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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

)
Order Instituting Rulemaking to Continue ) Rulemaking 11-05-005
Implementation and Administration of California ) (Filed May 5, 2011)
Renewables Portfolio Standard Program. )

)

SAN DIEGO GAS & ELECTRIC COMPANY (U 902 E)
AMENDED 2012 DRAFT RENEWABLE PROCUREMENT PLAN

In accordance with the Rules of Practice and Procedure of the California Public
Utilities Commission (the “Commission”), the Assigned Commissioner’s Ruling
Identifying Issues and Schedule of Review for 2012 Renewables Portfolio Standard
Procurement Plans Pursuant to Public Utilities Code Sections 399.11 et seq. and
Requesting Comments on New Proposals (the “ACR”) issued in the above-captioned
docket on April 5, 2012, and the Administrative Law Judge’s Ruling (1) Adopting
Renewable Net Short Calculation Methodology (2) Incorporating the Attached
Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans (the “ALJ Ruling”) issued in the above-captioned docket on August
2,2012, San Diego Gas & Electric Company (“SDG&E”) hereby requests authority to
amend its draft 2012 Renewables Portfolio Standard (“RPS”) Procurement Plan and
related Appendix C filed on May 23, 2012.

In the ACR, the Commission established a schedule for submission of draft Plans.
Under the schedule set forth in Attachment A to the ACR, the investor-owned utilities
(“IOUs”) were required to file draft Plans on May 23, 2012, and motions for final updates

to Plans on August 1, 2012. In the ALJ Ruling, the Commission extended this latter date
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to August 15, 2012. In accordance with the Commission’s direction, SDG&E has
attached hereto the following:
ffi Attachment 1: Amended Draft 2012 Plan — SDG&E has updated the discussion
of its RPS need assessment and the accompanying quantitative information
included in the Draft Plan to reflect the requirements contained in the ALJ Ruling.

The update includes adjustments to SDG&E’s retail sales forecasts, risk

assessment of pre-approved procurement programs and banking assumptions. In

addition, consistent with the direction set forth in the ALJ Ruling, SDG&E has
added a discussion of a voluntary minimum margin of over-procurement.
ffi Attachment 2: Amended Appendix C — Evaluation Methodology (LCBF

Process) — SDG&E has added language to clarify how it intends to evaluate

unbundled renewable energy credit (“REC”) bids and has clarified its analysis of

capacity attributes by including both its Energy Only and Full Capacity Time of

Day Factors.

ffi Attachment 3: Redline Plan Document — Document shows changes from the
draft Plan submitted on May 23.
ffi Attachment 4: Redline Appendix C — Document shows changes from the

version of Appendix C submitted on May 23.

A complete version of SDG&E’s amended draft 2012 RPS Plan is available on its
website at the following link: http://sdge.com/regulatory-filing/3620/order-instituting-
rulemaking-continue-implementation-and-administration. SDG&E respectfully requests
that the Commission grant this motion to amend its filing and that it expeditiously

approve its draft Plan.
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Respectfully submitted this 15" day of August, 2012.

s/ Aimee M. Smith
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101 Ash Street, HQ-12

San Diego, CA 92101
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Attorney for
SAN DIEGO GAS & ELECTRIC COMPANY

SB GT&S 0721595



ATTACHMENT 1

SAN DIEGO GAS & ELECTRIC COMPANY
2012RPSP ROCUREMENT PLAN

SB GT&S 0721596



TABLE OF CONTENTS

| Assessment of RPS Portfolio Supplies and Demand

= § 399.13(2)(5)(A) werrerernccnuncnnnnssenesscessanessnsssssssssessanesssssssssssssssssesssssssssssssssasessssssssssssssnasans 3
AL OVEIVIEW ...eeeeererneessessessensssssssssssossesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssassassssssssses 31
B Need Determination Methodology......ccuuiiinuiiniuiinneiinneinnncinnncineeieiimeisse 3

1.7 The Assessment of Probability of Success for Various Project
Types as a Key Component of Calculating the Probability

Weighted RPS Position FOrecast ... 4
2.7 Assess Other Portfolio RiSK FACLOIS cuuveeeeeeeericirerreessesessssssessessssssssssssossessssssssssssosses 67
3.1 Determine the Compliance Needs for Each Compliance Period ............cceeuueen. 114

4.7 Utility Tax Equity Investment and Utility Ownership

OPPOTTUNILIES. .ciciiueiiriarinsnncnsnncsssnncsssnscssenessssnesssssesssessssssssssssssssssssssssssssssssssasssssanss 124

IL Potential Compliance Delays- § 399.13(2)(5)(B) «cccvverrnnninnnncnnsencssencsssencsssesesssesesssenes 134

A. Transmission & Permitting ........ccceicnncinnnccnnnccnnencnneicnnemsiiessiissssssssssssssssssses 144

1.7 Interconnection Facility Delays ....ccccccvniinneiinncinnncnnnnccnnnencnncnenseiesseissiissan 14

2.7 Interconnection StUuAY Process....c e 15

3.1 Bureau of Land Management (“BLM”) Delays .....ccccccevrrccnnnencnscncnscncssncncsnenes 15

B. Project Finance, Tax Equity Financing, and Government Incentives ........c.ccecueue. 15

C. Solar Panel Risk and Project VIability ......ccccccniinniinncinnncnnnnccnncccnncienneieseine 167

D. Debt Equivalence & ACCOUNTING ...c.cccrnreiinreciissencnsencssnnesssnnesssnsssssnssssssssssssssssasssssasse 1%

E. RPS COSt CONEAININEIIL o....veereennennesseesessessssssssssssossesssssssssssssssssssssssssssssssssssssssssssssssssmes 184

III.  Project Development Status Update - § 399.13(2)(5)(D) «cccvveecrrrercnrnercssnnrcsnescssnnsessanes 1%

IV.  Risk Assessment - § 399.13(2)(5)(F) cccceerneinnnninnnninnnnnnnsecccnsencsssencsssenesssesessssssssssessssses 204

V. Quantitative Information- §§ 399.13(a)(5)(A), (B), (D), (F) ceccerrreccnrnercnsencsncncssncscsanns 214

VI. “Minimum Margin” of Procurement- -§ 399.13(a)(4)(D) ccccceeverrnrercnrncrcsncncsncresannnes 315
VII. Bid Solicitation Protocol, Including LCBF Methodologies -

§ 399.13(a)(5)(C) and D.04-07-029 ....cccuevveirriinsinrsnnnnsaessenssesssissassssssssssssssessssssassssssssssssss 33

VIII. Estimating Transmission Cost for the Purpose of RPS Procurement
and Bid Evaluation - Transmission Ranking Cost Report Required ........ccccccevuucene 33

IX. Consideration of Price Adjustment Mechanisms
=8 399.13(2)(FIE)uuccruirrunsrensucsrensisssisasssnsssisssssssssssssssssssssssssssssssssssssssssssssssssssssassssssassssasss 337

X. COST QUANTIFICATION TABLE ......cuiiiiininnnnninssissinisnsssissssssssssssseses 35

SB GT&S 0721597



XI.  Important Changes to PIans Noted ... 35

XII. Redlined Copy of Plans ReqUIred ..., 35
XIII. Standardized Variables in LCBF Market VAIUATION .uvueeeeeeiiereeennnnenncssessessesssssssssoses 364
XIV. Preliminary Independent Evaluator Report ........icniicnnniicnnnnicnnnnicnnnnicssniessniessens 3T
XV. Use CAISO Transmission Cost Study Estimates in LCBF Evaluations .........ccccuceen. 38,
XVI. Create Two Shortlists Based on Status of Transmission Study ............. 417
XVII. ShortlistsExpire After 12 MonthS........uiiimmmsmssss 42
XVIIL. Two-Year Procurement AUtROTIZATION ....ceevveeeeneeirerseessssessssssossessssssssssssossassssssssssssosses 43

1

SB GT&S 0721598



SDG&E 2012 RPS PROCUREMENT PLAN

I. ASSESSMENT OF RPS PORTFOLIO SUPPLIES AND DEMAND - § 399.13(A)(5)(A)

A. Overview

SDG&E’s 2012 RPS Procurement Plan (“RPS Plan”) describes how SDG&E will determine its
procurement needs and how it will manage its RPS portfolio to ensure that it meets RPS
compliance targets in a cost effective manner. The RPS Plan is designed to procure Least Cost
Best Fit (“LCBF”) renewable eligible resources so that SDG&E can serve its customers
achieving the following levels of deliveries by Compliance Period (“CP”): (a) with an average of
20% of retail sales between January 1, 2011 and December 31, 2013, inclusive' (“CP1”) (b) with
25% of retail sales by December 31, 2016, with reasonable progress made in 2014 and 2015*
(“CP27); (c) with 33% of retail sales by December 31, 2020, with reasonable progress made in
2017, 2018 and 2019° (“CP3”); and (d) with 33% of retail sales in each year beyond 2020* (“Post
2020 CP”). In order to determine how much energy to procure to meet these needs, SDG&E will
follow the Need Determination Methodology described below. SDG&E will implement a work
plan to fulfill its need, including soliciting additional multi-product and multi-term contracts
through RPS solicitations, considering bilateral proposals, utilizing banked procurement, selling
surplus generation when appropriate, and pursuing utility tax equity investment opportunities

and/or utility ownership when economical and prudent.
B. Need Determination Methodology

SDG&E makes procurement decisions based on how its risk-adjusted RPS position forecast
(referred to herein as its “RPS position”) compares to RPS compliance requirements, the result
of which is its probability-weighted procurement need or Renewable Net Short (“RNS”). In
order to calculate its RPS Position, SDG&E assigns a probability of success, following a

qualitative and quantitative

I L A A A L LR LR AR A A AL

! Compliance towards Compliance Period 1 goals shall be measured in accordance with D.11-12-020, Ordering
Paragraph (“OP”) 1.

* Compliance towards Compliance Period 2 goals shall be measured in accordance with D.11-12-020, OP 2.

* Compliance towards Compliance Period 3 goals shall be measured in accordance with D.11-12-020, OP 3.

* Compliance towards Post 2020 Compliance Period goals shall be measured in accordance with D.11-12-020, OP 4.
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assessment, to the expected deliveries for each project in its portfolio® and then adds the risk-
adjusted expected deliveries across all projects in its entire RPS portfolio. Probabilities are used
because renewable projects and their deliveries are exposed to multiple risks and the flexible
compliance mechanisms that allowed for borrowing from future procurement have been
climinated by recent legislation.® These risks include approval risks (for example, Commission
approval and the timing of it), development risks (for example, permitting, financing, or
transmission inter-connection), delivering risks (for example, generation fluctuations given the
variant-intermittent nature of some renewable resources, or operational challenges), or other
risks (for example, under-development transmission infrastructure common to a group of

projects).

In general, if SDG&E’s RPS Position is less than the RPS requirements, SDG&E will likely
procure additional resources. If the RPS Position is greater than the RPS requirements, SDG&E
will consider opportunities to bank or sell surplus generation. In addition, in order to optimize
the relative value of renewable energy across compliance periods, SDG&E also considers short-
term contracts when, for example, it is short’ in the most immediate CP but long in the
subsequent CP. SDG&E strives to have a well-diversified RPS portfolio so that its RPS
compliance, particularly in the most immediate compliance period, is not unduly exposed to any
given risk (for example, to a given technology, region, counterparty, etc.). SDG&E’s RPS
portfolio management strategy involves identifying needs and risks and managing them as well

as possible in a cost effective way.

The following sections explain SDG&E’s methodology for determining its RNS. First, the
process to compute the RPS Position is explained. Then, needs by compliance periods are

inferred by comparing RPS requirements to the RPS Positions .

1. The Assessment of Probability of Success for Various Project Types as a Key
Component of Calculating RNS

BB I L A R LA

> For purposes of determining its RPS Position, SDG&E considers its portfolio to include all executed contracts until
contract expiration (e.g. it does not assume expiring contracts will be renewed and excludes contracts under-
negotiation unless indicated otherwise) and tax equity and UOG projects where relevant progress has been made (for
example, Shu’luuk).

¢ Senate Bill (SB) 2 (1X)

7 Throughout this document, the word “short” is used when the RPS Position is lower than the relevant RPS
requirements and “long” when the RPS Position is higher than relevant RPS requirements.

4

SB GT&S 0721600



SDG&E must assess the probability of success of the following main types of projects: (a)
delivering; (b) approved but not yet delivering; and (c) not yet approved.® SDG&E evaluates the
probability of success for each project in its portfolio on a monthly basis in order to calculate its
RNS, which is the basis for its procurement needs. To do this, SDG&E conducts a monthly
review with an interdisciplinary team and uses the most up-to-date qualitative and quantitative
information to assign a probability of success to each individual project. SDG&E’s most up-to-
date assessment is set forth in Section V below. SDG&E applies the following methodology to

analyze each project type:
a. Assessment of the Performance of Delivering Projects

Projects that have already achieved commercial operation and begun delivering energy provide
the most stable source of RPS energy when forecasting RPS procurement needs. These projects
have overcome development hurdles and receive a steady stream of income from their Power
Purchase Agreement (“PPA”). However, it is crucial to consider the potential fluctuations in
deliveries that these projects can experience and the impact that such fluctuations could have on
SDG&E’s need to procure additional resources to meet RPS goals. As discussed further in
Section IV below, deliveries from these projects can be impacted by resource availability,
regulatory changes, economic environment, operational performance, and evolving technologies.
These types of fluctuations can be significant. For example, deliveries from a selection of
SDG&E’s wind portfolio differed by approximately 275 GWhs between 2010 and 2011, which
equates to nearly 2% of SDG&E’s 2010 retail sales. In order to ensure RPS compliance,
SDG&E must account for these types of fluctuations, (and recognize the swings in production
could be positive). The monitoring of performance of delivering contracts and the assessment of
probabilities focuses on (a) understanding the historical profile of generation of each project and
how it has differed year on year and relative to forecasts, and (b) the operational track record of
any given generation. If the fluctuations in generation have been high and/or the operational
track record has been poor, SDG&E assigns a lower than 100% probability, which typically
ranges from 90-95% across the portfolio. Adjusting forecasts when necessary is a crucial

component of SDG&E’s need assessment methodology.

