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ORDER _INSTITUTING INVESTIGATION

I. Summary

With this Order Instituting Invéstigation (OII), the
Commission begins an investigation to review existing rules,
regulations, and policies on electric utility transmission services
provided to nonutility producers of electricity. This
investigation will cover utility transmission services provided to
nonutility power producers including those known as “qualifying
facilities® or "QFs®", and "independent power producers® or
“1pps. "1

The Commission wishes to develop a transmission policy
that is nondiscriminatory and promotes competition in the electric
generation sector. We believe that an investigation into utility
transmission servicés is necessary at this time to ensure the
developrent of a conpetitive electricity generation sector in
California. Such competition should benefit ratepayers by ensuring
lower costs and increasing the diversity of electricity supplies.

In this order, we identify the transmission issues that
we will investigate and thé goals we desire to achieve with any
transmission policy. We separate transmission issues into two
general areast (1) transmission access and cost allocation issues
for the utility buying the nonutility power and (2) transmission
access, cost allccation, and pricing issues for nonutility power
producers that require transmission-only service from a utility.

1 "QFs* consist of cogeneraters or small power producers who
sell their power to public utilities. (16 U.S.C. § 824a-3.) While
we intend to consider proposals to address transmission policy for
IPPs, the discussion in this order concéntrates on QFs because the
Commission's current solicitation process for nonutility power does

not allow participation by IPPs and because no IPPs yet exist in
California.
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The latter type of unbundled, transmission-only service is commonly
known as “wheeling.” 1In each dgeneral area, we present several
policy options that address the issues. California’s major
electric invéstor-owned utilities (IOUs) and other fnterested
parties are requestéd to file written comments as set forth below
containing their favored proposal and other information requested
in this order. Based on the comments received, the Commission will
consider setting issues for hearing, issuing a rulemaking, or other
procedural options. Based on the record developed in this
investigation, the Commission will consider changing the rules,
regulations, and policies that apply to the issues raised in this
order.

There are several reasons why the Commission is
investigating transmission access at this time. First and foremost
is the developing competitive market in electricity generation.
Alternative sources of electricity generation became a significant
source of generating capacity in California and the United States
after the enactment of the Public Utility Reguiatory Policies Act
(PURPA) of 1978.2 In california there are approximately 6,500
megawatte (MW) of QF capacity - nine percent of the State’s total
dependable generation capacity. These sources of nonutility
generation appear varied and viable enough to have the
characteristics of a competitive market. Most genération, however,
cannot sell in a marketplace without access to a utility’s
transmission system. In sharp contrast to the generation sector,
the transmission facilities of electric utilities retain the
characteristics of a natural monopoly. The Commission wishes to
avoid instances where access to transmission services is provided

2 16 U.S.C. § 2601 et seq.

3 California Energ} Commission, Electricity Report, Draft Final,
August 1990, pp. 3-5 and 3-12,
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on a discriminatory basis. Because of the lack of alternatives to
the utility transmission system, discrimination, if it exists,
could result in inefficient or inequitablé electricity
transactions.

In récent years, an active debate over transmission
access and pricing has been generated within the industry and
within state and fedéral government. The debate is particularly
active at the Federal Energy Regulatory Comnission (FERC).4 The
- California Legislature’s interest in the matter has also increased
in recent years. The Commission madée a commitment to address the
issue as it relates to QFs in a July 17, 1989 ruling by the
Assigned Commissioner in the Biennial Resource Plan Update (BRPU)
proceeding, Investigation (I.) 89-07-004. In that ruling, the
Assigned Commissioner said:

"This Commission has a long-term commitment to
healthy competition in the electric generation
sector. The ability of eligible QFs to sell
power to utilitiés in or out of their service
territory must be part of the Commission’s
considerations as it works to maintain the
competltlve environment. In addltlon,
transmission access, and the pr101ng for that
access, is a corollary to our examination of
the approaches for5d15aggregat1ng utility
resource needs...*

The scope and schedule of the current phase of the BRPU,
known as Phase 1B, was recently modified by the presiding
Administrative Law Judge (ALJ) in rulings dated June 13 and
28, 1990. Currently under consideration in Phasé 1B are proposals

4 Seée FERC, "The Transmission Task Force'’s Report to the
Comnmission - Blectr1c1ty Transmissiont Realities, Theory and
Policy Alternatives," October 1989.

5 1.89-07-004, July 17, 1989 Ruling of Assigned Commissioner,
p. 2.
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for the restructuring of the long-run standard offer for QFs
(Standard Offer 4), reinstatement of Standard Offer 2, treatment of
interutility contracts, and incorporation of environmental values
in the resource procurement process. The Commission’s current goal
in the BRPU proceeding is to consider improvements to the standard
offer process that could be adopted in the near future,

In the June 13, 1990 ruling in the BRPU, the presiding
ALJ stated that the issue of nondiscriminatory transmission access
for QFs would be taken up in a separate request for comments
coinciding with Phase 1B of the BRPU. Due to the complexity and
inportance of transmission issues relating to nonutility power
production, we will address the issue of nondiscriminatory
transmission access for QFs in this separate investigation. Also
within the scope of this investigation are proposals for
incorporating transmission costs into the Commission’s program for
soliciting nonutility power. Some portions of the proposals
recently made in Phase 1B of the BRPU, if adopted, would affect
transmission policy and it will be necessary to defer those
portions to this investigation. Phase 1B of the BRPU will
determine whether and how the Comnission will change the overall
form of its bidding or solicitation process and how non-price
factors will be considered in the $olicitation process.

This transmission OII will consider both whether and how
to incorporate transmission costs into the solicitation process in
4 way that is consistent with the process adopted in Phase 1B of
the BRPU. We will consider proposals to incorporate transmission
into the solicitation process in this separate investigation
because these proposals should be considered in the overall policy
framework for transmission that we will kegin to develop in this
investigation. It is our intent to closely coordinate this
investigation and the BRPU to ensure consistency in our regulation
of resource planning in California.
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II. Procedural Background

The Commission has addressed QF transmission issues
several times in the past. Many of the existing policies on
transmission were developed in response to the large number of QFs
that signed long-térm power sales contracts, known as standard
offers, with electric utilities beginning in 1982,

Early in 1984, utilities expressed concern that
constraints in various areas of their transmission systems would
impede their ability to accept power from all QFs that had signed
standard offers. The Commission opened an investigation into these
issues with 1.84-04-077. Decision (D.) 84-08-037 from this
investigation adopted an interim policy for transmission access in
the only area in which we determined significant constraints
existed, the northern part of the Pacific Gas and Electric Company
(PG&E) serxrvice territory. The adopted policy limited QF
development in this portion of PGEE's service territory, known as
the Constrained Area, to 1,150 MW.

