numerous other conditions attached by PG and E to
their offer (Exhibit 43) are unnecessarily restrictive. Moreover,
it should not bYe limited to 500 MW, or be subject to unnecessary
reliability restrictions. In addition, it should not characterized
as experimental. Attempts to place arbitrafy restricfions:on devel- "
opment of cogeneration may distort the market and result in less than
optimal development.

- 44i. Surplus or Entire Qutput?

PG and E should buy all of a cogenerator's capacity and energy
at the utility's avoided costs and sell power back to the cogenerator
+0 meet his regular requirements based on regularly filed rates.

To do otherwise would discourage the development of cost-éffect;ve
cogeneration projects, particularly the more capital intensive
refuse~derived fuel plants. On this basis, the potential cogenerator
will invest only when it is at least as cost-effective to produce
cogenerated electricity as to purchase it from the utility, provided
that the total cost of producing cogenerated electricity does ndt
exceed that of purchasing the same amount from the utility.

The potential cogenerator's decision to produce cogenerated:
electricity and the utility's decision to purchase it should be
based on an aralysis of the altermatives at the margin.

To the extent that the utility-rates-do—not represent the
marginal cost, neither current rates nor total bills will provide
the correct economic data on which the cogenerator can base this
decision. 'However, an avoided cost-based pricing approach does

~21-




provide a more accurate sigoal. This approach underlies these price
guidelines and will ensure thas cost-cffective investment decisions
¢an be made. Tte cogenerator can make an econcmic decision to produce
an apount which makes its total costs equal to the total payments for cogenerated
power from the wtility, so that the cost of producing its last wnit is equal to

the wtility's.

iv. 0ld and New

The pricing approach to be adopted does not diseriminate between
existing ("old™) and new cogenerators. Although some cogenerators
have piloneered in this field, others have delayed, waiting for higher
Prices. To rewa>d those who have delayed, but not those who have
Proceeded, would be ineguitable. Further, no sueh distinction is
zade of other suppliers or customers of the us 1lity. Tor éxample,
one o1l company does not get paid less because it has dealt with the
utillity »reviously and 1s, thus, an "old" supplier. Nor does an “ola"
customer pay a different rate than a "new" cuStomer. Finally, it would
cause distortions in investments and be admindistratively unacceptable
To dlfferentiate between old and new copenerators. Cogenera.t:rs designated as
old would have an incentive, by whatever Deans, to attempt to be redesignated
as new. Parcticularly when additions or partial replacements are ‘made
To old facilitles the designation process would become dirficuls.

For reasons of equity, consistency with the treatment of
other suppliers and customers, and avoidance of market distortions
and administrative problems, the output of all cogenerators (whether
old or new) should be priced on the same basis. Contracts which
are now in force will not be altered by this Order

(unless ~énabling.
clauses have been inserted).

At contract expiration, however, cogenera-

Tors and the utilities should be eacouraged to negotiate new contracts
under the guidelines.

-2l
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v.. Form of Qwnership

Any utility price offering for cogemerated power should not be restricted.
to industrial or coumercial customers. To do so results in the exclusion of the
residential class and precludes third=-party cogenerators, such as Mr.,
Lakeland (commercial) and Mr. Stoddart (industrial), from com=
peting. Any adopted pricing policy should foster competition, not
thwart 1%. DMoreover, to fully develop cogeneration, the option must
exist for Joint venture arrangements or full utility ownershlp, leaving
open the specific econcmic arrangements to be agreed upon between PG and E and -
the customer in specific cases.

Undexr ustil ﬁy ownership, PG and E would directly take the elec-
tric power from the project. Sectilion 210 provisions of PURPA do
2ot apply in the case of utility ownership. Economic térms‘of
such an arrangement will be based, at least in part, on the price at
walenh PG and E buys fuel ffom the customer, L.e., for o1l field
recovery or woodwaste facllitles, and the price at which the utility
sells process steam to the customer. Since these arrangement are, in
essence, Joint ventures between the utility and the customer, project
benelfivs, where costs are less than the utility's avolded costs,
should be shared with the customer. It is anticipated that PG and E
will negotiate the price for cogenmerated power when the project is
partially or totally owned by the utility.

vi. Load Factors; Reliability, Transmission

Pé and £ proposes to base prices on conditions of reliabllity,
load factors and transmissipn requirements. While hovPG and E witness
was offered to explain the rationale underlying these limitations
or their IZmplementation, they appear to be unnecessarlly restrictive.
Sintlar criteria have been roundly criticized by staff for impeding the
development of cogeneration (Exhibit .17, p. 5-4 and Exhibit 41, p. 19).

The argument that customer-operated plants are of less value to

A TS A B ) A T TR Ty RIS, 4T SRS ATy et L et e




¢ and T because of reduced dispatchability has been dealt with by

“‘:e-bﬂs_“g capaclity and energy payments. £af® does not feel that
veliability should be a factor in prices offered cogeneravors. Co-
generation projects are expected to be as rellable as utility-owned
gerneration. IFurther, contracts fox fimm capacity will provide for

legally enforceable guarantees of deliverabillity and reliabllity.

Ts 15 not necessary for the utilisy to £ile with the Commission
speciflic contracts for purchased power fronm cogenerators; however, 1T
1l be necessary for stall =T review contract terms o the extent
reguired to determine compllance with appropriate regulations, in=--

cludizng federal ones over whaich the state kas implementing jurdisdiction. This

matter will be reviéwed when considering final FERC requlations wader Title II

e
of PUR?A.

PG and T should not be reguired to purchase energy Ifrom a co-
senerator durin .tﬁé periods when such nurchasés will result invcosts
greaver :han those obrainable from other generation, including other
purchases. These periods are understood tTo be av times of heavy strean
2low to hydroelectric facilities and low load when acceptance of cogeneration
would curtail lower cost hydro or geothermal gemeration: PG and E's current
practice of limiting the moximm curtailmezt to 600 hours per year should ke
examized iz the light of providing such energy to other California
utilities when not required on its own system. It is felt that such
curtailzents are significant in years of high rainfall. Capacityv
payments, whez applicable, will not be reduced by this provision for

allowing the utility to forego cogenerated ene*gy if ‘and whea lower
cost energy is available.
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4. Standby Rates

Any modification of standby rates for cogenerators should be

cost—justified. A recent examination of these by PG and E, the .
staffs of the CPUC and CEC, and cogenerators (described in Exhibit
17), resulted in a 45 percent reduction of these rates, effective
January 21, 1979. -
Price guidelines authorized by this decision appear to obviate.
the need for changes in standby service since the cogeneraﬁor sells
all of his gemerated power to the utility and puxchases all his
power requirements from the grid. Also, as norsPécific, cost-based
stanc-py rate revisions were presented in this proceeding, there

is no apparent reason to modify existing standby rates at this
time.