I I NI T
®See the Renewable Net Short Calculation in Section V below
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b. Assessment of the Development Progress of CPUC Approved Projects That Have Not
Yet Begun Delivering

Another important aspect of SDG&E’s need assessment methodology is evaluating the
development status of projects that the CPUC has approved, but have not begun delivering
energy. These projects are typically much more risky than projects that have begun delivering
because of the potential barriers that can arise during the development process to prevent a
project from being built. Permitting, interconnection, financing and other development issues
are discussed further in Section III below. SDG&E currently estimates that projects in
development will have approximately a 60% success rate on average,” making the monitoring of
development status the most critical aspect of SDG&E’s need assessment methodology.
SDG&E must account for development risks when determining its procurement needs. As with
delivering contracts, SDG&E meets internally on a monthly basis to assign a probability of
success to each of its developing projects. SDG&E’s current is assessment is provided in the

Renewable Net Short Calculation in Section V below.

c. Assessment of the Approval Queue for Projects that SDG&LE Has Submitted fo the
CPUC, But Have Not Yet Been Approved

SDG&E meets at least monthly with Energy Division staff to discuss the likely approval
timetable of projects that SDG&E has submitted to the CPUC for approval. The discussion
focuses on when the Energy Division expects the Commission to act on such contracts and any
potential timing constraints that might necessitate expedited Commission action or additional
information needed. Since the Commission has indicated that it can take action on only one
contract per business meeting,'® SDG&E works collaboratively with the Commission to develop
a work plan that results in timely approval. It is possible, however, that the shortage of Energy
Division staff or other procedural challenges can result in approval delays that can impact a
project’s ability to come online. SDG&E must monitor this process closely to determine what, if

any, impact it may have on the timing of expected deliveries.

2. Assess Other Portfolio Risk Factors

BRI L

? See section 6.5 for a list of SDG&E’s risk assessment for each individual project.

' E-mail from Julie Fitch, former Energy Division Director, dated December 18, 2009.
10
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Once SDG&E has determined the probability of success for each of the contracts in its portfolio,
SDG&E must also consider broader risk factors that can impact multiple projects or its entire
portfolio, including: (a) fluctuations in retail sales; (b) the progress of key transmission
upgrades/infrastructure; (c) contract termination (d) banking rules; (e) potential deficit from the
prior RPS regime; and (f) the market for resale of surplus procurement. SDG&E evaluates the
impact that each of these factors has on its portfolio on a monthly basis. SDG&E describes its

methodology for analyzing these risk factors below.
a. Impact of Retail Sales Fluctuations

Since RPS compliance is based on a GWh target that is calculated using a percentage of retail
sales, it 1s important to monitor fluctuations in forecasted retail sales. Up until July of 2012,
SDG&E used a retail sales forecast based on the California Energy Demand 2010-2020 Staff
Revised Forecast Second Edition'". At present, in accordance with the Commission’s guidance, '
SDG&E uses a forecast based upon the methodology determined in the 2010 LTPP bundled
plans. The Commission explains that the 2010 LTPP decision" allows utilities to “use their own
forecasts for bundled retail sales for the first five years and use the LTPP standardized planning

% Since SDG&E’s current retail sales forecast is lower than the

assumptions thereafter
forecast used in its initial 2012 RPS Plan filing"”, SDG&E’s current RNS is also lower. SDG&E
monitors its retail sales forecasts on a monthly basis in order to identify potential fluctuations

and their impact to its RPS requirements.

“-Kavalec, Chris and Tom Gorin, 2009. California Energy Demand 2010 9020, Staff Revised Forecast —

Second Edition. California Energy Commission. CEC 2002009912 'SF REV. SDG&E adjusted the actual RPS
forecast in April 2010 to align the RPS forecast with a rate case forecast, resulting in forecast loads approximately
1% lower than the bundled retail sales presented for SDG&E in the original CEC forecast. This adjustment had an
immaterial impact to SDG&E’s RPS need assessment.;

2 Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 2012.

13-D.-|12 o1 [()33-(Decision-Approvinngodified-Bundlequrocurement-Plans—datedwjanuary-|12,-2012).-|
“;Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 2012 5

*San Diego Gas & Electric Company (U 902 E) 2012 Draft Renewable Procurement Plan, dated May 23, 20127

T
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b. Impact of Solar Panel Degradation

Contracts with solar PV developers incorporate a degradation factor which is used to forecast the
project’s performance over time as the panels age and become less efficient. As part of its RPS
position calculation (both nominally'® and probability weighted), SDG&E incorporates this
contractual degradation factor in its probability weighted delivery. However, actual degradation
can be higher or lower than the contractual degradation assumed. Over the next 2 years, as most
of the larger Solar PPAs come online, SDG&E will add the monitoring of this variable as part of

its RPS portfolio management practices.
c. Impact of Key Transmission Upgrades and/or Infrastructure

Transmission has long been recognized as a barrier to achieving RPS goals. SDG&E monitors
the status of key transmission upgrades, such as the Eco DREW Substations, on which multiple
SDG&E RPS projects depend, in order to assess the potential impact of their delay or failure.
Absent the deliveries that rely on these three key upgrades, SDG&E’s need would increase
materially, as shown in Table 2 in Section V below. The analysis presented bv SDG&E herein
assumes that these transmission upgrades will be completed according to the current schedule.
SDG&E continues, however, to monitor the progress of these transmission upgrades in order to

assess potential delays and the corresponding potential need for incremental purchases.
d. Impact of Contract Renewal

SDG&E began signing RPS contracts in 2003, most of which had terms of 20 years. Some of
these contracts are expected to deliver through 2023, and will impact SDG&E’s procurement
needs for the post 2020 Compliance Period. Some contracts for renewable energy procurement,
however, were signed before the institution of the RPS program. Some of these contracts are
scheduled to terminate during Compliance Period 2 and Compliance Period 3. As part of its RPS
position calculation, and in accordance with Commission direction'’, SDG&E does not assume

that these projects will be renewed. Owners of these projects will be asked to bid such projects

I A R A L A A A A A R A L R R R R AR A B AR A AL
' Nominal RPS position refers to a position estimated assuming that deliveries from contracts will occur as

expected 100% of the time.

Y-Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 20124

&7
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into future RFOs to compete with other options that SDG&E has at that time. SDG&E believes
that ratepayers will benefit from this additional supply being submitted into competitive

solicitations.
e. Impact of Contract Termination

As part of its contract administration process, SDG&E actively monitors upcoming contractual
conditions precedent that developers must meet (or waived) in order for the contract to continue
to be viable. When SDG&E is the beneficiary of a condition precedent that may not be or has

not been met, SDG&E will consider terminating the contract.
f. Impact of Banking Rules

RPS rules allow SDG&E to bank excess procurement from one compliance period for use in
another, with exceptions for short term contracts and products that meet requirements for §
399.16(b)(3) products (“Category 3”)."® In accordance with Commission direction’’, SDG&E
assumes for purposes of calculating its RNS that eligible excess procurement™ will be utilized in
future compliance periods®. SDG&E’s excess procurement position will be impacted by
whether the Commission permits SDG&E to include generation from its Cabazon and
Whitewater Green Attributes Purchase and Sales Agreements (“GAPSASs”) in its excess
procurement bank. SDG&E has explained that these agreements meet the requirements for
contracts to “count in full” towards RPS requirements, and that such grandfathered contracts
should count towards its excess procurement bank.* The Commission has directed that
grandfathered contracts do count towards excess procurement, but it has not yet provided
direction on whether the GAPSAs qualify as grandfathered contracts. The Commission’s

direction on this issue will determine whether SDG&E is able to carry forward a potential excess

UL

' Public Utilities Code § 399.13(a)(4)(B). All statutory references herein are to the Public Utilities Code unless
otherwise noted.

¥ Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 2012

*% Rules regarding excess procurement are set forth in D.12-06-038 (Decision Setting Compliance Rules for the
Renewables Portfolio Standard Program dated June 27, 2012).

*! Note that SDG&E may also manage excess procurement by selling such products when doing so would benefit
ratepayers.

*2 San Diego Gas & Electric Company Opening Comments on July 15, 2011 Ruling Requesting Comments on New
Procurement Targets and Certain Compliance Requirements for the Renewable Portfolio Standard Program, filed
August 30, 2011 in R.11-05-005.

9
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procurement bank in CP1.> In CP 2, SDG&E expects that it will be able to bank potential
excess procurement (into CP3) under all of the scenarios that have been contemplated by the

Commission.
g. Impact of the Deficit From 2010 RPS Program

Based on the Commission’s recent decision on RPS compliance rules,”* SDG&E must carry
forward a deficit from the former RPS regime, which required that retail sellers achieve 20% by
2010. Although SDG&E met these goals based on prior flexible compliance rules,” the decision
indicates that SDG&E must carry forward a deficit into CP1. SDG&E has incorporated this
deficit in its need assessment for CP1 based on the methodology provided by the decision.

SDG&E'’s calculation of this deficit is provided at Table 3 in Section V below.
h. Impact of the Resale Market

SDG&E will closely monitor opportunities to sell excess procurement. SDG&E will assess the
market when the opportunities arise to determine whether banking such excess procurement for
use in a future compliance period or trying to sell it in the market is more advantageous for

SDG&E ratepayers. If SDG&E believes that the current market price is high and expects that it
will be able to fulfill any future needs with more economic options, it may choose to sell excess

procurement instead of banking it.
i. Impact of Rim Rock Settlement

In July of 2011, the Commission approved a settlement agreement between SDG&E, NaturEner
Rim Rock Wind Energy, LLC, the Division of Ratepayer Advocates (“DRA”) and The Utility
Reform Network (“TURN?) (together, the “Settling Parties”) to make a tax equity investment in
the Rim Rock wind project located in Montana.*® As part of the settlement agreement, SDG&E
— subject to Rim Rock becoming operational and SDG&E making a tax equity investment in the
project — agreed not to procure any incremental RECs from projects that are neither directly

connected nor dynamically scheduled to a California-based Balancing Area Authority (“CBA”)

BRI NI U U L

> See the RPS Banking Analysis table in Section V below

** Decision Setting Compliance Rules for the Renewable Portfolio Standard Program, supra, note 20.
*> SDG&E’s August 2011 RPS Compliance Filing dated August 1, 2011.

%6 See D.11-07-002.
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if such purchase would cause SDG&E to meet more than 25% of its RPS requirements with such
RECs through December 31, 2017. Since SDG&E has already procured this type of out-of-state
generation up to the 25% limit established by the settlement, SDG&E is currently precluded
from purchasing RECs from out-of-state projects that are not dynamically scheduled to a CBA,
through the end of 2017. If Rim Rock does not become commercially operational or SDG&E
does not make its tax equity investment in Rim Rock, this restriction will be removed and

SDG&E will consider additional REC purchases in the period between 2012 and 2017.
3. Determine RNS for Each Compliance Period

After probabilities are assigned to each project, SDG&E’s RNS is calculated by multiplying the
forward contractual delivery profiles (including degradation) of each project by each project’s
probability and then adding those generation profiles across the portfolio.”” The discussion
below describes SDG&E’s current forecasted RNS for each compliance period based on its
assessment as of August, 2012. More detail on SDG&E’s needs in each compliance period is

provided in Section V below.
a. Compliance Period 1 Procurement Needs

SDG&E intends to meet CP1 goals by maintaining a 20% procurement level in 2011, 2012, and
2013 on average. Based on deliveries from SDG&E’s current portfolio of executed contracts,
before applying any risk adjustment, SDG&E would be able to meet CP1 requirements without
additional procurement. Based on the risk adjusted portfolio in CP1, in order to meet the 20%
requirement, SDG&E may have to conduct a relatively small unbundled REC purchase (in
accordance with the Rim Rock settlement discussed i (I)(B)(2)(1) above) to offset the deficit
carried into CP1. Going forward, if relative to the current risk adjusted position, delivering
projects underperform, developing projects fail or are delayed or if CPUC approvals are delayed
(or not obtained), SDG&E will make additional purchases focusing on short term contracts
(emphasis on in-state unbundled RECs*®). The rationale for focusing on either unbundled RECs

or short-term bundled contracts is minimizing ratepayer cost in light of SDG&E’s position in

BB I A L

" As explained above, SDG&E’s practice is to exclude contracts under-negotiation and to not assume renewal for
an expiring contract.