In the same investigation, we issued D.85-01-038 in which
we adopted a procedure for establishing the interconnection
priority for QFs. This procedure was later renamed the Qualifying
Facility Milestone Procedure (QFMP) and was revised in subsequent
decisions.® The QFMP was developed to ensure that QFs diligently
pursue their projects, provide utilities with planning information
on the progress of these facilities, and clarify the utilities’
requirements for providing timely transmission interconnection
information to QFs.

In D.85-09-058, the Commission addressed the issuve of
allocating costs resulting from transmission system upgrades. That

6 See D.85-08-045, D.85-11-017, D.86-04-053, D.86-11-005, and
D.87-04-039.
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decision said that utilities should have their ratepayers pay for
new transmission lines that are built to carry QF power and at the
same time provide other system-wide bénefits. The application of
this cost allocation policy became an issue in

application 89-03-026, where Southern California Edison Company
proposed to build a 220 kilovolt double-circuit line between its
Kramer and Victor Substations in the western Mojave Desert, 1In
D.90-09-059 issued September 12, 1990, we granted the Certificate
of Public Convenience and Necessity authorizing the line’'s
construction. We found that the record in that case did not
clearly demonstrate that the proposed line would provide system-
wide benefits and found it reasonable to allocate portions of the
cost of the line to QFs that would be using the line. )

In 1.85-11-008, the Commission entered into a séparate
investigation of transmission access issues for QFs locateéed outside
of the service area of the utility purchasing the power. A major
issue in this invéstigation was whether out-of-service-area QFs
should receive access to the major transmission lines that connect
utilities together. Such interties or bulk transmission lines
carry economy energy which could be displaced as a result of
accepting power from a QF. By D.88-04-070, we adopted a standard
of "economic harm" which requires a utility to accept power from
out-of-service-area QFs unless the utility demonstrates that the QF
will displace economy energy transactions or cause other economic
harm to ratepayers. The value of any such displaced economy energy
represents an opportunity cost to ratepayers. The decision also
provides that reviews of issues concerning access will be on a
case-by-casé basis and acknowledges that pricing and curtailment

modifications to standard offers may bé a way to mitigate economic
harm.

Many of our policies regarding QF interconnections have
been incorporated into Tariff Rule 21 for the electric utilities
regulated by the Commission. Rule 21 concerns many issues
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regarding the interconnection of nonutility power including
technical standards for interconnection, the availability of
capacity, operational requirements, and the cost allocation of
utility interconnection facilities.

In an early alternativée generation deéecision, D.82-01-103,
we addréssed the issue of QF wheeling. We emphasizeéd the
importancé of wheeling and réquired utilities to file quarterly
reports on their wheeling activity.7 Additionally, California
Public Utility Code sections 2801-2826 address interconnection
issues for private energy producers, including the provision of
wheeling services by public utilities. To our knowledge, however,
very little wheeling of QF power is being provided by California’s
major electric IOUs.8

III. Goals of the Commission

In determining a transmission policy for QFs, the
Commission desires to achieve the goals listed below. Parties
filing comments should craft their proposals accordingly:

A. Nondiscrimination and the Promotion of
Competition in Electricity Generation

Competition in generation will help assure that
ratepayers réceive electric services at the lowest possible cost.
Essential for the development of a competitive electric generation
sector is the provision of utility transmission services to
nonutility power producers on a nondiscriminatory basis.,
Discrimination occurs when different prices are charged for
identical services.

7 D.82-01-103, at pp. 107-112, see also, Ordering Paragraph 23.
8 We are aware of a SCE contract to wheel a QF's power from the

western Mojave Desert to SDG&E and a PG&E contract to wheel a QF’s
power to SCE.

-8 -
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B. Price Services at Cost

Services priced at cost promote economic efficiency and
do not subsidize one class of customers or supplieérs over another.
We notée that different prices for apparently similar transmission
services are not discriminatory if the differences in the prices

can be justified due to real differences in the costs of providing
the services. )

C. Least Cost Resource Planning

The Commission seeks proposals that provide reliable
utility electricity services at the lowest possible cost.
Transmission policy proposals should promote the efficient use of
the existing generation and transmission system and give the

utility the incentive to make only prudent additions to its system.
P. Environmental Sensitivity

We are sensitive to the environmental impacts of our
policies. Because of énvironmental concerns, it appears that
additions to the transmission system are becoming increasingly

difficult to undertake. Proposals should respond to these
concerns.
E. Peasibility and Simplicity

Transmission proposals that in our judgement unduly
overburden parties or staff because, for example, they require vast
amounts of information,- unreasonable time demands, or that are
prone to ongoing disputes will not be favored.

With these goals in mind, respondents and interested
parties should file comments on the policy options presented in
Sections IV and V below. Section IV covers transmission access and
cost allocation for the utility buying the nonutility power.
Section V covers transmission access, cost allocation, and pricing
for utility wheeling sexrvices provided to nonutility power
producers. Each section includes a list of questions to be
answered in filed comments.




DSP/GAC/dk %

IV. Transmission Access Pfoéided_
By the Buying UtilitI and Allocation
of Utility Transmission Costs

In this investigation, we will review our existing
policies for transmission access provided by the buying utility and
related issues of cost allocation. These policies cover
transmission provided to QFs selling to their local utility as well
as transmission provided by the buying utility to out-of-service-
area QFs that have arranged transmission to an inteérconnection of
the buying utility.

When a QF interconnects with its local electric utility,
the QF is generally responsible for costs of transmitting the power
from its plant to the first point of utility interconnection. We
believe this policy is reasonable and we do not intend to review it
in this investigation.

