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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Application of PACIFIC GAS AND
ELECTRIC COMPANY To Revise Its Application No. 06-03-005
Electric Marginal Costs, Revenue (Filed March 2, 2006)
Allocation, And Rate Design.

(U39 M)

RESPONSE OF PACIFIC GAS AND ELECTRIC COMPANY TO THE
MOTIONS OF THE MARIN ENERGY AUTHORITY FOR PARTY STATUS
AND FOR COMMENT PERIOD ON PROPOSED DECISION

Pursuant to Rules 1.4 and 11.1(¢e) of the Rules of Practice and Procedure of the
California Public Utilities Commission (CPUC or Commission), Pacific Gas and Electric
Company (PG&E) files this response to non-party Marin Energy Authority’s (MEA)
motions for party status and for a comment period for “all parties to this proceeding” to
respond to the Proposed Decision (PD) granting the unopposed Petition of PG&E, the
Division of Ratepayer Advocates (DRA), The Utility Reform Network (TURN), and the
Western Manufactured Housing Communities Association (WMHCA) (collectively
Petitioners)Y to Modify Decision (D.) 07-09-004 (Petition) with respect to the
Supplemental Settlement Agreement on Residential Rate Design Issues (Residential
Settlement). The Petition requests that the Commission adopt an Addendum to the
Residential Settlement to revise the method used to establish rate differentials among

residential electric rate tiers.

1/ The remaining signatories to the Residential Settlement in D.07-09-004 — Solar Alliance (now PV
Now), Vote Solar, and California Solar Energy Industries Association (CALSEIA) — did not
oppose the Petition.
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The ALJ should deny party status to MEA pursuant to Rule 1.4(c) because MEA
has not explained why its untimely motion should be granted.z/ MEA has long known
PG&E would seek this modification to its residential rates, and knew this petition was
pending prior to issuance of the PD. Yet it did not seek party status until days before the
PD is to appear on the Commission’s agenda.

In the event the Commission grants MEA party status, it should deny its motion
for a comment period because MEA has not shown that it has anything new to offer on
the merits of the Petition. Petitioners, including TURN and DRA, merely seek to
conform PG&E’s residential rate design to the design that the Commission has already
considered and approved for Southern California Edison (SCE) and San Diego Gas &
Electric Co SDG&E). Further, MEA knew that such a Petition was forthcoming. In
2008 MEA'’s consultant JBS Energy so advised it and concluded that PG&E’s new rate
design would not be a competitive problem for MEA. The Commission should proceed
to vote out this PD on April 8, 2010, as scheduled.

I. MEA’S MOTION FOR PARTY STATUS SHOULD BE DENIED

MEA’s April 1, 2010, Motion for Party Status comes one week before the
Commission is scheduled to vote on Administrative Law Judge (ALJ) Fukutome’s PD
granting Petitioners’ unopposed Petition. MEA requests party status “in order to file a
motion requesting the right for all parties to submit comments (emphasis added)” on the
PD and because it “contemplates additional appropriate participation as an active party in
this proceeding.” It claims its participation “will not prejudice any party, and will not

delay the schedule or broaden the scope of the issues in the proceeding.” MEA is not

2/ Rule 1.4(c) states, “The assigned Administrative Law Judge may, where circumstances warrant,
deny party status or limit the degree to which a party may participate in the proceeding.”
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entitled to party status.

MEA’s implication that there may be unspecified additional parties who have
been unfairly deprived of the opportunity to submit comments on the PD is without
merit.¥ All parties had the opportunity to comment on the Petition. None chose to do so,
and for good reason. The PD merely grants the Petition, without modification, bringing
PG&E’s rate structure into synch with those of the other California energy utilities.

The PD properly waives the otherwise applicable 30-day period for public review
and comment because it is “an uncontested matter in which the decision grants the relief
requested.” MEA’s claim that there is a statutory requirement that waiver is
inappropriate unless there is an emergency situation or a stipulation of all parties is based
on a misreading of PUC section 31 1(g)(2).§/ That section lists four situations where the
30-day period may be reduced or waived: 1) an unforeseen emergency, 2) stipulation of
all parties, 3) an uncontested matter in which the decision grants the relief requested, or
4) an order seeking temporary injunctive relief. Waiver is appropriate here under (3)
above. MEA’s motion does not convert an uncontested matter to a contested one in view
of the issues MEA seeks to raise.

Further, MEA’s motion for party status should be denied because the
Commission’s prior approval of identical rate designs for SCE and SDG&E demonstrate
that there is virtually no likelihood that MEA could prevail on the merits of its arguments,

as shown below.

3/ At p. 3 of its motion for a comment period, MEA speculates that the Commission’s failure to post
the PD on the website docket sheet “effectively denied the other, numerous parties to this
proceeding any opportunity to comment on the PD.” There is no basis to MEA’s speculation.

4/ PD, p. 7. See Public Utilities Code (PUC) section 311(g)(2), providing for reduction or waiver of
the comment period “for an uncontested matter in which the decision grants the relief requested”;
and Rule 14.6(c)(2), providing for waiver of the period for public review and comment on PDs in
“an uncontested matter where the decision grants the relief requested.”

5/ MEA’s motion for a comment period, p. 4.
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For these reasons, the ALJ should exercise his discretion under Rule 1.4(c) to
deny MEA’s motion for party status.

11. THE COMMISSION SHOULD DENY MEA’S MOTION FOR A
COMMENT PERIOD

If MEA’s motion for party status is denied, its motion for a comment period
becomes moot. However, in the unlikely event the ALJ grants the motion for party
status, he must also consider the motion for a comment period. That motion should
likewise be denied.

A. MEA’s Claims About Not Being Aware of the PD and the Alleged
Need for Comments are Without Merit.

MEA contends it should be allowed to comment on the PD because it did not
receive a copy of the Petition or the draft PD.¢ Significantly, MEA does not contend it
should have been served with the Petition. Petitioners satisfied their service obligations
by properly serving all those on the service list for this proceeding. MEA’s complaint
that the PD was not circulated to the service list or posted on the Commission website is
not relevant to its motions. Since MEA is not on the service list, it is unclear how it was
prejudiced by the Commission’s failure to circulate the PD to the service list. Its
complaint about posting is moot since it did timely review a copy of the PD. PG&E
received notice of the PD March 29, 2010. MEA must have seen it that day or the next,
since it retained counsel to file these motions on March 30.7

Moreover, as discussed more fully in the next section, MEA has been aware of the
Petition and the change in rate design Petitioners proposed in it. Shawn Marshall, MEA’s

Vice Chair, stated on March 17, 2010, at the CPUC’s Proposition 16 hearing,

6/ Id.,p. 3.
7/ At p. 3, footnote 3, of its motion for a comment period, MEA states it retained counsel in this
matter on March 30, 2010.
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We’ve heard PG&E ask this body [the CPUC] to level the “cost” playing field by
allowing the utility to lower its ‘generation’ rates which they do by transferring a
greater percentage of costs to their transmission and distribution line items —
that’s been permissible. (Emphasis added.)¥

Thus, almost three weeks ago MEA’s Vice Chair publically acknowledged that she knew
Petitioners had asked the Commission for the relief granted in the PDY

MEA claims that waiver of the comment period was unjustified.'? As set forth in
footnote 4 above, both PUC section 311(g)(2) and Rule 14.6(c)(2), which merely
duplicates the statutory language, support waiver of the comment period in this case
where the proposal is unopposed. As already explained, MEA’s contention that section
311(g)(2) is “inapplicable and irrelevant” is without basis.

B. MEA’s Claims About the Allegedly Controversial Nature of the Relief

Granted in the PD and Negative Impacts on CCA and Itself Are
Without Merit.

MEA argues that comments on the PD are warranted because of the “extremely
negative impacts for Community Choice Aggregation (CCA) that needs to be drawn to
the attention of the Commission.” It claims that the Petition is “far from
uncontroversial.”*Y MEA is incorrect.

The Commission is already fully aware of the issues MEA seeks to bring forward,
and has rejected them. It approved rate tiers based only on non-generation residential

rate components for SDG&E in D.05-12-003. The Commission has since reconfirmed its

8/ The transcript is at Attachment A hereto. See p. 2.

9/ While MEA did not receive service of the Petition, more than 100 parties did, including numerous
other parties interested in Direct Access, Community Choice Aggregation (CCA), or public
power, including Daniel Douglass, MEA’s recently retained counsel; Stephen Morrison and
Jeanne Sole, representing the City and County of San Francisco (CCSF); Joy Warren and Thomas
Kimball, representing Modesto Irrigation District; Ann Trowbridge, representing Modesto and
Merced Irrigation Districts; Scott Blaising, who advises municipalities and CCAs; MRW, who
advises the MEA cities; and JBS Energy, who has advised MEA.

MEA’s motion for a comment period, p. 4.

Id., pp. 4-5.

[y
~

[y
[y
~
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support of such a rate structure in D.08-02-034 and D.09-09-036. It approved a similar
rate structure, also called the CIA, for SCE in D.09-08-028, rejecting the arguments
against flat generation rates made by another CCA, San Joaquin Valley Power Authority.

As the Commission concluded:¥

... the CIA is consistent with State policy. Pursuant to the EAP, energy
conservation is one of the specific identified actions to eliminate energy outages
and excessive price spikes in electricity or natural gas. Thus, signals to encourage
conservation should be provided to all customers, regardless of their energy
provider. As SCE notes, the purpose for the CIA is “to send a conservation signal
and proper generation signal to all load-serving entities.” TURN echoes this
purpose and states:

TURN felt that it was important to have the differential in the distribution
rate because if it’s in the generation rate, it creates perverse incentives for
certain customers to adopt direct access or community choice aggregation
solely because of the rate design. So a customer that was high usage—if
the tier differential was in the generation rate, they could switch away
from bundled service solely to get a lower rate, and at the same time the
low-usage customer would never want to leave bundled service because
they would get a rate increase just by doing so. So it really makes the rate
design competitively neutral to the extent that there are alternatives like
CCA out there for residential customers. (Emphasis added.)
As already noted, the Petition simply seeks to conform PG&E’s rate structure to
structures already approved for SDG&E and SCE, and to eliminate “perverse incentives.”
MEA claims that it will suffer particular harm because its recently executed
agreement to buy power for five years “was premised on the existing PG&E rate
structure.”? First, MEA is essentially arguing that the Commission should be barred
from implementing State policy by conforming PG&E’s rate structure to that approved

for the other utilities because MEA has supposedly taken action based on the existing

structure. MEA cites no legal authority for this proposition. MEA should know that the

12/ D.09-08-028, pp. 17-19.
13/ MEA’s motion for a comment period, p. 4.
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Commission is not bound to maintain existing rate levels and structures, and can and

frequently does change rates.”

