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OII 26 'M<!:. • I N TE R I ~! o R D E R ------- ____ .w-

I. Introduction 

By Dec!.sion ~o. 89316 1::l A'O-olicat1or. Nos. 57284/5, this CO::":.l!zsion /
o~de~ed ?G ~d E :0: 

1. ReView all options for :-epower1ng existing 
tac::.li:ies ar..d -:0 implement all cost-e!'tect:tve 
:nai:::,:en~ce p::-og:-a:n5; 

2. ReView existing a~~iliary power* sources and 
poten-::tal cogenerat:ton* projects, a.."1c. asses's 
the related economics, institutional arrange
~ents, =aintenance ~"1d fuel requirements 
necessary to develop these resources; 

3. ?re~are and sub~t a twenty-year electric 
supply pla.."'l., retlec:ing conse::-vation a.."1c. 
alter:lat!.ve sources of supply. 

:t ::'s the pu-~ose o!' 0!!-26 , as stated in the Order !nst1-
tu:::t.ng !nves"::t.gation, to a::aly:::e these ::-eport s a.r..d to allow 
the!.~ lo::.g-ter::. pla..'"l.."1ing :!.~p11cations to be ::-ev:tewed 1n a public 

A prehea::tng conference was held in this matter on February 
9, 1979. By A~n:tstrative Law Judge's ruling, 'it was decided 
that a~~::'l:ta::-y power a."1d cogeneration** would 'oe the first subjects 
:0 be addressed. ?G and E's TtReport on Co-generation a.."1~ Auxiliary 
?o· .... er SOl,;.!'ces" '...ras filed timely a.."'l.d evidentiary hearings cor:.:.enced 

... '"" ... "," '5 "0-0 0_ ~~ __ ~ - , ~~t~. 

:'979· 

* All as:e:-!.sked te:-::.s are defined in the Glossa:-y o·t th!s 
dec1s::'on, AppendiX B. 

** Th!s phase or the investigation has eXa.=lined cogenerat10n and 
generat::.on !":-o::t b::.oma:ss, :-e!"use-de:-i ved fuels and '...rooCo waste 
(~"'!" .. 1ch ::a:, or may r.ot ~:'lc~\:.c.e cogene:-ation). ife !.ntend. ,fo::: 
~~s o:d.e: ~o incl~de both types o~ gene:::at~or.. For con~ 
ve.:l!.ence .. ~b.e ter::t "cogene:-at1on,t used herein includes both,. 
unless expressly indicated. . 
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OIl 26 • II. Summary or the Record 

A. PG and E's Showing 

1. Introduction 

• ". 

PG a!'ld. E o!"tered. four witnesses in support of its "Report on 
Co-gene::-a";.ion and Auxiliary Power Sources'" and. related eXhi~its. 
These were Joseph G. Meyer~ SuperVising Engineer of the Co-gener
ation and Solid. Waste Unit of the Siting Department; Richard B-. 
Myers~ ~ee~ in the Mechanical and Nuclear Engineering Depart
ment; Samuel D. Wells~ Senior Commercial Analyst in the Commercial 
Depar:ment; a.."ld William Gallavan~ Vice Pres.identof R3:tes and Valua
";.1on. Meyer a.."ld Myers testified on cogeneration. Wells and. 
Gallav~"l testitied as to aUXiliary power. 

2. Cogeneration 

~~sis on cogeneration in this proceeo1ns retlects not only 
the ',?erce:pt10n or many or the parties that cogeneration is a poten
tially major resource in PG and E's supply plan~ tlut also the concern 
of several of the parties that PG and E has ~ot acted to opti~ze 
the amount o!" cogeneration being developed. 

Joe Meyer test1f1ed on po11CY and. the status of various cogen
eration :projects u."lder consideration. While cro,ss-examination touched 
on all aspects of PG a.."ld E's cogeneration ef:t:'orts~ it rocus~d on the 
:purcnasec. power price that PG and E pays, cogenerators,", as well as 
the ~~y cogeneration development is reflected. in PG and E's resource 
:planning. R1charo Myers testified regarding the general character
istics of cogeneration from an engineering design perspective,' as 
well as some unique design challenges associated with ind.iv1d.ual 
projects. Although pricing principles or the ut11ity~ originally 
',?ut forth by Joe Meyer~ were the subjeet or extensive cro'ss-exa:m.1n
a-:io:l~ ~t would. appear that they have 'oeen significantly modified 
by PG a..~d E ~"ith the filing or the subsequent cogeneration pricing 
policy statement> EXh1bit 43. 

Testimony relating to cogeneration also was offered 'by Nolan 
H. Daines> Vice Presiden-: of Planning and. Research, appearing und.er 

,r 

subpoena ~y stafr counsel. Mr. Daines testified at lengt~ as· to 
how cogc:leration plann!.ng is renected. in PO and E's resource p,lann1ng. 

-3-



011 26 .;.. • 
3. Auxiliary Powe~ 

• . 
, " 

,~, ., 

:-1:. Gallava."l test1!'ied as a po11Cy witness in Sllppo~t of a."l 
expe~!.=e~tal p~og~am intended to dete~mine the ava1la~il1ty of ., 
al.:.X!.lia:y po· .... e~ sou:-ces as resou~ces tor PC a.nd E dU~ing t1::les, 
o~ peak d.e~and. ~:. Wells test1tied regard1ng results ot a . 
su:-vey of poten~1al auxiliary powe~ sources. 

!;,. ?G a.."ld E' s Experimental Cogene~at10n Otfer 

Sy way of Ex."l!.bit 43 and ~he stater::.ents ot cou."lsel,. PC and 
: a::e~ded its cogeneration showing to an."lou."lce its willingness to 
~ase :-a~es for pu:"chased cogene::'ated power on ma~g1nal cos~* 
C· .... i-:;h speci~1c limitations), !'athe:- than a negotiated price approach ~ 

as was proposed earl::'er. Th!s otter · .... as the subject of oral 
a~g.;:e~,: 1n a:.t!.cipat10r .. of a possible inte:::-i:n Co,m.'l'liss!.on order 
add:essi~g th!s l1~ted proposal. 

B. Staft's Showing 

1. Int!'oduct10n 

S-:;atf o!'igi~ally ofte!'ed th:ee witnesses 1~ support of its 
~epor~ o~ "Coge~e~at10~ a."ld Aux1lia!'y Power. II These witnesses 
were :o~"l Quinley,. Supervising Uti11t1es Engineer; JeevanAhuja, 
Research Spec!.a11st; and Ida Coalw1n, Research ?~ogram Specialist. 
All t::ee addressed some aspect of cogeneration. :1:::'s. Coalwin 
also test!.fied on auxiliary power. 

2. Cogeneration 

~-=s. Goalw!.n addressed several :::.ajor 1ssues rela":!.:'l.g to 
cogene!'at!.on development, par~icularly, the ef!'ects of air qualIty ./ 
::-eS'..:.lat!.on on cogeneration potential. Ke!" testi:::.ony hig:.1ights 
the u..."lce:-,:a!.:~.::ies that p~esen~ly con!'ror.t p:-ospective cogenerators 
. ..::. ~h :-espect :0 ai:- pollu.tion abateme~t ::-equirer..er.t s .. > This 
su.'oj ect · .... as suosec.uently addressed i~ gres::e::- detail by Ga~y 
Rubenstein 0:. ... ~he Ai::- Resou.:'ces B03.~d. 

-4-



OIl 26 • '. • '. 

~:. Ahuja's ·testimony pro-ndes background on th.e techni-
cal nature of cogeneration and the present status of its develop
ment. He supports a calculation of the potential for cogeneratlon 
in the PO and E service territory and recommends a goal for. PG 
a.."ld E's use in resource planning. He also co~ents on PG a.."l.d 
E's contract terms and price orferings~ the steps PO and E :o.!ght 
take to better assess its cogeneration potential~ actions it m1gh.t 
take 1.."l regard to oil field cogeneration projects, and the need 
to resolve wheeling issues. 

John Quinley testified at length as to proposed "price gu1de
lines" to:- the pu:-chase or powe:::- from cogenerators. The; basic 
theme of lv":. Quinley'S proposal is "to ma.:d.m1ze the development or 
a h!gb.ly efficient means or electric generation while assuring 
·that the utility ratepayers benefit through lower rates." The 
cent::"al reature of Mr. Quinley's price gu1dellnes 1s that the 
'benefits or cogenerat10n should be shared between the utility and 
the industrial entity> an undertaking wh1ch re~u1res that the 
cogenerator T s costs be known and that the proportions. o·r- the 
-oenerits to be sha:-ed be the subject of negotiation. Mr. Quinley 
offers principles for pricing firm and nonflrm power, as well as . . 
capacity payments. He addresses the applicable principles relative 
to the :-a::es for sta.."ldby capac1ty. He also sponsored the summary 
of staff recommendat10ns relat1ng to cogeneration an~ the general 
dlscusslon of 1ssues. 

3. Aux1l1ary Power 

M::"s. Goal~~n reviewed PO and Et s auxillary power proposal and 
investigated the effect of alr pollution regulat10ns on theut1li
zat10n of these sources. She concludes that the appropriate use 
of auxiliary power sources would be allowed under current air 
pollution requirements. Her testimony supports the basiC pre~se 
or PG and E's proposal. 

-5-



OIl 26'" ~ .• • 
4. .?ul"ther Staff EVidence Regarding. Cogeneration 

L~ the course of the proceedings, three additional staff 
me~oers offered eV1dence: Julian Ajello~ Senior Utilities Engineer; 

, Job...~ Du-ec!::.er, SuperVising U~i11ties Engineer; and Burton Mattson:, 
Senior Economist. Each of these witnesses addresses some issue 
relating to cogeneration ~ ~~s testimo~y •. 

}t:. Ajello tes-:ified regardir.g correspondence oetween Pet and. E, 
CP National, a.."ld a prospective cogenera,'tor, concernil'lg the possible 
purchase of power by CP National trom a source o·tner than PG and E .. 
PC and E ~~dicated its Wi~lingness to forgive fuel expenses, 'out· not 
capacity charges. Apparently PC 8-"ld Ers o:":'er and. the resulting, 
offer by CP National to the cogenerator were not adequate to· i.."'lduce 
the project to be built. 

Mr. Dutcher testi:"ied a,s to a cogeneration incentive gas rate 
tha~ would be applicable to purchases of natural gas by a cogener
at~~ ~~custrial custo:er. While this rate deSign recommendation 
was ~d.e preViously to the Co:mission in Application No. 58470 
(?V a.."'ld E) ... s-eaz"f did not propose that such a rate 'be a.dopted in this 
?roceed~. This eVidence was offered for demonstration purposes 
in order to allow comment by J?G and E (PG and E ha.ving previously' 
L~cicated a nee~ to study this proposal fu~ther). 

Mr. Mattson testiI'iec i:l suppor~ or:- a comprehensive p:-oposal 
c 

to apply policies and price rules to utility pu:-chases of cogenerated, 
au."{ilia::-y a.. .. ''lC st:lall p:-oduction !ac 1li ty power. The proposal is 
p:-e:!.sed on ~his ~rket ess~ntially being one of monopsony+. Specific 
li:!ted ac~ion by the Commission is appropriate in t:lonopsony markets 
just as !. t is necessary in monopoly-'" :narkets. He supports a se.ries 
of policy state:nents and price ru.les tnat a.re intend.ed to approxi:ate 
tne :-esult that would occur L~ a compet~tive market. The central 
features of his proposal are that purchased cogenerated~ aux1l1ar,y 
a..'"ld scall ?roduction fa,ci11 ty power prices be based on :l.8.rg1nal costs, 
that ~hey ·oe publicly statec. and that the pr1ce be 1.l.."l.1I'ormly applied 
tor all sources. He proposes that the s~e principles'be a.pp11e~~ 
:-egardless ot the form of ownership, 3.."ld that the costs of the 
cogenerator need not oe known. 

C. Other Direct Showings 

Va:-ious o"ther parties appeared a.nd offered direct evidence 

-6-
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OIl 26 * '. • 
~ce coge~e~at~o~ ~~ase o~ th~s ~~oceed~ng. 

Y:. Ga~y Ruoe~ste~~ appea~ed as the Ch~e~ of the Energy 
?::-ojee-: Zva:!.ua-:!.o~ 3:::,a.~eh ot -:l:I.e A!.:: Reso....:ees Boa:oc. (A.~). E!.s 
testi=o~y ad~esses the appl~ca~io~ ot ~he New So~ce Rev~ew 
:-ules ~o ::-.. ew cogeneratio~ tac11it1es, as well as the poss:fole 
e!'!'ect O!" Assembly Bill 524 discussed at: page 30, intra. He 
e:::pcas!.:es that the p~efe:::,ent~a.l allocat~on of nat~al gas to 
cogene:-ato:os ::'s the s!.ngle ::ost e~~ect::'·J'e ::leans 0'-: res,ol v1ng t:he 
air pollut~on conce~ns associated. with s·1t1ng cogeneration !'ac1l
!.t!.es. O~ c~oss-ex~!~at~o~, he test1t1ed exte~sively rega~i~ 

o! Ke:-n County Rule. 424 or.. o~l !,1eld. coge::-.. eration· 
pote~t~al. 

:.o~e:-,,; \fe::.se::-~ller a:':.d. Donalo. Dier, Jr., appea:oed on behalf 
o!' the Cali!'o:-n!.a Energy Co~~ss10n (CEC). Their jointly-sponsored 
exh~b!'~ (Ex. 24) ge:1e:-ally suppo:-ts the PUC statt :-ecor:ur.endations 

coge~e:-at~on development. They expressly support the'p:oactice o~ 
wheel~ng, ~~d c:-~tic~:e PG and E's :-e11ab111ty test and eur~~ilment 
prae'tiees. 