5. Should ;ncentiveslse Adopted?
a. Gas Price Incentives

Staff proposed a gas price incentive for cogenerators. The
Natural Gas Policy Act (NGPA) of 1978 (Section 206(e) (3) exempts
cogeneration facilities from the incremental pricing‘provisions
of the NGPA, allowing the Commission discretion in this regard.

wWith respect to the avoided cost of electric energy
payments are to be.made to the cogenerator based on PG and E's
last quarter average oil prices. Ia establishing gas rates
we consider the alternate price of fuel oil for intexrxuptible
customers and electric utilities. Consistent with this approach
and ouxr basis for determining electric'utility avoided energy
cost/we will in future gag rate proceedings consider establishing

a gas rate for cogeneratgsa based on the electric utility's Y
gas rate.
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v. Gas Priority ;ﬁC&ﬁtiV&‘
It may ve apyropriate %o establish a higher end-use gas
rIlority Jor cogeneration. Currently, boiler fuel would be
Priovity 4 Tor bollers using in excess of 750,000 cubic feet of
gas per day and Priority 3 for boilers using 100,000 to 750,000
cudblic feet per day and for wurbine fuel. Richard Myers, a PG and 2
desls* englneer, testilfled that natural gas 1s most desirable as
& Juel as 1t lends Ifself to the designs of most cogeneration
facilit:es. It is also the most favored fuel for air quality con-
siderations. In addition, the Legislature recently mandated that the Commission
staff, <o the extent perxmitted by state and federal law, provide ccgenerators
with the highest possible priority for the purchase of natural gRs as required
by A.B. 524. Iz o concurrent proceeding (Case No. 9642), we will consider
the feasibility of a higher end-use priority for cogemeration.
¢. Rate of Return éonus
A higher rate of return on cogeneration, biomass, or refuse
drojects may maximize the early development of such projects by
PG and . Section 454(a) of the Public Utilities Code allows an
Incrementel rave of return of 1/2% to 1% o be added to the rate
0f returz oz utility investment provided that:  _
z. Whe utility makes 2 showing before the Commission
né the Co***ss-on finds such an Increase Is Justifted;
an ; \
The projfect generates or produces energy from_renewabie
resources; and o '
The profect  will result in a lower ¢ost per unit of
energy generated or produced over %the life(df the'system
than exisving systems usilizing asomie energy, fossil
Suels or natural gas; or
The profect Is determined after public nearing to be
experizmental and to be reasonadly desibued to Limprove or
perfect technology to generate en afa's .-Qm renewahle
resources, or %o decrease environmental pollucion,ior
To lower the unlt cost of enersgy vo utilisy cus om .s.
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The Commission encourages PG and E to c¢consider all such
projects that produce energy from renewable resources, reduce
dependence on imported fuels, will improve technology, producég,
and use energy more efficiently, and/or lower costs TO consumers.
The Commission will accept from PG and E, staff and/or interested
parties suggestions on methods of impiementing the pro#isions in
Section 454(a).

6. Wheeling and Interconnection

Wheeling 1s 2 major concern of some cogenerators, elther
for transmission of electricity to another utility, or the trans-
Wission of electricity to another site of a cogenerator. The primary
argument for wheelinsg 1s to allow free market forces to operate. '
Wheeling 2llows the cogenerator to sell his product to the highest
biéder or To use his power at another faclility where the cost of-
purchasing power from the utility at that other facllity exceeds
the cost t0 the cogenerator of cogenerated and wheeled power.

Wheeling by the immediate utility to a socond utility would appear
o fall under FERC auwthority. (Sections 203 and 204 of PURPA add Seetions 211°
and 212 to the Federal Power Act.) FERC will issue regulations pertaining to
wheeling under the authority granted by PURPA. We thexefore believe that it is
appropriate for us to delay any acukxxon*mmxﬂing ﬂaanx:;emdingiﬁﬂ%?:ulemdk;ng

Furthermore, the Commission feels that the adopted priClng
approach may substantially eliminate the importance of wheeling as
ar issue. Since a cogenerator will be receiving the maximum price
Zrom the utility for the entire output, he therefore would not
need $o wheel within one utility system from the cogenerator's
seneration source %O any other point within that same system.

The proposed FERC regulations regarding the implementation of
Section 210 of PURPA require that interconnection costs be borne by
the cogenerator. With full aveided c¢cost being paid for the cogen=-
erator’'s electricity, any further incentives that would result Ifrox
the utility adbsorbing interconnect costs would exceed the maximum
allowable payment under PURPA.
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TZRC's proposed regulations define "inverconnectlon c¢osts™ as
the reasonable costs of connection, switching, metering, transmission
safety provisions and other costs to an electric utility resulting
rom Interconnected opera lon between an electric utility and a2
qua’ fying facllity. They Ifurther state that each qualifyin fac:lity
must reimburse any electrice utility which purchases capacity or
energy from the qualifying faclility for any':nterconhgctionvcoszs.
These ¢osts are limited to the net Increased ¢osts imposed on an
electric usility, compared O those it would have incurred had It
generated the energy itsell or purchased an eguivalent amount of
anersgy or ¢apacity f=om ancther source.
The proposed TERC regulations also provide that a quallilying
faellity must relmdburse an eleetric wtility which sells capacity
or energy to0 the gualifying facllity for Iinterconnection costs
resulising Srom such sale. This reguirement is consistent wisth
prasens uwtility procedures an frled tariffs.
7. Ratemaking Treatment
I% has been proposed that cogenerators' payments Ye recovered
Zn elsher the general rate case Or the IZnergy Cost AdJustment Clause
(ECAC) proceeding. ECAC now includes recovery of purchased power. 41l reason-
able ¢costs incurred using the price guidelines authorized herein for nonu:;llty
and zonjoint veature cogenerated power (fLirm and nonfirm) will be recoverable
through ECAC, as are the costs of ¢other purchased power. The reasonabieness‘
of these costs, however, will be subject to fuxrther staff review in the
ECAC proceedings To determine ¢ompliance with Comission pricing suidelirzes..
Gemeral vate case proceedings will be utilized vo recover
Costs other than Juel costs when the uTility 4s pars or full owmer of
2 cogeneration or bHiomass-fueled plant, subject to poten 2tlal Ineresses
:n raves ol return as provided for in Publile Utilisies Code SeetZon
<(2). These proceedings are approdriate for the recovery o“\“ nese
eo3TS, singce they involve ra-e bas' rate of “etan evidence;
+7 It 45 well established ¢ omm.ss*on has authority
%o declave, ex post facto, that Lty coasract is ****udeﬁt]and'to