MEA has also known for a long time that PG&E planned to seek this conforming
change. In a March 5, 2008, letter to Charles McGlashan, then President of the Marin
County Board of Supervisors and now Chair of the Board of MEA, PG&E stated:

PG&E would just note that the utilities are well aware of the current inequities in
their generation rates and have either taken steps, or are about to do so, to address
the problem. Rate tiers based only on non-generation rate components were
initially adopted by the CPUC for San Diego Gas and Electric (SDG&E) in D.05-
12-003. SDG&E filed A.07-01-047, and subsequently a Partial Settlement in that
proceeding, to continue to base rate tiers on only non-generation components.
The Commission recently adopted that settlement in D.08-02-034. Late last year,
Southern California Edison (SCE) filed a similar proposal with the CPUC in its
Rate Design Window proceeding (A.07-12-020) to eliminate differentiation of
residential generation rates by rate tier and bring them more into line with the
actual cost of generation. Just recently, on January 25, 2008, The Utility Reform
Network (TURN), the primary advocate for residential customers in California,
[and one of the Petitioners herein] filed comments in support of SCE’s proposed
rate design changes, stating, “There is no reason why rate design, rather than true
cost differentials, should drive consumers’ electric procurement choices. 7o the
extent that there is or may be competition to provide generation services to
residential customers, that competition should not be influenced by artificial

incentives, but rather by the cost and value of the competing service offerings.’
(Emphasis added.)

’

MEA’s consultant, William B. Marcus of JBS Energy, Inc., responded to PG&E’s
comments in a lengthy report dated March 31, 2008, and titled “Review of PG&E’s
March 5, 2008 Comments on the Business Plan for Marin County Community Choice

Aggregation Program,” as follows:

PG&E points to some language in the business plan indicating that it might be
possible for the CCA to develop a different residential rate design, suggesting that
generation rates will ultimately be flat in the residential class. In this area, PG&E
is likely to be correct that flat generation rates are likely to be implemented over

14/ See, e.g., PUC section 728, authorizing the Commission to prospectively revise rates and rate
structures.
15/ The complete letter is at Attachment B hereto. See p. 17.
7
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time. However, this issue has previously been specifically examined by Navigant.
The rate design that PG&E is discussing has a small adverse impact (about
31/MWHh) relative to the rate design included in the [Marin] business plan.
Therefore, while changes in rate design may mean that the CCA may not have
some flexibility that it might otherwise have had (and which was not factored into
any of its business plan results in any event), the issue is simply not important.
(Emphasis added.)™

Not only did MEA’s own consultant acknowledge two years ago that flat generation rates
“are likely to be implemented over time,” but he cited findings of MEA’s then and
current consultant Navigant to the effect that the impact will be so limited that “the issue
is simply not important.” MEA’s claims of prejudice and “extremely negative impacts”
are unsupported.

C. MEA'’s Collateral Attacks on PG&E are Irrelevant and
Inappropriate.

Finally, MEA claims that the Commission should grant its motion for a comment
period because PG&E has allegedly engaged in “blatantly deceptive, misleading and false
marketing and an advertising campaign” and placed Proposition 16 on the statewide
ballot.XZ These claims have nothing to do with the Petition or the PD and should be
disregarded. In any event, it is not just PG&E who filed the Petition, but also DRA,
TURN and WMHCA.

/
/
//
/

1

16/ The complete report is at Attachment C hereto. See p. 13.
17/ MEA’s motion for a comment period, p. 6.
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1II. CONCLUSION

For the reasons set forth above, the Commission should deny MEA’s motions for
party status and for a comment period, or to otherwise delay the scheduled consideration
of the PD on April 8, 2010.

Respectfully Submitted,
SHIRLEY A. WOO
DEBORAH S. SHEFLER

BY: /sl
DEBORAH S. SHEFLER

PACIFIC GAS AND ELECTRIC COMPANY
77 Beale Street
San Francisco, CA 94105
Telephone: (415) 973-2959
Facsimile: (415)973-5520
Internet: DSS8@PGE.COM
Attorneys for
Dated: April 5, 2010 PACIFIC GAS AND ELECTRIC COMPANY

SB GT&S 0316724


mailto:DSS8@PGE.COM

ATTACHMENT A

SB GT&S 0316725



CPUC Prop 16 Hearing

San Francisco CPUC Auditorium
March 17, 2010

http//www.californiaadmin.com/cai-bin/cpuc.cgi

Page 1 of 7

Shawn Marshall MEA Vice Chair

Time 1:09:45

Can everybody hear me? There we go...Good afternoon Commissioners (Peevey, Ryan and Simon), I also
want to thank you very much for hosting this afternoon’s session for being here today to hear all of the
various sides of this debate. My name is Shawn Marshall.

I am here today as the Vice-Chairman of the Marin Energy Authority, a new Joint Powers Agency
supporting Marin’s Community Choice Aggregation program which we call Marin Clean Energy, or MCE.
I’'m also a former Mayor and Councilmember for the City of Mill Valley which is a member of the JPA.
And I am the immediate past President of the League of California Cities, North Bay Division. So, I'll be
speaking to you today with a couple of different hats on. My remarks today are really just going to touch
upon three particular areas. Uhm, the good news, which is that I’ll provide you with a brief update as to
where we are with Marin Clean Energy and the progress we’ve made thus far. A little, followed by some
bad news, what we see is really, uh, the bad news in terms of obstructionist factics going on that fly in the
face of the law, as written, uh, with AB117. And what we call the ugly. The good, the bad, and the ugly,
uh, and that’s what’s going to bring me to our position and some of our commentary on Prop 16.

So, uh, allow me to just start by bringing you up to date. I think you all may be aware that in Marin County
we’ve been studying our CCA opportunity for the last 7 years. We have, uh, retained incredible expertise
to back us up on that. We have done several peer reviews, business modeling, legal analysis — I'm not
going to bore you with all those details, but I can assure you that all of that backs up all of the work that
I’m going to be presenting to you today.

So, since this body, this Commission certified Marin Clean Energy’s Implementation Plan in February, we
have accomplished the following: we’ve secured over $2 million in start-up financing and working capital,
some of that through private citizens, some of that through commercial loans. We’ve signed a 5-yr contract
with Shell Energy North America — and I want to just state publicly that Marin Clean Energy and Marin
Energy Authority fully understand that that is not a good public relations move. We really understand that,
and we had to make a business choice given the fact that our County and our future rate payers expect us to
make the least risky move possible in this, in this area, and so we ended up going with Shell Energy North
America for two reasons: one, they absolutely are able to offer us a price that is below PG&E’s cost at
double the renewable content that PG&E can currently offer. And we will, I believe, signing an Execution
Agreement with Shell very soon, in fact hopefully in the next few days. And all of those rates will be
public shortly. We have finally codified our service agreement with PG&E -- to Commissioner Ryan’s
point I will tell you that PG&E would like to think that they did that in full cooperation, and I will tell you
that the delays and the teeth-pulling were quite substantial to get that service agreement done, nonetheless it
is done.

We have made good on our commitment to provide a minimum 25% renewable mix within the Shell
contract. All of that meets California certified renewable standards -- there are no RECs in that, I believe
somebody mentioned that as well, there are no RECs in what we are talking about -- at no additional cost to
our Light Green customers. We are making good on our commitment to offer a Deep Green product of a
100% renewable content at just a 7% rate premium for Phase II customers. We are making good on our
commitment to offer a Net Metering program that matches PG&E’s — with no annual cap, so in that way
we’re actually exceeding what PG&E currently offers. And the best news of all is that we are set to go live,
to flip the switch to bring our first customers on line Friday, May 7%, making Marin County the first
jurisdiction in California to begin serving customers under a Community Choice Aggregation law that was
passed and supported by PG&E in 2002,

So that’s actually a good segue, I believe, to what I think, what I see as very bad news. The bad news is, is
that there is at least one other Community Choice Aggregator that might have beat Marin to the finish line

I. Phelps 3-19-2010
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were it not in part for the resource-draining obstructionist tactics employed by the incumbent utility. Marin
County owes the San Joaquin (CCA) effort a great debt of gratitude. We watched. We listened. We
learned. And we will be able to deliver.

The bad news is that PG&E continues to wreck havoc in CCA communities. They’re using slightly
different tactics in Marin County. But the goal is the same and the goal is to sew enough fear and
confusion to in essence, essentially, kill the program. And we do not see that as fully cooperative by any
means. The bad news is that PG&E has done really nothing to cooperate fully. Yes, we’ve been able to
sign off on documents after much legal expense and consternation. But really as you will see, and this on
really only half of the material that’s out there today, they are not cooperating. And they are not only not
cooperating, they’re doing it in broad daylight and without consequence. So, just for today, this is a full-
page ad that’s been running in the Marin Independent Journal for the last four days — it may be in today’s
paper, I’ve not seen the paper. Let me just point out right here there’s lot of misstatements in this text and
we can go through this later — we will with staff. But this clip-out form right here is not allowed for an
Opt-Out procedure. PG&E knows full well — we discussed it would be web and telephone based and
they’re still using clip-outs. We’ve asked them to stop — they haven’t stopped. So, you know I, I will not
go through all these horrible, watch-out scary brochures but let me assure you that PG&E has made sure
there’s plenty of public debate fear and confusion in Marin County.