~~y ~l!.:l-:e~s test!.fied 0::' behalf o! the Un~ve·rs1ty of 
Cal!.:'o:on!.a :oega:'ding ';he Un1ve:,s1ty f s cogene:-at10~ potent:::al. 
:-!.s 'test1::ony add:-esses the advantages o!' cogene:-ation and 
s?ee~!'~c ~nce~:~ves 'tha't :light p~omo,,:e cogene:'3.":ion develop:::.ent .. 
~e e=phas~=es ':he 1~po:-,,:ance of stando1 rates, ~~d the effect that 
':ce oppo:-t~:'ty to wheel* would have on p:-ospective cogene:'ators. 
E:e also st:.ppo:-~s special gas :-ates ane. p:,10:-ity class.i~ications 
:'o~ cogene:-at!.on projects. 

Aloe::"": J .. Stod.d.a:-~, P!"es1de::-.. t o~ Optimum Ene:-gy Syste::ls, 

bu.ild and o .... -n !'liS tac~lit:r selling elect:-1city to the utility 'and 
!lea": to the 1:'ldustrial ent!.ty. Desc!"ib1ng the e!'fo:-ts of h1s 
co=pan:l ':0 develo~ coge:'le~a,:~o::. potent~al in Ke:on Cou.~ty oil 
fields 1:':. h~s test!.:no:':.1, Mr. Stodda:-d est~mates that this is a 
."'eso'·-ce :"'o':".:e!".':".:ia ... ' o~. ~-.ea'l":e"'_ "h~'" 3000 ..... e,...a··~~ .... s 'l:e ~d.e""t1'~··es _ ~ - - -- Q - '" ...... • •• 0 .............. •• - •• • .. 
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men~al, and regulatory. He emphasizes tbe need tor certainty in· 
each o~ these areas, if l~ge scale capital investments are to' be 
made •. 

Joh.~ Lakeland test!!!ed as the principal of Mass-Production 
Syste=s. His interest is primarily the smaller scale application 
of cogene:-ation technology - for residential and commercial uses 1 

rather th~~ !ndust:-ial. He emphasizes the opportunity to, greatly 
exp~~d cogeneration potential, by way of mass-produced systems~ 
to reduce costs to competitive levels. He shares Mr. Stoddart's 
concern ~~th regulatory and economic u.~certainties> and wa.~s 
that manufacturers will not invest in mass production 'facilities 
u..~de:" eX!.stinS ma:ket conditions. He suggests that a Commission 
o:-der :-eq1l!.ring the utilities to purchase power from these sources 
:ay ]:)e neected as an incentive to mass production. 

D. Contentions of Parties 

W:-!tte:l a:-gument was submitted on behalf of the folloWing 
pa..-c!es: ?G a.~d E, Sta!'f" Environmental Defense Fund CEDF') 1-

General Motors (GM),. University of CaliforIl!a". California El:l.ergy 
CO!'!l':':l1 ssion (CEC)" California Ma.."'lufacturers Association (CMA), and Mass

?:"oeuction Syste::lS eM:". Lakela.."'lo.).. The major contentiC!ns of 
these pa....-e1es are sUl'llllla.rized below. 

PG and E expresses its commitment to cogeneration and Cites 
the role ~hat cogeneration occupies Vis a vis resource planning 
and staff1n~~ tbe number of contractual offers for faci11ties~ 
and . cogeneration priCing, as tangible manifestations of 
such a com::l!.tment.. It objects to the adoption .of' specific goals 
f'or cogeneration development and postulates that sueh goals~ as 
proposed by Starf:. are \lrirealistic and speculative and might be 
co~~terproductive. The utility claims that action by government 
ageneies" to resolve ambiguity and uncertainty with respect to' 
regulat1on~ would enhance tbe development of cogeneration. PG and E 
supports as reasonable its experimental offer to pur~hase cogenerated 
electricity~ and contends :tbat wheeling would cease to be a maj,or 

-8-
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OIl 26 * • • 
issue i~ the eX?er1mental approaeh were authorized. 

- . . . 

Sta~t eritiCizes:PG and E's cogeneration e~fort as :l.nadequate and cites 
evidenee 1n support of its eon.tent1on that a rate of return 
penalty should be imposed. I"; suggests that the Commis·sion 
authorize a prieing policy based on either .. marginal cost" 
or case-by-case negotiations. but without the limitations 
proposed. 'by PG .a."ld. E. It reeommends that PG and Sf s system power values 

(SPV)* 'be adopted. as the test of marginal eo·st. Start urges the 
Co:m:l1ssion to work .... -1th the ARB- to resolve air quality problems. 
The starf supports wheel1ng~ and recommends further study o·f gas 
rate and pr!ori";y incentives. Furthermore~ it feels tha"; a retu--n 
~crement should be allowed for cogeneration investment. 

The ED? severely criticizes PG and Ets eogeneration ettorts~ 
especially as they relate to reS01.:.rce plann1ng. EDF emphasizes 
the relationsb.1p of resoU!"ce planning to i"1nancial plann1ng~ and. 
:-equests that the Com:n1ssion order an adjustment of the supply 
plan to re~eet additional eogeneration. It also· reeommends a 
rate of retu.'""Il penalty. It Urges that marginal cost methOdology 
be adopted and. that particular emphasis be placed on la~ge natural 
gas use=-s a.:ld oil-i'iel~ proj ects as prospect!. ve cosenerators.. It 

suggests that system power values serve as the basis' for marginal 
eost dete~1nations. 

GM su~po~s cogeneration> but only under certain eeonomic 
conditions. Wa.""'n1ng that a marginal eost prieing methodology will 
result in sU'bsidies to eosenerators> it supports, 1nstead.. a 
!o~ o! tax 1ncent1ves. It argues that preferential gas rates or 
prior1ties would be unw1se> and supports wheeling. 

The University or California Vigorously supports wheeling as· 
a means ot developing cogeneration> e.s well as marginal eost 
method.ology tor pr1c1ns. It asks that the Coxnmission cons1o.er 
:-egulating the priee of heat sold by the utility and eontends that 
cu."'Tent standby rates are u.."'U'easonable.· It supports incentive gas 
rates and priorities and reeommends that the Comrn1ssion 1nvest1ga'te 
the reasons underlying the failure of any prospective cogeneration 
project .. 

, -9-
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The Ca11:rornia Energy Comm1ssion strongly supports PG and E's 
:ma.rginal cost price ofrer~ subject to the removal of the various 
limitations. :t makes specif1c recommendations regarding wheeling 
~~d the need for additional factual information. It urges that 
PG a..~d E work closely with prospective cogenerators and that it 
make !ts expertise available in order to assist cogenerators with 
air quality regulation problems and Fuel Use Act exemptions. It 
recommends adoption of PG and E's system power values as the 
::leasure of ma:"g1nal cost for the purpose or t,his proceeding. 

The California Manufacturers Association supports the develop
ment of cogeneration~ but not when a subsidy results. It. supports 
a pricing approach based on short run marginal cost principles and 
offers i'or:n1.!las tor deriving such costs for energy and: capacity. 
!t also offe:-s a basiS tor recognizing transm1ssion costs- and line 
losses in price. CMA supports a form of gas rate incentive. It 
rejects system power values as a basis for setting cogeneration 
prices. 

Mr. !..akela..."d addresses the mo;uopoly status of the utility 
CO::lPa..~y a.~d conditions which might support a change in regulatory 
policy. He:'s inte:-ested part1cularly in the monopsony status, of 
the utility~ the only available purchaser of the cogenerator's 
output. He asks the COmmission to pursue legislation to enable 
it to regulate such purchases. Without the assurance that would 
attach to such :-egulatory authority ~ he "i:arns that potential manu
factu:-e:-s "i."ill not invest in the eqUipment that would mass produee 
cogene:-ation hardware so as to make small scale application of 
~ec~""ology cost-effective. 

-10-
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III. Statement of Issues 

The ~ollowing are the major issues rais~d by the parties and, 
addressed !.!'l the discussion herein: 

A. Vi1lat is the role or cogeneration in PG and E's resource 
pla:m1ng? 
1. What are the advantages of cogeneration as a 

resource option? 
2. What is the signific'ance of the amount or 

cogeneration in the supply plan? 
B. Wha~ are the appropriate principles to apply to 

cogeneration development? 
1. Should the Commission direct a pricing policy 

or approve guidelines? 
2. ~ihat recognition should be given to proposed Federal . .. 

. 
". 

Ec.ergy Regulatory CCmnj,ssjon (n:RC) regulations under the Public 

Utility P.egula.t017 Policies Act (PORPA)? 

3. Should prices be based on marginal cost or price 
negotiations on a case-by-case b~sis? 
a. What is the basis for pricing energy 

and capacity? 
b. What d1st1nction should be made between 

firm and nont1rm power? 
c. What is the appropriate measure of 

marginal cost? 
d. Should PG and E's proposed limitations be allowed?' 

1. Should the price be limited by size of the' 
project or amount of cogeneration under 
contract? 

11. Should the price apply to entire output~ 
or only surplus? 

111. Should there be a distinction between new 
and old cogenerat1on? 

1v. Should there be a difference in price 
depending on the form of ownership? 

v. Should load factors, reliability and 
transmission requirements affect price? 

-ll-
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c. 

D. 

• • .. 
.. 

4. What is the appropriate 'basis for s,tandby rates? 
5. Should 1."'lcentives 'be applied to en."lance cogeneration 

'6. 
... 
I· 

s. 

What , .... 

develop:nent? 
a. Should ~"'lcentive gas rates 'be authorized? 
'b. Should an incentive gas priority be adopted? 
,:. Should a rate of return increment 'be allowed 

on cogeneration investment? 
Shoulc. wheel1.."lg and 1ntercon."'lect1on 'be requirec.? 
'V.'hat is the appropriate ratemaking method for 
recognizing cogeneration expenditures? 
How is this decision applica'ble to other 
ener.gy alternates and ~ther utilities? 

, . 
are the major constraints to cogeneration c.evelopment? 

What is the best way to address air quality 

regulation is,sues? 
2. What l1mitat10ns are 1mpos,ed by the Fuel Use 

Act? 
Rave PG and E's efforts· been acieq,uate with. respect to the 
development of eogeneration? 
1. Ras PG ~"'ld E been ot~er1ng reasona'ble prices? 
2. Is its sta~f surriC1en~? 
3. Is its pace of development appropriate? 

What is the appropriate Commission action in regard to 
auxiliary power? 

-l2-
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IV. Discussion 

A. Introduction 

• -. 

A review of the testimony and recommendations of parties in 
this proceeding sbows that it is in the interest of the ratepayer 
tor the Public Utilities Commission to eneourage the development 
of cogeneration.!/ This emphasis on the development of these 
sources of energy is conSistent with both state and national 
energy policy. 

. . 

Furthermore. evidence in this proceedin'g 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 ~rom 
cogenerators. 

3. Cogeneration in Resource Planning 

1. Advantages ot Cogeneration 

A.lte:-na":ive gene:-at1on sources .. including cogeneration, ca."l 
offe:- ~"ly oen~f1t~. First .. cogeneration otters tue1 efficiencies. 
~e fuels that may oe used 1.."l electric generation and industrial 
processes ~e consumed more effiCiently when combined by cogene~ 
at10n than the~ are under conventional,techno10gies. 