Included in this investigation are costs incurred by the
buying utility on its transmission network necessary to take QF
power into its system. The current process for soliciting standard
offers does not consider transmission costs as a criterion for
selection among competing QFs. Rather, our current rules require
utilities to perform interconnection studies to develop a method of
interconnection after the contract is signed. 1If the utility is
required to upgrade its network to take the power, costs are
allocated according to the policy set forth in D.85-09-058. For
PG&B, we have adopted the additional policy that limits the number
of QFs receiving access in its Constrained Area. A key decision to
be made in this investigation is whether transmission costs should
become a criterion in the solicitation process.

The Comnission recognizes that determining the cost of
interconnecting a QF is difficult. OF interconnection costs can
include costs from two broad categoriest capital and operational.
Capital costs can result from the construction and maintenance of
new facilities such as transformer upgrades, capacitor bank
additions, the re-conductoring of lines, or the construction of
entirely new lines. Operational costs can result from line losses;
operation, maintenance, and administrative expenses; voltage
impacts; and reactive power impacts. For QF power traveling over

- 10 -
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bulk power lines, another relevant cbst is the opportunity cost of
the lost benefits from potentially displaced economy energy
transactions. As indicated in our discussion regarding
1.85-11-008, consideration of opportunity costs is especially
important for out-of-service-area QFs.

Some transmission facility upgrades which have been
constructed to take QF power will also provide additional system-
wide benefits to other users of the utility transmission system.
while we investigated system-wide benefits in I1.84-04-077, we did
not rule on a specific methodology or definition. Installation of
a facility upgrade can possibly benefit ratepayers in several ways,
including: ‘reduced losses} increascd reliability; the provision of
capacity for future load growth; and the provision of capacity for
future resources, including économy energy. Policy proposals
submitted in this investigation should provide criteria for
determining the existencé of system-wide benefits and a methodology
for allocating upgrades which possess such benefits.

In addition to addressing the treatment of upgrades that
may possess system-wide benefits, any policy on transmission access
and cost allocation must address several key subissues. First, it
must consider the type of firm transmission access provided to the
QF. Access can be mandatory or subject to available capacity.
Second, it must consider whether transmission costs such as those
noted above areée considered during the QF solicitation process.
Third, it must consider whéther transmission cost information is
provided to project sponsors before they bid. Fourth, if utility
system upgrades are necessary, the policy must address who payst
the QF, the utility’s ratepayers, or both.

Below, we present four options for addressing
transmission access and cost allocation for nonutility power
producers. We present these options to facilitate the start of the
investigation; we are not endorsing any one of them at this time.
Further, some of the options require changes to the overall form of
the solicitation process. Such changes, if made, will be done in
Phase 1B of the BRPU. The options are summarized in Table 1
according to the key subissues described above.




DSP/GAC/dk *

TABLE 1

INTERCONNECTION POLICY OPTIONS FOR QF
TRANSNISSION ACCESS AND COST ALLOCATION

Policy Option
Subissues £ 1

Option
$ 2

Option
$§ 3

Option
¥ 4

(1) Access Mandatory
to all
winning QFs

(2) Does the
solicitation
process consider
transmission
costs?

(3) Is trans-
mission cost
info provided
to QF sponsors
before bid is
submitted?

Costs
allccated
to QFs and
ratepayers
after pro-
jects are
selected

{4) wWho pays
for
upgrades? #%

Mandatory
to all
winning QFs
up to a Mw

Same as 1

cap in a con-
strained area

Not
specified

Not
specified

Ratepayexs
for MW be-
low a cap.
Aboveé cap,
QFs pay (if

construction

Yes, as
weights
considered
in the

Same as 1

Yes, as payment
addexs or sub-
tractors

solicitation

Yes

Ratepayers

of additional

capacity is
feasible)

Yes (4a)
No (4b)

Ratepayers are
responsible for the
transm’n costs of
the avoided re-
source. If QF
interconnection
costs aré higher,
QF pays via a
subtractor

t NOTE!

Subissue 4 (Who pays?) is closely related to Subissue 2
(Are costs consideréd in the solicitation process?).

For example,

while ratepayers pay for transmission costs in Option 3, the fact
that the solicitation process considers transmission costs hélps
assure that the transmission upgrades paid for by ratepayers, if

any, are cost effective.




DSP/GAC/dk *

A, Option 1

- QF contracts are selected in the competitive solicitation
process without considération of transmission costs. All QFs that
are selected are guaranteed access. The cost of system upgrades
necessary to takée thé power are allocated later when they are
better known. If the necessary transmission upgrades are
constructed solely for the utility to take the QF’s power, the QF
pays the costs. If the necessary transmission upgrade has system-
wide benefits, then its costs are allocated according to a pre-
determined rule. There aré several types of rules or methodologies
that could be used to allocate the costs. Transmission upgrades
that have any system-wide beneéfits could be allocated completely to
ratepayers. This rule is commonly known as the "all or nothing"
rule. Another cost allocation rule could have ratepayers pay in
proportion to the system-widé benefits that result from the
upgrade. Yet another possibility is to hold ratepayers responsible
for system upgrade costs that are at or below a dollar-per-

kilowatt-hour (§/kW) cap. Upgrade costs above thé cap would be
paid for by the QF.

B. Option 2

In Option 2 the total transmission capacity made
available for QFs is capped in an area that has transmission
constraints. QFs with access below the cap‘pay nothing for system
upgrades. QFs above the cap are turned away or are required to pay
the full cost of any upgrades necessary for the utility to take the
power, provided such upgrades are feasible. Because this option
could cap an area’s avalilable capacity at a quantity less than the
demand for the capacity, a type of rationing system - such as a
waiting list - may be necessary.