We’ve heard PG&E ask this body to level the “cost” playing field by allowing the utility to lower its
‘generation’ rates which they do by transferring a greater percentage of costs to their transmission and
distribution line items — that’s been permissible. What we are asking as Community Choice Aggregators is
that this same body help us level the Legal & Regulatory playing field in three specific ways -- ...So 1
want to shift from bad news because I really can’t stand it when I sit on your side of the dais when people
come and complain and they offer no solutions... so we offer three, uh, recommendations and potential
solutions going forward. The first is pretty basic -- please help us enforce the law. We are following the
law and we need your help in the other party also following the law that governs CCA. We ask that this
Commission publicly reaffirm your commitment to regulating the law by actively enforcing the rules of
AB117. And we ask that you enforce this body’s 2005 decision which prohibits obstructionist tactics and
articulates the definition of full cooperation between CCAs and their partner IOUs -- I believe you are
working on that. We look forward to seeing your resolution that I believe may be coming in April. Here’s
a big one — please help us by strengthening the rules of this program, imposing stiffer penalties, and
holding the various players accountable We can read ou cha ter & verse about PG&E s hostlle
marketing practices in Marin County; the offering of backroom sweet s supported by ratepayer
money; threats of potentially expensive lawsuits that undermine the law and drain resources — that s what
happened in San Joaquin; and gross misrepresentation of that facts that sew fear & confusion.

y,,,:: ;gv (<§€

Examples have all been articulated in our support of San Francisco’s Request fo Modify, which was
submitted a couple of weeks ago. The bottom line is that the rules of cooperative engagement are broad,
vague, and loosely interpreted. And thus, PG&E can drive a truck right through them. And they do. To
that end, MEA would very much appreciate the CPUC imposing a moratorium on PG&E’s marketing and
501(c)4 practices until the Petition to Modify the definition of “fully cooperate” is decided by this
Commission.

We very much appreciate you taking that interim step because the paying field, in this regard, is anything
but level, and anything but cooperative. In addition, the imposition of specific monetary penalties for such
things as failure to execute the standard service agreement or confirm the amount of required bonds and
deposits in a timely fashion would be helpful after spending thousands of dollars in attorney fees and
countless hours working with your staff, we finally got these critical pieces done. But we believe that
PG&E would not have held up the work so long if there were clear requirements and substantial penalties
in place for non-compliance and delay tactics. Third, please help us by formalizing a process for dispute
resolution. We have appreciated the informal attempts by CPUC staff to facilitate these key sticking

I. Phelps 3-19-2010
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points — we really have appreciated all of those efforts. But the recommended resolutions have largely
been ignored by PG&E. We ask you to develop a specific and timely resolution process that will not
require substantial legal fees to employ. We further ask that you re-empower your staff to resolve
regulatory disputes and insist that PG&E work with staff just like everybody else does.

PG&E’s blatant disregard for staff when disputes arise seem to imply that they can get a different response
from you. And I am quite certain that this body is in no way interested in the perception, or anything close
to it, of special treatment for PG&E. And so PG&E needs to do what staff asks them to do when you have
empowered them to do so.

So, now third, I will turn our attention to Proposition 16. It is often called, on the other side of the coin
‘PG&E’s Monopoly Protection Act.” In my opinion, it is the worst kind of ballot box legislation we’ve
seen in California for years. And I believe that there are many of us in this room who believe that ballot
box abuse has gotten worse over the years and this is just another example in today’s times. You already
know that Prop 16 is a direct hit on the ability of CCAs to come into being, and on public utilities to
actually operate and function successfully.

Prop 16 exploitation of democracy, and I chose those words carefully, is an insult to everyone in this room
who understands to Commissioner’s Peevey’s point of view, that a 2/3 vote requirement is a ‘no-vote’ that
cedes control to the minority voter. You don’t have to look anywhere but the State capital to understand
that the 2/3rds vote requirement imposed on these kinds of things is not serving the California public well
at all, and, in fact, there are steps afoot, unfortunately, through ballot box legislation, to change that voter
threshold. So, you know, there are a couple of different issues to decouple here, but I think the 2/3rds vote
requirement is a wolf in sheep’s clothing and uh, and I think PG&E needs to be called out on that issue.

Prop 16 is so poorly drafted that it could literally require voter approval for the increase of a single
customer. Its language is intentionally ambiguous and, if passed, we believe it’ll end up in court and cost
all of us in more, expensive, and unnecessary litigation. Many believe that Prop 16 will in fact harm a
flourishing renewables market in California. One of the benefits of CCAs is that smaller suppliers may
actually stand a chance when dealing with a smaller nonprofit public agency. And the tax-exempt bonding
capacity of public utilities and CCAs is long-standing, has been managed appropriately at the local level
and will, we believe, stimulate the growth of renewables development in California. 1 believe this is the
kind of development that we all want in our state.

What you should also be aware of is that Prop 16 cuts at the heart of local government by impeding local
land use decisions — this is a little different than the energy issue, but no less important. For example, a
local government may not be able to approve, let’s say, an affordable housing project if that project
requires annexation in order to be serviced by the local public utility. Indeed, there is analysis that says
Prop 16 could actually dissuade governments from providing much-needed housing options in this state
because a 2/3rds voting requirement is difficult, if not impossible to achieve. And public elections are
expensive. This flies in the face of good public policy and responsible government. In fact, we feel that
this is irresponsible public policy and irresponsible government. Prop 16, in our view, is so bad that it
could be laughable were it not for its far-reaching and potentially serious long-standing consequences
should it pass.

So, I'll just wrap up by saying that Community Choice Aggregation has been successfully operating in
Ohio and Massachusetts for years. And for the first time, Marin Clean Energy will make that a reality in
the State of California.

So, in the spirit of AB117, and meaningful energy solutions for our state, the MEA respectfully requests the

Commission’s active and on-going involvement in clarifying the rules, codifying a productive partnership
with PG&E — we do not want this to be an uncomfortable marriage — it’s turning out to be an

I. Phelps 3-19-2010
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uncomfortable marriage. We need a productive partnership. And we would like your help in diffusing the
potential illegal aspects and impacts of Prop 16. Thank you very much for your time today.

Commissioner Simon

Time 1:48:47

Ms. Marshall, at first let me just clarify that Royal Dutch Shell or Shell Energy appears in many of our
proceedings here at the California Public Utilities Commission. And uh, their characterization may not be
fair in my honest evaluation. We see them in many proceedings, so Marin County’s selection of this
company under your Community — or you CCA, or Marin Authority I believe it’s called — Marin Power
Authority is by no means, by no means any different than many of the other Power Purchase Agreements
and other instruments that come before this Commission. But in reference to Shell Energy’s role with
Marin County, would they... they are going to be your power purchasing entity along with the Procurement
Committee that you have established under the establishment of the Authority?

Shawn Marshall
So let me decouple those. Yes, they are our Energy Services Provider for a period of 5-years. They are not
in any way a committee, so I’'m not, ’'m not --.

Commissioner Simon
--well, I notice you that you do have a Committee, you have a Committee process in place —

Shawn Marshall

--we have a Contracts Committee in place of members of our Board. But that does not include Shell North
America. They’re part of the conversation as we have developed the contract, but there is no on-going
committee for that.

Commissioner Simon
Will they be selling you their power or simply purchasing power in the power trading, or power market
place?

Shawn Marshall
So, we will have specifics on all of that as soon as the contract is executed.

Commissioner Simon
So you haven’t executed your contract?

Shawn Marshall

We have confirmed the contract — we have not executed yet. Now, we are waiting for the best pricing
available. We are also waiting to pass a legal hurdle that we did just the other night that ensured that
PG&E would not file suit. We did not want to execute on a contract until we were sure that that threat had
been removed. So, to go back to your question... uh, uh... I'm sorry... so Shell North America has the
renewable, the content or the power in its pipeline already so it is not, this is not going out and now
purchasing on our behalf. It’s already identified and already to go for us within their pipeline.

Commissioner Simon
I'see. And so they could, could they be on both sides of the transaction? Could they be selling you their
power and also working with your committee in choosing that power over other bids?

I. Phelps 3-19-2010
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Shawn Marshall
You know, I don’t know how to answer that question. I can certainly get you the answer to that. I'm not
sure of that technicality.

Commissioner Simon

Great, yeah, I appreciate that, if could submit that — and that’s, ultimately that’s the choice of your
Authority so I don’t think that’s even within our jurisdiction to evaluate. The other comment and question I
think I should state is that — and I put the hold on the Resolution for the last meeting which is in the public
record, and I think this has clearly benefited us in hearing more about the issues involving what you’re
describing as the obstructionist tactics of PG&E. One concern that I had when I read the Resolution was
the notion of PG&E not being able to have contact with their customers. 1 think a big part of any utility --
even as your Authority as we presume will be established -- is that ability to educate customers, to
communicate with customers about the choices they make in a multitude of services that are provided by
the utility. How can there be a level playing field or a ‘bilateral quiet period’ for lack of a better term
because it appears that from my reading the Resolution, you’re imposing restrictions on the IOU’s ability to
communicate with their customers, and my concern, obviously, is I don’t want to see any kind of chilling
effect on speech or information. So, what is your Authority proposing as to how we can, how that process
can remain level and fair?

Shawn Marshall

It’s my understanding that our staff and legal counsel have been working with CPUC staff on the specifics
of that. But I think it’s very important to clarify that I don’t believe there is a withholding of customer
information. I do know that there is a cooling-off period so that PG&E will be supplied the list of our
Phase I customers, I believe in about 2 weeks. Again, I, I want to stay away from specifics because I'm not
on staff. But, they will have full access to that list within a couple of weeks. And you can be assured that
the playing field will be tipped over yet again because you know they’ve already sunk millions ($) into
outreach to customers with the things that I’'ve show you — those are to all Marin residents. And we believe
that they will spend many more millions ($) on direct outreach to Phase I customers.

Commissioner Simon

And in your materials, something I read, the statement was made that they’re using ratepayer funds to fund
this. But you heard a statement made by, I think this was, maybe this was testimony that’s coming forth —
actually it’s not by your group, it’s by someone from the San Joaquin Irrigation District. But in the case of
Marin County is it your concern that ratepayer funds are being used in this propagation?

Shawn Marshall

So, uh, you know, I cannot answer that for our Board, others may be able to. [ time 1:54:41] What I, I can

say is that we have been concerned that ratepayer funds have been used early on with some of the W%
eals that were offered by PG&E to specific cities to either stay out of CCA when it was formed, or to then

remove themselves.

Commissioner Simon

oul ,f'
Shawn Marshall
Uh, well I mean I'1l --

I deal” is?