Second .. alternative generating sources diversity the utility's 
reso~ce pl~"l.. This necessarily minimizes dependence on any single 
source ot generation; it increases the reliabi11ty ot the system 
~~d minimizes the risk (financial and otberwise) associated with 
~~~~ reliance on a s1~gle technology. 

Thi~d .. alternative sources utiliz1ng domest~c fuels (such as 
biomass .. ~oodwaste> and refuse) otfer independence trom toreign 
fuel sources. The use ot domestiC tue1s is important tor reasons 
or ~~terna~ional economics and po11t1cs. The development ot domestic 
sources of fuel 1s consistent With national goals expressed in the 
National Energy 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 ~ unplanned outage of the largest 
power plant online. The construction of l~rge.b~seload* plants 
continues to require large reserve margins. The development of 
many small power plants requires smaller reserves, since it reduces 
the probability o'! a large outage, e.g .. , one-1000 MW p-l:lJlt failing 
versus many small plants failing simultaneously. 

Fitth~ the leadtime required for cogeneration is estimated to 
be several years less tban tbat for large central station power 
plants, e.g., 3 to S years as opposed to 10 years. The development 
of the smaller cogenera.tion :facilities introduces greater flexibility 
into resource planning, permitting further development of economic 
alternatives to large baseload :facilities. Also. an indirect eco
no~ic benefit to the ratepayer and a cash flow benefit to the utility 
of nonutility-owned co~eneration is that tbe utility does, not have 
to raise the capital tor construction of the cogeneration facility. 

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

2. Cogeneration and Resource Planning 
Mr. Daines. PG and E Vice President of Planning and Research, 

established tha.t the utility's supply plan is "tbe fundamental plan
ning (document) for PG and E's expansion. I' and "represents manage
me~t's best judgment of the plan that (the utility) will follow." 
It p::'o\"'ides a basis fot' scheduling construction andca.pita.l expen
ditures, as well as a means of determing the type and ttming of 
tield. investigations. studies and regula.tory approvals that PG and E ' 
pursues. The supply plan "intlueneestt 'budgeting tot' capital requ1:rements~ 
including the detailed budget (which covers a minimum of :five years) .. 
In short~ the supply plan is the blueprint that PG a.nd E utili,zes 
in deciding how to spend its money on new plant. While not unchange
able, as Mr. Dainec· repeatedly pointed out, it is the primary oasis 
for finanCial commitments. Therefore, significant :financial com
mitme~ts WQuld not be expected to be made for something which did 
not appear on tbe supply plan. 

-14-
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This Commission recognizes the crucial importance of supply 
planning ~ and the importance of mcxlifying supp,ly plans to include 
the most econozUc sources of energy before major capital commit
ments are made to improper and uneconomic choices. Since large, 
central station generating plants, sucb as base load coal and 
nuclear. often require commitments of resources difficult 
to reverse, ten or more years in advance of going online. it is 
vit~l that supply plans be continually reevaluated during this 

' . 
+- ' 

time frame in order to avoid wasteful expenditures on uneconomic 
supply choices. Thus, it is not enough that PG and E pursue cogen
eration development vigorously; it must also be properly x:eflected 
in the supply plan. 

-l5-
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C. Eco~omie ~:d ?~ice Co~side~~tio~s 

1. P=ice Guideli:es or Di~ec~io: 

• '. . -'. 

A::. iss;;.e, a,: the outset, is whe~l:er tb.e ~ole of the Coc=issio:. 
sb.oulc. be ':0 c.i~eet ':b.~': a p~ici:::.g policy- be o.pplied O~ to a:::'!lOU:lce 
p~ice guic.eli:::.es that :::.o.y 'oe ::"ollowed br tJ:.e utilitr ill ~he exercise 
o~ :a:::.agerio.l disc~e~ion. The latter is consisten~ wi~~ t~e ~radi~ion 
-..:.:c.e:- ";\"b.icl: tb.is Co=issio:::. ope:-a ':es, i. e., allotT:::'::,; or disallow::'::.g 
.. -.,,!~- "'0.'01- -es "'0" d·-e .. tl.· ... ~ ............. "'e ..... e .. • ... "' ..... ~ .. '-y expe_ .. wtl.. , .. ~ .... \.t ".0 ............. ~" ~_ ~ __ • Accordi!lgly tb.e 
Co~issio:::. adopts that app~oaeJ:. i:l ~J:.is case. 

a. :i.:.S~ ~C ~easor.aole ~o ~he elec~~~c cor.su=.e~s o~ t~e 
:?t=c!-:.as,!.~o 'u.~!.:!.~Y' i 

c.. ~:Ot· e:~ceed:="::s :="~c:-e::e:'ltal COSts o~ a::=e::,::a~~ve e!ec~~ic 
....... A-CO'..,. (_ ........ ""OS-S 0'" e .......... .,..,. •·• .... ".c.... ...., .. - .,.0 .... - .... e ... •·· ... "" .... ~se ..... _- 0.., w __ ... IW' .. -- ... - Q4t/ ,~. __ ... ) 'IfI .. ..., __ _ w_. ~ ....... 'w .. ~ ) 

- .... e ,._"".1_- "'~' .... '_~c.' - .......... -~-e ·~ ... o- .., ... o .. · ... e .... so" .... ""e)· ~ ... c.. "".. '-"'Y----IF,J ('1_ 0""'............. ...... ~ •. IJ",... w..-.. ~ .... .. 

e. ~e~:ec-:!·te o!" :~e eos: ;!':a; :::'e ;~~c~as::'=-.; .~-:::::::.:::,. ca.::, 
a-.-o::'c. as a :-es;,:.! ~ o~ oo,:a::.::~::; e::e:-gy a::.c. :a;ac!.-:j :":-0:::' 
:~~se ::-~sou:'ces ·-re:-s1.:.S cc~.·,te:.:!.o~a: ge!".~:'a:~o:-.. 

(1) 3.'t.~::=.o!"ize tl:.e parme:::.t of the utility' s a~oided. cost (st:?I:orte':' 
b)" :::-ebt:-::-:able ,:::-esu=ptio:c.);. (2) apply eej,t:ally ~o s:=.:;\.11 po\\'e:-. 
p:::-od~ce~s 3.S ";\"ell as coge:::.e~3.':o!"s; a~c. (3) suPpO~t 3. si~t:lta~eous 
pu:'c!::.ase :l:::'c. sale p:'oYis:Lo:. ~o~ cap3.ci~Y' a:.d e!le:-gy 'fo:::' ~eW' 

1979, ~,"i':!::. -.--_-........ C ba.s~ ... cal '_,,:. ~ ... ::. s' ... ' .......... O!"':'" o~ - ..... ese ...... o ..... ose..: .. ."." - - ......... ~,,- ~'"'" 

./ 

./ 
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3. Marginal Cost or Negotiated Priee? 
'!wo prieing methodologies were presentee, l)y sta.tf. One 

(Exhibit 17) argues that the price should be established through 

negotiations, and that the utilitY,should pay up to the marginal 
eost Cas de=1."led by PG a..'"ld B's system power values (SPV)) !'or co
genera'tion. 'I'o the extent that the cogenerator's costs wou.ld be 
lower than the marg1nal cost or the utility,. this. negotiated' pay
ment would be less than the utility's marginal cost. 

. " 

While a negotiated price might prov1de some savings to the 
utility a."'ld the ratepayer in the short run, a. s.econd starr position 
(Exhibit 41) argues that it would encourage less than the econom
ically opttmal ~ount or cogeneration in the long run. It is 
argued that reliance on negotiation~ is untenable due to, the 
monopsony position ot the utili'ty ~~ the cogeneration market. 
Spec1tically, the util1'ty is the sole buyer for eogenerated 
power a:ld, theret"ore, exercises undue price control. This control 
is $~~1c1ent to keep economically justifiable cogeneration :rom 
being developed. 

This ma:ket condit1on ot monop~ny requires that specific 
Co~tss10n action be taken (just as it is requir~d in the monopoly 
::l8.:"ket) to more nearly apprOXimate the price/quantitY" solution of 

I 

a compet!.t1ve market and, therefore, to further the public interest. 
To simulate a market solution, price guidelines need to be estab-
lished so that the utility can make a public offering to, buy co
generated eletricity, both firm and nonf1rm, at published pr~ces. 

Since full development of'cogenerat1on and generation from 
":>io:::nass a:'ld ::-efuse-de:-1ved fuels is of the highest importance to 
ratepayers and society, it is reasona'ble to encourage development 
ot these ~esourees 'by authorizing the utility to pay its marginal 
costs for cogenerated electricity, i.e., app~te the eanpetit1ve ~ket 
solution. Consideration of the cogenerator's costs~ as in nego
tiations, only serves to place the cogenerator'at a disadvantage 
in o'bta~ an acceptable price and to delay action on projects. 
The nominal amounts of cogeneration online, 1n the face or much 
larger potential" attests, 1n part, to the inadequacy or preV10us 
negotiation attempts. 

-17-
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cost (i.e.. . above 100%). Therefore. authorization4lll1 b~' 
made at the ma.x1mum allowed rate" of the full a.voided .cost. a.nd~ 

the authorized maximum will not be'restricted by this Commission 
to a lesser amount tllan tlle :!ull (100%) avoided cost. 

a. Measurement of Margjonal Cost 

PG a.."ld E's system ·power values (SPV) method.ology will be the 
basis tor determinins prices· to be paid. for cogeneration 'capacity 
'U.."'ltil such time as the Commission adopts its ~\m methodology. The' 

'. 

S?V meth?dology uses avoided cost* to d:term1ne values for capac1ty.* 
S?V data in this proceeding is based on the add1tiona~ capital cost 
o'! a combined cycle'" plant a:nd such a p·lant' s inberent :tuel saVings 
over current alternative plant options. Cogeneration provides fuel 
savings at least equal to a combined oycle plant as a result of 
comparable fuel efficiency. Savings also result from generation using 
biomass. since !\~ssil fuels are not required. 

b. Energy ,and Capacity 

E:lergy ~ay:lents should be based o.n the avoided' cost 
~o ?G ~"'ld E 0: purchasing energy from cogenerators, which it other-
~~se woul~ have had to generate or prov1ee 1tself. At present and 

'to:- the nea:" term 'tutu:-e, PG and E's avo1ded cost 1'0:- energy will 'oe 
de:-1ved t:-om oil-'t1red generation.. Thus, as other electrical generation 
alte:-natives become available, PG and E will reduce oil-fired power 
production ~~d oil purchases. 

The :-ap1d and successive increases in oil prices require that 
PG ~"ld E's actual avoided cost be reflected as accurately a.~d rapid
ly as poss!ble ~ its energy pay:nents. Cur:::-ent volatility of oil 
p:::-ices makes roreeastL~g difficult, a.~d therefore undesirable. As 
eu.-rent oil purchase prices are averaged into the inventory price ~ 
avera~~ introduces an unacceptable lag. making inventories 
too unresponsive as a price indicator of the ut111t;r's avoided costs. .. " 

However, the utility'S last qua..-ter J, average purchase price o·r oil is 
a reasonable a..'"'ld appropri.a te measure. ,Quarterly oil prices 
will be applied to the incremental heat rates. provided by SPV (de
veloped 1n the general rate case approximately every two years), 
along "I."1th appropriate other expenses J to establish the price 'o,ffered 

to cogenera'tors of energy. This pr1ce will be offered on both a 
" time-of-delivery and average monthly baSiS, the method of payment 

-18-
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at the o~tion of the cogenerator. 

Capacity payments .... "111 be establisbed by ,t:tme-o!"-day and. will 
include any app~opr1ate related costs. A customer will be pa1d ro~ 
eapac!ty when it is delivered on a firm 'basis during the s:pecified 
time period. Por customers delivering during po:-t1ons. of two time 
periods~ !,,; "t."111 'be necessary for PO and E to estab11s~ c,r::'ter1a for 
d.ete~n1ng rir.m capacity deliveries' during the customer's delivery 
~er10ds. These criteria should view deliveries b~ cogenerators as 
co~p~a'ble to those by the utility's own generating plant. 

~~le exact prices to be Offered should be developed through 
";he eombined efforts of stafr and the uti11ty~ the figures below are 
from starf Exhibits and are based on future 1980 cost est~tes 
made in 1975. 

: 
: 

TABLE 1 

AVOIDED COSTS 

(EXHIBIT NOS. 17 AND 4l) 

O?e:Oiad. or . . 
Ca'.:>acity Factor : Ener& 

(mIS/kWh) 

Su:nmer 

On Peak 45 
¥.1d Peak 44 
O'!:'!: Peak 38 

Winter 

On Peak 43 
M1d Peak 41 
orr Peak 37 

AI'ln.ua1 37 

75% (5 years beginning 1982) 
100% (5 years be~nn1np;_1982) . 

. 

: · .' 
: Ca:eac1ty · · ($/kW/Mo.) 

$2.30b /' 
3.49-
1 .. 88: 

1.33bl 
2.70-
1.49 

6 .. 71 

5.25: 

5·.67 

Capacity value at m1d :peak is higher than on peak because the mid 
peak period covers Substantially more hours~ which offsets a higher 
on peak hourly value; the on peak p~riod is credited ,With a propOr
tionately la.:-ger t"uel sanngs than t~e IUd. or o·tt peak periods .. 

-19-
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'!'i=e-o~-c.eli ~e:-y c3.po.ci ty costs (Table 1) are, based o:l~b.e 
1980 S?v~o:- \"3.l.,;,es to pe:,petuity.- These capa.ci.ty COSts are 
b.i~b.e:, tb.~ tb.ose tb.at wou1~ be ~e:-ived for coge~erato:-s from 
Ex::,:..oi~ :7 -:aOles. ?owe:: d.elivery c,o:::racts, tor coge:.e~:Ltors 

~11 be ~or con::.:l.ct ;e::.od.s ot v:l.rious le:lgths. G1 .. -e~ 3.1:. in:' t :'2.1 
yea: of deli..-ery of 1982 a:.d :l. 20-rear con'tract te'!"::"., 'the co-pac:' ty 

..-a1ue i:. cO::'St2.:.t 1980 dollars ~ :It 100 percer .. : loa.d !actor, wo~lc1. 

be S6 perce:.t o~ the pe:-petui -:) 'i'-3.1ue (Exh1b·:' 't 17, 'Table A-l). 

'!b.e:-e· i.s :.~,.: su~!:'ci.e::.t i::,~o::::la.tion i::. tb.is record to restate 
capacity ~alues ~o:: li:ited te~ co::.t::o.cts on a ti=e-o!-cieli .. e:-y 
basis, ,,;\!:':'cb. is tb.e :l.:opted p::ici.:.g, app::oacb.. !b.ere!o::e, PG a!ld ! 

=ay. i::. its p::ice schedule, ~odi!y the capacity vo.lues i!l Table :. 
-:0 ::e!lect di!!ere:lt CO:ltract len;ths. 

So~e coge!le::o.tors ~ay pre~er a!l aver:lge =onthly price for 
e::.e:-gy a.=.~ capac:.':y. For .. -e::y small projec;:s, it would be appro
pria.te for ?G a:d E to develop suc!:. p:,ices :lS pa:~~of its prici:l~ 
scb.e~ule based ~::. :lve:,agi.::.g ti::e-o!-delive:::. ,rices. For larger 
projects, a~e=age prices should be specific to tb.e p:-oject's 
cap~city fac'to:- and tl:e-o!-delivery characteristics. Such average 