-t

TO determine ir a rate proceedisg whether or 2ot a utility has made sufficient pro-

¢isallow any resultlng excessive costs. The Commission also has'autho“ify
i
gress 1z making advaatageous purchases of emergy. The only novel: aspect of this f

-28-
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droceeding 1s the atvtempt to develop standards to be applied

prosaec:ively. This decision merely prescribes in advance what
sor £ conduct would be acceptable and hence recogni"ed as
reasonable in 2 Zurure rate case.-

8. Applicavilisty so Other Resources and Ustilitles

0L egqual concern 1s the establishment of 2 pricing policy for
purchase of capacity and energy from other alternative
Tating sources, such as solar, low-head hydro and wind, and
PG and Z's efforts To encourage and develop zhesé.“These offer an
alvernative To0 oLl-fired generation and should de encouraged. As
They are Included Iin the classification "Quallfyling Small Power
roduction Facllity” under Title II of PURPA, they will be the
subfect of regulations to be Issued by FERC regarding purchase.,
prices. Since the pricing principles in this decisZon would appear
T0 2pply egually wo all small power production, PG and T also
Zs uthorized in the Intexrinm to huy power from these facilivties.

=
&

rrhermore, the economs prin ,p“es stated in this declision
way Llimited ©0 2G and E. Qther utilities subjJeet to our
Jurisdictlion are similarly expected To apply cthese principles in

The eXxXerclise of their business Judgment.

D. Constrains
.
- -

AL> pollution regulation generally is pe“ce-vna

povential barrier tTo cogeneration development par cula._y
Xern County where the promise for cogenerat 01 L8 great This
perceptlion nrObaa;y 23 related as much o ur cex Talns “ega“d_u
-he‘:nze*o*e asion of existing and proposed regula:i ns as to

aesual ¢con :rain:s.

T




o ® /3
OII 26 * * . . ’

The Commission takes official notice of the passage of
Assembly Bill No. 524, effective January 1, 1980. This bill
changes Section 454.7 of the Public Utilities Code, Sections
39019.5,.39050.5, 41604, 42313 and Section 41515 of the Health
and Safety Code.

This bill instruets local air polliution districets to issue
permits to cogenerators and refuse~derived fuel projects (RDF)
of up to SO0 MW provided that such projects use best available
control technology (BACT) and make every effort to provide neces-
sary offsets, including abating any facilities owned by the
applicant in the specific air basin. A RDF project, with no
other sources in the air basin, may be expected to make every
effort to purchase any available offsets.

The rew law requires the Alr Resources Board, in. conjunction
with the local air quality management districts and the California
Public TUtilities Commission to prepare an inventory by July 1, 1980,
of feasible potential cogeneration projects which could be c¢con-
structed before 1987. The Air Resources Board also must amend
the State Implementation Plans by January 1, 1981 to provide
mitigation of the air quality impacts of such cogeneration or
RDF projects. In effect, this means that other stationary sources
will have to be abated in order to maintain ambient air quality
and to prevent significant deterioration of air quality. _

The law does not specify who will pay for such mitigation,
or which facilities will be abated. A subsequent air quality
decision might require mitigation by the utility for pollution.
from cogeneration or RDF plants which are not entirely utility-
owned, tkus resulting in additional c¢osts to the utility. If this
occurs, the Commission should reexamire the level of capacity
payments made to cogeperators and allow an adjustment of such
payments to reflect PG and E's added costs. Since marginal cost
methods include pollution abatement in plant costs, capacity pay-
ments effectively compensate cogenerators for similar costs. If PG and- E,
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not the cogenerator, absorbs these costs, the marginal cost may
have to be adJusted to reflect this change after the ARB and the
local districts publish the mitigation regulations in June, 1581.

During this proceedling, the Ailr Resources Board witness,
Mr. Rudenstein, testifled at some length regarding ARB's inter-
pretation of regulations intended to promote cogeneration. To
further clarify the impact of air quality regulations on cogeneration
development, the Commission should institutionalize the relationship
vetween Commission and ARB staffs which was initiated during these
proceedings at the direction of Commissioner Dedrick. Moreover, the
Executive Director should assign staff to this function on a perman-
ent basis. In this way, any required changes Iin air quality legis-
lation or rules can be identified and'vigofously pursued by the
Commission. Such action is essential if the process of identifying -
cogeneration potential and establishing broad goals for its devel-
opment is to be successful.

2. Tuel Use Act ,

0ff1ctal notice is taken of the Power Plant and Industrial
Fuel Use Act of 1978, P.L. 95-620 (42 U.S.C. Sections 8301 et seq.),
hereinafter referred to as "FUA™ or "the Fuel Use Act™ and the
implementing regulations proposed by the Economic Regulatory
Admingistration (ERA). The Fuel Use Act and rules restrict the use
of natural gas and oil as 2 primary energy source by powerplants
and large industrial facilities known as "majof‘fuel burﬁins:instal-
lations” (MFBI). The intent of the Ae¢t Is £0 promote the use of ‘
coal and alternaté'ruels in order to comserve our natural gas supplies
anéd reduce reliance on imported petroleunm. |

While the restrictions apply both to existing and new power-
plants and MFBIs, they are nost stringent with respect to new’
facllities and the use of natural gas. Facilitles consistihg;of a
boller, gas turbine, combined cycle unit, or, additlionally, in the
case of an MFBI, internal combustion engine, are covered by FUA I
each such Zndividual unit consumes fuel at a heat input rate of
at least 100 million BTIUs per hour, or 250 million BTUs per hour,
1L the units are aggregated. The Fuel Use‘Act may have less 1mpa¢t
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on the Kern County oil flelds ‘because the ERA has proposed to
exclude steam generators used in enhanced oil recovery operations
from coverage under the Act. (See 10 CFR Sections 500.2(a), definition
of MF3I.) It is not clear from ERA's proposed‘rules, ho&ever;that
the Act does not apply to cogeneration in the oildfields.f

The statute and implementing rules providevfof a'permanent
exemptlion for cogeneration facilitlies otherwise subject to these
restrictlions. (FUA Sections 212(¢) and 312(¢); 10 CFR Sections
503.37, 505.27, 504.35, and 506.35). It should be noted, however,
that the exemptilion is discretionary with ERA, and the cogenerator
aust pevition ERA and sustain a high evidentiary burden in order
to obtaln the exemption. |

The statute requlires the petitioner to show that economic and
other denefits of cogeneration are not obtalinable, unless natural
gas or oil (or doth) can be used in the faclility. (FUA Sections
212(¢) and 312(¢).) The proposed regulations (10 CFR Sections 503. 37
and 505.27, 44 Fed. Reg. 28950 at 28965-28966, 28994-289953 and 29014~
29015, May 17, 1979) require the petitioner to demonstrate that
the oll or gas to be consumed by the cogeneration facility will e
less than would otherwise be consumed without the cogeneration
facllity, over and above the savings that FUA would achilieve. The
petitioner may Iinclude Iin these caleulations displacement of oil
or gas over a ten-year perliod which otherwise would be burned by
the electric utility purchasing the cogenerated power. All of this
Information must be provided in 2 complex document known as a
"Fuels Decision Report™ submitted as part of the exemption potition.