*® The strategy will be different if multiple large projects fail and SDG&E must replace large portions of its
portfolio.
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CP2. Lastly, if the generation from the relatively large volume of SDG&E projects anticipated
to begin delivering in 2013 materially surpasses the current probability assessed profile and the
Commission does not grant grandfathered status to the Shell GAPSAs, SDG&E may become a
seller in mid-to-late 2013.

b. Compliance Period 2 Procurement Needs

Based on current projections, SDG&E expects that it will meet Compliance Period 2 RPS goals
with generation from contracts that have been executed together with the deliveries of tax equity
and UOG initiatives where relevant progress has been made.” SDG&E intends to manage
potential over-procurement by banking it for future compliance needs, terminating contracts

where conditions precedent are not met, and/or selling such excess procurement.
c¢. Compliance Period 3 Procurement Needs

Based on SDG&E’s current probability weighted RPS position forecast, the company may need
to conduct new renewable eligible purchases (from either new greenfield projects, renewal upon
expiration of existing contracts, or other available existing facilities) to meet its CP3 RPS
requirement, 33% by 2020. The level of new purchases will be subject to the level of banking, if
any, related to potential excess procurement in CP2 into CP3. SDG&E intends to fill this
remaining need with viable low-cost opportunities from solicitations in 2012, 2013 and 2014,

and with potential tax equity investments.
4. Utility Tax Equity Investment and Utility Ownership Opportunities

SDG&E participation as a tax equity investor in renewable projects enhances project viability
(through securing of financing) and decreases costs for ratepayers (given SDG&E’s cost of
capital relative to renewable financing market). Tax equity investments by utilities and other
non-traditional investors are particularly important in the future in light of the phase out of the
Cash Grant.*® Without the Cash Grant, developers without a sizable balance sheet rely on tax

equity investors to monetize renewable incentives such as the Investment Tax Credit.

BB I L L A L A L

* Includes Shu’luuk Wind and the Solar Energy Program.

%% The American Recovery and Reinvestment Act of 2009 (H.R. 1), enacted in February 2009, created a renewable
energy grant program that is administered by the U.S. Department of Treasury. This cash grant may be taken in lieu
of the federal business energy investment tax credit (“ITC”).
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SDG&E’s experience with tax equity investment has been favorable. The Rim Rock project
(discussed above) was approved by the CPUC and the Federal Energy Regulatory Commission
(“FERC”) and has an expected online date in Q4 2012.>" SDG&E’s Shu’luuk project is currently
under negotiation for an expected online date in 2014. SDG&E intends to submit this project for
Commission approval in 2012. Anticipated deliveries from these projects have been
incorporated into SDG&E’s forecasted RPS procurement need based on the probability of
success that SDG&E assigned to them according to the process described above. SDG&E is also
considering additional tax equity investment opportunities in two to three projects where: (a) its
involvement might enhance viability of a project with an existing contract; and/or (b) where a
promising cost competitive project with an online date just prior to the start of CP3 may have a

positive socioeconomic impact, potentially involving a Diverse Business Enterprise.

SDG&E also continues to make progress on its Solar Energy Project,”” pursuant to which
SDG&E will build 26 MWs of utility-owned solar photovoltaic projects. SDG&E held a request
for proposals in the fall of 2011 and is currently negotiating contracts with shortlisted
contractors. SDG&E expects construction on these projects to begin in 2014. Anticipated
deliveries from these projects have been incorporated into SDG&E’s RPS procurement need
forecast. Additional UOG opportunities are not anticipated at this time, but may be considered if

economic and prudent.

II. POTENTIAL COMPLIANCE DELAYS- § 399.13(A)(5)(B)

The market for renewable energy is dynamic; multiple factors can impact project development
and SDG&E’s attainment of its RPS goals. The following discussion covers the major issues
affecting both renewable project developers and SDG&E. It begins with the transmission,
permitting, and financing hurdles faced during project development, and continues through the
challenges experienced as a project matures — viability, debt equivalence, accounting issues, and

regulatory uncertainty.

[BlIHIBHIIINI R E AR AR A R AR E A AL
1D.11-07-002.
** Approved by D.08-07-017.
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A. Transmission & Permitting

1. Interconnection Facility Delays

The timely approval, permitting, and completion of interconnection facilities are crucial to the
successtul development of SDG&E’s renewable portfolio. Currently, the key transmission
facilities that impact SDG&E’s portfolio are: the ECO sub-station and the DREW switchyard.
Unsuccessful development of these facilities will materially impact SDG&E’s renewable

portfolio.

Existing transmission constraints between the Imperial Valley and the San Diego load center
have been largely resolved with the construction of the Sunrise Powerlink. However, the
addition of the Sunrise Powerlink and the signing of multiple PPAs in the Imperial Valley region
do not, by themselves, guarantee the successful construction and interconnection of renewable
generation facilities. SDG&E and developers are now focused on building the interconnection
and network facilities necessary to interconnect and deliver this renewable energy to the
transmission system, and they are facing significant permitting challenges. An example of these
interconnection facilities is the proposed 230 kV “DREW” switchyard in Imperial Valley that
will act as a collector switchyard for multiple renewable projects to connect to the transmission
system with one line, reducing environmental impacts. However, as with any new construction
of transmission infrastructure, there are environmental, permitting issues, and other challenges
(mainly uncooperative land owners, and/or opposition from nearby residents) that can impede
timely progress. Permitting has proven particularly difficult where land owners or permitting
authorities have their own commercial interests that may compete with those of the renewable
developers. Additionally, as is the case with the proposed ECO substation, which is designed to
improve grid reliability for Eastern San Diego and also serve as a hub to connect and deliver
renewable projects to San Diego, regulatory approvals are still pending causing uncertainty

developers whose projects rely on this upgrade.
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2. Interconnection Study Process

The California Independent System Operator’s (“CAISO”) process for determining required
upgrades for renewable projects can cause significant delay and expense. SDG&E protects
ratepayers by establishing transmission upgrade cost limits and including conditions precedents
in the PPA whereby if the upgrade costs are higher than the thresholds established in the PPA,
the contract can be terminated. In the past, developers have had to wait years for study results
and in some cases have been faced with extremely high upgrade costs that make their projects
unviable. Recent changes in the CAISO’s approach for identifying network upgrades that
provide interconnecting renewable generators with fully deliverable status appear to be reducing
transmission funding hurdles for new generators. However, the process is still under

development and SDG&E expects that this area will continue to be potential challenge.

3. Bureau of Land Management (“BLM”) Delays

Uncertainty surrounding the availability and timely issuance of Right-of-Way Grants from the
BLM creates development risks for project development. The BLM process established to
secure land rights has proven to be time-consuming - creating uncertainty, scheduling challenges
and corresponding problems with project elements such as financing, permitting, engineering,

procurement and construction (“EPC”) contracts and supplier contracts.

B. Project Finance, Tax Equity Financing, and Government Incentives

Financing is key for the successful development of renewable projects. Two areas of financing
are of primary importance: (i) project financing relied upon to construct the project; and (i1) tax
equity financing relied upon to monetize tax benefits such as the Production or Investment Tax
Credits. Project Financing has traditionally been provided by financial institutions and costs and
availability is a function of the overall health of the financial system. Tax equity financing has
also traditionally been provided by banks or large corporations. In order to successfully finance,
renewable projects generally need to: (i) complete permitting, (i1) have a long-term fixed price

PPA from a credit-worthy offtaker, and (ii1) have a bankable (or proven) technology. With the
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phase out of the Cash Grant and current turmoil in financial markets, non-traditional investors
are key to the success of the renewable energy industry. Non-traditional investors include a
wider institutional investor reached by projects issuing a security, or utilities and other

corporations with tax appetite as tax equity investors.

The extension of the Federal Production Tax Credits (“PTCs”) expiring in 2012 and the
Investment Tax Credits (“ITCs”) expiring in 2016 will be critical to the sustained success of
renewable energy in the United States. The PTCs and ITCs currently represent about 33% of the
economic value of renewable projects and without them, the relative competitiveness of

renewable energy relative to fossil fuels, will be severely impacted.

C. Solar Panel Risk and Project Viability

SDG&E may be subject to industry and technology risks when selecting solar power projects to
meet its RPS goals. For example, the industry is undergoing significant consolidation and
attrition of market participants. Numerous manufacturers are experiencing severe financial
difficulties or have gone bankrupt in response to intense competition and the significant declines
in market prices. The risk to SDG&E is that the viability of some low-cost projects may depend
on specific manufacturers that might go out of business, forcing the developer to seek other
sources. Or, more significantly, the price of panels may increase before the purchase is final and
greatly reduce the viability of the project. More industry shakeout is anticipated but prices are

expected to stabilize, or increase, once the excess supply is absorbed by the market.

SDG&E also faces technology risks. The company tries to manage technology risks through
diversification. For example, photovoltaic panel materials and manufacturing processes vary
significantly. There are proven technologies with long operational and performance histories,
but there are also newer technologies that have not yet been proven over the typical 20 year
contract term. Final technology choices are made by project developers. The risk to the
company is that a solar facility may fail to perform as intended due to panel failure or
degradation, causing it to fall short of the minimum power delivery requirements. In this case

the developer is subject to penalties but, if the failure is too great, the developer may abandon the
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project. Filing claims under solar panel warranties might be complicated further if the
manufacturer is located overseas or is out of business. Such a catastrophic project failure with
limited ability to cure through warranty claims could leave a significant short term deficit in the

annual RPS goals.

D. Debt Equivalence & Accounting

Two other issues may challenge SDG&E’s ability to achieve its RPS goals. The first involves
debt equivalence. As SDG&E executes an increasing number of PPAs, the cumulative debt
equivalence of all these agreements may greatly affect SDG&E’s credit profile and,
consequently, its financial standing. Rating agencies include long-term fixed financial
obligations, such as power purchase agreements, in their credit risk analysis. These obligations
are treated as additional debt during their financial ratio assessment. S&P views the following
three ratios, Funds From Operations (“FFO”) to Debt, FFO to Interest Expense, and Debt to
Capitalization, as the critical components of a utility’s credit profile. Debt equivalence
negatively impacts all three ratios. Unless mitigated, a PPA would negatively impact SDG&E’s
credit profile by degrading credit ratios.

The second issue relates to Accounting Standards Codification (ASC) 810 Consolidation, which
includes the subject of Consolidation of Variable Interest Entities previously referred to as “FIN
46(R)”. Application of ASC 810 as it pertains to Consolidation of Variable Interest Entities
(VIEs) could also impact SDG&E’s ability to sign new contracts. As part of SDG&E’s overall
internal review and approval process for new PPAs, SDG&E conducts a review of whether each
such PPA will be subject to consolidation under ASC 810. Under ASC 810, no renewable PPA
has been deemed subject to such consolidation, however, ASC 810 requires SDG&E to perform
an evergreen assessment for those contracts which are considered VIEs. For this reason,
SDG&E believes that it is required to assess quarterly each contract or category of contracts to
ensure continued compliance with ASC 810, to determine whether or not SDG&E must
consolidate a Seller’s financial information with SDG&E’s own quarterly financial reports to the
Securities and Exchange Commission. In particular, wind, solar, geothermal and bio-gas

renewable Sellers could be impacted.
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Application of ASC 810 could challenge SDG&E’s ability to achieve its RPS goals, and add
further costs, and risk to execution of new renecwable contracts. If SDG&E determines that
consolidation is required, a Seller must open its books to SDG&E and submit financial
information, on a quarterly and monthly basis, as specified in SDG&E’s contract language for

the duration of any agreement.

All PPAs are affected by either debt equivalence or ASC 810 requirements. The Commission is
well aware of the negative impact of debt equivalence on SDG&E’s credit profile. AB 57
requires that the Commission adopt procurement plans that, among other objectives, enhance the
creditworthiness of the utility. ASC 810 will affect SDG&E’s reported financial data and may
have a negative impact on SDG&E’s balance sheet and/or credit profile. ASC 810 could impact
SDG&E’s capital structure on a consolidated basis and cause it to be misaligned with its

authorized capital structure.

In order to rebalance to SDG&E’s authorized capital structure, SDG&E would be required to
infuse additional equity to offset the additional debt. Given that SDG&E will be executing
contracts for 20% or more of its overall portfolio to meet its RPS goals, SDG&E anticipates that
the Commission will address and mitigate the resulting overall impacts of debt equivalence and
ASC 810 to SDG&E’s capital structure in the context of SDG&E’s recently-filed cost of capital
application for test year 2013 filed on June 20, 2012.

E. RPS Cost Containment

The Commission is in the midst of implementing the changes to the RPS Program established by
Senate Bill 2 (1X). As a result, full program details are not yet final which creates regulatory
uncertainty. Two important outstanding items affecting procurement are RPS cost containment

and Compliance proceedings.

An Energy Division staff proposal regarding RPS cost containment is anticipated later this year,

with a proposed decision possibly being released in Q1 2013. The decision is expected to
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implement a cap on the amount of money that retail sellers can spend in an effort to meet RPS
goals. Certainty surrounding this potential procurement limit will not be achieved until the final
year of Compliance Period 1. This makes it difficult for IOU’s to be proactive. It is unclear at
this time what the limitation will be for SDG&E, how it will relate to the procurement dollars
spent and contracts signed as of the date of the final decision, and how it will interact with the

other requirements of the RPS program.

III. PROJECT DEVELOPMENT STATUS UPDATE - § 399.13(A)(5)(D)

As described further in Section I above, SDG&E regularly evaluates project development status
to assess each project’s ability to begin deliveries in a timely manner. SDG&E’s portfolio of
renewable energy resources currently under contract but not yet delivering generation are in
various stages of development. It is anticipated that projects will enter commercial operation
consistently from 2012 to 2015. Projects under development generally require numerous
permitting approvals, generator interconnection, financing, and completion of construction
before they can achieve commercial operation. Each of the above issues adds significant risk to
the development of a project and can directly impact the success or failure of a project.
SDG&E’s experience is that achieving all of these milestones represents a significant challenge
for developers. Although a developer’s experience may improve a project’s ability to achieve

commercial operation, it does not insure that a project will be successful.