:onthly prices shoulc. be ca~e available. 

~o::.:ir= electricity :b.ould be pu:'cb.o.sed by the utility at 3. 

prtce eq~al to t~e ~tilitr's a~oieed e~e~g7 COSt.. Fi~ elec~ricity 

sb.ould be l'u:cb.o.see. :It a ~::ice ec:..:.al to' the u-:ili-=r·s a .... o~dec:· 
e~ergy ~nd capacity cos~s. 

d. Si~ult~eous ?u~chase a.~~ Sale 
!~:.s sectio~ addresses o~17 ene::-gy. :i~ a::.d :1o::.::'r=. wb.ich 

is co~t~actuo.lly co=ittec. to the utility syste::l b) tb.e cogene:-:>.
tor _ ':~e Co=!ssio::. ::-eeoS'~izes tb.a t e:lerg:; proe.uct iOll tor 

eco::.o:ic co::.side::-atio:ls. It ~ecog~izes t:.e rigb.t 0: the i::.dust::-ial 
e::.tity to ~esignate that po:-tio~ 0: its OUtput it wishes to co~~it 

As the coge::.e:-ator is bot:' a ~roduce:- a~d b~rer of ene:-gy. a 
~:,o .... i~:'o~ is :::.ade '!or the si.~ul taneous p.,;,:,c~·o.se o.nd sale of an:;: 

-/ 
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Where the utility's filed rates are less, than the price 

that will be paid to the cogenerator or small power producer, a 
~. , 

provision for sL~ultaneous purchase from the utility and sale' of 

all of t.'le facilities output will further encouraqe d.evelopment 

of these alternate resources. 'I'his provision will also make 

available more uniform treatment to cogenerators and small power 

producerQ in that their total output will be, priced. on the same 

basis irre~ctive of their own electrical requirements. 

From the viewpoint of the utility and. the utility ratepayer 

the providing of t.~e total output~ capacity and. energy, to' the 

electric system relieves the utility from constructing other re

sources to provid.e utility service. 

The coqenerator or small power proQucer also has the option 

to provid.e all or a portion of its electric requirements from 

its own facilities and. purchase supplementary capacity and. energy 

:rom the utility. If the facility's output exceeds its require

ments i~ can sell such excess capacity and. energy to tha utility 

and thereby reserve certain capacity exclusively for its own 

\, ... --. .. 

utilization. The cogenerator or small power prod.ucer can al=o ~ 

sUbscr~e 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 excess 

output tc the utility. 

e. PO and Et S proposed. Limitations 

i. Introduction 

.s/' 

?G a..""lc. ~ (Ex..~ihi't. 43) o::e=s, on an experimental basis,. to, v' 
" 

pay ma=gi~a! cost for surplus electricity produced from cOgenera- v 

-20a-
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tion or solid waste fuels. The proposal is limited to in,dividual . 
facilities up to 30 MW and a program total of 500 MW. Furthermore. 
PG and E proposes to use different criteria for pricing the output of 
plants based on ~ize (e.g., less than 10 ~t~ 10-30 MW~ greater than 
30 MW). While this approach is similar to that proposed in s·taff 
Exhibit 41 to the extent that it offers payment of the full marli:ir.:i.l 

cost, it is impossible to compare the utility pricing proposal 
with those of Exhibits 17 and 41~ as tbere is no specific illus
tration of tbe marginal cost-based prices proposed by PG and E. 

ii. Size 
Any pricing metbodology applied by the utility sbould be 

uniform regardless of the,size of the project or the form of 
o";\'D.ership. Numerous other conditions attached by PG and E to-
tbeir offer (Exhibit 43) are unnecessarily restrictive. Moreover~ 

it should not be limited to 500 ~~. or be subject to unnecessary 
reliability restrictions. In addition, it should not characterized 
as e,.,,-perimental. At,tempts to place arbitrary restrictions on devel
opment of cogeneration may distort the market and result in less than 
optimal development~ 

iii. Surplus or Entire Output? 
PG and E should buy all of a cogenerator's capacity an'd energy 

at the utility'S avoided costs and sell power back to.the ~ogenerator 
to meet his regular requirements based on regularly filed rates. 
To do otherwise would discourage the development of cost-effective 
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 not 
exceed that of purchasing the same amount from the utility'. 

The po;tential cogenerator's decision to produce cogenerated 
electricity and the utility's decision to purchase it should be 
based on an analysis of the alternatives at the margin. 

To the extent that the utility, rates do not represent the 
marginal cost, nei ther 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-
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provid.e a more accurate signal. This approach underlies tbese price 
guidelines and will ensure tha:~ cost-et'feet1ve inve:!l;tment decision:; . 
can be mad.e. 'I'l:e cogenerator can make an economic decis:loll to produce 
3:c. ~'t wl:lieb. makes its total cos:s equal to the total payments £or· cogenerated 
~ :fran the utility, so that the cost of producing its· last unit is equal to. 

"the utility's. 

1v. Old and New 

The ~~icing approach to be adopted does not discriminate between 
eXisting ("old~) and new cogenerators. AlthOUgh some cogenerators 
have pioneered in this field, othe~s have delaye~Wa1tins for higher 
P~ices. To :-ewa:-Q. those who have o.elayed.~ but not those who have 
p~c>ceedec!, would be inequitable. Further, no such distinction is 
:ade ot othe~ supp11ers or customers of the utility. For example, 
one oil company does,not get paid less because it has dealt With the 
u:t;ility preViously a:'ld is, thus, an "olc1't supplier. Nor does an t'c-ldt. 
Cust:ome:- ~ay a different rate tllan a "newH custODer. Finally,. it would 
cause distortions in :!.nvestments and be ad.m1n1stratively u.."'lacceptab.le 
to Cj,tte~ent1ate bet~ old a:c.d new cogenerators.. Cogellerat:>rs designated. as 

old 'WOuld bave an :l.ncentive,. by -wbatever means,. to attempt to 'be redes1gnated 
as new. ?a.~1cularly when additions or partial replacements are mad.e 
~o old tacilit1es ~he des1gnation process would becomedifricult. 

For reasons of eqUity, consistency with the treatment of 
other suppliers and Customers, and avoidance of market aistort:i:ons 
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 ~ll not be altered by this Order (unless. enabling 
clauses have been inserted). At contract exp1rat10n~ however, cogenera
'tors and the utilities should be encouraged to. negotiate new contracts 
under the guidelines. 
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v. Form or Ownership 

Any utility price o'!!er1Dg for cogeoera.tect power should not be resa-icted." 

to industrial or ecmoercial custaoe:rs. ',t'o" do SO results ill"the exclusion of the 
residential class and preclu~es third-party cogenerators~ such as ~~ •• 
Lakel~~d (commercial) and Mr. Stoddart (indust~1al), from com-
?e-:ing. A..""lY adopted pricing policy should toster competition~ not 
thwar-: 1':. Moreover~ to !"ully develop cogeneration~" the option must 
eXist !"o-:: j01nt ven-cure arrangements or full utility o"rmership,. leav:tng 
open the specitic econaDie ar.ra:o.ge:nents to be agreed upon between PG- and E and ' 

'tbe CUS'tarIer in ~ic eases. 
'Onde:- U':1lity ownership ~ PC: anc.E would directly take ~he elec"-

trie power from the project. Section 210 provisions ofP'ORP'A do
not apply in the case of utility ownership. Economic terms,of 
such a::. a.:-:a.ngement w1.1l be based~ at least 1n part,. on th~ price at 
which PG ~""ld E 'buys fuel from the custome:~ i.e.~ ror oil rield 
recove~ or wo~waste facilities, and the p:-ice at which the utility 
sells process s~eam to the customer. Since these arrangement are, in 
essence~ jO~""lt ventures between the utility and the customer~ pro~ect 
bene!'!ts~ whe:-e costs are less than the utility's avoided c"osts~ 
should be shared .... "1th the customer. It is anticipated that PG a...""ld E" 
will negotiate the price for cogenerated power when the projeet is 

partially or totally owned by tbe utility. 

Vi. Load Factors, Reliability, Transmission 

PG and E proposes to base :prices on conditions of reliability, 
load factors and transmission :-equirements. 'While no PG and E witness 
was o!te:-ed to explain the rationale underlying these l~tations" 

, -
or their !I:lplementat1on, they- appear to 'be unnecessarily restrictive. 
Sil:l1lar criteria have been roundly criticized 'oy star! tor impeding the 
development or cogeneration (EXhibit ,17~ p. 5-4 and Exhibit 4"1, p. 19). 

The argument that customer-operated plants are or less value to' 
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?G ~d E ~eca~se o! ~ed~ced d1spatchab1l1~y has been dealt with by 
t1:::.e-~as1ng ca~ac1':y and ene:-gy pay:nents. Sta:t'f' does not !'eel that 
:-e11a~1l1':y s~o~ld oe a f'acto:- in ~~ices of'fered cogene~ators. Co
gene:-a~ion ~~ojec~s a:e expected to be as reliable as u~il1ty-owned 

legally enforceable gua:an:ees of' deliveraoility and re11ab1lity~ 
:t is not necessary tor the uti11ty to file with the Comm1ssion 

s?~ci:1c cont:-acts fo~ p~chased ~owe~ !:-oc cogene~ators.; however» it 
"...rill ~e necessary !'o:- stat! ':0 review cont:-act terms to the extent 
re~~i:-ed ':0 deter~ne compliance with appropriate regulations, 1n
clt:.d.:!.::g fede::U. ones over which the st:l.te bas imple:nent1.llg jurisdiction. Tbis 

:::3.'t'ter will be reviewed v.':Oen consicierinQ: final PERC re~atiollS \Ulcer Title II 

of ?C?.?A. 
?G ~d E sho~ld !'lot ~e re~u1red to pu:chase energy t:om a co

ger.era:or c.1;.!"1ng the pe~iods "...rhen s~ch ~urchases "...rill result in costs 
g:oeater tha.~ those obtainable from other generation, including, other 
p~chases. These periods ar~ ~~de~stood to be at times of heavy strea~ 
~O\V to l:.ycL.""Oeleettic faCilities 3.lld low load ",'hen ?-ccepto,nce of eogenention 
v.ould cu...""'Uil lower ~"t hydro or geothermal gener:l.tion~ PG alld Ets current 
pl"3.C'tice of J.l:nitil:g tl::.e ::n."d.I:um CUJ."t3.iJment to 600 hours per year should. be 

exa:i~ed in tAe light of providing such energy to OtAer C:l.lifornia 
u'tilities when not required on its O\\~ system. It is felt tAatsuch 
curtai~e~~s are signitican~ in years of'high ~ainfall. Capacity 
paycents, when applicable, will not be reduced by this provision. for 
allowing ~Ae utility to forego cogenerated energy if and when lower 
cost energy is available. 
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4. Stanc3.by Rates 

~y modificati~n of standby rates for cogenerators shou1~ be . 
cost-justified. A recent examination of these oy PG aIle. E, the 

staffs of t.'le CPUC and CEC, and cogenerators (described in Exhibit 

17), :=esulted in a 45 percent reduction of these rates, effective 

January 21, 1979. 

Price guidelines au~~orized by this e.eeision appear to ooviate 

the need for changes in stanc3.by service since the cogenerator sells 

all of his generated power to t:"le utility and purchase's all his 

power requirements from t.'le grid. Also, as no' specific" cost-based 

stand-by rate revisions were presented in this-proceeding, there 

is no apparent reason to modify existing stanc3.by rates at this 

time. 

s. Should Incentives Be A~opted? 

a. Gas Price Incentives 

Staff proposed a gas price incentive for cogenerators. The 

Nat't.:ral Gas policy Act (NGPA) of 1978 (Section 206(c) (3) exempts 

cogene:=ation facilities from the incremental pricing provisions 

of ~~e ~G?A, allowing the Commission discretion in this regard. 

Wit.'l respect to the avoided cost of electric energy 

payments a=e to be made to t.~e cogenerator basecl on PG- ancl E' s 

last q1.!arter average oil prices. In establishing gas rates 

we consicler the alternate price of fuel ,oil for interruptiJjle 

customers and electric utilities. Consistent with this approach 

and our basis for cletermininq electric utility avoided energy 

cost we will in future gas~ate proceedings consider establishing 

a 9'a~ rate for coqenera~ based on the electric utility'S 

gas rate. 
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b. Gas P~io~ity Incentives 

:t ~y be app~op~!ate to establish a h1~~er end-use gas 
pr!.or!:~y ~o~ c05ene~at!on. Currently)- bo!le~ fu.el would. be ' 

?:iori'tY 4 for bOilers u.sing in excess of 750 ;>000 cubic feet of: 

". 

gas per day and Priority 3 fo~ boile~s using 100,,000 to 750)- 000 

c~'o!c i'eet pe:' day a.~d fo:' t1..i.!'b1ne fuel. Richard Mye~s)' a PG and E 

des"!gn e:-.g!.nee:' )-test!::'ied that nat~al gas is most des!~able as, 

a !~el as it lends !tse1! to the designs of most cogeneration 
~ac!lit!es. It is also the ~ost favored fuel for air quality con
sideratio=s. In addition, the Legisla't"Jl'e recently ~c!.3.ted that the Comniss10n 

" , 

statf, to ce ~"'tent permitted "oy state 3l'ld feder:J.l law, provide cogener:l.tors 
with the highest possible priority for the purchase of natw:'3l gas, !lS requi.""eCl. 

by A.B. 524. !=. a concw:rent prOceedi:l!; (Case No. 9642), we will consider 
t:e feasibi1i~ of a. higher end-use priority for cogeneration. 

c. Rate of Retur:l Bonus 
A h!gher ~ate of :oeturn on cogene:,at'ion)- biomass, 0:0 ~efuse 

projects =ay ~ax~ze the early development of such projects by 
PG a=d £. Sect!:on 45~(a) of the Publ!.c Utilities Code allows an 
!.nc:oemen::al rate of :-etu~n of 1/2%, to 1% to be added to the rate 

ot retur:l 0::. utility investro~nt provided th.at: 
~ _. 

~.r ..... 

'Z'he utility makes a showing be:f'o~e the, Com."!l.iss.ion 

a:..d the Co:::niss!on finds such an 1nc~ease is just1i"1ed; 
3.."ld 

rr=.e p:'oJec"; ge::.e~ates 0:0 prod.uces energy from renewable 
:,eso~ces; cc, 