I the petitioner cannot meet the durden of proof with respect
to the oLl or gas savings, an exemption still may be granted
under 2 public Interest test, based on such factors as the use of
2 technical Innovation. Nevertheless, even Lf the petitioner meets
the basic c¢riteria for the exemption, ERA, in its disc"etion; can.
refuse to grant an exemption.‘ In addition, exemptions, includzng the
cogeneration exemption, generally are subject to other
requirements, such’as a showing that use of a mixture of natural
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gas or oll and coal or an alternate fuel, or the use of a fluidized
bed combustion method for coal or an alternate fuel, is not economi-
cally or technically feasible. (FUA Sections 213 and 313.) ERA also
' can attach other terms and conditions to arn exemption, including a
cogeneration exemption, and has so provided in its regulations.

The Commission has filed comments with the ERA criticizing the
restrictive treatment of the cogeneration exemption and urging that
changes be made in the rules to promote cogeneration.

E. Inadequacy of Performance
1. Introduction

PG and E's development of cogeneration has been characterized
by & minimal level of management support as evidenced by a low level
of commitment of resources, inadequate pricing and insufficient
staff. An examination of the process through which cogeneration
developrment is reflected in the utility's resource plan (as described
in the record of this proceeding) very clearly demonstrates management's
view that cogeneration is a ninor resource with minimal recognition
in the resource planning process. While management has identified
significant cogeneration potential as early as 1977 (Exhivit 11),
there 1s no direct link between identification of this potential,
iﬁs appearance in the Quarterly Report, and its ultimate considera-
tion in the utility's resource plan, whereby funds can be budgeted |
for its development (TR/612-625).

The apparent rationale for this minimal level of support is
PG and E's lack of experience with cogenerdtion development,
according to Nolan Daines, PG and E Vice President of Planning and
Regeaxrch. He asserts that additional funds and staff would not
at this time stimulate cogeneration development as much as would
an increase in utility experience over time (TR/580-581).

PG and E's stated obJjective 1s to:

... develop available co-generation potential that
is technically feasible, meets all environmental
and regulatory constraints, is economically and
technically competitive with non co-generation

alternatives, for which an agreement can be
reached with a willing customer. (Ex. 1, p. 3.)
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Sasecd on ke regord In this proceeding, it Ls clear that G a.d 2
225 20T aggressively pursued this oo‘ect‘ve. Although lumber ""’s,

e e g

1 Tlelds, and large natural gas customers n2ave been recognized for

thelr cogeneraticn potential, there has been no priorizizing oI
cevelopment by class of customer (TR/571-572).
In assessing °G and Z's commitment to cogeneration, Thal

Was

Jollowing nave beexn consicerec:

Adequacy of pricizng;

Commitment %0 wheeling to encourage
cogeneration;

Identificatioz of potexntial through data
col-ect_on;

Contact Witk cogenerators to discuss pricing,
exemptioz yprocedures, azd options o
eacourage development;

Tion of data on cogerzeration in

Ueiliza
Lanziag process;

tle p

adequacy of stalfing;

of ownership of potential cogeneration
ies impagting development (e.g., whethe
-owzned facilities ar "“du’ Zavored).

2. Resource FPlanning

It is clear Srom the record that even the most Promisin

cogeneration potentlial (e2.8., 2 large natural gas user) may-not Jin
Ltseld izn che utiliscy resource plan. This plan rellects ~anagezent*s

Q7 wnatl may De undue caution in redresenting the :ezér;
uec_no*ogs, not inmdividual projects (TR/S66, 622-3, 581-2). Further-
uo--, an Inqustrial cogenerator with signilicant internmal reguire-

r not be regarded as an additional source of supply = Q Tze

ut oaly as a reduction in load (TR/655) - providing lissle

incentive 0 the potential cogenerator '
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Mr. Daines indicated that cogeneration was first included in
PG and E's resource plan in 1978 (TR/602). It was identified for
the second time In the resource plan in Januvary 1979. Although
1,000 MW o cogeneration are under c¢onsideration, only adbout half
of these (LQT MW) have been .included in the resource plan.for.
development by 1685. It does not appear that management's initial
recognition of signiricant cogeneration poteantial (3,150 IW), as
expressed by Mr. Shacklefoxd in 1977 (Exhidit 1l), was adequately
pursued for coansideration irn the resource plaxzning process (TQ/614—617),

3. Pricing Practices

Stafs has criticized PG and E's past practices with regard to
prices offered existing and prospective cogenerators for energy
and capacity. PG and T itself abandoned those earlier practices
wita the offer of its experimental price in this proceeding. While
reflecting an apparent improvement in PG and E's attitude, this
Commission recognizes that there is substantial evidence that
PG and E has shown little vigor la this area.

The w»ecord reflects that PG and T has not treated cogeneration
as a promising major resource. This management attitude is betrayed
by the appezrance oI larger amounts ol cogeneration In the resource
plan revision oprepared during this proceeding. One wonders what
would be the status of cogeneration if more effort had been applied
earlier. '

The Znadegquacy of the price offering is confirmed Iin tae
record by the interest of the various parties In wheeling. The
immortance of wheeling as an alternative is inversely related
to the utility's willingness to pay a reasonable price for purchased
cogezerated electricity. Ironically, .there is no evidence that
PG and £ has even been williing to whkeel. | '
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Stalling

The Commission sheres ssaff's coacernm that PG ané S's personze

commitment has veen Lnacdequate to reasonadly deterxine the exstent
£ <he cogeneration resource, given tne gpparent complexity of

cogeneration oro#ect cevelopment a2né design.

welfing assignrments rellect the company attitude Trat
cogereration is & z=inor supply option. Thls is shown by the
Testimony of Richrard Myers that design JTor company-owned drojects
is performed by one Iull tizme engineer, Iwo part time engineers,
and pernaps ancther engineer With scme support stalf (TR/LE2).