SDG&E saw increasing challenges among developers to secure financing after the United States
entered the 2008 recession. Subsequently, as more projects were proposed in desert regions,
permitting approvals took longer than developers expected due to increased scrutiny of
environmental issues and permitting agency coordination efforts. Today, as many projects are
obtaining agency permit approvals, there seems to be an increase in litigation challenging the
CEQA/NEPA process potentially causing delays while claims are resolved. Throughout this
period, the time to study and construct generator interconnection upgrades has grown much

longer and significantly more expensive to the developer.

Each project bears significant development risk to resolve all issues necessary to meet
commercial operation. SDG&E currently believes that a majority of projects can meet their

commercial operation dates either on schedule or within the prescribed cure period. However,
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SDG&E does have projects that are experiencing possible development issues that could affect
their ability to meet commercial operation. SDG&E’s need assessment methodology, described

in Section I above, takes all of these risks into consideration.

IV. RISK ASSESSMENT - § 399.13(A)(5)(F)

SDG&E also evaluates the risk that delivering projects will underperform. In SDG&E’s
experience, renewable projects have relatively low risk of non-performance. By achieving
commercial operation, developers have made significant investments into the projects and are
receiving timely payments for energy delivered. Developers are subject to penalties if they do
not meet contractual requirements to supply at least the minimum energy contemplated.
However, over the past decade, SDG&E has observed some dynamic factors that may affect

power production from delivering projects:

- Resource Availability: For example, a bad wind year can greatly impact a wind facility’s

performance. Although the contract requires damages for underperformance in an effort
to protect ratepayers, a bad wind year can still have an impact on SDG&E’s ability to

meet its RPS goals, as described in Section I above.

Regulatory Changes: For example, the expiration of subsidies, such as the Public Goods
Charge or the Production Tax Credit, lowers the revenue stream for RPS developers, and

can lead to non-production or lower production.

Economic environment: Specifically, the interest rates and flexibility of financing
arrangement entered into by developers can impact the project’s success. Long term
project financing arrangements with unfavorable terms can lead to project failure or

lower production.

Operational Performance: For example, a facility can experience unexpected mechanical

failures that impact performance.

Evolving technology: Facilities with older generation-technology that is no longer

supported by the manufacturer can cause project failure or lower production. This
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problem is arising now for older RPS projects, and could repeat itself in 20 years when

the projects being signed today begin to age.
SDG&E’s assessment that current projects are at a low risk of non-performance is based on the

above risk factors remaining relatively stable.

V. QUANTITATIVE INFORMATION- §§ 399.13(A)(5)(A), (B), (D), (F)
The following tables provide background data for SDG&E’s need assessment as of May 2012.

Table 1-RPS Sensitivity Analysis: this table provides a summary of the impact of some of the

key factors that can impact RPS performance
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Table 2 — RPS Banking Analysis: this table provides a detailed analysis of the impact that the

determination of whether the Cabazon and Whitewater GAPSAs are considered ¢
the “count in full” requirements of 399.16(d) (i.e. are “grandfathered”).

Scenario 1 - Cabazon/Whitewater GAPSAs are Gragdfathered

ompliant with

. .} e | —sz Nominal | CP3 -Nominal | CP3-PW
TotalRPS DeliveriestMWHh) 12,318,519 \\ g 31,451,135 22,638,025
Unbundled RECs* (MWh) \ 0 0
Short-term Contracts™ (MWh) § \ | 0
Total RPS Bankable Deliveries (MWh) ‘\ \ \ 31,451,135 22,638,025
RPS Target (MWh) § 22,212,560 22,212,560
Above or Below Target \ \ \ \ Q % § Above Above
Bankable Energy (MWh) \\ \\ \\ N\ \\ 9,238,575 425,465
Banking brought forward from Previous CP (MWh) \\\\\\\\\\\\\\\§\\\\\\\\\\\\\\§§\\\\\\\\\\\\\\\\ S

Bankable Energy + Previous CP Bank (MWh) \

A

Scenario 2- Cabazon/ Whitewater GAPSAS are Cate 7av V20

t&%&\\\\\%@l W
Total RPS DeliveriestMWh) 12 318 519 23 184,345 V\\ k» 31,451,135 22,638,025
Unbundled RECs* (MWh) ‘ \\ \ 0 0
Short-term Contracts™ (MWh) § 0 0
Total RPS Bankable Deliveries (MWh}) % 31,451,135 22,638,025
RPS Target (MWh) § 22,212,560 22,212,560
Above or Below Target & \ % Above Above
Bankable Energy (MWHh) DAL \\ \\ \\ WY 9,238,575 425,465

\

Banking brought forward from Previous CP (MWh) \\ &\\\
Bankable Energy + Previous CP Bank (MWh) \\\\\\\\\\ \\

RPS Procurement and Targets (MWh) 2003 2004 2005 2006 2007 2008 2009 2010
Bundled Retail Sales 15,043,865 15811,591 16,001,516 16,846,888 17,056,023 17,409,884 16,993,872 16,282,682
Total RPS Eligible Procurement 549.856 677852 825,302 899.520 880,777 1,047.441 1,784,441 1,940,129
ocurementlargetAPT) | woors | wesi | eer | stenz | owin | wLieser | 1277770 | 3256536 |
NA 150,430 158,116 160,015 168,469 170,560 174,009 1,978,766
253,783 231341 220,675 134878 (52,334) (56,231) 506,670 (1,316,408)

2010 ActnalPr remen ercentage

Surplus Procurement Bank Balance as of Prior Year 0 T osas3s 7 4ssid | 705798 840,677 788342 7212 ¢ 1238782
Applicationof Banked Suiplus Procurement to : ¥
Current Year Deficit : : (52.334) (56,231) L a316408)
nt 253783 231,341 20675 134878 0 0 506670 0
;;;;;;;;;;;;;;;;;;;;;; T O T L N T
L2378 485,124 705798 840677 788,342 732,112 1238782 (77625
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Renewable Net Short Calculation:

The tables below provide the data behind SDG&E’s RPS Risk Adjusted Net Short Calculation
as of August, 2012 and includes the outputs required by Administrative Law Judge’s Ruling (1)
Adopting Renewable Net Short Calculation Methodology (2) Incorporating the Attached
Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans, dated August 2, 2012. A discussion of this analysis is provided in Section

VI below.
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SDG&E Residual Net Short for RPS Procurement - August 13, 2012 CP1 CP2
Variable Caleulation Item 2011 2012 2013 2011- 2014 2015 2016 2014-
Actuals | Expected | Forecast 2013 Forecast | Forecast | Forecast 2016
T Forecast Year 1 2 3
A Bundled Retail Sales Forecast® _______é _______l ' ____é : ______é ______é
B RPS Procurement Quantity Requirement %
C RPS Procurement Quantity Requirement
Ds Risk-Adjusted Online Generation® -
Do Risk-Adjusted Forecast Generation@
De Pre-Approved Generic Generation® _— 483
D Da+ Dy + De Net RPS Position® 5,827
E D/A Net RPS Position (% of Retail Sales)
F D-C GWHh Gross Surplus (Deficit)
G Banked RECs applied -
H F+G Net Surplus (Deficit) after banked RECs applied
1 All RECs from short-term contracts signed after 6/1/10 -
] Limit of Category 3 allowed under statute
K Long-term contract deliveries of Category 3 RECs above limit —
L D-I-K RECs eligible for excess procurement
M L-C Excess Procurement for CP -
N Max Mn,0) + Mr | REC Bank Balance -
Aggregated probability weighted GWh data® -
O, High vigbility (>=85%) | 5995 |
Ob Viable (70-85%)
O« High Risk (<70%) [ 1917 |
(e 0,+ O+ O.=0=D Total Risk-Adjusted Generation
P Aggregate delivery failure rate - new projects® -
Q Aggregate delivery failure rate - existing projects®
R Ax1.5% Voluntary Margin of Overprocurement -
S Voluntary Margin of Overprocurement (implied % of retail sales)
U C-O+R | Annual RPS Risk-adjusted Net Short (Long) -

(1) 2011 values are actuals; 2012 actuals include year-to-date actual deliveries with previous year's retail sales for remaining months increased by 2.5% ; forecast numbers are based upon LTPP.
(2) Generation figures are net of any renewable sales

(3) Viability categories as discussed in section 1 of RPS plan Section 1.B.1.
(4) Delivery failure rate is probability weighted deviation below expected forecast generation, and is based upon but not limited to probability assessments of project failure, project capacity reduction, operational failure
after project success, project curtailment due to transmission constraints, etc.
(5) CP1 total includes deduction of 77.6 GWh after deficits applied from prior banked procurement (before 2010)
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SDG&E Residual Net Short for RPS Procurement - August 13, 2012 CP3
Variable Calculation Jtem 2017 2018 2019 2020 2017- 2021 2022 2023
Forecast Forecast Forecast Forecast 2020 Forecast Forecast Forecast
T Forecast Year 5 6 7 8 9 10 11
A Bundled Retail Sales Forecast® 18,216 18,375 18,578 18,807 73,976 19,014 19,223 19,434
B RPS Procurement Quantity Requirement % 27.0% 29.0% 31.0% 33.0% 33.0%
C RPS Procurement Quantity Requirement 4,918 5,329 5,759 22,213 6,275 6,413
Da Risk-Adjusted Online Generation® 1,496 1,167 1,058 890 4,611 963 963 368
Db Risk-Adjusted Forecast Generation® 3,799 3,787 3,772 3,759 15,118 3,758 3,751 3,745
D« Pre-Approved Generic Generation@ 545 545 545 546 2,181 546 546 546
D D.+Dp+ De | Net RPS Position 5,840 5,500 5,375 5,195 21,910 5,266 5,260 5,159
E D/A Net RPS Position (% of Retail Sales) 32.1% 29.9% 28.9% 27.6% 29.6% 27.7% 27.4% 26.5%
F D-C GWh Gross Surplus (Deficit) 921 171 (384) (1,011) (303) (1,009) (1,084) (1,254)
G Banked RECs applied - - 384 1,011 1,395 1,009 1,084 1,254
H F+G Net Surplus (Deficit) after banked RECs applied 921 171 0 (0) 1,092 0 0 (0)
1 All RECs from short-term contracts signed after 6/1/10 - - - - - - - -
] Limit of Category 3 allowed under statute 349 347 346 345 1,387 344 344 343
K Long-term contract deliveries of Category 3 RECs above limit - - - - - - - -
L D-1-K RECs eligible for excess procurement 5,840 5,500 5,375 5,195 21,910 5,178 5,172 5,076
M L-C Excess Procurement for CP 921 171 (389) (1,011) (303) (1,096) (1,171) (1,337)
N Max (Mg-n,0)+ M1 | REC Bank Balance 4,888 5,059 4,675 3,664 3,664 2,655 1,571 317
Aggregated probability weighted GWh data®
Oa High viability (>=85%) 3,021 2,689 2,576 2,569 2,570 2,473 2,178
On Viable (70-85%) 909 907 904 738 721 717 714
O High Risk (<70%) 1,910 1,904 1,895 1,888 1,887 1,886 1,886
(@] 0, + 0+ Q=0 =D Total Risk-Adjusted Generation 5,840 5,500 5,375 5,195 - 5,178 5,076 4,778
P Aggregate delivery failure rate - new projectst® 37.4% 37.4% 37.3% 37.3% 37.4% 37.3% 37.3% 37.3%
Q Aggregate delivery failure rate - existing projects® 7.9% 7.5% 77% 5.09% 7.0% 5.0% 5.0% 5.0%
R Ax1.5% Voluntary Margin of Overprocurement 921 171 0 - 1,093 0 0 -
S Voluntary Margin of Overprocurement (implied % of retail sales) 51% 0.9% 0.0% 0.0% 1.5% 0.0% 0.0% 0.0%
U C-0O+R Annual RPS Risk-adjusted Net Short (Long) 0 - 384 1,011 1,395 1,097 1,268 1,636

(1) 2011 values are actuals; 2012 actuals include year-to-date actual deliveries with previous year's retail sales for remaining months increased by 2.5% ; forecast numbers are based upon LTPP.
(2) Generation figures are net of any renewable sales

(3) Viability categories as discussed in section 1 of RPS plan Section I.B.1.
(4) Delivery failure rate is probability weighted deviation below expected forecast generation, and is based upon but not limited to probability assessments of project failure, project capacity reduction, operational failure
after project success, project curtailment due to transmission constraints, etc.

(5)Includes deduction of 77.6 GWh after deficits applied from prior banked procurement (before 2010)
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SDG&E Residual Net Short for RPS Procurement - August 13, 2012

(1) 2011 values are actuals; 2012 actuals include year-to-date actual deliveries with previous year's retail sales for remaining months increased by 2.5% ; forecast numbers are based upon LTPP.
(2) Generation figures are net of any renewable sales

(3) Viability categories as discussed in section 1 of RPS plan Section I.B.1.
(4) Delivery failure rate is probability weighted deviation below expected forecast generation, and is based upon but not limited to probability assessments of project failure, project capacity reduction, operational failure
after project success, project curtailment due to transmission constraints, etc.