Commissioner Simon
--excuse my ignorance--

I. Phelps 3-19-2010
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Commissioner Simon

Buthe City of Novatoaped 1 ake s ofe—

Shawn Mgrshal

. .

there may be an

Commissioner Simon

--I'll continue, I’ll continue -- Ms. Mueller, uh, regarding, uh, you’re representing cuz I’m sorry I can’t see
you entire sign there.... so, you're with the City Attorney’s Office of San Francisco. And has San
Francisco executed a contract on the order of what the Marin Power Authority... I apologize if I got the
name is incorrect — have they (S.F.) executed a contract with an entity to oversee the procurement of
power?

Theresa Mueller S.F. City Attorney Office
Commissioner, we are currently negotiating such a contract.

Commissioner Simon
Okay. So, you’re also, so both of these entities (MEA and S.F.) are in negotiations. .. uh, okay..

Theresa Mueller
We are.

Shawn Marshall
We’re done. We actually agreed to a contract. We just need to execute it now.

Commissioner Simon
Okay, so, well—

I. Phelps 3-19-2010
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Shawn Marshall
--and that’s a price issue.

Commissioner Simon
Okay, well once upon a time I practiced law, and if I'm not mistaken the contract is when it’s executed,
correct?

Shawn Marshall
There’s a technicality that allows us to execute after approval of the contract.

Commissioner Simon
I see.

Shawn Marshall
And that’s the decoupling that I'm discussing.

Commissioner Simon
OK. Thank you. I appreciate it.

President Peevey
Commissioner Ryan.

Commissioner Ryan
Yes, Ms. Marshall, this brochure which was handed to us, is this something that’s been mailed out to
everyone in the MEA, digital MEA service territory?

Shawn Marshall

No. That brochure was produced back in 2009 as one of our early marketing pieces, and that’s just been
available at every public meeting we go to and all that. We have not had any budget for mailings until just
recently when we were able to secure start-up financing. So we finally have a budget for marketing &
communications. And we’re just now getting started with that. We have just our first mailing to Phase 1
customers at the end of last week.

Commissioner Rvan
Okay, I’d just like to briefly—

Shawn Marshall
--excuse me. Our second one. Excuse me.

Commissioner Ryan

Right. I’d just like to briefly get your perspective on a statement we heard in the first panel that only by
having an election, 2/3rds vote requirement would here be essentially public vetting of a measure like the
creation of the MEA, and that the, sort of the current opt-out process that’s under way really only provides
very superficial public discourse. Can you characterize for us sort of the extent of the public discussion
that’s occurred that makes it, that puts the residents of Marin County in a position to make an informed
choice here just as an example of what could occur absent the passage of Prop 16 ?

Shawn Marshall
Sure. So I can comment — this very issue came up in the City of Mill Valley {1:59:05 ]

#H##

I. Phelps 3-19-2010
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/1| Pacific Gas and
. Electric Company.

March 5, 2008

Charles McGlashan, Supervisor, District 3
Board President

County of Marin

3501 Civic Center Drive, Suite 329

San Rafael, CA 94903

Dear Supervisor McGlashan:

We appreciate the opportunity to review and evaluate the Marin Community Choice Aggregation
(CCA) Business Plan Draft Report dated January 2008 (referred to hereafter as the “BP”). As
we have shared with you previously, while PG&E supported the concept behind AB117 which
created the opportunity for local public agencies to acquire power for their residents, businesses
and municipal facilities, we believe we have an obligation to our customers to evaluate local
proposals for CCA programs to determine whether or not the proposals can deliver the promised
benefits.

In October 2007, PG&E provided comments in response to your request for feedback on the
September 2007 preliminary draft of the BP. In that response, PG&E commented on the lack of
detail in the draft and stated its belief that the draft’s key conclusion — that a Marin CCA could
achieve a significantly higher percentage of renewable power than is available from PG&E
electric service at rates that are at, or below, PG&E’s generation rate — is unsupportable.

While the January 2008 BP adds some detail that was previously missing and makes some
modifications to its assumptions about the costs of resources, it falls well short of a thorough
documentation of its financial assumptions and results. But more fundamentally, PG&E believes
the BP’s key conclusion, that a Marin CCA could achieve a significantly higher percentage of
renewable power than is available from PG&E electric service at rates that are at, or below,
PG&E’s generation rate, remains unsupportable, since:

ffi The BP consistently overestimates the availability of renewable energy at a cost
competitive with conventional supplies.

ffi The forecasts contained in the BP regarding PG&E’s generation rates are erroneous and
misleading, even going so far as to state that “the forecast underlying this business plan
projects an average increase of 3% per year in PG&E’s generation rates . . .” but then
using a rate of 3.5% in the pro forma. In addition, the BP confuses PG&E’s bundled rate
(a rate including generation, transmission, distribution, public goods, etc.) with a
generation rate, resulting in misleading conclusions.

1
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ffi On a variety of issues, the BP contains information and assumptions that are factually
incorrect, unsupported by any evidence or simply belie the realities of the market. These
issues include but are not limited to the benefits of tax-exempt financing, the CCA
participation rate of Marin energy consumers, the availability of energy efficiency
opportunities to the CCA, GHG reductions (since the BP assumes a much higher
emission rate for PG&E than is accurate), and risk to all energy customers in Marin
whether or not they participate in the CCA.

Based on detailed analyses prepared by PG&E and its consultants, customers not opting out of
the Marin CCA will end up paying rates that begin at a level approximately 25% higher than
those of PG&E’s generation rates over the 2011 — 2025 time-frame. The premium will be even
higher for customers being defaulted onto the County’s proposed 100% Green Tariff (which the
BP states would be automatic). While PG&E supports the notion that many Marin customers, in
general, are willing to pay more for renewable supplies beyond the 20% than PG&E will be
delivering or have under contract by 2010, the 2.7 to 4 cents/kWh premiums estimated in
PG&E’s analysis go well beyond any reasonable empirically-derived estimates of customer
willingness to pay except perhaps for a small percentage of customers.

PG&E shares Marin’s desires for increased renewables and reduced GHG emissions—but the
CCA Business Plan does not lend any confidence that CCA is the way for Marin customers to
achieve these shared objectives.

Even though the BP states there are a number of “off-ramps” further down the road, suggesting
that the lack of data in the BP will be cured at a later stage, PG&E believes that there is little
value in dedicating additional resources to an effort which has been in motion for several years
but is still lacking a solid analytic foundation. We recommend that the elected officials in Marin
continue to work with PG&E and other stakeholders in pursuing deeper and broader penetration
of energy efficiency and renewable programs that can make a big difference in achieving real
GHG emission reductions, without thrusting the County into the volatile power markets or
encumbering half a billion dollars in debt for risky renewable energy investments.

Sincerely,

Joshua Townsend
Government Relations Consultant

cc: Susan L. Adams, Marin County Supervisor, District 1
Harold C. Brown Jr., Marin County Supervisor District 2, Board Vice President
Steve Kinsey, Marin County Supervisor District 4
Judy Arnold, Marin County Supervisor District 5, Board 2™ Vice President
County Administrator Matthew Hymel
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PG&E’s Comments on January 2008 Marin CCA Business Plan

1. Introduction

PG&E appreciates the opportunity to comment on the January 2008 Marin Community Choice
Aggregation (CCA) Business Plan (hereafter, referred to as the “BP”).l In October 2007, PG&E
provided comments in response to Supervisor McGlashan’s request for feedback on the September
2007 preliminary draft of the BP. In that response, PG&E commented on the lack of detail in the
draft and stated its belief that the draft’s key conclusion — that a Marin CCA could achieve a
significantly higher percentage of renewable power than is available from PG&E electric service at
rates that are at, or below, PG&E’s generation rate — is unsupportable.

The January 2008 BP adds some detail that was previously missing (e.g., a financial pro forma is
now included in Attachment A), and makes some modifications to its assumptions about the costs of
resources (e.g., increasing the assumed installed cost of a wind generator from $1,488 per kW to
$2,000 per kW). Furthermore, while the September 2007 draft BP described a single CCA power
product that would begin at 25% renewable content, growing to 51% and ultimately 100%, the BP
now segments its renewable offerings between a “Light Green” option that would grow from 25% to
51% renewable content, and a “100% Green” offering that would begin (and remain) at 100%.
According to the BP, the former would be available at or below PG&E’s generation rates, while the
latter would cost approximately 20% more than PG&E’s generation rates.

However, the BP falls far short of the goal of documenting its financial assumptions and results.
Given the paucity of supporting data, PG&E was unable to replicate many of the estimates in the pro
forma, and notes that there are a number of inconsistencies between the pro forma estimates and
figures contained elsewhere in the BP.

Notwithstanding these technical shortcomings, the fundamental flaw of the September 2007 draft
remains in the January 2008 version: the assertion that that the Marin CCA can offer significantly
higher renewable content in its power supply (with its Light Green rate option) at rates equivalent to
PG&E’s is unpersuasive, both because the costs of power are underestimated and future PG&E
generation rates are likely overestimated. This is directly attributable to the BP’s reliance on a
hypothesis -- instead of analysis -- that if power purchase agreements can be negotiated at a price of
8.8 cents per kWh for the first four years, then positive cash flows will result: “7he financial plan
and customer rate impacts presented in Chapter 4 should be considered illustrative pending
incorporation of prices that will be provided by the market in a Request for Bid that will be issued
around January 2009 ...”*.

' PG&E’s comments focus primarily on the estimated costs of power to be supplied by a Marin CCA, relative to PG&E’s
forecasted generation rates. PG&E also addresses certain issues associated with various demand-side management programs,
such as energy efficiency and solar. There are a number of other issues covered by the Marin CCA Business Plan that PG&E
does not address in these comments. However, the fact that PG&E does not address these issues does not reflect PG&E’s
agreement with the manner in which they are addressed in the BP.

*See p.2 of BP. See also p.10: “It is estimated the Authority would need to provide full requirements power supply for the
Jfour-year Implementation Period at an average cost of 8.8 cents per kWh (for power supply corresponding with the
conventional/renewable mix provided in the Light Green Tariff) to be able fo offer rates equal to those of PG&E. A pro forma
for the implementation period, including generation rates equivalent to PG&E, is shown in the following table, based on a full
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The BP takes a pass on assessing the likelihood that a supplier can be found offering a full
requirements supply, with Marin’s desired renewable content, meeting Marin’s specific load shape,
at this price.” The BP further fails to assess how the cash flow results would change should the price
offered be different, except for one sentence noting that ... a 5% increase in market prices would
increase the Authority’s annual cost by nearly $6 million, enough to turn a projected surplus for
2011 into a deficit” (p.75). Such risk assessments do not require waiting, as the BP proposes, until
“a future revision or supplement to this business plan” is conducted (p.75), but could and should be
performed now.