Y. Myers indicaves that

In 2ll of the profec_s /Fe nas/ ew “"ated %o dave,

/Fe nas/ found a minimuz of sImilar charscteristics.

(Ex. 3, 9. &.)
The lack of similer characteristics would appear to require increased
stalil support. Walle This stalfing level may have been adegquate
T0 nandle tne pace that 2G and T has set Jor itsell, based on its
ricing praczices T Ls clear that additlional supsort is *ecuired
LT the pece of project cdeveleopment Ls to be accelerated.

PG and I indicated that while their present stall is adequate

for the 457 MW of cogeneration projected for development in thel
upply plaz by *98:, 1t zignt not ve adequete Jor the 1,000 MW
veing discussed -~ and that consulitants might de reguired (TR/5TL).

5. Cozvact with Fovtential Cogezerators

=G axd I 2as adéressed =tz cosene:ac‘e 5ote:::al ¢ 1ts laxge

atural gas custvozers. ke recoxnd 15 clear that zatural 5a§ iz a
pre:iun Svel fex cogoneLa::o Tureses. I: dllows Sor the zZost rap
design ané wmplementation ¢f coge:e:atio: (T2/5e6). It is t2e most

favozec Zuel for aix qualitv cozsiderasions (TR/521). Given 5G azd
own ¢aleulation of substaxntial poteztLal in taese cusTomers, Taese
Tacts and circuzstances combine TO Suggest Tzatv zatural gas-Inred
cogezeration should de pursued vigorously. Zowever, TAS ITeCOore S20WwS
Taat FG and I R2as approacied aatural gas Sueled cogeneration projects
very cautiously, as evicescec o7 The Testizony of Mr. Meyer regaraing
) pace ol cevelogment.
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In 1577, PG and E's Senior Vice President in charge of electricity
suprly, ton W. Shackellord, testified that PG and E was aware of
3,150 MW oI cogeneration potential in its service area (TR/5259 in
Appl. 55509/10). Mr. Shackelford based his testimony in part on two
detailec PG and E documents, one showing eleven large "Cogeneration
Potential Projects Waere Discussions Have Taken Place! (Ex. 13 in
tais proceeding) and one showing 46 smaller "Netural Gas Users as
Potential Cogeneration Projects” (Ex. 1l in tais proceeding). The
list of 46 potentiai cogenerators using natural gas was developed by
G and 2 in 1975 (TR/5218 of Appl. 55509/10). Both lists identified.
specific potential cogenerators. The fate of PG and E's list of
L6 potential gas cogenerators is particularly revealing. After
hurried review, Mr. Meyer admitted that four yvears later PG and E
was studying only eight of the 46 potential cogererators (TR/995-996).

Although the record shows 12 large natural gas customers alreadj
have cogenerated to some extent, there is still significant additional
potentlal capacity (TR/942-51). The Commission agrees that these

envivies, already familiar with dogeneration, appear to ve the nost
iikely candidates for additional development. A qulck calculation
oI the potential of the 12 indicates that from these sources alone,
2¢ and Z nmight be able to equal the 497 megawatts of cogeneration

included in the resource plsn by 1985. How has PG and E proceeded?

We are taxing a look at cre oI taem, which is

C & K Sugar. We are talking to three more, with ]
regard to a possible exportation (sic) of cogeneration el
potential. (TR/953-54.)

It I1s clear that PG and E has had the opportunity for years to

Pursue cogeneration projects with large gas users and has failed %o
do so.




Heasozable Development Goals fox Cogemeratio

1877, ¥x. Srhackelford testified that 26 and I was awaze of
2..20 MW o cogeneration »otential in its service area.
a=d Z's stated corporate DOLlicy is that
--- cOgex : wion will be an iz reasing exd
comiimuizg resouxce thavt we will e develoning
azd b““ns'“s into our *esou*c# p’a“,;“g oun
resource prograzs. (TR/ witzess N. Z. Daines)

T

<t Spivte O recogmized povtential and a stated »olicy TO pursue
1Ts development, there is a clear lack of usilicy efforxt %o develod

o oy

These resources. PG and E has 2ot made reasonable 22%orts TO pursue cot-“e"ﬂ-‘ o
potential and avail itsel? (and uvltimateler its *atenave“s) 02 whe
obvious benelits of cogemeration. We have repeatedly put PG and =

o0z 2otTice that we expected it TO pursue cogezeration vigorously.

70 the extexnt that it nas 20t dozne so, it has slowed the pace of
cogeneration development 'in its se*v.ce territory. AL r»ase of
TeTuxm penalty, as Tecommended by the stafl azé IIT, 5~ve' the

-V“

evidentiary record, is warranted despite 3G azd Z's most
recent eXZorts to change the recoxrd of poor nerformaznce.

e Commissiorn expects PG and = wo fully exploit the povezsia
fox tze ecoxnenic development of c¢ogerneration as quiekly as pcss;ble.
Suck actioz will zeduce the zation's depexcdence on oil axnd, oy
Dodifying Tke wTility's resources plaz, Ieduce the zeed Ior new

- a
-

lazge utility gezerating plants.

Table 2 whick follows is based oz svtall recoxmencdations in
Tadle 3=1 of Exhibiv Neo. 17, xnodified to rellect the added stizulus
waick mesulss fooz these price gu:ce;;nes: |

The zuzber of contracts signed L5 To Ve used as a Tougkh indicato:
0L <The exncouragezent 0L cogezeration develoszent, giving :eﬁog“~~~o-
TO The fact That Two TO three years zay ensue belore prolject co*e*“"c—

ey
Tioz is completed.
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TABLE 2
EXPECTED MW OF NEW COGENERATION

TO BE IN OPERATION OR UNDER CONTRACT
FOR ¥UTURE OFPERATION

Contracts Signed

by End of Year Megawatts
1980 600
1981 400 Additional
1985 1,000 Additional
1985 2,000 Total

Air pollution barriers may serve to reduce these expectatidns
as could federal DOE regulations under the Fuel Use Act, as dis-
cussed above, which may limit the use of natural gas and petroleum
fuels. However, this Commission is aware of extensive state and
Zederal efforts to remove these barriers to cogeneration'develop-
meat tO the extent possible and reasonable. PG and E will be
reguired to report their success in meeting these expectations

and, if unsuccessful, explain why projects bhave not reached the
cortract stage. '




F. Auxilia.y Power Sources

?C and E proposes ToO utiliz ‘.He auxiliary power sources (APS)
0L Lvs ¢u :o"e*f in a tnree-yea:sgxperimenuax program. A customer
will be paid $20/xW/year of avallable capacity plus the customer's
out-of=pocket costs for *eolac*“ fuel used In a customer's APs;
when operaved a2t PG and E's request. PG and I will call for the
operavion of APS during periods when reseprve margins are so erssi-
cally low that, without the use of APS's and other emergency
sources of load and load recuction, blaékou°' could occur.