(5)Includes deduction of 77.6 GWh after deficits applied from prior banked procurement (before 2010)
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Variable Calculation Item 2024 2025 2026 2027 2028 2029 2030 2031
Forecast | Forecast | Forecast | Forecast | Forecast | Forecast | Forecast | Forecast
T Forecast Year 12 13 14 15 16 17 18 19
A Bundled Retail Sales Forecast® 19,648 19,864 20,083 20,304 20,527 20,753 20,981 21,212
B RPS Procurement Quantity Requirement % 33.0% 33.0% 33.0% 33.0% 33.0% 33.0% 33.0% 33.0%
C RPS Procurement Quantity Requirement 6,484 6,555 6,627 6,700 6,774 6,848 6,924 7,000
Ds Risk-Adjusted Online Generation® 543 232 40 38 38 38 38 18
Dy Risk-Adjusted Forecast Generation® 3,739 3,733 3,727 3,721 3,715 3,709 3,703 3,697
D« Pre-Approved Generic Generation® 546 534 534 534 534 535 535 535
D Da+ Dy + De Net RPS Position 4,828 4,499 4,301 4,293 4,287 4,282 4,276 4,250
E D/ A Net RPS Position (% of Retail Sales) 24.6% 22.6% 21.4% 21.1% 20.9% 20.6% 204% 20.0%
F D-C GWh Gross Surplus (Deficit) (1,656) (2,057) (2,326) (2,407) (2,487) (2,567) (2,648) (2,750)
G Banked RECs applied 317 - - - - - - -
H F+G Net Surplus (Deficit) after banked RECs applied (1,339) (2,057) (2,326) (2,407) (2,487) (2,567) (2,648) (2,750)
I All RECs from short-term contracts signed after 6/1/10 - - - - - - - -
] Limit of Category 3 allowed under statute 343 341 338 338 337 337 336 336
K Long-term contract deliveries of Category 3 RECs above limit - - - - - - - -
L D-1-K RECs eligible for excess procurement 4,778 4,479 4,300 4,292 4,286 4,280 4,275 4,250
M L-C Excess Procurement for CP (1,706) (2,076) (2,328) (2,408) (2,488) (2,568) (2,649) (2,750)
N Max (M.n,0)+ My | REC Bank Balance 0 0 0 0 0 0 0 0
Aggregated probability weighted GWh data®
Oa High viability (>=85%) 1,882 1,705 1,700 1,697 1,694 1,691 1,668 1,354
Ov Viable (70-85%) 712 710 708 705 703 701 699 697
O« High Risk (<70%) 1,885 1,885 1,884 1,884 1,883 1,883 1,882 1,800
@) 0.+0+0.=0=D | Total Risk-Adjusted Generation 4,479 4,300 4,292 4,286 4,280 4,275 4,250 3,851
P Aggregate delivery failure rate - new projects®) 37.3% 37.3% 37.3% 37.3% 37.3% 374% 374% 374%
Q Aggregate delivery failure rate - existing projects® 3.5% 2.5% 0.2% 0.2% 0.2% 0.2% 0.2% 0.1%
R Ax1.5% Voluntary Margin of Overprocurement - - - - - - - -
S Voluntary Margin of Overprocurement (implied % of retail sales) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
u C-O+R Annual RPS Risk-adjusted Net Short (Long) 2,005 2,256 2,336 2,414 2,494 2,574 2,674 3,149
q
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ContractsPresentlyDelivering LAugustﬂB,ﬂOle

CP1

1 Name Prob
1 Shell

27 Otaylandfill1]

31 OtayLandfill17

4 San‘Marcostandfilly

51 SycamorelLandfill

61 BadgerTFiltrationPlant]
ral BearValleyHydrol

81 OlivenhainMunicipal

2l SanFranciscoPeak HydroPlant
101 MM‘BanDiegoTLMiramaﬂ
117 MM-SanDiego1 North ity
121 GRS1 LCoyoteta nyonl
137 GRS LEycamorew
14 MMPrimaDeshechal
157 Otaylanfill 87
161 BluelakePower]
17 Cityof SBanDiego MWD
187 CovantaDelano
191 Kumeyaay1
207 QasisPowerPartners]
21 IberdrolaTMtWind
221 IberdrolaTPWest1
237 WTEAcquisition{FPL)1
24 Glacierind
251 Glacierwind21
261 Coram?
27 SDCWAT LRa nchoPenasquitos]
281 SDG&EBustainableCommunitie:
291 CaIpine‘\LGeysers‘\
301 SiliconValley1
31 CaIpine‘\LGeysers‘\
321 Edison?
33 Mesa
34 SDG&EBEPTUOG)
351 RAMT{Tobeadded)1
361 FIT{Tobeadded)]
37 Edison21
381 SierraPacificindustries]
3, Cabazon?
4010 Whitewater]

CP2&3T7
Prob -

Technology S:?gar:ee;ﬂ TermTyrs)1 Start] Stop1 C(a’aa\;i)tf
Wind1 9/10/097 1.751 4/1/1 12/31/117 104.41
Biogasl 5/1/09 100 5/1/09 4/30/19 1.51
Biogasl 2/22/111 207 7/1/117 6/30/317 1.51
Biogas1 11/20/09 201 5/18/117 5/17/317 1.51
Biogasl 11/20/097 207 5/16/117 5/15/317 1.51

ConduitHydro 2/28/851 307 7/1/87 6/30/171 1.4851
ConduitHydrol 4/13/947 Evergreen 4/13/947 Evergreen 1.51
ConduitHydrol 9/16/871 Evergreen’ 11/1/881 Evergreen? 0.451
ConduitHydrol 8/29/857 Evergreeni | 12/15/857 Evergreen? 0.35]
Biogas1 10/31/021 101 5/20/031 4/30/131 31
Biogas 10/31/027 100 5/20/031 4/30/13 17
Biogasl 10/31/027 im 1/1/03 12/31/127 6.0577
Biogas1 10/31/021 101 3/30/041 3/30/141 2.5
Biogas 9/6/051 15 10/1/07 9/30/227 12.27
Biogas 8/31/051 100 3/8/071 3/7/171 33751
Biomass 6/9/081 101 4/30/101 4/29/201 11
Biogas 12/22/067 51 1/1/081 12/31/127 5
Biomass 12/21/067 100 1/1/081 12/31/171 497
Wind1 5/31/041 207 3/21/061 12/30/251 501
Wind1 10/30/0271 15 12/31/041 12/30/1971 6071
Wind1 11/1/021 161 12/15/037 12/31/181 22.81
Wind1 11/1/027 167 12/15/037 12/31/187 2.11
Wind1 10/31/027 15 6/28/04 12/31/181 16.51
Wind1 5/16/081 15 12/29/081 12/29/237 106.51
Wind1 5/23/087 157 10/16/097 10/16/24 103.51
Wind1 7/15/100 15 2/1/111 1/31/261 7.51
ConduitHydro 11/20/037 im 1/23/07 1/22/17 4.51
SolarPvi 5/30/100 301 5/4/0M 5/4/3N 0.547

Geothermall 2/26/100 4.8337 3/1/107 12/31/147 257

Geothermall 6/30/110 n 7/1/117 6/30/127 407

Geothermall 9/22/117 0.257 10/1/117 12/31/117 11.51

Various? 9/22/110 2.31 10/1/117 12/31/137 19371
Wind1 11/2/11 2] 4/1/127 12/31/137 307
SolarPVvi 7/11/081 307 1/1/100 1/1/400 171
SolarPV1 hl 301 1/1/0: 1/1/39 1251
Various? l 207 6/1/127 5/31/327 39.87
Various? 3/23/127 0.37 9/1/121 12/31/121 1037
Biomass] 3/30/127 o o
Wind1 7/3/121 21 1/1/11 12/31/131 o1
Wind1 7/3/121 21 1/1/11 12/31/131 o
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ContractsPresentlyDelivering "August113,“20127

CP1T
Name Prob
ability1

1 Shell

21 Otaylandfill1

31 OtayLandfill17

[l SanMarcoslandfill

51 SycamoreLandfilll

61 BadgerTFiltration Plant]
ral BearValley Hydro1

81 OlivenhainMunicipall
N SanFranciscoPeak HydroPlant
101 MM‘BanDiegoTLMiramaﬂ
111 MMBanDiegoTLNorthfityT
121 GRS1 LCoyoteta nyonl
131 GRS LSycamore?

14 MMPrimaDeshechal
151 Otaylanfill 87

161 BluelakePower]

171 City of SBanDiego MWD
181 CovantaDelanol

197 Kumeyaayl

20 QasisPowerPartners]
21 IberdrolaTMtWind
221 IberdrolaTPWest1

237 WTEAcquisition{FPL)1
24 GlacierWindT1

251 GlacierWind21

261 Coram?

27 SDCWAT LRa nchoPenasquitos]
281 SDG&EBustainableCommunitie
291 CaIpineTLGeysersT

301 Silicon'Valley1

31 CaIpineTLGeysersT

321 Edison?

33 Mesal

30 SDG&EBEP{UOGN

351 RAMTTobeadded)]
361 FIT{Tobeadded)]

37N Edison21

381 SierraPacificindustries]
3N Cabazon?

40 Whitewater]

CP2&3T
Prob
ability1

Technology S'z;f;j Termyrs)1 Starty Stop1 C(a’\;jla\;i)t_\‘ﬂ
Wind1 9/10/0 1757 4/1/10 12/31/111 104.47
Biogasl 5/1/09 100 5/1/09 4/30/19 1.51
Biogasl 2/22/110 201 7/1/111 6/30/311 1.51
Biogasl 11/20/0971 201 5/18/111 5/17/311 1.51
Biogasl 11/20/0971 201 5/16/111 5/15/311 1.51

ConduitHydro? 2/28/851 301 7/1/871 6/30/171 1.4851
ConduitHydro? 4/13/94 Evergreen’ 4/13/94 Evergreen? 1.51
ConduitHydro? 9/16/871 Evergreen’ 11/1/881 Evergreen? 0.451
ConduitHydro? 8/29/851 Evergreend | 12/15/851 Evergreen? 0.351
Biogasl 10/31/027 100 5/20/031 4/30/13 37
Biogasl 10/31/027 100 5/20/031 4/30/13 17
Biogasl 10/31/027 100 1/1/03 12/31/127 6.0577
Biogasl 10/31/027 100 3/30/041 3/30/14 2.51
Biogasl 9/6/051 15 10/1/071 9/30/221 12.21
Biogasl 8/31/051 100 3/8/071 3/7/171 3.3751
Biomass 6/9/081 100 4/30/101 4/29/200 111
Biogasl 12/22/067 51 1/1/081 12/31/127 5
Biomass 12/21/067 100 1/1/081 12/31/171 497
Wind1 5/31/041 201 3/21/061 12/30/251 501
Wind1 10/30/0271 15 12/31/041 12/30/1971 6071
Wind1 11/1/021 161 12/15/037 12/31/181 22.81
Wind1 11/1/021 161 12/15/037 12/31/181 2.11
Wind1 10/31/027 15 6/28/04 12/31/181 16.51
Wind1 5/16/081 15 12/29/081 12/29/237 106.51
Wind1 5/23/081 15 10/16/097 10/16/247 103.51
Wind1 7/15/100 15 2/1/111 1/31/261 7.51
ConduitHydro? 11/20/037 100 1/23/07 1/22/17 4.51
SolarPV1 5/30/101 301 5/4/09 5/4/39N 0.547

Geothermall 2/26/101 4.8337 3/1/101 12/31/141 251

Geothermall 6/30/111 1 7/1/111 6/30/121 407

Geothermall 9/22/110 0.257 10/1/111 12/31/111 11.51

Various? 9/22/110 2.31 10/1/111 12/31/131 1931
Wind1 11/2/111 21 4/1/127 12/31/131 307
SolarPV1 7/11/081 301 1/1/100 1/1/400 171
SolarPV1 hl 301 1/1/0: 1/1/39 1251
Various? hl 201 6/1/121 5/31/321 39.87
Various? 3/23/121 031 9/1/121 12/31/127 1031
Biomass 3/30/121 01 o1
Wind1 7/3/121 21 1/1/11 12/31/131 o1
Wind1 7/3/121 21 1/1/11 12/31/131 o1
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ContractsPresentlyDeveloping LAugustﬂBJZOle

CP17
al Name Prob
ability?

1 Centinelal

27 Centinela®

31 RimRock]

Lol Patterni

51 PacificWind

61 Solargen27

7 enXcoTatalinal

81 AltaMesa

2l Arlington]
107 ESN
117 NRGBorregol
17 SoMOrchard?
137 MMRTampoVerde?
14 TenaskaBouth?
15 VictorMesalindaB1
161 WesternAntelope DryRanch1
in SoitecTTDST
181 SoitecRugged
19 CampoiShuu'luk)l
207 TenaskaWest1
21 SoitecDesertGreen
221 SoitecEastland]
23] SoitecWestland1
247 Manzanal
251 AESMtTBignall Bolar]
261 OtayLandfillV1-CRETFIT)
271 OtayLandfill v CRETFIT)
2871 OtayLandfill VI CREYFITH
291 Mush room‘PoweﬂLCRHFIT)T
301 BAPPower1 CRETFIT)T
311 Descanso‘SoIaﬂLCRHFIT)T

CP2&3T
Prob
ability?