Tables 1 and 2 present the results of an analysis performed by PG&E and its consultants comparing
PG&E’s estimates of Marin CCA costs to forecasted PG&E generation rates. Table 1 focuses on the
period from 2014 through 2025 covered by the BP’s Appendix A financial pro forma. That pro
forma shows as its last row, blended CCA rates for each year during the period (i.e., rates which are
averages of the 100% Green and the Light Green rates). The first row of Table 1 repeats those rates
from the BP’s Appendix A pro forma. The second row shows PG&E’s estimates of the blended rate
that the Marin CCA would have to charge in order to cover its costs when realistic assumptions are
used to model those costs. The third row shows a forecast of PG&E’s generation rates, developed
by using the current 2008 average generation rate of $83 per MWh for Marin (i.e., the average rate
calculated from just the bills of PG&E customers in Marin), and escalating it consistent with forecast
information PG&E filed in 2007 with the California Energy Commission (CEC) as part of its
Integrated Energy Policy Report (IEPR) proceeding.* As the table shows in the fourth and fifth
rows, PG&E’s forecasted generation rate is significantly below PG&E’s estimate of the Marin CCA
blended rate in every year during the 2014 - 2025 period.

Table 1. Marin CCA’s Estimated Melded Rates vs. PG&E’s Generation Rate

Generation Rates 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025
BP Pro Forma —Marin CCA Blended Rate ($/MWh) $104 | $100 | $104 | $105 | $105 | $107 | $111 | $114 [ $115 | $117 | $118 | $119
Estimated Marin CCA Blended Rate ($/MWh) $131 | $130 [ $131 | $131 | $131 | $131 [ $132 | $132 | $132 | $133 | $133 | $134
PG&E’s Forecasted Rate ($/MWh) $91 $92 $94 $95 $96 $98 $99 $101 | $102 | $104 | $105 | $107
Price Premium for Marin CCA ($MWh) $40 $38 $37 $36 $34 $33 $32 $31 $30 $29 $28 $27

Price Premium for Marin CCA (%) 44% | 42% | 40% | 38% | 36% | 34% | 33% | 31% | 29% | 28% | 27% | 25%

requirements contract price of 8.8 cents per kWh. Costs and revenues presented in the table below are illustrative and subject
to change based on responses to the County’s and Cities’ request for information and proposals from third party electric
suppliers.” (emphasis in original)

? The extent of the BP “analysis” is to reference, on p.2, information about “energy prices received by other CCA programs,
such as the aspiring East Bay CCA Program and the San Joaquin Valley Power Authority (SJVPA), from the market.”
However, all of these prices are just “indicative,” not final and binding on the supplier. As such, they have little relevance,
except to perhaps establish a lower bound on what the eventual prices would be after a final agreement is negotiated with the
supplier.

* PG&E submitted four forecast scenarios for the 2008-2016 period as part of the CEC’s 2007 IEPR proceeding. The escalation
rates of these four forecasts between 2008 and 2016 ranged from 0.44% per year to 2.45% per year. For this analysis PG&E
used an escalation rate 1.5% per year, which is approximately the mid point of that range. The 1.5% per year escalation rate is
also consistent with historical trends in PG&E’s generation rate (see discussion in Section 3 below).
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Table 2 focuses on the 2011-2013 period, the only period for which the BP shows a breakdown of
the melded rate into its 100% Green and Light Green components.” The first row repeats the BP’s
estimates of the Light Green rate from the table on p.64. The second row presents PG&E’s estimate
of the Marin Light Green rate. This rate was derived from PG&E’s estimates of the blended rates
that the Marin CCA would have to charge in order to cover its costs, along with the assumptions (a)
that the blended rate is a sales weighted average of the 100% Green and Light Green rates and (b)
that the 100% Green rate is set at 1.2 times the Light Green rate.’ The results in Table 2 show that,
based upon more realistic cost assumptions, the Light Green rate significantly exceeds PG&E’s rate
for each year during the 2011-2013 period. And, of course, customers choosing the 100% Green
option would have much higher rate differentials compared to PG&E’s generation rate.

Table 2. Marin CCA’s Estimated Light Green Rate vs. PG&E’s Generation Rate

Generation Rates 2011 | 2012 | 2013
BP (p.64) — Marin CCA Light Green Rate ($/MWh) $92 $96 $99
Estimated Marin CCA Light Green Rate ($/MWh) $111 | $111 | $108
PG&E Forecasted Rate ($/MWh) $87 $88 $89
Price Premium for Marin CCA ($/MWh) $25 $23 $18
Price Premium for Marin CCA (%) 28% | 26% | 20%

Analysis of Marin CCA’s Energy Costs

To arrive at the conclusions summarized above, PG&E contracted with several consultants to
develop an estimate of the costs of a Marin CCA to meet the objectives stated in the BP with respect
to the proposed renewable content of the power supply. Global Energy, Inc. developed a detailed
bottoms-up analysis using a production simulation model to provide a real-time estimate of the
relevant costs for conventional and renewable supplies. PA Consulting, Inc. provided critical inputs
associated with renewable supply costs and availability.

The results show that it will cost significantly more than 8.8 cents per kWh, as theorized by the BP,
for power costs for the 2011-2013 period for a supply mix satisfying the characteristics of the
proposed Light Green Tariff. Furthermore, other cost elements assumed by the BP for JPA-owned
renewable resources, including a 150 MW wind project and 50 MW biomass project, underestimate
the actual costs and/or overestimate the performance characteristics of these resources. Appendix 1
shows a comparison of the resulting power costs presented in the BP, and those developed by the
PG&E team, for the 2011-2025 time-frame.

Furthermore, the BP assumes that PG&E’s generation rates will increase by 3.5% per year,’ based
on its statements that this mirrors the historic increases in PG&E’s generation rates. However, as

> These rate breakdowns are shown in two tables in the BP, on p.63 (for the 100% Green option) and p.64 (for the Light Green
option). These tables cover the 2010-2014 period. PG&E’s Table 2 omits 2010 because PG&E’s analysis of Marin CCA costs
begins in 2011, the proposed first full year of CCA operations after all customer classes have been phased in.

® This 20% premium for the 100% Green rate over the Light Green rate seems to be the assumption made by the BP. See, for
example Table 2 on p.9 where the comparison of the relationship between the 100% Green and Light Green rates demonstrates
this relationship for each customer class.

" Page 77 of the BP asserts that PG&E’s annual generation rate increase will be 3%. However, this is contradicted by p. 9 of
the BP (see Table 2), as well as the Assumptions Sheet, both of which calculate PG&E’s annual generation rate increase at
3.5%.
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described in Section 3 below, this overstates the actual historic increases in PG&E’s generation
rates, and overstates the likely increases going forward.

The following sections provide additional details regarding PG&E’s analysis, assumptions and
results.

a. General Approach:
PG&E’s analysis of the Marin CCA’s power costs was performed utilizing a resource planning
approach where least-cost generation resources are added to meet load, plus reliability
requirements and Marin’s stated targets for renewable supplies (including its identification of
CCA-owned 150 MW of wind and 50 MW of biomass supplies starting in 2014). The cost of
power is then calculated based on this resource build-out, while also taking into account other
costs Marin may incur operating as a CCA.

Marin has indicated that it plans to get its targeted power needs from 2010-2013 by signing a
“full requirements” power purchase agreement (PPA). However, in order for a supplier of such
“full requirements” power to meet these specifications, it would need to incur the cost of
acquiring that power supply by arranging for physical resources, and the supplier would be
expected to price the PPA accordingly. The resource planning approach is the accepted
methodology employed by utilities (investor-owned and municipal alike) in order evaluate the
economics of serving load, whether through power supplied by a third party via a PPA, or
through owned resources. The study period of this analysis is 2011-2025.

Whenever possible, the Marin BP was used as a guideline for resource and load detail, in order
to establish as much common ground between the two analyses as possible, and therefore limit
the areas where disagreement exists. Cost estimates for gas-fired and wind® resources were
generally estimated using the California Energy Commission’s (CEC) Cost of Generation (COG)
Model (Version Beta 9 — January 2008). Costs for biomass and renewable power provided
through a PPA were assumed at the cost set forth by the California Public Utilities Commission’s
(CPUC) market price referent (MPR) (issued in October 2007), since the MPR sets the floor
price that owners of renewable supplies should be able to obtain for their power. However, there
is much evidence to suggest that these prices are low, and actual prices will be higher.

b. Modeling Methodology:
Once the resource build-out was developed, Global Energy then performed an operation
simulation, running a model employing a chronological hourly dispatch analysis that
economically dispatches available resources to meet loads, taking into account the ability to
make spot purchases and sales when economical.

Global Energy used its state of the art portfolio analysis model, Planning and Risk, to determine
the power cost that Marin County would incur in meeting load. The model is an hourly
chronological economic dispatch model, which dispatches resources to meet hourly loads. The
model also reflects the reality that Marin would be able to buy and sell power in the wholesale
spot market to perform optimal power dispatch in meeting these hourly loads. For example, if

¥ Although the CEC COG model was used in estimating the levelized capital costs of wind resources, the default installed cost
assumption was changed to reflect recent findings in California wind development. This is discussed in detail in Section 2.c.v.
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Marin could buy spot market power for less than the operating cost of an otherwise-needed
Marin resource, it would likely do so. Similarly, if Marin had an excess resource available in a
given hour, and the operating cost of that resource was lower than the wholesale spot market
price, then Marin would likely run the resource and make the sale. Global Energy forecasts these
wholesale spot market purchase and sale decisions based upon its hourly chronological dispatch
models and data that replicate Western Electric Coordinating Council (WECC) wide spot
markets for power. Global Energy sets the wholesale spot purchase and sale price at the
Northern California hourly price forecast, which was created using its zonal market price
forecasting model, MARKETSYM.