C. Option 3

Under Option 3, utility ratepayers pay the cost of
utility transmission system upgrades necessary to take the QF
power. Unlike Option 1, however, the cost of transmission,
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including line losses and the cost of necéssary upgrades, would bé
taken into account during the solicitation process by determining
Jocation-specific weights or points that reflect the estimated
transmission costs of the proposed project. Such weights/points
would be provided to potential bidders before they submit their
proposal. QF project sponsors, knowing this information, would bé
free to adjust either the project price or its location. Such
changes to the bid could improve its likelihood of selection.
Because the posted weights/points would be considered when projects
are selected, a project that otherwise would be rejected might be
accepted if its transmission costs are lower than the costs of its
competitors.9 Because transmission cost information would be -
provided in advance of the solicitation, however, it would
necessarily be simplified - not all costs can be calculated for
each potential QF ahead of time. Some projects, in fact, could
cost more or less to interconnect than estimated at the time of
solicitation. If the estimates provided by the utility to the QF
are binding, ratepayers would bear the risk of paying QF
interconnection costs in excess of those forecasted at the time of
the solicitation.
D. Opticn 4

In this option, ratepayers would be responsible for a
cost equal to the interconnection cost of the utility’s avoided

9 For example, suppose two proposed QF projects, A and B, are
submitted as competitive bids with capital costs of $1,850 and
$1,900 per kW, respectively. Further, assume that the size and the
variable costs of the two projects are identical but that their
locations are different. Theée utility has notified the project
sponsors that the transmission costs are $150/kw for the site
chosen by Project A and are $50/kW for the site chosen by
Project B. These transmission costs would be treated as weights in
the selection process. The least cost solution is for the utility
to select Project B, pay the bid price of $1,900/kW, and have its
ratepayers pay for the $50/k¥ upgrade.

- 14 -
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resource. If the interconnection costs of a QF were higher than
the utility’s avoided resource, QFs would pay thé difference via a
subtractor to the contract price. Conversely, if QF
intérconnection costs were lower than the interconnection cost of
the avoided resource, the QF would be eligible for a paymént adder.
With respect to the subissue of whether pre-biad
information is provided, two variations to Option 4 are feasible.
In one variation (Option 4a), the location-specific adders or
subtractors are provided as pre-bid information. With this
variation, project sponscors would be able to tailor their bid in
response to the posted adders/subtractors, much as in Option 3. 1In
another variation (Option 4b), the solicitation process could take
place without the posting of the location-specific adders or
subtractors. Instead, the utility would detérmine the
adder/subtractor after the solicitation but would apply it to the
contract price before payment. While this would preclude QFs from
fully internalizing the cost of transmission as in Options 3 and
4a, it could allow for the determination of more accurate, project-
specific estimates of adder/subtractors.
BE. OII Issues and Questions

The Commission will consider in this investigation
changing rules, regulations, and policies in the areas identified
in the following questions. Respondents and interested parties are
to file proposals that respond to each of the following questionst

1. bo the four options provided in this OII réasonably
describe the range of alternatives for addressing nonutility power
producer transmission access provided by the buying utility, the
incorporation of transmission costs into the solicitation proceéss,
and the allocation of upgrade costs? If not, what are other
reasonable options consistent with the Commission's goals?

2. Which option, if any, do you support? Describe, in
detail, your plan for incorporating transmission access and cost
allocation into Commission’s solicitation process for nonutility
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power. At a minimum, a1l proposals should address the subissues
raised in this investigation and listed in Table 1.

3. How does your proposal provide access to out-of-service-
area QFs?

4. Does your proposal differentiate hetween solicitations
for Standard Offer 2's and Final Standard Offer 4's? For Final
Standard Offer 4, should the Identified beferrable Resource include
the cost of transmission?

5. How does your proposal address interconnection issues for
the short-run Standard Offer 1?

6. How should the cost of upgrades providing system-wide
benefits be allocated between ratepayers and QFs? What is a
reasonable definition for system-wide benefits?

7. In the context of defining system-wide benefits, what is
the definition of a "bulk®" power line? What is the definition of
an “area® power line?

8. If QFs pay for utility system upgrades, who should
ultimately own the line?

9. In future QF solicitations, how should transmission
access be provided in the PG&E Constrained Area? Should the
existing Constrained Area waiting list be used in any future
solicitations?

10. wWhat information is necessary to determine the
availability of utility transmission capacity and the system-wide
benefits of transmission upgrades? To what extent should utility
transmission system information be provided to nonutility parties?
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11, For the purpose of developing a utility transmission
policy for nonutility gower’producers, what should be the
definition of an IPP? .

12, Should the Commission’s transmission access and cost
allocation policy for utilities buying nonutility power
differentiate between QFs and IPPs? If yes, how?

V. Hheeling Services for
Nonutility Power Producers

"Wheeling" is used to describe electric transmission
services which are provided on an unbundled, stand-alone basis.
Such services allow electric power to move over utility
transmission lines that are not owned by either the seller or the
buyer of the power.

There are two general types of wheelingt

Retail Wheelingt A retail customer acquires
electric generation capacity and energy
independent of the local utility and has it
delivered to the retail customer’'s premises via
the utility’s transmission system. A special
case of retail wheeling is "self-service"
wheeling for retail customers that also own
generation resources. Here, the whee11ng
utility brings power from the customer‘’s own

generation source to the customer’s retail
load.

Wholésale Wheelingt When the buyer of wheeled
power is itself an electric utility or other
entity that will resell its power to its final
customers, theée wheeling is wholesale.
Wholesale wheeling can include the wheeling of
either utility or nonutility power, lncludlng
QF power, so long as the buyer of the power is
a wvholesale customer.

10 In its Notice of Proposed Rulemaking on IPPs, the FERC defined
an IPP as a wholesale power producer that (1) sells power to
customers that do not reside in any retail utility service
territory that may be granted to the producer (or its affiliates),
and (2) does not control transmission facilities essential to its
customers. See FERC “"Regulations Governing Independent Power
Producers, Notice of Proposed Rulemaking,® Docket No. RM88-4-000,
March 16, 1988.

- 17 -
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This investigation will not consider proposals for retail
wheeling. The purpose of this investigation is to consider
proposals for utility wheeling services provided to nonutility
power producers selling to electric public utilities, both
investor- and government-owned. This investigation is not to be
construed as a challenge to the franchised retail service
territories of public utilities.