~~~ The p~oject, will :oesult in a lowe~ cost pe~ unit of 

ene:"sy ge::.e~ated or l'roduced over the life of' the system 
tha."'l existi:-.s syste:r.s utili::ing atomic ene:osy, !'oss::"l 
~uels'or natural gas; 0:0 

1v. ':he project is dete:::-:n1ned a~te:" public hearing tOo, be 

exper~ental and to be reasonably designed to improve'o~ 
pe:-~ect technology to gene:oate e::.e:gy !,:,o~ renewable 

:"esou:"ces)- 0:" to dee:'ease env:t:oor' ... 'Tlental pollution,,:' or , 
to lo;.rer the unit cost of energy to utility customers •. 
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The Commission encourages PG and E to consider all such 

projects that produce energy from renewable resources~ reduce 
dependence on imported fuels ~ will improve technology ~ produce~. 
and use energy more eff1c1ently~ and/or lower costs to consumers. 
The COmmiSSion Will accept from PG and E, staff and/or interested 
parties suggestions on methods of implementing the provisions in 
Section 454(a) .. 

6.. Wheeling and Interconnection 
Wheeling is a major concern of" some cogenerators> either 

, . 

f"o': t':ansm1ss1on of electricity to another utility, or the trans
..liss1on of elec":r1c1ty to another s.1te of a cogenerat.or.. The prima."7 
a:"'gu::J.ent ~o,,:, wheeling is to allow free market forces to- operate. 
\>''heel1ng allows the cogenerator to s.ell his product to- the highest 
bidG.er 0":' to \:.se his power at another f"ac1l1t~r where the cost of 
p~chasins power from the utility at that other facility exceeds 
the cost to the cogenerator of cogenerated an~ wheeled power ... 

Wheeling by the immediate utility to a s~ond utility would appear 
to :fall under FERC 3l,ltllority.. (Sections 203: and. 204 of POPJ?A add Sections 211 . 

and 2lZ to the Federal Power Act .. ) F.ERC will issue :regulations perta:!.ni:o.g to 
wbeeli:cg UDder 'the authority granted by PCRPA.. We therefore believe that it is 

approp:d.ate for us to delay =y action on 'Wheeling issues pending F.ERC rulaoaki'cg .. 
Furthermore. the CommiSSion feels that the adopted pricing 

approach may substantially eltminate the importance of wheeling as 
an issue.. Since a cogenerator will be receiving the maximum price 
from the utility tor the entire output, he therefore would not 
need to wheel With1n one utility system from the cogenerator's 
generation source to any other point Within that same sys.tem. 

The proposed PERC regulations regarding the implementation of' 
Section 210 of PURPA require that intereonnection cos.ts be borne by 
the cogenerator. With i'ul:i. aVOided cost being paid for the cogen
erator's eleetric1ty> a:ny 1'urther incentives tha.t woulc:t result !rom 
the utility absorb1ng interconnect costs would exeeed the max~um 
allowa.ble payment under PURPA. 
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?E?C's p:-oposed. :-egulat1ons de:!'1ne "1ntercon."lect10r. costs't as 
the :"easonable costs of cor .... "lect10n, 5wi tchi:'l.g, :n.etering, t:"ansm1ss10n 
sa~ety provisions ~"ld other costs to an electric utility resulting 
~ro= 1no:e::'co:'..nected operation ':>et· .... ee::o an elect::'!c utility 3..."'l.d a 
q,ual!.!'y!.ng !'ac!.l:!.ty. 'they tu:-the:- state that each q,uality1ng tac!l1ty 
::1ust :'ei:::.bu:'se a."lY elect::'1c utility Which pu:"chases capac1ty or 
ene:ogy' t:,o:::. the qual1t'ying t'ac1l:.ty to":' any !nterconneet10n costs .. 
':'!lese costs a:-e 1i:n1ted to the net 1::oc:"eased costs 1mposed on an 
elect:01c ut111ty, co:::.pa:"ed to those it would have 1ncu~red had it 
gene:-a-:ed the energy !tselr or purchased an eq,u1valent amount ot 

ene:ogy 0:- capacity trom anothe:o sou:oce. 
The p:-oposed ?ERC :oegulations also provide that a quality:'ng 

:!'acility :'.ust :-e1~bu:O$e an elec"::o1c utility which sells capac1ty 
0:' ene:'g:r to the qual1ty1ng taci1!ty to":' !nterconnect10n costs 
resulting :!':-o~ such sale. T~~s requ1re~ent is consistent with 
present ~t!11O:y p:-ocedu:es ~"ld tiled tarifts. 

7. Rate~akins Treat:::.ent 
:t has been p:ooposed that cogenerators' pay:::.ents be· recovered 

!n e!":her the general rate case or the Energy Cost Adjustment Clause 
(ECAC) proceed..1:o.g. ECAC DOW i:o.clucles reet:>ver; of purcb.:l.sed power. All re:loSOIl
:J.ble cos:s i:~ usi:o.g the :price guideli:les :l.utborized he:::'ein for IlOllutility 
o.nd. noDjoint ~ent'ln'e cogenerated power (firm 3lld. noll:f1r.n) will be recoverable 
tb...~ugb. EC.;C, :loS :\re the COS'C$ of other purchased po\\'e:". '!be reo.sonAbleness· 
of these cos-..s, bowever, will be subj eet to further sto.ff re~iew i:o.. tbe 
w.e proceedi:lgs to deter.:nr.e compliaIlce with Cocr.issioll pr1ciIlg guidelines. 

Gene:-a1 ~a,:e case proceedings will be utilizec. to :-ecove::-

costs other ,,;!la.~ t:.:.e1 costs whe:l the 1.:.":11.1ty is r;la:::--: or :!'ull o"'m.e~ 0:: .,/ 
a co;e::e:-at!.o:: or bio::lass-!ueled plar.t,. subj ect to iotential 1~c:,eases 
i:: :,.a-:es 01" ::-e':ur::. as p::-ov!'ded 'tor .1:'l. Public Ut::.litillll:O:: C(")('le Section 
"5" (~) .. .. "'"" . ::'''lese ,:-oceec.!.::.gs' a:e appropr:!.ate tor the :-ecOvery of' these 
COS";s, since they involve rate base a.~c1. :-ate of :-eturn evidence., 

-c." :-: is • ..... ell establ!.shed tba"; th:ts Corr:.ission has autno:--1,ty 
....... ..lec'o.:. .... e ev ""o·s·': ~a.c"o ....... a .. a U",,·'I· .. y co ........ ac .. "s " ........... ·de· .. · ""nd·'to .... ~ ~ -~- , ... ~ V". \011) ~ .... V "' ..... IW .4..... Iwt... _ ... .., ... U n\tl ~ _ , 
disa.llO ..... a::.y :-es:.:.lt,in.c:.: excessive cost.s. Th~ Com."':'lissio!'l also has· author1 ty 
to dete~e in ~ rate proceeding ~tether or not ~ utility has oac1.e sutficient pro-
g:'ess in r::a.ki:::.g 3.d.~.ro.:lt~eous purcb:l.ses of el'le~'" The only novel: a....~t of this 
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~~oceed~~ ~s :he atte~pt to develop standa~ds to be applied 

p~ospec~~vely. ~h~s decision ~e~ely prescribes in advance what 
so:-t o~ conduc: would be accepta:ole and hence recogn1:::ed as 
~easonable in a ~utu:e rate case~ 

s. Applicability to Other Resources andUti11ties 

O~ equal concern is the establis~~ent of a p:-icir~ policy tor 
t~e pu:-cbase o~ capacity and energy trom other alternative 
senerating sources, such as solar, low-head ~vdro and wind, and 
?G and =:' s et'~orts to encourage and develop these'. These otter a:" .. 
al:erna~:!.· ... e to o~l-t'ired generation and should be encouraged. As 
:hey are included in the classitication "Qualifying Small Power 
?:-oduction ?aci:1ty~ under Title I! of PURPA, they will be the 
subject of :-e~~:at1ons :0 be issued by FERC :-egarding purchase. 
p:-~ces. Since the pricing pr~nciples ~n this decision would appear 
:0 apply equally to all s~ll power production, PO and E" also 
is authori:::ed in th.e inter1: to b.uY' power t'rom t!'-...ese ~aeil! .. ~1es. 

?urther::o:-e, the econO::l!c pr!nciples stated in tr-~s decisior .. 
are in no way l~!ted to PO and E. Otr.er utilities subject to 01.:.:

jurisdiction a:-e si~la:-ly expected to apply these principles in 
t~e exercise ot' ~he!r business jud~ent. 

~~~ ~ollu~~o~ ~egula~1o~ ge~e~ally is pe~ee~ved as a ~ajo~ 
potential barr'!er :0 cogenera:ion development,,. particularly in . , 
~ern Count:; where the pror:'.1se t'o:' cogeneratio,:'l is g:-ea.t. This 

'. , 

perception p:-obaoly ::'s :-elated as !ll~ch to unc'e:-ta::'~ty :::"ega:-d!.ng 
t~e i~;erp:::"eta:ion o~ existing and ~ro~osed regulat10ns as to 
a¢t~al constra!n:s. 
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The Commission takes official notice of the passage of 
~ssembly 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 instructs local air pollution districts to issue 
permits to cogenerators and refuse-derived fuel projects (RDF) 
of up to 50 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 new law requires the Air Resources Board, in conjunction 
with the local air quality management districts and the California 
Public Utilities Commission to prepare an inventory by July 1, 1980, 
of feasible potential cogeneration projects which could be 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 quali'ty 
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, thus resulting in additional costs to the utility. If this 
occurs, the Commission should reexamine the level of capacity 
payments made to cogenerators and allow an adjustment of such 
payments to reflect PG and E' s aeded costs. S·ince marginal cost 
methods include pollution abatement in pla.nt costs, capacity pay
ments effectively compensate cogenerators for s:im:iJar costs. IfPG 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 distr1cts publfsh the mit1gat1on regulat10ns 1n June, 1981. 

During th1s proceed1ng, the A1r Resources Eoard w1tness, 
Mr. Rubenstein, test1f1ed at some length re~ard1ng ARBts 1nter
pretat10n of regulat10ns 1ntended to promote co-generation.. To 
i"urthe:- cla:-i!"y the 1mpact or- a1r qua11ty regulat10ns on cogeneration 
development, the Commiss1on should institutionalize the relationship 
between Co~~ssion and ARB statfs which was initiated during these 
p:::-oceed"1ngs at the direction of Commissioner Dedrick.. Moreover, the 
Execut1ve Director should assign stafr- to th1s function on a perman
ent basis. In this way, any requ1red changes 1n air quality legis
lation or rules can be identified and 'vigorously pursued by the 
Commission. Such action is essential if the pro~ess of identifying 
cogeneration potential and establishing broad goa.ls for its devel
opment is to be successful. 

2. Fuel Use Act 
Official notice 1s taken of the Power Plant and Industrial 

Fuel Use Act of' 1978,. PooL. 95-620 (42 U.S.C. Sect1ons' 8301 II ~.),. 
he:-e1nai"ter :-eferred to as flPUA" or ,ttheFuel Use Act It and the 
implementing regulat10ns proposed by the Econom1c Regulatory 
Adm1nistrat1on (ERA). The Fuel Use}~~t and rules restrict the use 
or natural gas a.'"ld oil as a pr1ma:-y anergy source by powerplants 
a.'"ld large 1ndustr1al fac1l1t1es known as "major fuel burning instal
lations" eMF'S!). The intent or the Act is to promote the use of: 

'" coal and alternate fuels 1n order to conserve our natural gas supplies 
and :-educe re11ance on imported petroleum. 

tf.b1le the restr1ct1ons apply both to ex1st1ng an~ new power
pla.'"lts ~'"ld MFBIs, they are most stringent With respect to· new' 
fac11ities and the use or natural gas.. Fa.ci1it1es consisting..o·r a. 
b01ler, gas turbine, comb1ned cycle unit, or, additionally, in the 
case of' a.."'l MFBI, 1nternal combustion engine~. are covered 'by FUA !!' 

each such 1nd1vidual unit consumes fuel at a heat 1nput rate or 
at least 100 million BTUs per hour, or 250 m1llion BTUs per hour, 
1f the ur.1ts are aggregated. The Fuel Use Act may have less 1mpact 
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on the Kern County oil fields,. because the ERA bas:proposed to 
exclude steam generators used in ,enbanced oil recovery operat,ions 
from coverage under the Act. (See 10 erR Sections 500.2(a» ~er~nition 

of· MFBI'. ) It is not clear from ERA's proposed' rules ~ however, that 
the Act does not apply to. co.generation in the oil. fields. " 

" . 
The statute and implementing rules provide for a permanent 

exemption for cogeneration facilities otherwise su~Sect to t'hese 
rest:-ictions. CFUA Sections 212 C c) and 3'12 C c); 10 CFR Se~tions 

503.37> 505.27> 504.35> and 506.35). It should be no.ted, however, 
that the exemption 1s d1scretionary with ERA> and the cogenerator 
must petit10n ERA and sustain a high evidentiary burden in order 
to. obtain the exemption. 

The statute requires the petitioner to show that economic and 
other cenetits of" cogeneration are not obtainable, unles,s natural 
gas or oi: (or both) can be used in the facility. (FUA Sect10ns 
212(c) a!'ld 312(c).) The proposed regulations (10 CPR Sections 503 .• 3'1 
and 505.21> 44 Fed. Reg. 28950 at 28965-28966 > 2S994-2899~,. and 29014-

29015> May 17, 1919) require the pet1tioner to demonstrate that 
tbe 011 or gas to be consumed by the cogeneration faci11ty will be 
less th~~ would otherwise be consumed without the cogenerat10n 
faci11ty> over and above the sav1ngs that FUA would ach1eve. The 
pet1t10ner may 1nclude 1n these calculat10ns d1splacement of oil 
or gas over a ten-year period which otherwise would be burned. by 
the ,electriC utility purchas1ng the cogenerated power. All o,r this 
information must be provided 1n a complex document known as a 
"Puels Dec1s1on Report" submitted as part or- the exemption petit10n. 

·It the petitioner cannot meet the burden or- proof' with respect 
to the 011 or gas savings> an exemption still ma.y 'be gran'ted 
u..'"lde:- a pub11c 1nterest test> based on such factors as the use of 
a tec!l.'"l1cal innovation. Nevertheless~ even i~ the petitioner meets 
the bas1c cr1teria for the exemption,. ERA, in its discretion> can, 
refuse to grant an exemption. In addition~ exemptions, including 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 0::.1 and coal or an alternate fuel, or the use of a ,fluidized 
bed combustion method for coal or an alternate !uel~ is not economi
cally or techn1cally feasible. (FUA Sections 213 and 313:.) ERA also 
CaD attach other terms and conditions to an 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 bas been characterized 
oy a ~imal level or management support as eVidenced by a low level 
of commitment of r~&ources~ inadequate pricing and insufficient 
staf~. An examination or the process through which cogeneration 
development is retlected 1n the ut1lity's resource plan (as described 
in the record or th1s proceeding) very clearly demonstrates management's 
View that cogeneration 1s a minor resource With min1mal recognition 
in the resource planning process. While manageme.nt has identified 
significant cogeneration potential as early as 1977 (Exhibit ll)~ 
there 1s no d1re~t link between ident1fication of this potential~ 
its appearance in the Quarterly Report". and its ultimate considera
tion in the uti11ty'S resource plan~ whereby funds can be budgeted 
for its development (~612-625). 

The apparent rationale tor this minimal level or support is 
PG and ETs lack of experience With cogeneration development" 
according to Nolan Da1nes~ PG and E Vice President or Planning and 
Research. He asserts that addit10nal funds and stafr would not 
at this time stimulate cogeneration development as much as would 
an increase in util1 ty experience over time (m/sBo-581). 

PG and ETs stated object1ve is to: 

••• develop available eo-generation potential that 
is teclmica.lly !'eas1ble ~ meets. all environmental 
and regul.atory constr&1nts ~ 1a economically and 
technically competitive W1tn non· eo-generation 
&ltern&tive.~ tor Wb.1ch an agreement can be 
reaebe4 with .. w1l11ng cuato.er. ~ (h. 1, p. ~ .• ) 
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clea:- tha'~ ?G e::.c. .... 
.:. 3asec O~ ~e :ecord ~ t~~s ~:-oceed~~> ~~ is 

has ::'0': aggress~vely p1.!rst:.ec. th!.s o·ojective. ~l"~o""~ ·l··-·oe'" ..... ~" s .. ;.r.. --~. ......... .... ...___ ;t 

o~l !'ie1.c.s, a.. .... d le.:-ge na-:'\!:-~l .gas cus~ot:.ers !lave ·oeen ::-ecogn~=ec' to:-
thei:- cogene:-at!.o::. po~ential, the:-e has oeen no prior~t1ZL~g o~ 
c.<!velop:ent oy cla.ss 0:" custome:- (TR/571-572). 

b assess~ pc;. a..'1c, ! t S com..'ni"t:le!~:e -:0 coge:lera~!.on, ~:-.e 

: .. ollo· ... ~..; ::.a:J>e oee::. co:o.sic.e=ec.: V 

2. Co==it=en~ to wheeli~g to e~eou~~ge 
coge::::.ero.t1o::l; 

3. Ide::lti!ico.~io~ of pote:~ial through data 
collection: 

4~ COr!.t3.c-e wit1=. coger-e::ators ~o c.isc~ss· prici:g. 
exemp~io~ procec.u:es; and options' ~o 
encourage deve!o~~ent; 

s. C~ili=ation ot d~ta on cogeneratio::l 
the plo.~in~ p=ocess; 

i . Sta::us of ow:ersb.i~ of pote~ -; ial cog.e:1era -; :'0:' 
~~c~"-~es • ..... ~~c-·~~ d.e··e'o'O-e~" (e ~ ~'~et~e~ --.. ...... _"". _"-;:I'" ......... e, 'Y _ .to~"" -~ .•• ~." t't_ .... ". 

··-·,,, ... v-o ...... ed ~"e';',("·es "~e "~d.u"" .J"··o-ed.) ..... '-_ .. _IIt. 't'V,.. ..... _ ..... > ",-, • ..-.. ... _." .~" _ .. 

c05e::.e:a-:~0!l pO':eno:!.al (e.g. ~ a 1.a:ge natural gas i.:.ser) may not :"i::.c 

p~losO?hy o~ ~~t ~y be ~~due cai.:.tion ~~ re~resen~in~ the ~e~~ric 
o:ec~o::'ogy> not i::.d:..'ti.o.ua! ~rojects (TR/56o, 62:2-3".681-2). F\.:.rther-

:.ents :a:: :lot ·oe rega:dec. as an add:!,,'cional SOi.:.:-ce 0-: supp·ly to t:::'e 
u~ll~ ty, 01.::: only as a reei:ct:!.on 1l'l loa.d (':'R/655) - p::-ovid~ng l1 ttle 
:!..'1centi· .. e to the potential cogenerator.' 

..... 1, • -J"'-
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Mr. Daines indicatee that cogeneration was first L~clueed 1n 
PG ane E's resource pla."l 1."'l 1978 (TR/602). It wa.s 1eenti.fiec. for 
the seconc. t!::::e 1."'l the resource plan L"'l January 1979. Although· 
1,000 M"i 0:" cogeneration are u.~der consideration, only a.bout halt 
o.f ~ese (497 MW) have been.L~cluaed 1n the resource pl~ .for 
developtte."'lt by 1985.. It does not ~ppear that r:~n::l.gement 's 1n1t~al 
reco~tio~ or si~ricant cogeneration potential (;,150 MW), as 
expressed by !': .. ~b.a.ckle!ord. in 1977 (Ex1iibit 11), ~as adequately . 
pu--sued for co~ideration in t~e resource pla~ning process (TR/6l4-6l7). 

3. Pricing Practices 

Staf! bas criticized. PG and. E's past practices with regard to 
prices o!":t'"ered. existing and prospective cogenerators :t'"or energy 
and capacity.. PG and. E itself a:oa.."'ldoned those earlier practices
with the o:":"er of its experi."!lental price ir .. tr.is proceed1ng. l4'hile 
re!1.ect1:lg a.."'l apparent improvement in PG a..~d Ef s attitude, this 
Co~ss1on recognizes tha.t there is substantial evidence that 
?G a.."'ld E has shown little vigor in this area. 

The ~cord reflects that PG and. E has not treated cogeneration 
as a. proclsing major resource. This rc.anagetlent attitude is betrayed 
by the appearance 01' larger a.:nounts of cogeneration L"'l the resource 
plan revision prepared during this proceeding. One wonders wha~ 
would be the status of cogeneration if more e:t'"fort had ~een applied 
earlier. 

Tbe ~adequacy of the price o:t'"fering is confirmed in the 
record by the L~terest of the various parties in wheeling~ The 
i:po=t~ce 0: wheeling as an alternative is inversely rel~ted 
to the utility· s v:il11ngness to pay a reasonable price for purch.ased 
cogen.erated electricity. Ironically, ,there is no evidence that 
PG and :E has even been williug to wheel, 
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CO::::l.!::::e::: has ·oee::. !:.ac.ec:;.1.:.a'te 'to reaso::.a·oly deter::;;!.;:e 'the eX':e!".t 
o! t!:.e coge::.erat!.on :-esou:ce" given tne appa:-e!'lt complex1t~,. o'!' 
cogene:-a.tion p:-oject c.evelop:ent e.nc. design • . 

Sta!!~~ assig!"~ents re:~ect the CoC?~~y attit~c.e t~t 
coge~erat!.on is a ~1~o:- supply option. This is S~o~T. oy the 
tes~i=ony o! R!chard ~~ers that c.es!.~~ ~or coe?any-o'~ed projects 
1s per!or:::.ed ~y one !ul.l ~!.:1e eng!.!leer, ~wo' pa:,'C t!..~e eng1::eers, 
a=.d pe:-=.aps a=.o-che= e~!.."leer .#fi tb. so:::.e support s ta.!'!' (~/482) .. 

y~. YJYers !.nd!.cates t.!'.at 

~"l all of the ~ro~ects lEe has7 eval~ated to ~ate, me =.as? :-01:."lo. a 'fli.ni:r.uE 0:''' s!':lilar c'haracteristics. 
lEx. 3:- p .. 4 .. ) 

sta:'!, support. ira..!.le this sta:.":-!:.,s level '::.3.":1 have bee!'l ao.ec:;.uate 
to !".a:lc.le the pace t!la:: Pc. and E has set :"or i tselt',. based on iocs 
?ric~ practices, it is clear that additional support is required 
~~ the pace 0:- project cevelo?~ent is to be acceleratec. 

?G a.::.d E i:lc.ic2.tec. that while their !,:lreser.t sta!f is adec}.:.a:-:e 
~o-: ":!:.e 497 X"~. o! coger..e:-ation projected. :'0:- c.evelo~::ent ::L'l ":heir 
s-.:.pply pl~ oy 1985" 1": ::lig:"l": !'lO': ~e adecp,,:.e.te :'or the l"OOO !I.}; 

ceo! "":; disc..:.ssec - a."'lC that consulta..~ts ::ight oe re~ui:-ec. (T!\/571) .. 

Co::.'Cact o..Ji t::. ?o :e:ltial ~oge:.e=a.to:,s . 

.:c. a.:c. :::: ~s ac.C:essee. t::'e coge:.era-:io:. pote::,::.al 0:' :. ':s :'a:ge 
::.a~=a: gas c~sto:e=s • . 

.:o··e'l .:oc .... "o-,::Io""e-a-': 0 ....... •• ....... oses .... '-' - - .. '" e,...,-iwt J. ........ ,J:'O""'- .. v • allo~s :'0= t~e :os": 
c.esi~ a::.c. :.::ple:le::::a:eio::. e~ eose::.e=a-:io:::. (T?'/;G6). :t is ,:=.e :::.os,: 

!'a.";o=ee. :"uel !or ai:: Cl'C.ality co:.s:.c.eratio::.s C~P./;21). Gi...,e::.?G- a::.~ ::: r S 

O'r- ca:'.c~:'a::io::. o! s..:.'os-;a=.-:iaJ. po,:e::::::.al i::. -:.:.ese c:.:.s,:o:.e!'s.,. t.:.ese 
!ac;s a::c. ci:'c-=s-:a.=.ces c.o:::.ci::.e ":0 s'.lggesi: ':~'tna,,:-..:.=al gas-!:.=ec:. 

-_-~ o .... ~ -_- ~~s a~~_ ... -oac·_~e~ .... a~'_'-~~.J. ~as ~ue~eo.' ,.o5e .... e-aw·o~ .... -o~ec-e .........w. ....... ::' '" .... ..... ....::> ... _ "". _ .. ... _. _ ~J - 10' 'wi ... 