¢. Assumptions:

i. Load
The 20112019 forecast of Marin’s expected load was obtained from the Marin BP. While
energy loads were reported for every year in the Marin BP, peak loads were only reported for
the years 2011-2019. To estimate peak load for years 2020-2025, the average load factor
over the years 2011-2019 was maintained from 2020-2025. Table 3 below summarizes the
peak and energy load forecast that the PG&E team used in this analysis. These figures reflect
total load including losses.

Table 3. 2011-2025 Marin Load Forecast

Load Forecast 2011 | 2012] 2013 | 2014 | 2015] 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025
Peak (MW) 237 | 236 ) 235 | 234 | 234 | 234 | 235 | 235 | 236 | 240 | 241 | 242 | 243 | 244 | 246
Energy (MWh) 1,256 |1,252) 1,253 1,257 | 1,261] 1,266]1,272|1,277] 1,284 1,288 | 1,295] 1,302 1,308 | 1,314] 1,321

ii. Resource Build-outs
The PG&E team used the Marin BP as a framework for resource build-out whenever
possible. In the instances where information in the report was limited or ambiguous, PG&E
used its professional judgment to develop reasonable assumptions. The resource build-out
assumes that load will be met, that Resource Adequacy (RA) is satisfied by way of a 15%
planning reserve margin, and that the BP’s stated renewable goals are satisfied. The BP
assumes a blended 70% renewable goal starting in 2011 and 81 percent in 2014. PG&E
structured its analysis assuming a one-year jump in renewable resource build-out between
2013 and 2014. Based on the fact that Marin load peaks in the winter and that Northern
California wind counts very little toward RA needs in these winter months (per CPUC rules),
PG&E assumed the wind would not count toward RA needs.

For the 2010-2013 time period, when Marin intends to get its supply from a full requirements
contract (i.e., a contract that promises to meet all load demands as they arise from moment to
moment and meets RA requirements of the CPUC and CAISO, meeting renewable targets, and
providing the operating reserves required by FERC/NERC/WECC), the provider of the power will
need to identify the resources it will use. Until these resources are identified and “controlled” by
the seller, the seller cannot claim their usage and the seller will not be able to estimate what it will
cost to provide the power. Surely, no seller will sell power at a price lower than its cost.
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For the period from 2014 and beyond, when Marin intends to finance, build, and own renewable
resources, a whole new uncertainty arises. That uncertainty relates to development risks of
proposed power projects. Renewable projects in particular are projects that owners can invest
considerable money in pursuing, only to later discover that the project cannot be permitted or that
unanticipated high project costs make it uneconomic. The California Energy Commission recently
published report (CEC-300-2006-004) that provides evidence of this problem. This report
suggests that a “minimum overall contract failure rate of 20-30 percent should generally be
expected” and “failure rates much higher than these levels are supported by historical
experience.”’ Furthermore, the CPUC recently underscored this issue in its January 2008 report to
the legislature: “The slow pace of project development despite strong solicitations underscores the
fact that projects face a number of challenges beyond simply getting a contract with an IOU to
coming online. These barriers include, but are not limited to, transmission, permitting challenges,
and developer inexperience.”'’ So while Marin may make estimates of the cost of renewables
under the assumption that no such problems will arise, Marin needs to be fully cognizant of the
fact that these projects are quite difficult to develop and significant amounts of money can be
invested into what eventually becomes a canceled project. Along with project cancellation would
come the need for even more expenditures to line up sources of replacement power.

Table 4 reports the annual resource build-out for Marin. The loads reported in the following
table are end-user loads adjusted for 7 percent transmission and distribution line losses.

Table 4. PG&E’s Estimate of Marin CCA’s Annual Resource Build-out

New Development) 0 0 0 150 150 150 150 150 150 150 150 150 150 150 150
(Wind (Power Purchase Agreement} 436 435 435 186 188 189 192 194 196 199 201 204 206 209 211
Total RA Contributing Resources 273 271 270 269 269 269 270 270 271 276 277 278 280 281 283

Planning Reserve Requirement 15%

New Development)

Power Purchase Agreement}

Renewable Energy (GWh) 884 882 882 1026 1030 1038 1040 1044 1049 1054 1058 1064 1069 1075 1078
RPS Goal (GWh) 703 701 702 880 883 886 890 894 899 902 907 911 915 920 925
RPS % 70.4% 70.5% 70.4% 81.7% 81.7% 82.0% 81.8% 81.8% 81.7% 81.8% 81.7% 81.8% 81.8% 81.8% 81.6%

1. Treatment of Renewable Energy Additions
As noted earlier, Marin targets meeting 70% of its energy needs from renewable energy
starting in 2011 and 81% of its energy needs from renewable energy starting in 2014. From
2011 to 2013, Marin has identified that it will meet renewable energy targets using
generation primarily from renewable power purchase contracts. From 2014 through 2025,
Marin has reported that it will develop wind (150 MW) and biomass (50 MW) resources and
will meet the remainder of its 81% renewable target with supplemental renewable power
obtained via PPAs.

? California Energy Commission — Building a “Margin of Safety” Into Renewable Energy Procurements: A Review of
Experience with Contract Failure, January 2006, p.42
* CPUC — RPS Procurement Status Report, January 2008 — p.4.
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iv. Gas Prices
Since the non-renewable portion of the Marin power portfolio would need to be met via
conventional supplies (which are assumed to be natural gas-fired plants), PG&E used two
publicly available forecasts of natural gas prices in this analysis. For the first two years of
the analytic period, when market prices are available from the New York Mercantile
Exchange (NYMEX) the NYMEX Henry Hub futures strip was used."! For the 20132025
period for which NYMEX prices are not available, the CPUC’s California gas price forecast
that underlies its MPR electric forecast was used. Table 5 presents this gas price forecast,
which was utilized as the fuel cost input for gas-fired generation in the simulation model.
These same gas prices were used to produce the spot market price forecast to simulate spot
electricity sales and purchases in the Marin analysis.

Table 5. NYMEX and MPR Gas Forecast

California Burner Tip
Year Natural Gas Forecast Source
(Nominal$/mmBtu)

2011 8.45 NYMEX Futures Strip
2012 8.36 NYMEX Futures Strip
2013 8.07 CPUC MPR
2014 7.99 CPUC MPR
2015 7.91 CPUC MPR
2016 7.82 CPUC MPR
2017 8.13 CPUC MPR
2018 8.23 CPUC MPR
2019 8.47 CPUC MPR
2020 8.78 CPUC MPR
2021 8.95 CPUC MPR
2022 9.22 CPUC MPR
2023 9.49 CPUC MPR
2024 9.78 CPUC MPR
2025 10.00 CPUC MPR

Source: California Public Utilities Commission and NYMEX

v. Capital Cost Assumptions for Resource Additions
PG&E used capital cost estimates for resource additions from two sources. The first source
was the California Energy Commission (CEC) Cost of Generation (COG) Model (Beta
Version 9). Using the CEC’s COG model, levelized capital costs were drawn using
municipal utility financing assumptions. The financing rate for municipal financing assumed
by the CEC is 4.35%. As PG&E described in its October 2007 response to Marin’s
September 2007 preliminary business plan, the muni rate — whether 4.35% or 5.5% as
employed by the BP -- is likely unrealistically low for a prospective CCA, since traditional

"' The NYMEX Henry Hub futures prices were obtained from Global Energy’s data warchouse solution, Energy Velocity, on
December 5, 2007. To estimate the burner tip gas price for California generators, the basis differentials between the Henry Hub
and California natural gas price were taken from the CPUC MPR Report (October 2007) and added to the NYMEX Henry Hub
price for the years 2011 - 2012.
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municipal entities serve captive customers who do not have the ability to opt-out. Because a
CCA would face the risk of customer opt-out the borrowing rate for CCA investments in
generating assets would likely to be higher than for similar investments by municipal utilities
with captive customer bases. Furthermore, given the fact that the Marin BP indicates that the
Marin CCA would be buying much of its power under a PPA, such costs would not benefit
from lower municipal financing rates. Therefore, the costs presented herein — and in the BP -
- are optimistically low.

For wind power, the PG&E team assumed an installed cost of $2,500/kW (which includes
land and transmission interconnection), with no renewable energy production tax credit
(REPTC), and a 23 percent annual capacity factor. This higher assumption regarding
installed costs is based on recent findings of increased construction costs of wind generation
in California. For example, LADWP has recently indicated that it will pay $425 million to
construct a 120 MW wind farm in the Tehachapi, California. This is over $3,500/kW, and in
this respect PG&E’s $2,500/kW assumption is conservative.

The 23 percent capacity factor assumption is based upon actual metered deliveries of wind
power to PG&E in 2003. It is unlikely that Marin will be able to access Class 5 wind in
California, particularly in Northern California. For example, according to Solano County
staff, all but 7,500 acres of the Solano Wind Area is already developed or committed to other
developers. The remaining acreage is on the edge of the Wind Area and is thus likely to have
lower quality wind than the already—developed land. Furthermore, Southern California
Edison (SCE) recently filed a contract at the CPUC for a wind project at Daggett Ridge with
a 28% capacity factor (79.5 MW and 197 GWh/yr). In response to a protest to its filing by
TURN, SCE noted that “many of the best wind locations in California have already been
developed or are in the process of being developed. As a result, sites with lower capacity
factors, like the Daggett Wind site, are being developed.”'*

While Marin’s BP assumes biomass costs of $65 to $85/MWh, PG&E believes it is more
realistic that the price for this type of resource will be much higher, based upon evidence that
the CPUC’s adopted MPR has been setting the competitive (market clearing) price, and in
many cases projects are now coming in at much higher costs. In fact, according to the E3
Consulting Group™ and the California Energy Commission report, these costs are pegged at
over $100/MWh.'* In any event, it is more realistic to assume that any entity in possession
of low-cost biomass resources will be mindful of the opportunity to sell its resource at a price
reflective of competitive market revenues, rather than simply reducing power costs to CCA
customers.

Table 6 summarizes the capital cost estimates used in assigning costs to the gas-fired and
wind resources included in this analysis.