Technology S?gitee;‘\ Termyrs)1 Start Stop1 C(a&a\;i)tjw
SolarPVvl 5/10/101 2010 4/1/14 3/31/347 1257
SolarPvi 7/29/101 20 9/1/141 8/31/341 3010

Wind1 5/5/09 20 10/1/11 9/30/321 1891
Wind1 2/1/117 201 12/15/127 12/15/337 2651
Wind1 10/14/051 20 8/31/121 8/30/321 1407
SolarPvi 6/24/111 251 9/30/121 9/29/371 1507
SolarPVv 6/3/117 251 6/30/1371 6/30/381 1107
Wind1 12/17/091 20 3/1/1n 2/28/321 4010
SolarPvi 6/3/117 251 12/20/137 12/19/387 1277
Wind1 4/6/117 207 8/31/137 12/31/337 1507
SolarPvi 1/25/110 257 7/31/127 7/31/377 267
SolarPvi 4/11/117 251 12/31/11 12/30/371 501
SolarPvi 11/10/067 201 9/30/137 9/29/337 1397
SolarPvi 11/10/107 251 1/1/14 1/1/3N 1307
SolarPVv1 Bl 207 10/31/137 10/31/337 5
SolarPVv l 2010 10/31/131 10/31/331 101
SolarPvi 5/17/110 251 12/31/14 12/30/397 457
SolarPvi 5/17/111 251 12/31/14 12/30/397 807
Wind1 l 251 10/1/14 9/30/397 1607
SolarPvi 3/8/111 251 1/1/161 12/31/40 1407
SolarPvi 3/31/111 251 2/28/141 2/27/391 51
SolarPVv 3/31/1171 251 10/31/141 10/30/391 20
SolarPvi 3/31/111 251 2/28/141 2/27/391 51
Wind1 2/14/127 207 10/31/1 6/30/327 1007
SolarPVv 2/10/1271 251 5/31/131 6/29/381 2007

Landfill'gas1 12/27/111 20 6/27/131 6/26/331 1.5

Landfill'gas1 12/27/111 20 6/27/131 6/26/331 1.5

Landfillgas] 12/27/117 201 6/27/137 6/26/337 1.51
Biomass1 12/12/117 20 10/1/11 9/30/321 1.5
SolarPvi 12/13/117 20 9/1/1 8/31/321 1.51
SolarPVv 12/27/111 2010 7/15/131 7/14/331 1.5

29




97912L0 S®ID dS

ContractsPresentlyDeveloping? LAugusr[l3,120121

1 Namen Czlbﬁ:s,: ! CPP;Z;?,—H Technologyl DateBigned1| Term7yrs)] Start] Stop1 C?&W;f
ability7

n Centinela SolarPvi 5/10/100 207 4/1/147 3/31/34 125
2 Centinela® SolarPvi 7/29/101 207 9/1/147 8/31/347 307
37 RimTRock] Wind1 5/5/091 207 10/1/127 9/30/327 1897
Lol Pattern Wind1 2/1/111 207 12/15/127 12/15/337 2651
51 Pacificiwind? Wind1 10/14/057 207 8/31/127 8/30/327 14
67 Solargen27 SolarpPvi 6/24/117 251 9/30/127 9/29/377 1507
7 enXcoTatalinal SolarPvy 6/3/117 257 6/30/137 6/30/387 110
81 AltaMesa? Wind1 12/17/091 207 3/1/127 2/28/321 40
Eal Arlington? SolarPV1 6/3/117 251 12/20/131 12/19/381 1271
101 ESI Wind1 4/6/111 20 8/31/137 12/31/337 1507
117 NRGBorregol SolarPV1 1/25/117 257 7/31/11 7/31/371 267
127 SolDrehard) SolarPvi 4/11/117 257 12/31/127 | 12/30/37" 507
131 MMRTampoVerde SolarPVvi 11/10/061 207 9/30/131 9/29/33 1391
14 TenaskaBouth SolarPVvi 11/10/101 251 1/1/14 1/1/39 1301
151 VictorMesalindaB1 SolarPVv1 Bl 2071 10/31/137 10/31/337 51

161 WesternJAntelope DryRanch SolarPV1 il 200 10/31/131 10/31/337 107
171 SoitecTDS SolarPVvi 5/17/111 251 12/31/147 12/30/3971 457
187 SoitecRugged SolarPV1 5/17/117 251 12/31/141 | 12/30/391 807
191 CampoiShuu'luk)l Wind1 Bl 257 10/1/147 9/30/391 1601
207 TenaskaWest SolarPVvi 3/8/117 257 1/1/167 12/31/407 140
217 Soitec DesertGreen SolarPV1 3/31/117 257 2/28/147 2/27/39 51

2271 SoitecEastland SolarPV1 3/31/111 251 10/31/141 10/30/391 207
237 SoitecWestland] SolarPvi 3/31/117 257 2/28/147 2/27/391 51

247 Manzanal Wind1 2/14/127 201 10/31/121 6/30/321 1007
257 AESMtBignallsolar] SolarPvi 2/10/127 257 5/31/137 6/29/387 2007
267 OtayiandfiIINTLCREiFIT)T Landfillgas1 12/27/117 201 6/27/137 6/26/33 1.51
271 OtayLandfill VI CRE{FIT) Landfill'gas1 12/27/117 207 6/27/137 6/26/337 1.51
287 OtayLandfillVin CRETFITI Landfill'gas1 12/27/117 207 6/27/137 6/26/337 1.51
297 Mushroom?oweﬂLCRE‘(FlT)T Biomass 12/12/117 207 10/1/127 9/30/327 1.51
307 BAPPower] CRETFIT)T SolarPV1 12/13/117 207 9/1/121 8/31/327 1.57
317 Descanso‘SoIar‘\LCRHFIT)‘\ SolarPvi 12/27/117 201 7/15/137 7/14/33 1.51
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V1. “MINIMUM MARGIN” OF PROCUREMENT- -§ 399.13(A)(4)(D)

SDG&E’s RPS Risk Adjusted Net Short Calculation, as shown in Section V above, provides a
“Minimum Margin of Procurement” that is intended to account for foreseeable project failures or
delay. This calculation also includes an additional “Voluntary Margin of Over-Procurement”,
which is intended to ensure that SDG&E achieves its RPS requirements despite unforeseeable
risks. Since both the RPS targets and RPS deliveries fluctuate constantly, it is nearly impossible
to meet RPS targets with the exact number of MWhs required. SDG&E’s Voluntary Margin of
Over-Procurement is designed to ensure that it achieves its RPS goals with a “buffer” to account
for unforeseen changes to either the RPS targets or deliveries. Because it is more difficult to
predict retail sales and project performance in CP2 and CP3, SDG&E’s Voluntary Margin of
Over-Procurement is higher in those years. SDG&E’s RNS calculation, including its Voluntary

Margin of Over-Procurement, for each compliance period is described below.

A. Compliance Period 1
SDG&E’s Compliance Period 1 RNS is based on the following formula:

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) - (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Where:

ffi Bundled Retails Sales Forecast = the forecast developed in accordance with Section
I(B)(2)(a) SDG&E's 2012 RPS Plan

ffi RPS Procurement Quantity Requirement = Compliance Period 1 RPS percentage target
plus the deficit that SDG&E is required to carry forward from the prior RPS regime as
discussed in Section I(B)(2)(g) of SDG&E’s 2012 RPS Plan.

ffi Voluntary Minimum Margin of Procurement = up to the current anticipated net long
position for CP1

ffi Online Generation = the generation that SDG&E expects will be delivered by its
portfolio of RPS projects that have achieved commercial operation, as discussed in
Section I{B)(1)(a) of SDG&E’s 2012 RPS Plan

ffi Risk-adjusted Forecast Generation = the generation that SDG&E expects will be
delivered by its portfolio of RPS projects that have not yet achieved commercial
operation, as discussed in Section I(B)(1)(b) of SDG&E’s 2012 RPS Plan

ffi Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to
procure under CPUC programs such as the Renewable Auction Mechanism and the
Feed-in-Tariff
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B. Compliance Period 2
SDG&E’s Compliance Period 2 RNS is based on the following formula:

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) - (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Where:

ffi Bundled Retails Sales Forecast = the forecast developed in accordance with Section
I(B)(2)(a) SDG&E’s 2012 RPS Plan

ffi RPS Procurement Quantity Requirement = Compliance Period 2 RPS percentage target

ffi Voluntary Minimum Margin of Procurement = up to the current anticipated net long
position for CP2

ffi Online Generation = the generation that SDG&E expects will be delivered by its
portfolio of RPS projects that have achieved commercial operation, as discussed in
Section I{B)(1)(a) of SDG&E’s 2012 RPS Plan

ffi Risk-adjusted Forecast Generation = the generation that SDG&E expects will be
delivered by its portfolio of RPS projects that have not yet achieved commercial
operation, as discussed in Section I(B)(1)(b) of SDG&E’s 2012 RPS Plan

ffi Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to
procure under CPUC programs such as the Renewable Auction Mechanism and the
Feed-in-Tariff

C. Compliance Period 3
SDG&E’s Compliance Period 3 RNS is based on the following formula:

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) - (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Where:

ffi Bundled Retails Sales Forecast = the forecast developed in accordance with Section
I(B)(2)(a) SDG&E’s 2012 RPS Plan

ffi RPS Procurement Quantity Requirement = Compliance Period 3 RPS percentage target

ffi Voluntary Minimum Margin of Procurement = up to the current anticipated net long
position for CP3
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ffi Online Generation = the generation that SDG&E expects will be delivered by its
portfolio of RPS projects that have achieved commercial operation, as discussed in

ffi

ffi

Section I(B)(1

)(@) of SDG&E's 2012 RPS Plan

Risk-adjusted Forecast Generation = the generation that SDG&E expects will be
delivered by its portfolio of RPS projects that have not yet achieved commercial

operation, as

discussed in Section I{B)(1)(b) of SDG&E’s 2012 RPS Plan

Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to
procure under CPUC programs such as the Renewable Auction Mechanism and the
Feed-in-Tariff

VIL. BID SOLICITATION PROTOCOL, INCLUDING LCBF METHODOLOGIES - §
399.13(A)(5)(C) AND D.04-07-029

Attached are SDG&E’s proposed bid solicitation protocol and related documents for a 2012 RPS
solicitation (2012 RPS RFO).

ffi
ffi
ffi
ffi
ffi
ffi
ffi
ffi
ffi
ffi

Appendix A:
Appendix Bl
Appendix B2
Appendix B3

Appendix B4:
Appendix BS:
Appendix B6:
Appendix B7:
Appendix BS:

Appendix C:

2012 RPS Solicitation (RFO Document)
: 2012 RFO Participation Summary
: 2012 RFO Project Description Form
: 2012 RFO Bundled Pricing Form
2012 RFO REC Pricing Form
2012 RFO Model PPA
2012 RFO REC Agreement
2012 RFO Credit Application
2012 RFO Consent Form
Evaluation Methodology (LCBF Process)

VIII. ESTIMATING TRANSMISSION COST FOR THE PURPOSE OF RPS
PROCUREMENT AND BID EVALUATION - TRANSMISSION RANKING COST
REPORT REQUIRED

SDG&E filed a draft TRCR on June 26, 2012.

IX. CONSIDERATION OF PRICE ADJUSTMENT MECHANISMS -§ 399.13(A)(5)(E)

SDG&E acknowledges that contracts with online dates occurring more than 24 months after the

contract execution date can pose additional risk to ratepayers. SDG&E has incorporated price

adjustment mechanisms in some of its current contracts that are intended to alleviate some of

these risks, including the following:
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" Price adjustment for delay in Guaranteed Commercial Operation Date (“GCOD™): A
lower price for a late GCOD provides additional incentive for developers to come online
as carly as possible. However, this structure can create financing challenges if financing
parties are not comfortable with the potentially lower price. It is also difficult to quantify
an appropriate price adjustment amount and can lead to drawn out negotiations.

Capped transmission upgrade costs: Placing a cap on the amount of transmission
upgrade costs, which are ultimately borne by ratepayers, that a project can bear is an
important way to limit ratepayer exposure to such costs. This type of cap is especially
important for projects with CODs more than 24 months after the contract execution date
because it is unlikely that such projects have received reliable transmission upgrade cost

estimates at the time the contract is signed.

SDG&E also proposes a revised security provision that is intended to alleviate the risk of a long
period between execution and construction. The Construction Period Security should escalate in
proportion to the duration of time between contract execution and start of construction. For

example:

L For Projects with a construction start date within 12 months of Execution of the

agreement - 2X the annual estimated deliveries of energy (MWh) X $20
For Projects with a construction start date within 24 months of Execution of the
agreement - 2X the annual estimated deliveries of energy (MWh) X $30
For Projects with a construction start date within 36 months of Execution of the

agreement - 2X the annual estimated deliveries of energy (MWh) X $40

SDG&E believes that this security structure will help to protect ratepayers from the risk that
developers have improperly assessed turbine or panel prices. The longer the developer must wait
to buy turbines/panels, the more risk exists that the prices will go up and the developer will not
be able to develop the project for the price offered. The additional security would help to protect

against this increased market risk.
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X. COST QUANTIFICATION TABLE

ActuahRPS 'EligibleProcurementandGenerationCosts
1 [Technologyilype 2003 2004 2005 2006 2007 2008 2009 2010 2011
2 Biogas] 6,201,139 8,541,291 8,915,866 8,087,169 5,685,347 9,388,536 10,067,817 11,383,663 10,699,119
3 Biomass| 18,888,387 18,693,045 17,205,462 16,965,465 12,237,997 22,995,311 24,605,914 27,430,655 27,275,365
4 Geothermal 0 0 0 0 0 0 0 14,679,414 29,437,292
5 SmallHydro 0 0 0 0 994,116 1,210,445 1,035,376 1,036,066 776,149
6 Solarp 0 0 0 0 0 0 0 0 8,411,735
7 SolariThermal o] 0 o] 0 0 0 0 o] 0
B Wind| 22,750 5,980,963 14,097,259 19,779,696 22,968,510 22,131,340 60,255,477 54,744,756 66,266,623
9 UOGSmaliHydro) 0 0 0 0 0 0 0 0 0
10 UOGSolar 0 0 0 0 0 0 0 0 0
11 RECs+{inclianybuy/sell back 0 o] 0 0 o] 0 0 0 0
12 TotaHCPUC ApprovedRPS Efigible 25,112,276 33,215,299 40,218,587 44,832,330 42,885,970 55,725,632 95,964,584 | 109,274,554 | 142,366,283
Procurementand-{GenerationCost{$)
[SumofRows2throu ghilll
[23] Bundled-RetailSales{kwh}115,043,865,000115,811,551,000] 16,001,515,000] 15,845,888,000] 17,055,023,000] 17,409,834,000] 16,993 872,000]115,282,682,000] 15,249,031,000}
[24] incrementaiCostperkWhcents/kwh)  0.167 | 0210 | 0.251 | 0.266 | 0.251 | 0.320 | 0.565 | 0.671 | 0.879

* Incremental Cost per KWh Impact is equal to Row 12 divided by Row 13, that is, it is defined as the identified costs (Row 12) divided by bundled retail sales (Row 13). While the item is labeled
“Incremental Cost per KWh Impact”, the value does not constitute a rate impact and should be interpreted as an estimate of a system average cost per kWh for RPS-eligible procurement and
generation, not a renewable “premium”. In other words, the amount shown captures the total cost of the renewable generation and not the additional cost incurred by receiving renewable energy
instead of an equivalent amount of energy from conventional generation sources.