",te=r ca:.:.t:.o:.:.sly, as e"::':.e:..cec. ':;;7 t=.e i:est:.:ox:..y o! z.::-. :':e:re= =esa=c.;.~g. 
,,:~e ?ace o! c.eve!?p~e~~_ 

-~~-...... 
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~ 1977, ?G and E's Sen10rVice President in charge ot electricity 
supply, Barton W. Shackelford, testified that PG ~~d E was aware of 
3,150 M"w o'! cogeneratio:l ~otential 1..'"'- its service a.rea ('J:R/5259 1.'"'

Appl.55509/10). Mr. Shackelford based his test1mony L~ part on two 
detailed PG and E docUJ:ents, one showi."lg eleven large "Cogeneration 
Potential Projects Wa.ere Discussions Have Taken Place" (Ex. 13 in 

this ?roeeed!..~g) and one showing 46 smaller ftNa,tural Gas Users as 
Potential Cogenera.tion Proje~ts tt (Ex. 11 1n th1s proceedi."lS). The 
list of ~6 potential cogenerators USL~ natural gas was developed by 
?G a.."ld E 1."'l 1915 (TR/521S otAppl. 55509/10) ~ Both lists ider .. tified 
specific poten'tial cogenerators. The fate of PG and E's list of 
46 potential gas cogenerators is particularly revealing. A!ter 
hu-~iee re~ew, Y:. Meyer admitted that four years later PG and E 
was studyillg only eigb.t of the 46 potential cogener:ltors (TR/995~996). 

Although the record shows 12 large natural ga.s customers already 
have cogenerated to some extent, there is still significant additional 
potentia.l capacity (TR/942-51). The Commission agrees tha.t these 
e."lt:1:~::'es, already i'amilia.r with cog.eneration, a.ppear to· be the :ost, 
li~ely c~~didates ter additional develoPQent. A quick calculation 
o! the potential of the 12 inaicates that tro~ these sources alone, 
PC; a.."ld E mi~"'l.t oe able to equal the 497 :legawa.tts of cogeneration 
included in the resource plan by 1985. How has PO ~~d Epreeeeded~' 

We are taking a look at oneoi them, which is 
C & H Sugar. We are talking to three :ore, with 
regarc to a. possible exportation (sic) of cogeneration v' 
potential. (T.R/953-54.) 

Zt is clear that ?G and E has had the opportunity for years to 
?urs~e cogeneration projects With large gas users ~~d has failed to 
do so. 
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:::. 1977, :"=. Shacke1!0rC. -:es-::'!:'ec. :::'s-: :?G a.:.c. :s 'Has s· .... a:e o! 
3,:;0 -:r:.i o~ cose~e::-a-::'o:. ~oteIl-=ial :.::. :. -:s se:-v:.ce a:ea.. 

~ a::.c. E' s s":a-:ec. co=,:?o:'ate ~01:'C7 :'s ti:.a.t· 

••• coge::.e=a-:io:. ~ll be ~ ~c=eas:'~ ~c. 
co:~i~~~g =esou:ce ":=a-: we ·~l!. be de~elo~~g 
a:c. b=i:lgi=.g i:lto ou:- =esou=ce pla""",,';~g, ou= 
=esou::'ce ::?::,og::'a::.s. CTR/581, wi t:.ess N. 3: •. Dai::.es) 

~ s~i-:e of =~co~i=ec. ~o-:en-:ia1 ~c. s sta-:ec. ~ol:'cy to ~u=s~e 
:. -:s c.evelop:::.e:::~, -:=-ere is a clea: lack o! \::::'1:' t'j e!!o=t -:0 c.evelop 

-:=.ese :"eS01.::'ces. :l?G a::d. E b.s :.ot ::\de :-e~l':.aQle e!!o:"ts to pu....-sue co;e:.e:::.-::'o:: 

obv~o~s oe~e!i~s o~ cogene~~tion. We hav~ repe~ted17 put p~ a~d ! 

0:' :lotice -:::'3ot ..... e e:Qected. it to p-.:.rs\':.e co~e:.er:l.tiot. .... igorousl:..·. 
':'0 t:'e e~~e:::: ":::'3:: i ": ~s :.ot do::.e so, :. t !:.:l.S slo';\'ed. tc.e p:l.ce· o~ 
coge:.er:l.,,:io:. d.e .... elop~ent in its service territory, A =a~e of 
=e-:-.:...-=. pe::.al t:r, as =eeo=e:.c.ec. by the stat! a=.c. ED::', give:::. t::'e 
evic.e::.-::'a..-y =ecord, is wa--:-a.::.tec. despite ?G a.:.d.. E' s ::05":. 

rece:.t e!ior":s to cl:.ange th.e record. of poor perfor:lo.::.ce. 

T~e Co::iss:'o:. e~ects ?G ~c. E -:0 fully eX?loit t~e ~ote:.t:'al 
!o= -:::'e eco~c:ic c.evelo~:::e::.-: of coge::.e=atio::. a.s c;.uick!.:;r as poss:'ble. 
S...::.c=. ac"::'o:. -"':'1: :-ee.uce t!:.e ::.a ":io:. · s d.e~e::.c.e::.ce 0::' 0:'1 a.::.d., ~y 

Table 2 w~c~ follows :'s based. 0::' s":a!! =eco::e::.c.a":io::.s ~~ 

~ab!.e 3-1 o! :2x .... .:'O:.": No. 17, :noc.i!ied ':0 :'e:'lec': ':!:.e a.dded 5-::':\:.lU5 

• .... ~c~ =esi!! ":s f:o: t!l.ese ~:ice 6"..:ic.e!.~es: 

~!:.e ::.u=be:' 0:' co:.t=acts sig:ed is ~o be ~sec. as a =0\':.6~ i:.c.:cato= 
o! -:~e e:.cou:a5e:::.e::.~ o! coge::.e:'atio::. develo?:e::.t, givi::.S :,ecog::.itio::. 
-:0 ~~e !ac-: ~ha-: ~HO to t~=ee 7ea,=s :~v e::.~..:e be!o=e ~=ojec,: co:.st~..:c

,,::'0::' is co=?:etec.. 
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TABLE 2 

EXPECTED 1.1W or NEW COGENERA.TI ON 
TO BE m OPERATION' OR UNIlER CO~:RACT 

FOR FUTURE OPERATION 

Contracts Si~ed 
by End 0'£ Year 

1980 

1981 

1985 

1985 

Megawatts 

600 

400 Additional-

1,000 Additional 

2,000 Total 

• 

Air pollu~ion barriers may serve ~o reduce these expectations 
as could !ederal DOE regula~ions under the Fuel Use Act~ as dis
cussed above, which may l1mi~ the use of na~ural gas and petroleum 
fuels. However, ~bis Comm1ss1on is aware of extens1ve state and 
federal efforts to remove these barr1ers to. cogenerat10n develop
ment to the e).."'tent possible and reasonable. PG and E will be 
required to report tb,eir success in meeting these expectations 
and, if unsuccessful, explain why prc>jects have not reached' the 
co:c:trac't stage. 

.. 
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F • . Aux11ia:y Power S.our'ces .... 
Pc. 3...":.0. E p:-oposes to ut~l!.=e the a1.:.x~liary ~ower SOl.:.!'ces '(APS.) 

o'! !;':s co;.sto:ers in a three-year~ ~Xperitle:lta:c progra.":l. A c~stomer ... ' , 

w!.11 be paio. $20/kW/yea: o~ ava11ab.le capacity plus the·customerts .... 
ou-=~o!,-pocket costs '!o:- replacing :'uel used .in,a c1.:.stomer t s· APS,· 

when operao:eo. ao: PO 2-"ld E t S :-eq,uest. 'pc. 'and E> w111call ~or the 
operation o~ APS during periods when rese~ve :narg!.ns are so c:-1't1-
cally 10· ..... that> wi thou,t the use o~ APS ,:s - and. ot,l,"'.e.r emergency 
sou:"ces o'! load a.":.d load reduction, blackouts c01.:.ld occur. 

The sta!'!' has reco=.e:olded ":hat.PO and E 'oe authorized to purs1?-e 
its e:Qe:-!.::en':al p::-og:-a:n. '!or the develop::ent ot these sou:"ces. U:l1ike 
coge~e:-aO:ion, th.;re ! .. s a valid nexper1me:lta~'t ,pu.""Pose ... ~o this pro
g,:-a:n., Since tbe degree of' reliab:tl:t ty of' these sources for use as 
pe~ po ..... e:- is U!"'.knOW':l. 

PG ar..d E should. be authorized. to pursue :tts progra.:n at the 'price 
I 

!.."lcent1ve levels proposed. Th!.s sh01.:.1d not .. be construed as a 
li::!. t3.':io::' on PG and E t S disc:-etion to take a."lY other step·s deemed 
necessary to the development of a · ... a11o. st1.:.dy on APS. Spec1i"ica1ly,. 
PG a::.d E sho1.:.1d have the discretion to pay hi&~er than the proposed. 
priees, i!' its business Judg:::ent supports such a reSUlt." Additiona':'ly,. 
0(.. should expa:ld. :he p:-og~aI:l to !!lclude ~ore tb.a.". ':b.e 100 .r.1't'[ goal 

wa:ra..."lt S1,;.ch a."l expans:ton. 
rindin~s of Fact 

1. Cogeneration o;ecl"' .. "lology ca."l contribute Sign!.t1cantly to 
'!~el ef!'!.c~ency in the prod~ction ot electric1ty a."ldste~ an~ 
heat. 

. .,' 

2. Cogene~ation can contribute significantly to meetin; 
elect:-ic1ty needs in the PO and E service area in the nea~ and 
~oreseeab:e ~utl.:.!'e 3.."l<i tb.ere~o:"e has the ~ote:".tial to :-educe siS
r.!.i'iea. ..... ':ly ?G a."lc. E' s need to construct. 'generat1n~: !,lant~. 

3. Cogeneration ·otters r::lany benefits to p'(j. anr.l Et~ r~.tepaY'ers, 

L"lcludL~ the resource pl~"l1ng advantages of diversification and 

reduced lead time resulting in earlier operational dates. Additionally, 
cogenera-eion results 1r. !"uel et~iciency and reduced' reliance on 
:'ore!.g::n. :"uels. 
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4. Electric generation f:::-om 'o1o:o.ass a."ld refuse-fueled power 

p~duc:ion is a state ~"ld national pol~cy directive. Price gu!de
lines !'or cogeneratiol"',,> ezta'o11shed by this orde:::'.) should' apply 
eq,ually to s:nall power production facilities using these fuels. 

5. ~e use ot :a-g1nal costs approx~tes the competitive 
:::ar~e-:place. Such. pricing will encourage the development of cogen-' 
eration r biooass, or refuse-fueled electricity. 

6. ?G ~"ld E's system 
u-:ility'S aVOided costs and 
capacity ~t!l such t~e as 
by the Co~iss!on. 

power values are a representation of tne 
are a.."l acc~pta'ole means of pricing 
a margina.l cost ::c.ethodology is adopted 

7. Capacity pa~ents should be offered for any contract to 
sell !i~ electricity to the utility. 

s. The value to the utility ot electric1ty generatea oy 1 
cogeneration> as well as. by biomass and reluse-der1ved ruels,·varies l 

Wi-:h. t~e 0:" delivery and whether the po"..rer is firm. or non.t'i:-m. I' 
?rices should reflect these differences. 

9. The 11~1tations ccn-:ained in ?G ~~d E's exper~ental 
c.o,generation proposal (Ex.."libi t 43) a:-e not supported. by eVid.enc~ 

a=.d are rej ec·ted.. ?G a.."ld E will develop price schedules as orde:-ed 
~ .... this decision" after :-evie·.., wi·th our start'. 

10· :t is :-easonable to pu:::-.chase· all o~ a cogel"'.e::-ator T s power 
a=.d t=.e~ sell po ..... er back to t!le cogenerator at nondiscr1m1nato:-y> 

11· The l!.::l!.tation of the author1:ed> av01ded cost-based p:::'ices 
to ne· ..... !.ns-:alla-:ions cay punish. the prud.ent and reward. 
those who have wa!.ted to:' additional benefits. As it is inconsistent 
wi-:b. the -:::"eatment 0'£ other suppliers a.."ld. customers~ it. invites 
distor-:io~s ~d ad::li:11st:,ative problems. Ccren.t cont::"act$ sh01.lld be 
!"ew:-itte~ as they exp!.re to con~orm ~ .... ith these pricing policies .. or 
be :-enegotiated it' the cont:-act :::lakes prov1s1on fo'!' th1s.w 

12'. The price tor coge:lerated power shoulc! be negotiated. on 
projects w~1ch are partially owned by the utility. 
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13. A ~oc~~icat~on o~ s~dby ~ates does ~ot a~~ea~ ~ecessa~y 

1~. ~eclass~t1ca.tion 0: c06ene~ation :"acilities for gas prio~i:y 
p'l.::-poses · .... 111 be conside~ed !on tne concurrent proceed:1.r.g~ Case ~o. 9642 .. 

15· Si~ce we ~ave reco~e~c.ed 0 ·" ~,~ . ~--
~o-;.:e:- a~ a-:oic.ec. oos,: ~:,:!.ce :!.e".;.e:'s) ":b.ere sc.oulc!. ::.o't 'oe a=.y- eeollo:ie 

A.c.n=.":age i::. wheeli:lg to Olle poi:lt' to ar.other witb.1:l PG a.'ld Ers service3-...ea~ 
16. ?-easo~a::e pu:c~asec. l=o·~e:, eA-pe~s~s :!.~cu:'~.ec.: pt.::s~a!l.': 

~ 

':0 ccse~e:,a':io:". ~_~c. au.xi:'ia:-y pO~ofe:- p::-ogra.::s a::-e appropria::ely :-ecove:-ec. 
~ ECAC ra::es. !:lvest::.e::.,:c ace. eX'ge:lses !..'"lcv.rred whe!'l tne "Iltllity is 
?a:'": or :'1.:.ll o"--n,,er o~ coge::.era.tion or 5::.al1 power proe.uction operations 
a::-e, a:)'cr'!:)~riatelj recovered in general ra.te proceedings, a~ ·",b.!.cb. t~e ./ 
t~e rate of ret'l.:Tn ~rov1sionsof Section ~54(a) c~~oe considered. 

to ic.e::.ti!y a:.d resolve air pollutioll issues relati::.g to cose::.e::-atioll~ 

18. PG a:.d E has :lot prioritized coge:.lera tiO::, ca:.ldida tes by type V· 
or class o! c'Usto~er o~sed 0::' their coge::.er~tio::. ~otenti~l. 

PG a:.d E's resource pla.::.s to date have ::.ot re!lected the 
coge::.er3::io::. potential it J:.as recog::.izec. v:.p::-ior occasio:.s. 

20. PG a:.cl E c.~s ·::.ot st~::ecl it'sel! to ad.ecr~~telY' pursue the 
coge::.erati~::. pote::.ti~l it recog::.ized as existi::.; i:. 1977 (3,.150 yeW), 

0:- :::'::.i=~ le~el 'o! 2000-3000 :,n'4 whic:' has been ide:c::itied i~ this-

rec~::-d. ~ c~re::.tly avail~ble~ out rather ~s sta!!ed itsel~ to achieve 
0:.1:: 497 :.:;i'; o! this potential cogener~tion i::. its· :-esource pla.=. 'or 1955. 

21.. !.a.=g~ :.atural S3.S C1;.s'to:::ers of::-er great poteIltial as V-: 
coge::.erators. 

22. Of t::'e 46 largest natural gas cu.stooers J:.avi::.g greatest v" 
cose::.er~tio::. potential (so ide:::ified. '07 PG a::.cl. E i::. 1975,), only-eight 

!:.:l~e oee::. ap~roac~~d br PG :l:.d ! a::.:i seriou.Slr pu:-st:.ed ::-egarc.i::.g t:'e 
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22.. PG and E can .enter contracts for the amounts of· 

=~ture cogeneration capacity expressed in Table 2 herein. 

It is :::-easonable to expect t.""l.at minimal level of performance 

for ?Ganc. E. 

"',. 

24. Auxiliary power sources are s~itably t.""le· sub-ject o~ a.."l 
experimental program. The program should be pursued as proposed 
by PG ar.d E. 

25~ There is justification fora gas rate incentive for· 

cogeneration which is consistent wit.""l. t..i.e avoided 'co~t pricing 
approach.. 

Conclusions of Law 

l~ PG' and E is authorized to pursue cogeneration based on 

authorized energy payments for purchased energy and authorized 

capacity payments for purchased eap,acity, each at the level of the 
utility'S full avoided costs. 

2. There is an urgent need to sti."TLulate the pace at which 

cogeneration capacity is developed and to achieve that end most 
. ~ 

expeditiously, the following order should ~e effective the date 
of signature. 

-42 a-
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INTERIM ORDER 

IT IS ORDERED that: 

• 
1. pacific Gas and Electric Company (PG and E) shall wi thin 

4S days publiSh and provide to all potential cogenerators a schedule 

of its full avoided capacity costs as defined by system power values 

and appropriate :elated costs. 

2. PG and E shall within 4S 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 price of oil to PG and E plus appropriate related costs. 

3. ?G and E is authorized to offer to purchase at the above 

rates all power produced and delivered on firm contracts to· ~~e 

bus bar by cogenerators. Nonfirm purchases sha'lJ. be authorized at 

the avoided. cost of energy to PG and E at the ti."ne of delivery, 

i.e., on-peak'rmid-peak or off-peak. Capacity and energy payments 

will be authorized on a time basis., whenever feasible·. An equiv

alent, average monthly rate also is to be available. 

4. PG and E shall file a schedule of prices to ':oe 'Oaid to 
o ... 