12 “Reply of Southern California Edison Company to The Utility Reform Network and the Division of Ratepayer Advocates
Protests of Advice 2198-E, Submission of Contracts for Procurement of Renewable Energy" dated January 29, 2008.
1 CPUC GHG Modeling, “New Biomass and Biogas Generation Resource, Cost, and Performance Assumptions” Oct. 25,

' California Energy Commission, “Comparative Costs of California Central Station Electricity Generation Technologies” dated
December, 2007.
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Table 6. PG&E’s Capital Cost Assumptions for Gas-Fired and Wind Generation (2007)

ce

Tee :
Global Energy

Marin Wind Development 223

Combined Cycle 85 CEC COG Model
Gas Turbine 94 CEC COG Model

The second cost estimate source used in this analysis is the CPUC’s MPR which sets forth a
reasonable price benchmark for entities to procure renewable energy under long term
contracts. Table 7 summarizes the MPR price used in costing the renewable power in this

analysis.

Table 7. PG&E’s Renewable PPA Cost Assumptions — MPR (Nominal $

T o okree..... =~
Wind - Power Purchase Agreement 96JCPUC - MPR

Biomass 96JCPUC - MPR

vi. Other System Costs and Administrative and General Costs
Table 8 below reports the cost assumptions for ancillary service fees, CAISO Grid
Management Charge, and Administrative and General Costs. Ancillary service costs were
estimated at $1 per MWh of load. This is based on information from monthly ancillary
service costs in the California ISO Market Performance Reports; the ancillary service costs
averaged to $0.94/MWh for 2006 and $0.96/MWh for 2005. Grid Management Charges
were estimated at $0.70 per MWh of load, based on current CAISO rates. In addition, PG&E
added a $0.10 per MWh cost for wind integration that the CAISO currently charges for wind
generation. Administrative and General Costs were taken from the Marin BP for the years
2011 through 2013. From 2014 onwards, PG&E escalated the costs by 2.5 percent annually.
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Table 8. PG&E’s Estimates of Other System and A&G Costs (Nominal $)

1ISO Grid Management Charge

OEerations & Scheduling Coordingtion

[Wind Integration Costs

| S E
1L1I2I2il2]

Contractor Costs

Contract Staff

( )
( )
( )
|OU Fees slncluding Billing) {$000)
($000)
($000)

Total AGG 7 .583]

d. Simulation Results:
Table 9 reports Marin’s simulated annual system total costs, total billed load, and the $/MWh
cost of serving load. The costs reported in this table include the annual levelized capital costs for
the resources used in Marin’s portfolio based on the capital cost assumptions provided above.
Ancillary service fees, CAISO grid management fees, and administrative and general fees are
also included in the cost figures in this table.

Table 9. Summary of PG&E’s Simulation Results

2011 156,916 1,256 125
2012 155,707 1,252 124
2013 151,425 1,253 121
2014 164,706 1,257 131
2015 164,615 1,261 130
2016 165,457 1,266 131
2017 166,521 1,272 131
2018 166,852 1,277 131
2019 168,275 1,284 131
2020 169,566 1,288 132
2021 170,921 1,295 132
2022 172,055 1,302 132
2023 173,826 1,308 133
2024 175,393 1,314 133
2025 176,581 1,321 134

Table 9 shows costs per MWh remaining the same for several years after a significant increase in
2014 associated with owning 150 MW of wind and 50 MW of biomass. Since Marin’s load is
essentially flat for the years after 2014, wind cost is levelized and thus does not change. The
remaining costs do not escalate much (e.g., a few of them rise at 2%/year).

The Table in Appendix 1 shows the detailed results of Global Energy’s analysis.

PG&E’s Generation Rates

One of the most important factors, in determining whether Marin customers would save with a CCA

is the future magnitude and rate of change of PG&E’s generation rate. The BP acknowledges this on
p.77, stating “Small differences in the escalation rate of PG&E’s generation rates would have

10
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significant impacts on the ability of the CCA Program to provide ratepayer benefits.” But the BP
then goes on to mischaracterize and confuse the issue in an apparent attempt to justify the use ofa
very high forecast of future PG&E generation rates (which, of course, makes it appear easier to reach
a conclusion that Light Green option customers will pay rates equivalent to PG&E’s and 100%
Green customers will pay rates just 20% higher than PG&E’s). Specifically, the BP states:

“The forecast underlying this business plan projects an average increase of 3% per year in
PG&E’s generation rates, which is relatively low by historical standards. The average annual
increase in PG&E’s electric rates has been 4.1% since 1980 and 5.2% since 2000.” (p.77)

This statement is erroneous and misleading for a couple of reasons. First of all, as the 2014— 2025
pro forma makes clear, the BP assumes that rates increase by 3.5% per year, not 3%." Second, the
statement about the 4.1% increase since 1980 cannot possibly refer to PG&E’s generation rate, but
instead seems to be referring to PG&E’s total bundled rate. But the historical and future levels of
bundled rates are completely irrelevant to the issue of whether or not customers will save on CCA,
since customers pay the same non-generation rate components (i.c., delivery and non-bypassable
charges) whether they choose to be served by the CCA or opt out and continue as PG&E bundled
service customers. The only PG&E charge that will be avoided by CCA customers is the generation
rate, so it is the only relevant charge to use as a standard of comparison for the CCA’s expected
rates. PG&E only began unbundling its rate into its various components (generation, transmission,
distribution, public goods, etc.) in 1998, so data on generation rates only date back 10 years."®

In fact, PG&E’s generation rates that would be avoided by customers served via a CCA have
increased by only about 1 to 2 percent per year between 1998 (the year rates were initially
unbundled) and 2007. Marin’s consultant, Navigant, made similar misstatements about PG&E’s
historical generation rates in public meetings held to persuade elected officials to the support efforts
of the Kings River Conservation District (KRCD) and San Joaquin Valley Power Authority (SJVPA)
to move forward with their CCA plan. Over the course of six months from July through December,
2007, PG&E sent a series of letters to STVPA and KRCD responding to Navigant’s misstatements
and documenting the lower, 1 to 2 percent per year, historical increases in PG&E’s generation rates.
In Appendix 2 PG&E has attached that correspondence. Furthermore, as PG&E pointed out to
Navigant in its correspondence, the forecast for annual generation rate increases that PG&E provided
to the CEC as part of the Integrated Energy Policy Report range from approximately 0.5% to 2.5%.
PG&E has chosen the mid-point of both of these ranges — 1.5% -- as part of this analysis.

One other important factor that needs to be accounted for is that PG&E’s generation rate that would
be avoided by a CCA may be overstated to the extent it includes the above-market costs of so-called
“new world procurement” contracts. The California Public Utilities Commission (CPUC) has
previously determined in decisions D.04-12-048 and D.06-07-029 that PG&E may recover, via non-
bypassable charges, any costs of long-term procurement contracts entered into since 2004 that turn

!> The Assumptions Sheet also lists the escalation in PG&E generation and CCA rates at 3.5% per year.

' PG&E suspects that the 5.2% figure also refers to bundled rates, since the BP provides no supporting documentation for this
claim. In addition, the choice of 1980 as a starting point seems curious. Why go back 28 years? Why not go all the way back
to 19507 Or why pick 2000 (the year before the energy crisis) rather than 2001 (the year after) as a starting point? PG&E
suspects Marin’s consultant, Navigant, may have “cherry picked” its analysis periods to show PG&E historical rates in their
worst light. In any event, it is only the level of PG&E’s generation rate — and not its total bundled rate — that matters.
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out to be above the market price. The new world procurement charges will apply to all departing
customers, including specifically customers who take service from a CCA."” The upshot is that
some portion of PG&E’s generation rate may be deemed to be non-bypassable and separated out as a
separate charge that CCA and other departing customers will owe. For example, the PG&E
generation rate for the mix of customer loads served in Marin is currently 8.3 cents per kWh. If the
CPUC adopts a methodology that results in 0.3 cents of this rate being deemed to be associated with
the above-market costs of new world procurement contracts, then PG&E will further unbundle its
rates to show a generation rate of 8.0 cents and a new world procurement charge of 0.3 cents. In that
event, the rate that a Marin CCA would have to beat for customers to see savings would be 8.0 cents,
not 8.3 cents.

Side-by-Side Comparison Between PG&E’s and the BP’s Financial Analyses

a) Inconsistencies in the BP
The BP presents its pro formas in two distinct, difficult-to-meld-together tables. The BP pro
forma for the initial 2009 - 2013 period (which shows estimated cash-flows) is presented as
Table 3 on page 10, and again on p.67. The BP pro forma for the 2014 - 2025 period (which
shows break-even CCA rates) is in BP Appendix A. As described below, these two tables are
virtually impossible to meld together into a single pro forma for the entire 2009 - 2025 period
because they contain widely different information. There are different levels of detail in the two
tables, and some costs items appear in one table but not the other. Neither table provides
sufficient detail for an independent observer to replicate the results.'®

On the revenue side, the BP pro forma in Appendix A (2014-2025) provides annual estimates by
customer class of accounts, sales, and rates in addition to the revenue estimates. In contrast,
Table 3 (2009-2013) provides estimates only of annual revenue, with no detail on number of
accounts, sales, or rates by class or in the aggregate. This lack of information makes it difficult
to verify how the revenue estimates were derived for the 2009-2013 period. Comparing the two
tables, there also appears to be an inconsistency in the revenue trend between 2013 (the last year
of one table) and 2014 (the first year of the next table), with the annual revenue figure
inexplicably dropping from $139 million to $128 million — despite the assumption in the BP’s
analysis that sales increase every year by 0.5% and rates by 3.5%. A comparison of revenue
figures in adjacent years over the 2012-2025 period shows the expected 4% increases (i.e., equal
to the sum of the 0.5% increase in sales and the 3.5% increase in rates) for every class and every
pair of years except between 2013 and 2014, where a number of classes show significant
inexplicable decreases.

On the cost side, the BP’s two pro formas are also very different. The one for the initial period
contains estimates of two categories of costs: (a) administrative and general (A&G) costs,

7 The new world procurement charges will be vintaged, so that customers will be responsible only for the above-market costs
of contracts entered into prior to their departure. A CPUC proceeding, Track 3 of Rulemaking 06-02-013, is nearing
completion where the CPUC will adopt a specific methodology for calculating these charges and determining the precise
vintaging rules.