The stafl nas recommended that PG and I be auuho ized TO pursue
itvs experizental progranm for the deve_ocment o’ these sources. Unlike
¢ogeneravion, there 1s a valld "experimenta;" purpese to Thls P00~
gram, since the degree of rellabllity of thesé sources for use as
Deax »ower Ls uwnlknown.

2G and £ should be authorized To pursue its program at the 'price
incentive levels proposed. r“h.is, shouwld not.be construed as a
1zzftasion on DG and I's discretion to take any other steps deemed
necessary to the development of a valid study on APS. Spec‘fically,
PG and E should nave the dlscretlion to pay hlgher than the proposed
orices, 42 Lts business Judgment SUPPOrts such a result. Additionally,
it should expand the program to include more than the 100 MW geoal
12 prograxm results appear o warrant such an expansion.
Findings of Taet ,

l. Cogenera:ion vechnology can contribute significantly o
fuel elflciency in the production of electricity and. steam ané
neav.

2. Cogezneration can contridbute significantly to meeting
electricity needs in the PG and E service area in the near ané
Toreseeadle future and therefore has the potential To reduce ¢

ntl ig~-
nificantly 2G and E's need To construct @eneraving nlants. S

3. Cogezeration -0Zfers many benefits to PG and E's ratemayers,
including the resource planning advantages of diversification and
reduced lead time resulting in earller operational dates. AddL tionally,

cogeneration results in fuel efficlency and reduced reliance on
Sorelgn Iuels.
=40-




4. Zlectric generation from bhiomass and refuse-fueled power
production s 2 state and national policy directive. Priée sutde-
lines for cogeneravion, established by this order, should apply
equally to small power production facilities using these fuels.

5. The use of marginal costs approxinases the competitive
marxetplace. Such pricirng will encourage the development of cogen4'
eration, biomass, or refuse-fueled electricity.

6. 2G and E's systen power values are a representation oL the
u:ii:ty's avoided ¢osts and are an acecaptable neans of pricing
capacity until such time as a marginal cost methodology is adopted
by the Commission.

7. Capacity payments should be offered for any coatract to
sell firm electricity to the utility.

S. The value to the utility of electricity generated oy
cogeneration, as well as by blomass and reruse-derived ruels, varies
with time of delivery and whether the power is firm or nonrirm.
Prices shouid reflect these differences.

9. The lim<tations contained in PG and E's experimental
cogeneratlon »roposal (Zxhibit 43) are not supported by evidence

and are refected. PG and I will develop price schedules as ordered
in this declision, after review with our starf.

10. It Ls reasonable to purchase all of a cogenerator's power
and thex sell power back to the cogenerator at nondiserimin tory,
Tilled tarilf rates.

11. The limIitation of the authorized, aveided cost-based prices
$¢ new Installations may punisk the prudent and reward
taose who nave walted for additional benefits. As it is inconsistent
with the treatment of other suppliers and cusstomers, it Iavites
distortions and administravive problems. Current contraets should be

rewrlitten 2s they expire to conform with shese pricing policles, or
be renegotiated Lf the contract makes provision for thls.

2. The price for cogenerated power should be negotiated on
projects which are partially owned by the utilivy. '




13. A modification of standby rates does not appear necessary

e_-: -o-\n-ls -k !

W e -

4. Reclassification of cogeﬁe*auion Sacilities for gas »r

purposes will te considered in the ¢oncurrent proceeding, Case No. 9642;

Since we zave recommended the purchase ol all cogenerated L
Zéad sosT price lewals, there should 20T be any ecoromic
elizng to ome point to another within PG and E's service azéa.
urchased power expensses lacurred pursuant '
on and a2uxiliary gower srograms are appropr*a.ely'.ecovered \
rates. Investment and exvenses Incurred when the utllity is
< or Sull owner of cogemerstion or small power productlion operations
ave aporovriztely recovered L“ general rate proceecdings, at which time ,//
The rate of return vrovisions of Sectien 4S4(a) can de considered.
17. Sne 2UC stafl should continue SO werk wish the AR3 stall v
0 identify and resolve air pollution issues relatiag To cogeneration. f
18. PG and I aas 20t prioritized cogezeration candidates by type u/”
or class of customer based oz thelir cogeneration potential. ) '
19. oG and I's resource plans to date have 20t reflected the 7
cogezeration poteatial it has recognized on prior occasions.
20. 2G azd I has not staifed ivself to adequately pursue the —
cogezeratioz potential it recognized as existizg iz 1977 (3,150 MWy,
r mizizmuxm level of 2000-3000 MW whick has beexn idezntified irn this
record as ¢urreztly available, but rather has stalied itsell to achieve
ozly <97 MV of this poteatial cogezeration iz its resource plaz by 1885,
2l. Large zavural gas customers offer great poteatial as
cogezerators.

22. 0Qf the 46 largest natural gas customers haviz
cogezeration poteatial (so idexntified by PG and § in 1
zave bYeea approacked by PG and T a:d'se:idusly pursued *e:a*d
Dossibilizy for cogeneration.

g greatest
%)

9 , on
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23. PG and E ¢an enter contracts for the amounts of
future cogerneration capacity expressed in Table 2 herein.

It is reasonable to expect that minimal level of performance
£or PG and E. '

24. Awciliary power sources are suitably the subject of an
experimental program. The program should be pursued as proposed
by PG and =. o

25. Trere is justification‘fc: 2 gas rate incentive for
cogeneration which is consistent with the avoided ‘cost pricing
approach. o

Conclusions of Law

1. PG and E is authorized tc'pursue cogeneration based on

authorized enexgy payments for purchased energy and authorized
capacity payments for purchased éapacity, each at the level of the

utility's full avoided costs.