ForecastedFutureExpenditurespnRPS lEligibitr}’mcur\ament*[and‘ﬁeneratimrﬁnsts

1 |ExecutedButNotCPUC Approved-RPS - 2012 2013 2014 2015 2016 2017 2018 2019 2020
| |EligibleContracts
2 Biogas 0 o] o] o] o] o] o] o] o]
3 Biomass [¢] 0 0 0 0 0 0 0 0
4 Geotherma] 22,800,000 Q o] 0 o] 0 0 o] o]
5 SmallHydro| o] 0 Q o] 0 0 0 0 0
6 SolarP 33,809,910 94,656,947 110,616,543 109,831,204 108,681,105 107,740,489 107,181,999 105,901,966 105,005,713
7 SolariThermal 0 0 0 0 0 0 0 0 0
8 Wind] 14,140,000 28,765,000 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644
9 UOGHmaliHydro 0 o] o] o] o] o] o] o] o]
10 UOGSoiar] 0 0 0 o] Q 0 o] 0 0
11 RECs+{incl.jany-buy/sell back 280,500 o] Q 0 o] 0 o] 0 0
12| TotatExecutedButNotCPUC Approvkd 71,030,410 123,421,947 | 148,428,187 | 147,642,848 | 146,492,749 | 145,552,133 | 144,993,643 | 143,713,610 | 142,817,356
RPS 'EligibleProcurementgnd-Generatiom
Cost{$)
[SumpfRows2throu ghill]
i3 BundledRetail{Salesy{ kW] 18,595,626,000) 18,873,220,000y 19,154,172,0004119,454,994,000) 19,759,758,000]
i4 incrementalCostperkWh{cents/k' 0.788 0.771 0.757 0.739 0.723
15 |CPUC ‘ApprovedRPS Eligible Contractsy 2012 2013 2014 2015 2016 2017 2018 2019 2020
{incl.- RAM/FIT/PV-Contracts)
16 Biogas 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750
17 Biomass] 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321
18 Geothermal] 52,128,755 52,128,755 24,217,020 0 0 [¢] [¢] 0 0
19 SmallHydrf 994,116 994,116 994,116 994,116 994,116 994,116 994,116 994,116 994,116
20 SolarP 34,764,385 97,039,334 240,827,532 296,677,387 356,497,175 355,897,471 355,306,603 354,724,559 354,151,239
21 SolariThermal 0 o] o] 0 0 o] 0 o] o]
22 Wind] 60,751,078 97,495,476 240,312,652 242,204,900 243,761,852 245,558,959 247,769,662 249,291,509 251,294,499
23 UOGHSmaliHydro o] 0 0 0 0 0 o] 0 o]
24 UOGSolar] 0 o] o] o] o] o] 0 0 0
25 RECs+{incl.jany-buy/sell back o] o] o] 0 0 0 o] o] 0

26 | CPUC Approved RPS Eligihle Procurement] 185,214,405 | 284,233,752 | 542,927,391 | 576,452,474 | 637,829,213 | 639,026,617 | 640,646,452 | 641,586,254 | 643,015,925
and{eneration{ost{$ )

[SumpfRows{l6throu gh25])
27 BundlediRetail{Sales{kWh| 18,595,626,000) 18,873,220,000y 19,154,172,000419,454,994,000) 19,759,758,000]
28 incrementalCostperkWh{cents/k 3.430 3.386 3.345 3.298 3.254

[22 | TotatCostperkwhcents/kWh}{14:28) 4218 | aas7 | 4102 | a0 [ 3977 |
* Incremental Cost per KWh Impact is equal to a Total Cost (either Row 12 or 26) divi by Bundled Re ales (either Row 13 or 27). While the item is labeled “Incremental Cost per kWh
Impact”, the value does not constitute a rate impact and should be interpreted as an estimate of a system averagecost per kWh for RPS-eligible procurement and generation, not a renewable
“premium”. In other words, the amount shown captures the total cost of the renewable generation and not the additional cost incurred by receiving renewable energy instead of an equivalent
amount of energy from conventional generation sources.

XI. IMPORTANT CHANGES TO PLANS NOTED
See Appendix D: Important Plan Changes from 2012 RPS Plan to the 2011 RPS Plan

XII. REDLINED COPY OF PLANS REQUIRED
See Appendix E: Provides redlined version of each of the documents above to show all changes

that have been made to the 2011 version of the RPS Plan.
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XIII. STANDARDIZED VARIABLES IN LCBF MARKET VALUATION

The proposed Net Market Value calculation differs only slightly from SDG&E’s current bid
evaluation methodology and SDG&E is not opposed to incorporating the proposed method. The
most important issue will be determining what value to use for the Capacity Value. SGD&E

submits that the Market Price Referent is the most appropriate value to use.

A renewable energy resource is assigned a capacity value based upon the amount of new
generating capacity that would otherwise have to be built to meet SDG&E's needs if the
renewable energy resource were not built or would not otherwise displace the need to build new
generation facilities. At present, SDG&E values this capacity through the Deliverability Value.
This is calculated from the project-specific Market Price Referent with SDG&E's "all-in" TOD
factors, less the project-specific Market Price Referent computed with SDG&E's "energy-only"
TOD factors, with modifications to prevent negative capacity values in any given TOD period.
This is done in order to maintain consistency with SDG&E's "all-in" TOD factors, which were
designed to incorporate the effects of capacity value in TOD periods. The MPR itself is
computed from the cost of a newly-built gas-fired power plant using publicly-available cost
information. The Market Price Referent represents the levelized price, calculated using a cash
flow modeling approach, at which the proxy CCGT revenues exactly equal the expected proxy
CCGT costs on a net-present value (NPV) basis. The fixed and variable components of the MPR
are calculated iteratively and then summed to produce an all-in MPR price. The MPR Model
inputs include installed capital costs, fixed and variable operations and maintenance costs,

natural gas fuel costs, cost of capital, and environmental permitting and compliance costs.

The main advantage of using the MPR Model over other production cost models or capacity
valuation methods is that it is based upon cost and operating inputs that are publicly available,
well documented, and familiar to both public and private participants. It relies upon forward
costs of natural gas, CEC estimates of operating costs, and historically known plant construction
costs updated with econometric indices. Furthermore, since it is based upon a conventional
resource, and conventional resources are known to provide the maximum capacity benefits to a
bulk power system, it is a reasonably good measurement of capacity value. As a generic model,

however, it cannot address location-specific issues of individual generators. It also cannot be
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used to compare the renewable resources to other renewable resources, as it is based upon a

conventional resource.

A summary of the pros and cons of using the MPR model is set forth below -

Pros Cons

Well known in the California and transparent The MPR does not address portfolio fit, but
to IOU’s and CA Market participants rather non-location specific value.

Ensure the same approach among 3 I0Us The MPR reflects the cost of a natural gas-fired
facility, which is not directly comparable to the
cost of a renewable resource

Continuity and transparency of the LCBF The complexity behind MPR derivation is
process more complex than the valuation methodology

1

XIV. PRELIMINARY INDEPENDENT EVALUATOR REPORT

The ACR solicits comments regarding the strengths and weaknesses of a proposal to require the
portion of the Preliminary Independent Evaluator Report evaluating bid solicitation materials and
LCBF methodology to be submitted as part of the proposed RPS Procurement Plan. SDG&E
notes that it already collaborates with its Independent Evaluator regarding its RPS Procurement
Plan and that the proposal to formalize what is currently a routine process is not necessary and
will compromise efficiency. While this proposal may have potential benefits, the drawbacks of
possible usage of the information by potential bidders for gaming purposes as well as the
premature nature of the report outweigh these benefits. The IE should be able to recommend
process improvements candidly and confidentially throughout the process and up to bid

evaluation. A summary of the pros and cons of this proposal is set forth below.

Pros Cons
ffi The IE can formally ensure that the ffi The optimal time for recommendations is
LCBEF criteria explanation will foster after the evaluation is complete so that the
maximum participation while full effect of the LCBF can be considered.
discouraging gaming. ffi Requiring the IE to explain in great detail
ffi By addressing the LCBF twice, the how the LCBF criteria are used in bid
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CPUC will be able to see how well the evaluation could be conducive to bid

evaluation reflected the set of bids gaming.

received. ffi The proposed process will be circular and
administratively cumbersome. It requires
the submittal of a finalized plan and
associated documents to the IE for
comment, after which it must again be
revised, all within what it typically a very
tight timeline.

ffi It is much more efficient and timely to
work with the IE throughout the process —
as 1s standard practice — rather than to
work independently and combine

comments at the end.

XV. USE CAISO TRANSMISSION COST STUDY ESTIMATES IN LCBF
EVALUATIONS

Phase II study estimates and estimates performed in feasibility and system impact studies in
areas outside CAISO are considered the most accurate and complete set of information regarding
project-specific costs. However, they rely upon a time-consuming study process where project
bidders within the CAISO must apply for interconnection and frequently wait for two to three
years for a final study. The limited and focused scope of the Phase II study is considered
confidential information for the project developer. Also, the inability to use non-public
transmission information limits the usability of these studies for general public discussion and
makes them impractical for routine hypothetical cost estimates of projected future "generic"

resources.

The TRCR method provides for a publicly available method of estimating transmission
interconnection costs, but is of questionable value. The TRCR method is intended to provide a
broad cluster-level overview of interconnection costs and does not provide estimates of costs for

project-specific upgrades that are not anticipated within the TRCR study.
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Another drawback of the TRCR system is that it does not provide estimates of distribution-level
network upgrades (which are typically provided in project-specific SGIP/WDAT studies or Rule
21 interconnection studies). It also does not cover most areas outside of the CAISO that do not
deliver to a CAISO delivery point. For such non-CAISO projects, there are no estimates of
interconnection costs other than those studies performed by the non-CAISO transmission

operator.

SDG&E has used a both sources of data in past RFOs, with study-level data being used where
available and TRCR data being used where it was not. While SDG&E believes that this
approach has produced fair results in the past, this method could unfairly bias the evaluation
process in favor of projects with CAISO study data. Evaluating all projects using TRCR data
would solve this potential problem, but could create a disadvantage for developers who have
Phase II study results that estimate lower upgrade costs than the TRCR study shows. In addition,
projects with Phase II studies are likely to have a viability advantage over projects which have
not filed for interconnection or have not filed early enough to receive interconnection study
results. SDG&E believes that a hybrid approach is the most sensible overall approach to the
problem of transmission upgrade cost estimation in a competitive evaluation. SDG&E suggests
that its initial evaluation be based solely on TRCR data. Once it has established a shortlist,
however, SDG&E should be able to evaluate any additional transmission cost data that the
developer provides, including Phase II studies, to ensure that it has selected the appropriate

projects.

Projects with existing interconnections should not have any upgrade costs assigned, unless the
project is a repower or expansion of existing facilities or otherwise requires modifications to an

existing interconnection to meet new standards.

A summary of the pros and cons of this proposal is set forth below.

TRCR only

Pro Con
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ffi Public source of cost information - does
not require confidentiality

ffi Can be used for any project, whether
inside or outside of queue process

ffi Can be used for hypothetical

transmission-connected projects

ffi Cluster level cost data only, cannot be
used for precise project-level cost
estimates

ffi Does not include costs for PTO
interconnection or distribution-level
upgrades

ffi Not a legally binding cost estimate -
may lead to unreasonable expectations
in negotiating process

ffi Can impair fair evaluation of projects
with cost studies

ffi Does not cover non-CAISO projects

CAISO/PTO studies only

Pro

Con

ffi Specific project-level determination of
required upgrades and associated costs

ffi Includes interconnection and distribution-
level upgrade costs (through
SGIP/WDAT) where applicable

ffi Costs under interconnection agreements

cannot exceed costs in studies under

CAISO tariff (at present)

ffi Long lead time - may require 2-3 years
of waiting before available

ffi Study results are provided to
developer and are considered
confidential

ffi Impractical for hypothetical projects

ffi Can impair fair evaluation of projects

without cost studies
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Hybrid approach

Con

ffi Results of CAISO studies do not

Pro

ffi Provides most comprehensive set of
information from which projects can be always correlate with TRCR due to

evaluated differing study scope

ffi Does not provide information on
projects at distribution-level which
have not completed SGIP/WDAT or

Rule 21 interconnection studies

XVI. CREATE TWO SHORTLISTS BASED ON STATUS OF TRANSMISSION
STUDY

The ACR proposes that IOUs create Primary and Provisional shortlists. Projects on the Primary
shortlist will have obtained CAISO GIP Phase II study results or equivalent, or executed
Interconnection Agreements. The Provisional shortlist will contain projects that do not qualify
as Primary. To encourage competition, it should be clarified that projects on the Primary
shortlist should be permitted to lower their prices at any time. Additionally, timing must be
considered in relation to pricing. If there are two projects with the same COD, but with different
costs (higher on Primary list, and lower on Provisional list), IOUs should not be required to
prematurely procure the more expensive Primary list project without knowing if the Provisional
project is able to move to the Primary list. IOU’s should also be able to begin working on PPAs
with projects on the Primary shortlist regardless of the status of projects on the Provisional

shortlist. A summary of the pros and cons of this approach is set forth below.