In principle, wholesale transactions of power among
utilities, if pursued far enough, could eliminate any demand for
wheeling. Such transactions would tend to drive the avoided costs
of electricity to equality across utilities or, more accurately, to
the point where any remaining differencés would simply be a
reflection of the true costs of transmission between loads and
resources. But the fact is that the avoided costs of electricity
do appear to vary among utilities. To the extent that these
differences reflect more than the costs of transmitting
electricity, there is an opportunity for wheeling to reduce
differences in avoided cost and the overall cost of electricity to
ratepayers. Given our stated goals in this proceeding which
include the promotion of competition and least-cost resource
planning, it is appropriate to consider the development of a
utility wheeling policy for nonutility power producers.

Any policy on QF wheeling must address several key
subissues including (1) access, (2) pricing, (3) identification of
the entity requesting the service, (4) how the solicitation process
incorporates wheeling costs, and (5) any other characteristics,
such as generation pricing flexibility, that are integral to the
policy.

Pricing of wheeling is an especially important subissue
that requires further discussion. Electric transmission systems
have several properties that make pricing difficult. Since utility
transmission nétworks are highly interconnected and since
electricity follows along the path of least resistance, power
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, wheeled for a QF may flow over multiple transmission paths. As
discussed in Section 1V, the cost of transmission is actually made
up of several distinct types of costs, making the basis for pricing
difficult. Further, facility additions to thé network tend to come
in large or =lumpy™ increments and may serve multiple uses.

Pricing policies can fall in one of three general
categories, First, embeddéed cost pricing is based upon the
amortized historical cost of existing facilities plus any current
variable costs. The embédded cost of facilities can be tracked on
a facility-by-facility basis or the embedded cost of a large number
of facilities can be averaged together for the purposes of pricing.

Second, incremental cost pricing chargés users of the
transmission system the cost of incremental facilities that are
added to the system to meet the wheéling request. There are
several ways to measure incremental cost. One is to charge
wheeling customers for new facilities that are constructed to meet
the customer’s request, If long-range planning is conducted to
determine additions to the transmission system, incremental cost
prices can be consistent with prices based on long-run marginal
costs. Conmpared to émbedded cost pricing, incremental cost pricing
better protects retail ratepayers from subsidizing wheeling
customers.

Third, value-based pricing charges users a price that is
based on the service’s worth rather than its cost. Examples of
value-based pricing are "split-the-difference® rate methods where
the wheeling utility receives a fraction of the production-cost
benefits created by the wheeling transaction. Another value-based
method is bidding where the price charged for the service is
determined in an auction attended by potential users of a proposed
wheeling service,

The following discussion presents three options for
developing a policy on utility wheeling services provided to
nonutility power producers. The options are summarized in Table 2.
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TABLE 2

OPTIONS FOR WHEELING NONUTILITY POWER

Policy
Subissues

Option
2 1

Option
$ 2

Option
£ 3

(1) Access

{(2) Pricing of
Transmission
Service

(3) Who Requests
Transmission
Service?

(4) Does the
Solicitation
Incorporate
Wheeling costs into
its criteria?

(5) Other
Attributes

Voluntary
{except for
certain
conditioning
powers)

Generally
embedded
cost

Utilities, but
active
participation

by QFs necessary

No

Mandatory

QFs or utility
can make a
reguest

Yes

Voluntary

Incremental
cost for new
facilities}
embedded cost
for existing

Utilities on
behalf of QFs

Yes, but
incremental
cost pricing
makes it more
difficult

In return for
improved -

~access, nay

require allow-
ing flexible,
markéet-based
prices for
utility power
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A. Option 1 :

Wheeling services for QFs are provided by utilities on a
voluntary basis. Notable exceptions to the voluntary basis are
possible transactions resulting from the FERC, our conditioning
authority in merger cases, or transactions resulting from antitrust
cases. Pricing is set by the FERC, usually at embedded cost rates.,
The wheeling utility usually requires another utility to request
the service but, as a practical manner, the nonutility power
producer must also actively requéest and negotiate a wheeling
contract. This option basically describes the status quo.

B. Option 2

Mandatory wheeling at embedded cost. This option would
require utilities to provide wheeling services to nonutility power
producers winning a utility contract through a competitive
solicitation process. Prices are at embedded cost. The nonutility
power producer has the right to make the request for thé wheeling
service and ascertain a wheeling price for incorporation into its
bid. Utility selection of contracts includes both the cost of
generation and the cost of wheeling.

As a variation to mandatory access, there have been
various proposals to "leverage® utilities into providing wheeling
services. In the FERC's 1988 Notice of Proposed Rulemaking (NOPR)
on bidding, it proposed requiring utilities to provide QF wheeling
as a prerequisite for the utilities' participation in competitive
bidding programsll. We will consider such proposals that promote
access if they are consistent with the Commission’s goals and
existing law.

1} FERC, “Rules Governing Bidding Programs, Notice of Proposed
Rulemaking, " Docket No. RMBB-5-000, March 16, 1988, pp. 79-91.
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C. Option 3

Utilities voluntarily take on the obligation to provide
QF wheeling services in return for incremental-cost pricing and, in
addition, the ability to price its generation at flexible, market-
based prices. Pricing would be based on incremental cost if new
facilities are vrequired. If the existing network can handle the
request, embedded cost pricing would be used. Utilities would
provide the access voluntarily because the incremental cost pricing
of QF wheeling would not affect rates of the utility’s retail
customers and because the utility would have the opportunity to
profit from bulk power transactions priced at market-based rates.
Utilities (buyers) arrange for wheeling on behalf of QFs (sellers).
Because pricing of services using new facilities would be based on
incremental cost, case-by-case détermination of wheeling rates for
QFs would probably be required. The solicitation process could
take the cost of wheeling into account, to the extent that the
case-by-case cost estimates are known at the time of the
solicitation.
D. OII JXssues and Questions

The Commission will consider in this investigation
changing rules, reqgulations, and policies in the areas identified
in the following questions. Respondents and interested parties are
to file proposals that respond to each of the following questionst

1. What is the legal authority of the Commission to mandate
utility wheeling of nonutility power?

2. Do the three options described above reasonably describe
the range of alternatives for addressing wheeling access and
pricing for nonutility power producers? If not, what are other
reasonable options consistent with the Commission’s goals?