2. There is an urgent need to stimulate the pace at which
cogeneration capacity is developed and to achieve that end most
expeditiously, the following order should be effective Ehe'date
of sigmature. | -
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INTERIM ORDER
IT IS ORDERED that:
l. Pacific Gas and Electric Company (PG and E) shall within
45 days publish and provide to all potential cogenerators a schedule
of its full avoided capacity costs as defined by system power values
and appropriate related costs. |

2. PG and £ shall within 45 days and each quarter thereafter
publish and provide to all potential‘cogenerators a schedule of its
full avoided energy costs, based on the prior quarter's average
purchase §rice of oil to PG and E plus appropriate related costs.

3. PG and E is.authorized to offer to purchase at the above
rates all power produced and delivered on firm contracts to the
bus bar by cogenerators. Nonfirm purchases shall be authorized at
the avoided cost of energy to PG and E at the time of-delivery;

i.e., on-peak, mid-peak or off-peak. Capacity and energy payments
will be authorized on a time basis, whenever feasible. An equiv-
alent, average monthly'rate alse is to be available.

4. PG and E shall file a schedule of prices to be paid to
cogenerators including proposed contract terﬁs andqprovisions‘for Pur-
chased cogenerated electricity.

5. PG and E shall mail copies of their fhtedules of -full K

avoided costs for energy and capacity and proposed contract terms

to all existing and identified potential cogenerators within 45
days.

6. Sales to cogenerators for all their intermal needs will
be az .filed rates.
7. Cogenerators who elect not to sell power to.PG and E on

firm contract and who supply power for all their internal needs
shall remain on filed standby rate schedules.

8. Curreat contracts for purchased power by PG and E will
aot be affected by this pricing policy unless so provided foxr in
the contract. Except for cbntrécts in force, no-distipction shall
be made between 0ld and new sources.

4 3=
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. 2G and D will zire a consul.ant to estimate coseﬁe“atzon 7~
Dovenzial to L¢SC, and o develep icextification and ax omgoix

voaclking systexm Zor use by PG and I, regulators and interested parties.

Alternatively. FG and I zay withi=z &5 days present a-plax wheredy th

Py
a2ove caz e accoxmplisked b7 thelir own stafl o with zinizal outside
" assistazce. |

0. =G axé = will maiztain a list of 2ll kown projects zoT
-— J‘—p.

Fet paxt ol the Quarverly Project Status Report axnd expand its status
sepoxt To include szall power producers.

il. G anc 2 will esTtadliskz a special vask ’o“ce To idextily,
surste, anc report oz oil Iielc recovery projecss.

2. 2G az¢ Z skall assist cose:e:ators iz obtaizing curren
wowledge of pollution coztrol azd emvirormental regulations.

W i e

G azd I shall assist cogezerators iz cbtalizing cosTt-justified

pollution contzol tracdeolfs as appropmiate. FG and I oskhall within
L5 cdays prepare z fizancial azmalysis poogzaz for the confidexnvial

i i Chy
use oI, cogezerators in thelr cost/dvenelit armalyses or. altexzatively,
within 45 days »resent a »laz for complesizng suck 2 p*os:a:- ‘
2o TG ané T is directed %o file 3 Droposed gas Tate incentiv

-y -
- A -

Sanilf to e reviewed in <the next gas proceecing for cogeneration

onsistens witih The avoided ¢ost principal develoved in this Pxoceedin

- ot vhuie wi W'
“e-"ﬁifzrgbov~cec -*—se§ loz &5~§s)
Fpis AR «i::;;§333>’f;§es—v*’€;ve e
< 2 '/- "\e/ s‘v/ ) on
hv-__. N ut;,;:E’ ext proposalsiior ;no_e:ez*a,_o_

““‘s section.

/6€;§3 II N¥o. 26 shall memain opex.

elfective date oL whis oxder is The date zereol.

Dacec’. DEC 18 1978 , San F:a:.c:l.séc, Califor=i
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Appendix A
Highlights of Proposed FERC Rulemaking
on '
Small Power Production and Cogeneration Facilities
(Docket RMTS-55)

The proposed rulemaking regarding the Implemensation of PURPA,
Secsion 210(2) was issued October 18, 1979 and comments are to be -
21led by December 1, 1979 y

' SUMMARY

. "The proposed rules provide that electric utilitlies must purchase
electric energy and capacity made available by qualifying cogen-
erators and small power producers at a rate reflecting ﬁhe ¢cost that the
purchasing utility can aveld as a resuls of obtaining energy and
capacity from these sources, rather than generating an equlivalent
zmount of energy l1tselfl on purchasi ng the energy from other suppliers.
To enable potential cogenerators and small power producers to be
able to estimate these avoided costs, the rules reguire electric
utilicies ¢o furnish data with regard to present, and future costs
of energy and capacity on their systens.

"These »ules also provide that electric utilities must furnish
_electric energy to qualifying facilities on a nondiscrininatory |
basis, at a2 rate that is Just and reasonable and In the public
interest, and must provide certain types of service which may‘be
requestved by quél‘rying faclilities to supplement or back up those
facllitlies' own generatlon. .

*The ™:le exempts all qualifying cogeneration facllitles and
certain qualifying small power production facilities from rate and
certaln other regulations under the Federal Power Act, from the

. provisions of the Public Utility Eolding Company Act of 1935 related
to electric usilities, and from State laws regulating electric
ubility rates and financial organization.

"The implementation of these rules is reserved to the State
regulatory. authorities and nonregulated electric utilities. Within
one year of the issuance of the Commission's rules, each State




0

regulatory authority or nonregulated utility must implement
these rules. That implementation may be accomplished by the
issuance of regulations, on a case-by-case basls, or any other
means reasonably designed to give effect to the Commission's
~ules.
"The Commission observes that thls rulemaking represents

an effortc to evolve concepts in a newly developing area within
igid statutory constraints. The Commission is attempting to

Tord broad discretion to the State regulatory authorities and:
nonregulated electric utilitles in recognition of the varlety
of institutional, economic, and local circumstances whilich may be
affected by this proposed rulemaking. In this regard, the
Commission seeks the fullest range of comments on the legal
authority of proposéd Commission action, and on the technical
and practical aspects of the proposals set forth In this rule-
making.” ,
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25 » : Appendix B
Glossary

Auxiliary Power Sources (APS) - Electric generating facilities
located orn nonutility company sites, designed to be used in the
event of an outage on the local utility grid.

Average Cost Priecing -~ The pricing of electric service designed
t0 recover the total costs on a system in order to make total revenues
(Zncluding rate of return) equal to total c¢osts. Total ¢osts are
vased on cost as recorded in books of account and forecasted to be
recorded in such accounts. | .

AvoZded Costs - Avoided costs are thosé which & utility would
ineur, dbut for the purchase from another source of energy or cabacity
or both. It can include both the fixed and/or running costs om the
utility system which can be avoided by such a purchase. '

Baseload - The minimum continuous load on 2 power system over
a given period of time.