¥ Subsequent to the release of the BP, Marin has posted on its web page a one-page document titled “January 2008 Draft CCA
Business Plan for the Marin Communities—Assumptions Underlying Projected Operating Results” (henceforth called the
“Assumptions Sheet”) with additional information.. This Assumptions Sheet provides some helpful additional information,
although in some instances the information is in conflict with the BP.
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b)

including A&G sub-component cost items, and (b) program operations, which are limited to
energy procurement costs and an apparent adder to account for higher renewables costs. In
contrast, the pro forma for the later period shows five categories of costs, including (a) and (b)
above (although without the A&G subcomponent items) plus (¢) capital and debt service costs,
(d) billing costs, and (e) franchise fee costs. There is no discussion as to why the detailed
information about A&G subcomponent costs was excluded from the 2014-2025 pro forma (since
these costs were presumably estimated), nor why cost items (¢), (d), and (e) were excluded from
the 20092013 pro forma. Certainly, the Marin CCA would be obligated to make franchise fee
payments during all years, not just 2014-2025 — so why omit these costs? Moreover, the BP
states on p.11 that all three bond issuances for start-up, working capital, and for the county-
owned renewable projects will have been made by 2011, so the absence of any debt service costs
in the 2009 - 2013 pro forma is puzzling.

In addition to these inconsistencies between the two BP pro formas, both suffer from a lack of
detail. On the revenue side only the overall average rates charged by the CCA are shown," but
not the separate prices charged for the 100% Green and Light Green options. On the cost side,
there 1s a rather startling absence of detail, especially concerning power costs. The two BP pro
formas each show two power related items: the 2009-2013 pro forma contains lines for
“electricity procurement” and “renewable portfolio adjustment” costs; while the 2014 - 2025 pro
forma lists “cost of energy” and “capital and debt coverage.” The latter is primarily designed to
pay back a $500 million bond used to finance the construction of wind and biomass power
plants. But nowhere are individual resources identified or the calculation of their costs shown.*’
Nor is there any delineation of PPA costs. Finally, although a table on p.11 describes three
proposed bond issuances in general terms, there is no description of how expected debt services
on these three bond issuances combine to equal the annual debt service cost figures shown in the
pro formas.*!

Side-by-Side Comparison

Notwithstanding these challenges, PG&E has attempted to construct a side-by-side comparison
of its assumptions and analytic results with that of the BP. Table 10 shows a comparison of key
PG&E assumptions versus those made by the BP that impact the analytical results while Table
11 compares the resulting costs. A detailed comparison of the assumptions is included in
Appendix 3.

' This comment pertains to the 2014-2025 pro forma. As noted earlier, the 2009-2013 pro forma does not show any rates at

all.

** The Assumptions Sheet does contain some unit cost information (i.e., installed cost, O&M costs, fuel and costs). However,
no calculations are shown as to how these unit costs are ultimately turned into annual energy costs.

*! Even the basic assumptions made by the BP are unclear. For example, the exact terms of each of the three issuances are not
spelled out. Rather, they are characterized in vague terms as “No longer than 7 years,” “No longer than 5 years,” and “20-30
years.” The assumed interest rates are similarly unclear: the text in footnote 29 on p.73 says 6% (at least for the first issuance),
while the Assumptions Sheet lists 5.5% as the “cost of money.”
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Table 10: Comparison of Key Assumptions

Assumption Marin BP | -PG&E’s/Global Energy
Full Requirements Electric Supply Cost (¢/kWh) 8.8¢ 11.8¢
Wind Capacity Factor 35% 23%
$/MWh — Wind $85 - §105 $127
Biomass Capacity Factor 80% 78%
$/MWh - Biomass $65-$80 $96

Table 11: Comparison of Results

Year | BP’s Estimated CCA Rates ($/MWh) | PG&E’s/Global Energy CCA Rates (3/MWh)
2011 $88 $125
2012 $88 $124
2013 $88 $121
2014 $104 $130
2015 $100 $130
2016 $104 $131
2017 $105 $131
2018 $105 $131
2019 $107 $131
2020 $111 $132
2021 $114 $132
2022 $115 $132
2023 $117 $131
2024 $118 $133
2025 $119 $134

PG&E’s estimates of the rates that Marin will need to charge CCA customers, if it supplies power with
very high penetration rates of renewables, are substantially higher than the BP’s estimates of these rates.
Given the different nature of the two analyses, there are a large number of possible causes of these
differences. It appears that the biggest driver of the difference for the years 2010-2013 is the
“placeholder” estimate that Navigant made on the cost of a “full requirements” contract. As discussed
elsewhere in this report, it is not possible to make a reasonable estimate of the cost of this contract without
an identification of the resources that will be used to provide this power. The BP has not provided any
indication of what specific resources are assumed to be used, and instead the BP simply inserts an
“indicative” estimate of the cost of that supply. Part of that indicative estimate includes a presumption
that the cost premium for renewable supply would be 1.5 cents per kWh, although in another recent report,
Navigant (Marin’s consultant) indicated that the premium is far from stable and has increased by 1.5 cents
per kWh since 2004. * In contrast, PG&E has made assumptions about specific resources that might be
used and where those resources might be located, followed by an estimate of the cost of those specific
resources.

Again, with the caveat that PG&E does not have sufficient detail on the Navigant analysis for the
year 2014 and beyond, it appears that the biggest drivers of the difference in the estimates are costs

*2 “Economic Impacts of the Tax Credit Expiration”, Final Report Prepared for the American Wind Energy Association
(AWEA) and the Solar Energy Research and Education Foundation (SEREF), Feb. 13, 2008 (available at
http://www.awea.org/mewsroom/pdf/Tax_Credit Impact.pdf).
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of wind and of biomass resources.” Regarding biomass, the Marin BP apparently assumes this will
cost in the range of $65/MWh to $80/MWh. Based on higher prices reported from other sources,**
PG&E has used a competitive market rate of $96/MWh, with the understanding that the owners of
any cheaper biomass supply will want to receive this competitive market price. Any higher cost
biomass supply likely will not be built, and Marin would instead be looking for alternatives that it
could only hope to be able to get for something close to this competitive market price.

5. Additional Factors Impacting the BP Viability

a. Power Purchase Agreements — Fixed Prices and Risk
The BP proposes that the Marin CCA procure all of its power needs over the 2009-2013 period,
and a portion of its power needs from 2013 on, via PPAs entered into with suppliers. On p.76,
the BP seems to contemplate that the Marin CCA would negotiate a fixed price full requirements
contract (or contracts) with a supplier (or set of suppliers).” The assumed advantage of this for
the CCA is that the risk of possible higher future market prices (e.g., due to increasing fuel
prices) would be borne by the supplier, not the CCA. But this ignores the fact that suppliers will
not want to bear that risk either, unless compensated for doing so via a risk premium added to the
contract. The recent example of negotiations between KRCD, the exclusive supplier for the
proposed SIVPA | and Citigroup, a potential full requirements power supplier, raises questions
regarding exactly how much risk is absorbed by the power provider, and how much resides with
the customers. So it is not at all clear that, absent paying a hefty premium, a Marin CCA would
be able to negotiate a fixed price contract for full requirements supply.

b. Availability and Price of New Renewables
In its October 2007 comments on the preliminary BP, PG&E noted that renewables are currently
in great demand, prices are increasing, and many prime locations for wind power have either
already been developed or reserved for development. On p.54, the BP essentially acknowledges
the truth in those comments, stating, “The Authority, working with third party electric suppliers,
will need to be aggressive in pursuing the renewable resources that are currently available to
ensure that PG&E and the other utilities do not lock up the most economic resources for their
own portfolio needs during the early years of the Program.” Given the huge demand for
renewables due to climate change concerns, as well as legislative and regulatory policy
prescriptions, the best projects have already been developed and prices have been rapidly
increasing.

One advantage often cited (and cited here, too) for public entities to develop power projects is
the ability to finance them with tax-exempt bonds. In its October 2007 comments, PG&E
acknowledged this potential benefit, but also noted that there is opt-out risk and that financing
costs are just one element of the total cost of power supplies. PG&E will not repeat those
comments here.** However, PG&E does comment here on the language in the BP at p.74 that
states that the benefits of tax-exempt financing can be obtained even if Marin does not itself
finance and construct the renewable plants — by purchasing the power at cost from plants

2 Refer to the wind differences discussed on p.7 of this report.

** Refer to biomass discussion on p.7 of this report.

> The text states, “Once the Authority locks in the price of its initial supply contract,...” (See p.76.)
%6 See Letter dated October 26, 2007 from John Newman to Charles McGlashan, p.8.
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financed by publicly owned utilities (POUs) that are eligible for similar favorable tax treatment
on their bond issuances. This begs the question of why a POU would be willing to sell power at
cost to Marin when the price offered by other buyers in the market is higher. The POU has a
fiduciary duty to its own ratepayers to keep rates as low as possible by selling any excess power
it has at the highest possible price. In this situation, Marin’s CCA should expect to pay the
market rate for renewable power, whether it comes from a privately owned plant or one owned
by a POU.

¢. Opt-Out Rate Assumptions and Proposed CCA Marketing
On p.38, the BP states that it has assumed that the opt-out rate for all non-governmental accounts
is 10%. No basis is provided for this assumption, and it strikes PG&E as quite optimistic —
especially given that the BP proposes that customers will be automatically defaulted onto a rate
which will, at best, cost 20% more than the Light Green rate, which the BP believes will
approximate PG&E’s generation rate for at least the early years.”’

In similarly predicting participation rates for its two rate options, the BP tellingly assumes that
just 5% of the larger (E-19 and E-20) customers will remain with the more expensive, default,
100% Green option that is anticipated to cost 20% more than PG&E’s generation rate.
Apparently the BP assumes these large customers are to be price-sensitive. But if they are price-
sensitive, then why would 90% of them choose not to simply opt-out, when the best option the
Marin CCA is offering (Light Green) will, likely cost much more than PG&E’s generation rate?

In contrast, and somewhat inexplicably, the BP assumes that 70% of medium-sized business
customers will remain with the 100% Green option. Why business customers who are just
slightly smaller than E-19 size would have a “take rate” for the100% Green option that is 14
times that of E-19 customers is not explained. The BP’s assumption that there is a quantum
difference in a customer’s price-sensitivity depending upon whether its demand is above or
below 500 kW does not seem credible. PG&E suspects that many more business customers are
price-sensitive than the BP seems to believe, and will not be that anxious to unwittingly accept a
20% (or more) ge