3. Do the pricing methods described above provide an
adequate assessment of the options for pricing wheeling services?

If not, what other options should be considered? Give your reason
why.
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4. Which policy option, if any, do you support? Deéscribe,
in detail, your plan for providing wheeling services to nonutility
power producers. Your proposal should address the five subissues
identified in Table 2 as well as the followingt

a. If wheeling is réquested along a path that
is constrained, how should access be
allocated? Should the utility have the
obligation to build new facilities?

How much information on wheéling access and
pricing would be available to QFs at the
time of utility solicitation? How would
the negotiation of the wheeling contract
and any required approval by the FERC be
coordinated with the utility solicitation?

Who pays for the wheeling service? The QF
or the buying utility?

Does your plan for wheeling differentiate
between requests made by {l1) in-service-
area QFs wishing to wheel out, and

(2) requests made by out-of-service-area
QFs that wish to wheel through a utility’'s
system?

How are disputes over access or pricing
resolved? What should the Commission’s
oversight role be for assuring that _
utilities pursue wheeling arrangements in
good faith? What authority exists for the
Commission’s oversight role?

Does your proposal require new legislation?
If yes, what kind?

Is your proposal affected by California
Public Utility Code sections 2801-2826,
which addresses transmission access for
private energy producers?

5. Should the Commission’s policy on wheeling differentiate
between wheeling providéd to buyers of QF power that are 10Us and
buyers that are government-owned utilities, such as municipal
utilities? If yes, why?
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6. Should the Commission's policy on wheeling differentiate
between wheeling providéd to QFs and wheeling provided to 1PPs? 12

ORDER

IT IS ORDERED that:

1. An investigation on the Commission’s own motion is
instituted for the purpose of reviewing existing rules,
regulations, and policiés on electric utility transmission services
provided to nonutility power producers selling to electric public
utilities. This investigation will cover (1) transmission access
and cost allocation for the utility buying the nonutility power,
and (2) transmission access, cost allocation, and pricing of
utility wheeling services provided to nonutility power producers.
Included in this investigation are the issues raised in Sections
IV.E and V.D of this order. Based on the record developed in this
investigation, the Commission will consider changing its rules,
regulations, and policies that apply to the issues raised in this
order.

2. Pacific Gas and Electric Company, Southern California
Edison Company, and San Diego Gas & Electric Company are made
respondents to this proceeding.

3. Respondents and interested parties shall file formal
comments in accordance with Rule 14 of the Commission’s Rules of
Practice and Procedure containing their proposals for the provision
of utility transmission services for nonutility power producers
including answers to the questions listed in Sections IV.E and V.D
in this order within 45 days of the date of this order. Any party
filing comments shall file the original and 12 copies with the
Commission’s Docket Office as well as one copy to all parties

12 See related questions Nos. 11 and 12 in Section IV.E (p. 17).




—  bsp/Gac/dk

listed in Attachment 1, including parties llsted in the Information
Only catégory.

4. Respondents and interested parties shall file réply
comments within 20 days of the final filing date for the proposals
as set forth in paragraph 3 above.

5. Within a reasonable time after the reply comments are
filed, the assigned Administrative Law Judge shall schedule a
prehearing conference to establish a new service list and to
determine the future course of the investigation.

6. The service lists in ¥.89-07-004, 1.84-04-077, and
1.85-11-008 are consolidated in Attachment 1 to this order, which
shall be used until a new service list is established for this
proceeding.

7. The Executive Director shall serve a copy of this order
upon all parties listed in Attachment 1.

This order is effective today.

Dated SEPZ5 1390 + at San Francisco, California.

G. MITCHELYL WILK
President
FREDERICK R. DUDA
STANLEY W. HULETT
PATRICIA M. ECKERT
Commissioners

Commissioner John B. 0han1an,
being necessarlly absent, did
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3211

5125+
Hallie S. Yacknin 5125+
Tom Thampson Rn, 3-E*

Julian E. Ajello Ra. 4002

ALJ Stéven Weissman Rm. 5007
Carol Dumord Rm. 5127

ALJ wheatland Rn. 5116

Alannah Kinser Rm. 5303

ArbtiddddaRade

STATE SERVICE#

kbbb dtthd .

Scott Matthéws/Sanford Miller
CALIF. ENERGY OOMMISSICN

1516 Ninth Stréet, MS-20,45-45
Sacraménto, CA 95814

ey i1i ting Di:
Enérgy Facility Si Division
CALIFORNIA ENERGY OOMMISSICHN
1516 Ninth Stréet, MS-15
Sacramenito, CA 95814

Eric Wor

Asst. Exacutive Diréctor
CALTFORNIA ENERGY OOMMISSION
1516 Ninth Street
Sacramento, CA 95814-5512




Rm, 4-Bt Eveleng F
- CitYOF \ tor
Frank Crua Rm., 3-Bt CITY GRIDLEY
685 Kentucky Street
Chris Danforth Rm, 4-A% Gridley, CA" 95948
Rm. 3102+ Bil) puarte
John Dutcher Ele¢ |®ic" I]ItyDI .
Linda Gustafsor « 4-B* CITY HEALDSBURG
son Ra.d P.O. Box 578
Teresa Hortinela Rm. 4012% Healdsburg, CA 95448
g 1 . -B’ I’Euy m .
Robert Kinosian Rm. 4 ey Céc“ ity Dire
ames i . 3200+ CITY LOOY
v Fevicar R, 3200 221 W, Pine St., Call Bx 3006
Clyde Murley Ru. 3-B* Lodi, ca 9524111610
o . 4-At Larry McPhérson
Jim Price Rn. 4-A Ehes
otthei s CITY GF LOMPOC
Tan Ro. 4-A 100 Civic Center Plaza
Terri Wilsie Rm. 5-B* Lapoc, CA 93438
- . Steven Relley ,
Carol Matchett Rm. 5007 TRANSMISSION as/sn. OF NORTHERN
Fred Curry . CAIJI(RNIA_ - Ccjo RMI, INC.
() Fm. 3-C P.0. Box 15129 .
. Han L. Ong Rm. 3104 ento, CA  95851-0129
AFRENERIAIRAER Richard Young
INFORMATION ONLY: Utihg gggctor
iititEQiiiitliiii P.O. Box 10250
Palo Alto, CA 94303
i ' Y13
E:rkaaoobso:1 Rm. 4202 - Léonard S, Lindley
: .5 % Utility Director
Irend Moosen Rm. 5041 crr m_m v
. . A . 1 A '2* ’ Pa.r .w Av_am'
Dave Morse k. 410 Redding, CA 96001
- N 14
hark.zieri.ng Rm. 2101 et N
Jeff Dasovich Ru. 4102 Eléctric Utility biréctor

William 1ewis

/DSP /GAC/dk .