Bionas Conversion - The process of conversion of plant materials
sueh as wood w ste, rice hulls, walnut shells, etc., Into electricity
or energy. ' )

Capaclity - Maximum power output expressed in kilowatts or
megawatts. -

Capacity Tactor -~ The ratlo of average load on a generating
resource to its capacity rating during a specified periocd of time
expressed in percent.

Cogeneration ~ The sequential production of electricity and
beat, steam or useful work from the same fuel source.

Combined Cycle - Waste heat from a gas turbine topplng cycle
is utilized for the generation of electricity Iin a steam turbine/
generator system, therebdby increasing the efficiency of heat utili-
zation.

Firm Power - Power available at all times during the period
covered by the commitment, except for forced outages and scheduled
maintenance., Firm power is provided with suffic¢ient legally
enforceable guarantees of deliverability to permit the purchasing

electric utility to ayold the need to construct a_generating.unit,'
to bulld a smaller and less expensive piant, or to purchase less

1

o T, Sp——— 3. o por— o~

- v, et




QII 26 =

fira power Irom another utlility. -
Kilowatt (XW) - An electrical unit of power which equals 1,000
watts. | _ )
Rilowatt-hour (XWHR) - A basis unit of electrical energy equal
to the use of 1 kilowatt for a period of one hour.
Load - The amount of electric power delivered to a given point
on a systenm, or total amount of demand on the systenm. |
Load Factor = The ratio of average load to the
2 specilfied period of time, expressed in percent.
Marginal Cost Pricing - The pricing of electric service designed
To equate the rates for electric service with the marginal costs
ol that electric service. ) |
Marginal Cost - The change In total cost caused by a change
in output. Marginal cost can also be understood as the‘add;tional
cost o producé an additional unit of output, or the savings from
producing one unit less of output (L.e., avoided cost).
Monopoly ~ A market structure Iin which there are many buyers
but only one seller. '

Monopsouny - A market sitructure in which there are many sellers
only one dbuyer. '
Nonfirm Power - Electric power avalladble as surplus only, which
is supplied by the power producer at his/her option and can bde
interrupted by the power producer (or large) at will.

Peak Load - The maximum electric load consumed or produced
in a stated period of time. It may also be characterlized as the
minimum instantaneous load within a designated interval of a
stated period of time

Refuse-Derived Fuels - Fuels derived from municipal waste
used as fuel for electric energy production or low BTU gases from
sewage treatment plants for use in turbines. |

Reserve Margins - Extra capacity available to: 1) meet
anticipated demands for power; 2) serve load in the event of a2
loss of geaeration~resu1tigg from an unscheduled outage. Reserve
margin is the ratio of excess capacity to antitipated peak load
expressed as a percent.

B-2
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Spinning Reserves - Reserves that are operated at less
than the rated capacity so as to provide immediately available
capacity to relieve imbalance on the system.

System Power Values (SPV) - PG and E's model o2 the marginal
costs of additional capacity and energy, based in this case on a
combined eycle plant as the marginal plant. :

Values to Perpetuity -~ The costs (values) to own and operate
2 gererating plant for an infinite number of years, assuming plant
replacement at the end of its useful life. Values are then
levelized to the initial year. |

Yheeling - The use of transmission facilities of ome utility

system to transmit power TO another system or between customer
facilities within a single utility system.
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Commissioners John E. Bryson and Richard D. Cravelle,
dissenting in part: -

By our signing the principalﬂdecisioﬁ in this matter
today, we have indicated our agrecement with other members of
the Commission as to the great importance of cogencration as
an alternative energy source, ‘as to the general principles
which should guide Pacific Gas and Electric Company (PGSE)
and other uvtilities in negotiating contracts with potential
cogenerators, and as to the PGSE's disappointing performance
to date in tapping the potential of cogeneration. There is,
however, one significant point on which we differ with other
members of the Commission. ' '

We beliecve that the principal benefit which can accrue
to the public utilities and the ratepaying public from full
exploitation of the potential for cogeneration is a reduction

in the utilities' own géncrating capacity reguirements. As
~the principal decision in this procccding makes clear,
cogcnc*ato*s will be cncouraged to makc available to the

o, tr e e

tility ‘quantifids cithd® 6¢ Chorgy or 6F both ¢ energy and
capacity. It will be much simpler for the cogencrator to
commit only its eoxcess energy output to the utility, without
committing to any fixed level of encrgy production for the
vtilicy's uwse. In this event, of course, tho cogcncfacor
will not be cntitled to capacity payments, but only £o
compensation for quantitics of energy provided. Even so
we believe that many potential cogencrators will hesitate to
commit their capacity %o the utility's disposal when they
.can qualify for encrgy payments under the simultancous
purchase and sale provisions of today's decision without
such a commitment of capacity.

It can be argued that the commitment of ‘many cogcncrators

%0 the product;on of enexgy £or their own use, thh the
excess to be-provided to the utlllty, amounts in prac¢tical
terms to the provision of added generating capacity to the _
utility system, with a corresponding decrcase in the utility's
need toO construct new capacity of its own. This is surcly
true to an extent, but that extent is unccrtain; Marginal




generating capacity is nceded to meot cmergcncy situations.’
We cannot predict how much enexgy cogenerators, whose capacxty
is not committed to the ut ility, will be able or. w;llxng Lo
provide for the utility's use in the event of an emergency
¢cnexgy shortage. _
The principal decision in this case provides for simul=-

taneous purchase of all the cogencrator's electric regquirements

rom the utility and sale of all its electrical output to
the utility, whether or not the cogenerator is also seiling
its capacity, i.e. committing its output, to the utility.

we believe the priaciple of simul“ancoue purchaee and sdlc"

is appropriately applied only to cogenerators who havc
committed their capacity to the utllxty system., This commmtm;nt
properly entitles them to compensation, at the utllmty s

full avoided cost, for all energy which they generate, oven

for their own use. In contrast, the cogenerator who is
unwilling to commit his generat lwg capacity to the utllxty s
disposal should be entitled to payment at the level of full
avoxccd cost only for the energy which it actually provides
%o th llty = its EXCcess output.

o

I“plemen tion o“ thu simultancous purchase and salc

concept in this limited manner would provxdc greoater 1nccﬂt;ve
to potentzial cogenerators to commit firm capacity to the !
public utility system, thus more ¢learly obviating the nccd

Lo construct more central power plants at ratep

San Francisco, California
Qcecember 19, 1979