cogenerators including pro-posed contract te~s and' :provisions for pur-

chased cogenerated electr~city. 

5. PG and E shall mail copies of their th'ce6.ules of . full 
. 

avoided costs for energy and capacity and proposed contract terms 

to all existing and identified potential cogenerators within 4~ 

days. 
6. Sales to cogenerators for all their internal needs will 

be a: .:i1ed 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 ~emain on fileo standby rate seheoules. 

s. CU-~ent contracts for purchased power by PG and E will 

not be affected ':oy this pricing poliey u-"lless so pro·.,ia.edfor i:1 
• I 

~~e contraet. EXcept for contracts in force, no a.istinction shall 

be made between old and new sources. 

-43-
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c ". ~ a::.c. ~ will :.:.i=e a co:c.si!l-:a:c.t to es-:::":ate coge::.e::'3.tio:c. /" 

~ote~tial to 199Q, a::.c. ~o eevelo, iee~ti!icatio:c. ~d a::. 0:c.go~6 
t=a.ekj -; s7Ste: !or use by ?G a:o.c. Z. =e~ators and. i::.-:erested. part·:'es • 
. Ute:-..at:'V'ely. ?G a=c. ::; :.~";" ·~i-:::'i::. ~, c.a.. .... s p=ese::.t a· ~la.:. "l::.e=eby t!:.e 

• ..... ... • ~.... .. '- • '41"'" ., • .I 
a~ove ca::. ... e acco:p.:..:.s.:.el.o. ..;~ ... ~e:.= O'H:l sta...... 0:- '..r ... t..:. ::.:.:.:..::.a.:.. oilts:"",e 
assista:.ee. 

10. ?Go "' .... c.. ":' ,,"':" :.ai ......... .: .... a '':s'" o~ ... " """'0""" ""-o""ec"s ""0" ~ ~ "-~. v~ _~ w _ ~~ ~ ~~ ~w U v - ~ 

:"eport to :':'cJ.:u.c.e s::.all power produ.cers. , , -_. ic.e:.ti.!'7~ 

,u--sue, ~d =epo=t 0:' oil !:'elc. recove=y projects. 
12. ?G a:.e Z s::.all assist coge::.erators i::. obta:'::'~g cu:=e:.t 

~o~ledse o! ?oll~~io:. co:.-:=ol a.:.c. e::.viro~e~al regulatio::.s. 
:G a::.c. Z shall assist coge:c.e=ato':s i::. o·otai::.i:.g cost-jt:.sti!iec. 
""0" ,.-.; 0 .... co .... --o' --ac.·eo· .. .rs s a .... ,o-o,o-.: "'-e ~ " __ """""'" _w_.......... __ a ~ __ .. _ .. ~\"t .. 

~; ~vs prepa=e ~ !i:.ancial a:.alj"sis p=os=~ !o= t~e co::.!ide~tial 
...:.se o!.coge:c.era.to::'S i:. their cost/be.:.e.!'it ru:.aljses c;,. alter::.atively,. 
h~t~ ~5 da.ys p~se:.t a pla::. !or co:pleti:.s st:.c~ a prog=a:. 

or! No. 26 ~all =e:.ai::. ope::. •. 
~e e!.!'ee~~ve da~e o! t~is o~e= is 

__ O~E~C~1~9~1~97~9 ____ , S~ 

./' 



• 
• • 

or! 26 * 

Append.1x A 
Highlights of Proposed. PERC Rulemak1ng 

on 
Small Power Prod.uction and Cogeneration Facilities 

(Docket RM19-55) 

'. 

'!'he proposed rulemald.ng regarding the Implementation of ?UR?A>, 
Sec~io:l 210(a) was issued October l8~ 1919 and comments are to be 
filed by December 1> 1919: 
"SUMMARY 

t~he p~oposed rules pro~de that electric ut1l1t1esmust purchase 
electric energy and capacity made available by qualifying cog~n-
e~ators a.."'ld small power producers at a rate reflecting the co'st that toe 
purcbas~g utility can avoid as a result of obtaining energy and 
capacity from these sources> rather tha."'l generating a.."'J. equivalent. 
~oun:: or energy itself on purchasing the energy from other suppliers. 
'!'o enable potential cO,generators and small power producers to· be 
able to estimate these avoided costs> the rules require electric . 
u~1li~ies ~o furnish data with ~egard to present. and future costs 
of energy and capacity on their systems. 

''These rules also provide that electric utilities must furnish. 
,electriC energy to qualifying facilities on a nondiscriminatory 
'basis> at a rate that is just and reasonable and in the pub·lie, 
1:lte::-est> a."'ld must proVide certain types of service which may be 
::-equested by qualifYing faCilities to supplement or back up th.ose 
facilities· own generation. 

'~he rule exempts all qualifying cogeneration facilities and 
certain q,ualifying small power production facilities, from rate and 
certain other regulations under the Federal Power Act> from the 

, prOVisions or the Public Utility Holding Company Act of 1935 related' 
to electric uti11t1es> and rrom State laws regulating electr1c 
utility rates and financial organizat10n. 

'~he imPlementat10n or these rules 1s reserved to the State 
regulatory,author1t1es and nonregulated electric utilities. W1th1n 
one year of the issuance of tbe Commission's rules~ each State 

A-l 
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regulatory authority or nonregulated utility must implement 
these rules. That implementation may be accomplished by the 
issua."lce of regulations ~ on a case-by-case bas1s, or a."lY other 
means :easonably designed ~o give effect to the Commission's 
rules. 

'~he COmmission observes that this rulemak1ng represents 
an erro~ to evolve concepts in a newly developing area within 
:-1gid statutory constraints. The Commission is attempting to 
arrorci b!"oad discretion to the State regulatory authorities and 
~o~-egulateci electric utilities in recognition of the variety 
or 1nstitu~io~al~ economic, and local Circumstances which may be 
arrected by this proposed rulemaldng. In this regard~ the 
Com:1ssio~ seeks the fullest ra."lge or comments on the legal 
autho!"ity of p!"oposed Commission action,; and on the techn!cal 
a."'ld practical aspects or the proposals set forth. 10 this rule
::na.k1ng." 
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Appendix B 0 ...... 25 * .... 
Glossary 

Auxiliary Power Sources CAPS) - Electric generating tacili ties~ 
located on nonutility company sites, designed to' be used in the 
event ot an outage on the local utility grid. 

.... 

Average Cost PriCing - ~e pricing o~ electr1c service designed 
to ~ecove~ the total costs on a system in order to- make total revenues 
(!~clud1ng ~ate of: retu.-n) equal to total costs. Total costs are 
based. on. cost as recorded in 00 oks· of: (I.ccount and forecast·ed· to be', 
recorded !n such accounts. . , 

Avo~ded Costs - Avoided costs are those which a util1ty would 
!ncu:> but for the purchase from another source ot energy or capacity 
or both. It can include both the rued and/or running costs on the 
utility system wh1ch can be av01ded by such a purchase. 

Baseload - The m1nim~ cont1nuous load on a power system over 
a given period of time. 

Biomas Convers10n - l'he process of conversion or plant materials 
such as wood waste> rice hulls> walnut shells, etc., into electricity 
0: energy. 

Capacity - Maximum power output expressed in kilowatts or 
megawatts. 

Capacity Factor - The ratiO of average load on a generating 
~esource to its capacity rating during a spec1~1ed period or time 
expresse~ in percent. 

Cogeneration - T.ne sequential production of electricity and 
he~t, steam or useful work from the same fuel source. 

Combined Cycle - Waste heat from a gas turbine topping cycle 
is utilized tor the generation or electr1city in a steam, turb1ne! 
generator system~ thereby increasing the erfic1ency of heat uti11-
zatioIl. 

Firm Power -. Power available at all t1mes during the period 
covereQ by tbe cOmmitment, except tor torceQ outages and scheduled 
maintenance. Firm power is proVided w1th su~~lcient legally 
enforceable guarantees or deliverab1lity t~ permit the purchasing 

electriC ut1l1ty to a-yo1d tne need to const.ruet a.generat~gun1t~ 
to build a .s:maller and less e.xpens~:ve plant> or to purchase less 
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~~ power from ano~her u~11ity. 
Kilowatt (KW) - AIl electrical unit of power which. equals 1,..000 

watts. 
~lowatt-hour (KWHR) - A basis unit of electrical energy e~ual 

to the use of 1 kilowatt for a period of orie hour. 
Load - The amou.'"lt or electric power delivered to a given point 

on a sys~e~, or total amount or demand on the system. 
Load Factor - The ra.ti0 or average load to the 

a specl!"!.ed period of time, expressed in percent. 
Ma:g!.."l2.l Cost Pricing - The pricing of electric: se~ice designed 

~o equate the rates for electric service with the marginal co·sts 
of that electr1c service. 

Marginal Cost - The change in total cost caused ~y a change 
:.n output. Marginal cost ca.~ also be uncierstooci as the additional 
cost to produce an additional unit of output,.. or the sav1ngs from 
producing one unit less of output (i.e., aVOided cost). 

Monopoly - A market structure in which there are many buyers 
but only one seller. 

Monopsony - A market structure in which there are many sellers 
but only one buyer • . 

Nont!.:-m Power'- Elect:-ic power available as surplus only, wh1C'h 
is supplied by the power producer at his/her option and can be 
~~terrupted by the power producer (or large) at Will. 

Peak Load - Tbe maximum electric load consumed or produced 
in a stated period o! time. It may also be. characterized as the 
minimum instantaneous load,w1thin 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 pl~uts for use in turbines. 

,Reserve Margins - Extra ·capacity available to: 1) meet 
anticipated decands tor power; 2) serve load in the event of a 
loss of generation·resulti~g from an unscheduled outage. Reserve 
margin is the ratio of excess capacity to antit1pated peak load 
expressed as a percent. 
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Sp1ll.ning Reserves - Reserves that a.re operated a.t less 
than the rated capacity so as to previde immediately available 
capacity to. relieve imbal~Lllce on the system. 

System Power Values (SPV) - PG and Ets medel o.f the marginal 
co.sts o.f additio.nal capacity and energy. based in this case on a 
cembined cycle plant as the marginal plant. 

Values to. Perpetuity - The cests (values) to ewn and eperate 
3. generating plant fer an infinite number cf years. assuming plant 
replacement at the end ef its useful life. Values are then 
levelized to. the initial year. 

Wheeling - The use o.f transmission facilities cf one utility 
sys~em to. transmit power to another system o.r between customer 
facilities within a single utility system. 
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Commissioners John· E. Bryson and Richard D. Cr.:lvelle, 
disscn~ing in part: 

.. 
By our signing the principal decision in this m~tter 

~oc.J.y, we have indicated our agreement ·".'it.h other members of 
the Commission <lS to the great importance of cogcncrD.tion ·<.'IS 

an alternative energy source, 'as to the gener.al principles 
which should. guide Pacific Gas and El.cctric CompD.ny O?(;'&·E·) 
and otner utilities in negotiating contracts with potential 
cogencrators, and as to the PC&E's disappointing performancc 
to date in tapping the poten~ial of cogeneration. There is, 
howeve=, one significant point On wh.ich we diffe'r with other 
members 0: the Com .. nission. 

We believe that the principal benefit which can .)ccruc 
to ~hc public utilities and the ratepaying public from full 
cxploit<ltion of the po'tenti;;l.l for cogencrat.ion is a reduction 

in the utili tics' o .... ·n generating cap.:tci ty requirements.. As 
the principal decision in this proceeding makes clear, 
cogcner~tors will be encouraged to make available t~ the 
utili'ty":qua:1titics ei the'reo ot'cn·cr·gy·~'·or . of" both . c~cr-gy-':;nd'-'''''' 
capacity. It will be much simpler for the cogen'crator to 
commit only its cxccss energy output to the utility, without 

committing to any fixed level of energy production fo'r the 

1,;.tili~y'suse. In this event, of cource, the cog.encrator 
will not be c:1titled to capacity payments,. but only to 
COm?cns~tion !or quantities of energy provided. Even so 
w(: believe that l'I'I.:\ny potential cogencrators will hesitate to 
com1Td.t their capacity to the utilit.y's disposal when they 

. can' quali:y for energy payments under the simultaneous 

purchase and sale provisions of today's decision· without 
such a co~~itment of capacity. 

It can be argued that the commitment of many cogcncrators 

to the production of energy for their own use, with the 

excess to be. provided to the utility, amounts in practical 
terms to the provision of added g~nerating Ca}?acity to the 
utility system, with a corresponding decrease in the utility'S 

need to construct new capacity of its own. This is surely 
truc to an extent, but that extent is uncertain. Marginal 
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• • generating capacity is needed to meet cmcrger;.cy situ.)tlons.' 

w~ cannot predict how much energy cogcnerators, whose capacity 
is not com.-nitt.ec to the utility, will be .:lblc ~. willing to 
provide for the utility's usc i:1 the- event of an emergency 
c:1crgy shortage. 

The principal decision in this case provid~s for simul

taneous purchase of all the cogenerator's cl~ctric req~irement8 
::ro:n the ut.ility and sale of all its electrical output to 

the utility,. whether or not the cogenerlltor is also sclling 
its capacity, h£!. com:nitting itsou,tput, to the, u,tility. 

We believe the principle of simultaneous purch.:tsc .:lnd,sale 
is .:l?propriatc1y .lpplicd only to cogener.ltors who h.1.ve 

cornl'-:li tted their c.:lp.:l.ci ty to the utility system. Thisco.!l'lmi tmcnt 
properly entitles them to compcns.:ttion, .:It the utility's 

full .:lvoided cost, for ..9l:~ energy which they gcncrate, evc'r.'\ 
for their own usc. !n contrast, the cogener.:lto·r who is 

un ..... illing to cOr.'l..'Tlit his gC:'lerat.ing e.:tp.:lcity to the utility's 
disposal should be entitled to payment at the level of full 

<lvoid~d cost. only for the energy which i1: actually p-r9vidcs 
to the utility ~. its excess .output~ •. '. 

~ • .....' " ,~-,. .,-,· .. I--llv ' "" ' 

l:::plemcnt,,-tion of the simult.:lneous purchase .:1.nd sale 

concept in this li::\ited manner wOl.lld proviae greater incentive 
to j:>otcntial cogcnerators to commit firm capacity to the '. 

public utility system, thus m.ore clc.:1.rly obviating the need 
to construct more cent.ral power olant.s 

San Fr~ncisco, California 
~ecember 19, 1979 

r expense. 