BUREAL) OF ELECTRICITY

ROSEVILLE FLBECTRIC DEPT.
2090 Hilltop Circleée
Roseville, CA 95678

2000 Grarnd Street

P.O. Box Drawer H Petér Holtzmeister N
: G Utility Director

Alameda, CA 94501 o =

‘l sl. i ‘ s BJX R

CITY g gxcss Truckéeé, CA 95734

P.O. Box 3077

Biggs, CA 95917
TURLOCK IRRIGATION DISTRICT

P.O. Box 949
. Turlock, CA 95381
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Maurice R

Diréctar of Blectric Utilitvy
CITY cr

300

Ukiah, 5482

Bernie Pfile, General Manager
PLIMAS-SIERRA RURAL, ELECTRIC

COOPERATIVE
P.O. Box 2000
Portola, CA 96122-2000

2440 South Hacierda Blwd.
Hacienda Heights, CA 91745

Maurice Brubaker

FEDERAL EXECUTIVE AGENCIES
Suite 600

12312 Olive Blwd.

St. Louis, M 63141-0110

H. Et Camexron

CITY OF GEENDALE

Six Floor

119 North Glerdale Averme
Glendale, CA 91206-4496

BenyP.l-bCarthy Esq.
INBERG, MILLER &

m
620 McCandless 'Nrs, 3945 Freedam Cir.
Santa Clara, CA 95054

Leamon W. Murplty

IMPERIAL YRRIGATION DISTRICT
333 East Barioni Blwd
Inmperial, CA 92251

Ponald V. Stassi

CITY OF BURBANK

164 wWest Magrolia Blwd
P.O. Box 631

Burbank, CA 91501

Sandra J. Stregel, Esq.
SPDIIL&HI)IARHID

Suite 1100
1350 New York Ave., N.W.
washington, DC 20005-4798

Scott D. RAsmussen, Esq.
Députy City Attorney
CITY OF PASADENA

150 South Los Robles Ave,
Pasadena, CA 91101

RhdbhtkbRRRdb bR
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Barbara L., Snidér, Atty at Law
ARHIR, GAQQODIN, & SCGHIOTZ

& MACBRIDE
505 Sansame Street, Suite 900
San Frarncisco, CA $§4111

ASSOCIATED ENGINEERING
ONSULTANTS

124 Cakwood Drive

Auburm, CA 95603

PAUL M. BARTKIEWICZ
770 "L* Street, Suitée 1200
Sacramento, CA 95814

John F. O’'Leéary

BECHTEL: POWER OORPORATION
WESTERN POWER DIVISION
P.O. Box 3965 N
San Francisco, CA 94119

Bessié Biggs ‘
llnnamvnm POWER AIMINISTRATION
330 Broadway Street
Suite 415 !
Cakland, CA 94612

Henry A. Darius/FKen Fickett,
Att.orm_-ys at Law
CALYFORNIA ENERGY OUMPANY
601 California St., Suite 900
San Francisco, CA 94108

Judy Stratton, Secretary

1455 Frazee Road, Suite 300
San Diego, CA 92108-1336
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Sandé Camichasl
2419 Lantérman Ter,
Los Angeles, CA 40039

Carol Rosenfeld
CGIADBOURNE, PARKE, WHITESIDE

& WOLFE
30 Rockfeller Plaza
New York, N.Y. 10112

Charlés H. Butler, P.E.
OOGEN AOQUISITION & DEV, CO.
510 Myrtle Ave., Ste 210

. San Francisco, CA 94080

Ross Pont

OONTINENTAL PCWER QUMPANY

650 California Streét, 32nd Fl.
San Francisco, CA 94108

Patrick Lilly
ERASOO

ENVIROIMENTAL
555 Capitol Mall, Suite 625
Sacramento, CA 95814

HARVEY EDER

527 South Hobart Boulevard,
Suite 2069

Los Angeles, CA 90020

P. 0- Box 392
Arcata, CA 95521

Dave Caswell

ENERGY FACTCRS

401 "p* Street, Suite 1000
San Diego, CA 92101

P. O. BOX 10148
Eugenie, OR 97440

Bonnie M. Flynn

FLYNN AND ASSOCIATES

#7 Yanez Court _
Redwood City, CA 94062

Richard P. Felak, P.E.

(GENERAL EL&',‘IRIC COMPANY

One River Road, Building #2,
7th Floor

Schenectady, N.Y. 12345

Jack McNamara, General Partner

GEO-ENERGY PARTNERS - 1983 LD

11752 Ssan Vicente Boulevard,
Suite 201

Los Angeles, CA 90049

David Anderson

GBEOTHERMAL
P.0. Box 1350
Davis, CA 95617

OORCIL

J. Stuart Russell

Licensing Spécialist

GIEBS & RILL, INC.

226 West Brokaw Rd., Ste. 200
San Jose, CA 95110

Stévart S. Dye, Attormey
GRAHAM & JAMES

2000 *M* St., N.HW., Ste. 700
Washington, D.C. 36036

FREDDI L. GREENBERG
1603 Grrington Averme,
Suite 1050

Evanston, IL 60201

Tom Gilliams

HCI PUBLICATIONS

410 Archibald Street
Kansas City, M 64111

Dan Ostander, Gereral Partner
HYDRD EXNERGY OONSULTING

OONSORTTUM
12750 Quail Run Drive
Chico, CA 95926

Brian G. Wood

ICF INOORPORATED

9300 Lee Highwmay
Fairfax, VA 22031-1207

Nancy Stamm

FRNETECH OCORPORATION

500 Sansomé Street

San Francisco, CA 94111

AMY KOCH/REID V. PRIEST
1111 - lgt}l Stmt' ano
washington, D.C. 20036

Debbie, Lobey

San Frarncisco, CA 94111
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Paul J. Kaufran, Attorrey at Law
LINDSAY, HART, NEIL & WEIGLER
345 california Street,

Suite 2200

San Francisco, CA 94104-2669

John Gulledge

Solid Waste Management pept.
CONTY OF LOS ANGELES

P.O. Box 4938

vhittier, CA %0607

Ardrew Hoch, Chatman

YARYA POWER OCMPANY

11770 Bermardo Plaza Court,
Suite 366

San Diego, CA 92128

David Kates, President
DAVID MARK AND OQMPANY
1146 South Rexford Drive
Los Angeles, CA 90035

George M. Rnapp/Roger B. Wagner
McDERMOGT, WILL & ENERY
1850 "K" Street, N.W.,
Suite 500 |
Washngton, DC 20006

Bruce McDonough, Atty. at Law
MCDONOUGH, HOELAND AND ALLEN
555 Capitol Mall, Suite 950
Sacramento, CA 95814

Jack McRamara

LAR OFFICES OF JACK MCINAVARA
11752 San Vicente Blwd., Ste. 201
Los Angeles, CA 90049

Rich Bean

MEGA RENEWARIES

1666 East Cypress Avenue,
#4

Redding, CA 96002-1355

DAN MERRILL, M.D.
2127 Danville Boulevard
Walrut Creek, CA 94596

Foy Illing _

MINISTRY OF ENERGY

MINNER & PETROLEUM RESOURCES
Parliament Building
Victoria, BC V8VIX4 CANADA

L. Xeith McNaix, Vice President
-Ratural Gas & Business Develop,
MOCK RESOURCES, INC,

5 Park Plaza, Suite 1400
Irvine, CA 92713

Rob Lamkin, Planning incer

-~ Transmission e
NORGHERN CALYFORNIA POWER AGENCY
180 Cirby Way _

Roseville, CA $5678

Peter C. Hoffran, Atty. at Law
NOSSAVAN, GUIMNER, KNOX & ELLIOTT
650 Town Center Drive,

Suité 1250 ,

Costa Mesa, CA 92626-1981

Stanley S, Taylor, III

NOSSAVMAN, GUIHNER, KX & FLLIOTT
100 The Brbarcadero, 3rd Floor
San Francisco, CA 94105

Yary Bobbitt, Legal Assistant
ORRICK; HERRINGTON & SUICLIFFE
0ld Federal Reserve Building
400 Sansae Street

San Francisco, CA 94111

Robert J. Yorio
OWEN, WICKERSHAM & ERICKSCN
433 Califormia Street,
11th Floor _
San Francisco, CA 94104

Jacqueline A, vuke

PARSONS, BRINCKERHOFF, (UADE
AD DOUGEAS, INC.

1510 Arden Way, Suite 301
Sacramento, CA 95815

215 North o 3
15 No Marengo, 2nd Flcor
Pasadena, CA 91101

Michael Barr, Attomey at law
PILLSBURY, MADISON & SUTRD
P.O. Box 7880 o

San Francisco, CA 94120

Peretrio B. Borja

POLYDYNE INC.

1500 S. Norfolk St., Ste. 209
San Mateo, CA 94403




(‘orald G: Oechsler

/DSP/GAC/dk

6380 wilshire Boutevard,
Suite 1604
1os aAngeles, CA 90048

Dwight L. Cariy

REPUBLIC GEQTHERMAL, DNC.
P.O. Box 3388

Santa Fe Springs, CA 90620

J. m mll' JR-
2431 Ross Road
Palo Alto, CA 94303

Linda Carey

SACRAVENTQ UTILITY DISTRICT
P.O. Box 15830
Sacramento, CA 95852-1830

Jon S. Harris, Manager Industrial
SACRAVENTO UTILITY DISTRICT

3000 West MacArthur Boulevard
Santa Ana, CA 92704

Karen Bermt
lS&h‘E:SI‘EN?.RGY(HIJP, mC,

455 Frazee Road, Suite 300
San Diego, CA 92108

MNoreen Leary, Manager

Power & Fuel Contracts
SIERRA PACIFIC POWER OMPANY
6100 Neil Road

Reno, NV 85520

Alan Schiffman, Atty. at Law
SFADDEN, ARPS, SIATE, MEAGHER
AD FLOM

1440 Rew York Avene, N.W.
Fashington, D.C. 20L305

Richard McCann, Senior Consultant
william W. Wade, PH.D, Director
SPECTRIM ECONCMICS

8530 Wilshire Boulevard
Beverly Hills, cA 90211

Ed Tansev, Principal
NSEV & ASSOCIATES
20 Montgorery Street,
Suite 680

Ron J. Rohlik

TEXAQD, USA

1601 New Stine Road,
Suite 200 .
Bakersfield, CA 93309

. ¥, Titlow

TITLOW
P.0. Box 258 _
Radaood Valle, CA 95470

Michael Shames, Exec. Dir.
U.C.A.N.

4901 Morena Blwd,, Ste. 128
San Diego, CA 92118

Linda Pondanville

UNOCAYL, GEOTHERYAL DIVISICN
P. O. Box 6854

Santa Rosa, CA 95406

Arch Ford

WESTFORD RESQURCES, INC,
P.O. Box 1950

Orofino, ID 83544

7820 Folscm Boulevard
Sacrarento, CA 95826

Wendy Dillingsworth o
201 San antonio Circle, Ste 235
Mountain View, CA 94040

Mohaved M. El-Gasseir, Ph.D
P.O. Box 23461 N
Pleasant Hill, CA 94523

PORTLAND GENERAL FXCHANGE _
601 University Avenue, Ste. 150
Sacramento, CA 95825

Daniel D. vhitney, Chairman,
Planning Camittee

NORTHERN CALIFORNIA POWER POCK,

1851 Heritage Lane, Suite 223

Sacramento, CA 95865-5468

David MaGaw

WESTERN AREA POWER ADMINISTRATION
1825 Bell St., Suite No. 105
Sacravento, CA 95825

San Francisco, CA 94104 (END OF ATTAGHMENT 1)
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