Pros Cons

ffi The Provisional “Wait List” will ffi This proposal is unclear in regards to

encourage competition.

ffi The two lists will inform procurement
decisions by providing a pre-approved
list of projects that are both viable and

cost recoverable, and a pre-approved

the relationship between pricing and
timing between the two shortlists.

ffi This proposal is unclear as to how
the status of projects on the

Provisional shortlist may affect
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pipeline of projects that are able to move those on the Primary shortlist.
into this first category.

ffi The two lists will offer insight into the
procurement landscape by showing what

types of projects are viable and available.

XVII. SHORTLISTS EXPIRE AFTER 12 MONTHS

The ACR proposes that shortlisted bids be executed within 12 months from the day that the IOU
submits its final shortlist (consisting of both Primary and Provisional bids) to the Commission
for approval. SDG&E is generally in favor of this approach. In order to discourage the incentive
for either party to stall negotiations in order to let the clock expire, the Commission should
emphasize that both parties are obligated to negotiate in good faith for the 12 month period. The
12 month limit should not apply to PPAs for projects in which the utility intends to invest. These
PPAs are associated with larger transactions (equity contribution agreements) that typically take
longer that one year to negotiate. If such a project is solicited through an RFO process, it should
not be subject to this limitation. Since the prices for such PPAs are typically based on actual
costs plus a negotiated rate of return, it is less likely that the longer negotiation period will result
in a mismatch between the contract price and the market. Therefore, excluding these contracts
from the 12 month limit should not increase the risk of such a mismatch. A summary of the

pros and cons of this approach is set forth below.

Pros Cons

ffi Decreases risk that the market will ffi Does not totally eliminate the risk that the
change drastically between the time the market will change drastically between
project is shortlisted and when the the time the project is shortlisted and
contract is signed. At the end of 12 when the contract is signed. For example,
months, if the market has shifted so that contracts that SDG&E initially evaluated
the contract price is no longer in mid 2010 had to be re-evaluated in
competitive, the project would have to early 2011 when it became clear that solar
bid into the next RFO and compete panel prices had drastically declined.
against current market prices. Could create a perverse incentive to stall
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ffi Provides clarity to the market. If the negotiations. If the developer sees that
two-tiered shortlist approach is adopted, market prices are trending upward, it
the 12 month cutoff provides more might chose to stall in order to get out of
certainty to provisionally shortlisted the deal which is bound by the original bid
bidders with whom SDG&E has not price. Conversely, if the utility sees that
initiated negotiations. If SDG&E does market prices are trending down, it might
not initiate negotiations within 12 feel obligated to discontinue negotiations
months, the provisionally shortlisted in order to force the developer to bid the
bidders would be released from such project into the next RFO at a lower price.
shortlist and free to re-bid their projects.

XVIII. TWO-YEAR PROCUREMENT AUTHORIZATION

SDG&E believes that a 2-year procurement authorization cycle would benefit the procurement
process by allowing utilities to procure more efficiently. Instead of holding annual solicitations,
even when the utility does not foresee a near term need, the utility could schedule its solicitations
within the 2-year period in accordance with its projected need. As the utilities approach
compliance with RPS goals, even based on probability weighted deliveries from existing
projects, annual solicitations may no longer make sense. As discussion in Section VI above,
utilities must procure additional resources above the compliance target based on probability
weighted expectations of performance from existing contracts. When the utility has met this
probability weighted need for a certain compliance period, the utility should not solicit additional
projects that will deliver large volumes during such compliance period. Doing so would send
inappropriate signals to the market and distract developers with the fruitless task of preparing a
proposal for a project that has little to no chance of being selected. Instead, the Commission
should authorize the utility to potentially hold RFO only every other year. In between RFOs, the
utility would monitor the performance of its existing portfolio, progress of projects under
development and other market conditions to determine whether it would need to use any of the
following tools to make up for unanticipated procurement need: (a) procure Category 3 products
to make up for small volumes; (b) utilize banked procurement when available; and/or (c) procure
additional category 1 or 2 products to make up larger volumes. SDG&E does not believe that the

current procurement process moves fast enough to warrant required annual solicitations. The
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two year procurement authorization cycle is more appropriate as the utilities approach full

compliance. A summary of the pros and cons of this approach is set forth below.

Pros

Cons

ffi Provides flexibility to procure only when
necessary. For example, as discussed in
Section I above, SDG&E expects to be
able to achieve RPS goals for CP2 with
contracts that it has already executed, and
is currently focused primarily on
procurement of projects that will provide
most of their generation in the third
compliance period. Holding an RFO in
2012 to solicit projects that will begin
deliveries in 2017 may not be ideal
because SDG&E would likely be
procuring projects that are at very early
stages of development when it is
difficult, if not impossible, to assess

project viability.

ffi Project failures, spikes in retail sales,
transmission failures or other unanticipated
market pressures could result in the need to
procure additional resources in a year when
the utility will not hold an RFO.

ffi Could increase instances when bilateral
procurement must be benchmarked to

outdated solicitation data.

Potential Solution:

ffi Bilateral projects must contain pricing
that is indexed to the price of the
applicable generator technology (solar
panels, wind turbines, etc). The price
would be adjusted at COD based on the
market index. This could result in a
lower price or a higher price depending
on the market at COD.

ffi Other potential solutions are discussed

in section 6.9 above.
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XIX. UTILIZE THE COMMISSION’S RPS PROCUREMENT PROCESS TO
MINIMIZE TRANSMISSION COSTS

The Commission has proposed a process to better align the RPS procurement process with the

CAISO’s transmission planning process. The basic proposal can be summarized in 4 steps:

Step 1: CAISO determines how much capacity is available in each study area

Step 2: IOUS develop shortlists

Step 3: IOUs submit draft shortlist to the Commission

Step 4: If too many projects are shortlisted in a certain study area, CPUC rations out capacity
to best ranked projects among all IOUs and confirms results with CAISO

Step 5: Losing bids remain on shortlist but cannot be executed unless another project does

not get executed within 12 months.

SDG&E is generally in favor of this proposal and is supportive of this effort to more efficiently
allocate available transmission capacity. A summary of the pros and cons of this approach is set

forth below, along with specific suggestions to improve this process.

1
11
11
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Summary of Proposal

Pros

Cons

SDG&E position

CAISO establishes
available MWs in each
study area based on RPS
goals, and then subtracts
this volume of capacity
from signed PPAs. The
balance is available for
newly shortlisted projects.

ffi This methodology is based
on the CAISO’s recent
efforts to improve its
transmission planning
process (“TPP”) by
planning for upgrades
necessary to achieve 33%
rather than upgrades
necessary to build all
projects in the
interconnection queue. The
benefit is that projects will
no longer receive study
results that require
upgrades based on the
existence of projects that
may never come only.

ffi The CAISO’s new process will
shift the burden of paying for
upgrade costs from developers to
ratepayers. SDG&E proposes that
other measures should be taken to
ensure that this valuable capacity
is allocated to the most viable and
cost effective projects as
developers will no longer bear the
upfront risk of upgrade costs.

SDG&E agrees that viable
projects should be analyzed as
such — without the impact of
conceptual projects sitting in the
queue that will likely never
come to fruition. However,
SDG&E acknowledges that the
resulting shift in risk from
developers to ratepayers should
be mitigated by a process that
clearly prioritizes the most
viable and cost effective
projects.

IOUS develop shortlists
and submit draft shortlist to
the Commission

ffi No changes from
previous process.

If too many projects are
shortlisted in a certain
study area, CPUC rations
out capacity to best ranked
projects among all IOUs
and confirms results with
CAISO

ffi This process prevents

I0Us from negotiating
contracts with projects
that cannot be supported
by the upgrades that the
CAISO has determined
are necessary to achieve
33%.

ffi This process depends on an accurate
allocation by the CAISO of the
upgrades that will be necessary to
achieve 33%

ffi It may be difficult to determine
which project should be awarded the
available capacity. The CPUC
should consider more than just price.
For example, if SCE and SDG&E
both have projects shortlisted in the

SDG&E supports a procedure to
determine the most viable and
valuable projects, but this
proposal does present several

issues of concern. The first is an

accurate assessment by the
CAISO and the application of
this data by the CPUC. The
CPUC should acknowledge that
its rationing procedure may
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ffi

same study area and only one can be

built, the Commission may chose

SCE’s project because it has a lower

ranking price, but SDG&E may have

fewer alternatives for securing its

RPS compliance. SCE’s project

may be cheaper, but SDG&E may

have a greater need for its more
expensive project. If only one can
be built, it should be the less
expensive project, but the

Commission must acknowledge that

this process could create an

additional barrier to achieving RPS
goals.

As proposed, the timeline includes

multiple points where approval is

required — this could cause
uncertainty and impede project
development. The following is an
estimated timeline following the

proposal steps, if accurate, a

developer would wait approximately

9 months after RFO issuance to

know if their project has been

shortlisted:

a. CAISO determines deliverability
that can be supported by the grid
without additional high-cost
DNU, and deducts PPA’s
executed in each study area to
determine full capacity
deliverability remaining for

impair an IOU’s ability to reach
its RPS goals. Itis also
important to consider how the
proposed timeline will affect
project development. SDG&E
currently notifies developers of
shortlist selection within
approximately 5 months of RFO
issuance. It is unclear how
significantly this timeframe
would be altered by this
proposed process, and if
significant how renewable
development would be affected.
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consideration in annual RPS
procurement process: Cluster
results generally available at the
end of each year, add 1 month to
determine deliverability
available by study area,
assuming CAISO has
information readily available
(Example: Cluster study
complete 12/31/12, Results to
CPUC 1/31/13)

IOUs initiate solicitation, and
submit draft shortlist to CPUC:
approximately 6 months for RFO
and bid analysis (Example: Issue
RFO 10/1/12, Submit draft
shortlist 3/31/13)

CPUC rations any projects
exceeding threshold in an area:
assume 1 month for CPUC
analysis and results (Example:
Shortlist received 3/31/13,
Analysis complete 4/30/13)
CPUC sends results to CAISO:
assume 1 month for verification
(Example: Received 4/30/13,
Validated 5/31/13)

CPUC provides results to IOUs,
I0Us finalize shortlists and
submit to CPUC: assume 1
month to finalize and submit
(Example: Results received
5/31/13, Shortlist issued 6/30/13)
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Losing bids remain on
shortlist but cannot be
executed unless another
project does not get
executed within 12 months

ffi

See comments to 7.4 and
7.5 above.

Comments on Overall
Proposal

ffi

Helps to eliminate
exorbitantly high and
inaccurate upgrade cost
estimates that assume
that more generation will
come on line than what is
needed to achieve RPS
goals.

ffi

Difficult to determine which
projects are most deserving of the
available capacity.

ffi This proposal will shift risk

from developers to
ratepayers. To make this an
effective program addition,
the proposal should be
structured to safeguard
ratepayer interests. To
mitigate ratepayer risk, this
process must ensure that
developers have sufficient
certainty to develop enough
projects to create a robust
and competitive market for
RPS procurement. To this
end, the shortlist process
should facilitate project
development by establishing
a clear timeline (with dates)
to provide developers with
as much certainty as
possible. The CPUC must
also acknowledge the
potential additional barrier
the rationing process may
create for IOU’s in
achieving their RPS goals.




SDG&E’s RPS RFO Evaluation Methodology

Below is the assessment methodology and process to be taken by SDG&E and the Independent
Evaluator (“IE”) to ensure that the bid selection process is transparent and does not favor any
technology or counterparty, and is aligned with SDG&E’s compliance requirements. Although
SDG&E worked diligently with its IE to develop this methodology, this document may require
adjustment before issuing of the RFO in order to account for potential market, regulatory,
and/or business context changes.

1. Prep-work prior to launching the RFO, gather data to provide a market benchmark.
Analysis to be shared with the IE for input and endorsement.

a. Compliance Period 1

ffi SDG&E team to obtain the SP 15 forward curve for 7x24 2013 deliveries. This curve will
be used in the evaluation of short-term bundled deals to derive the implied green
attribute price being offered.

ffi Continue to gather market quotes for unbundled RECs (quotes from brokers and etc.).
This information will be used to assess whether the bids received are generally within the
market range and to help identify potential areas of collusion or market manipulation.

b. Compliance Period 3

ffi SDG&E team to update the CPUC approved Market Price Referent (MPR)
matrixes, mainly by updating these for natural gas prices, for their use in the
evaluation of above market prices, as discussed below.

2. Prior to the closing date (I'BD) at Noon, receive all bids:

a. Upon being uploaded to SDG&E’s RFO server, all bids are concurrently emailed to
the IE and the SDG&E RFO team.

b. 60-mins past noon on the closing date, the RFO email will accept bids that, because
of heavy traffic by the deadline, could not be uploaded via the website (if the
developer shows the print screen of the error message). The IE makes the call at 1:00
pm of “no more bids”.

3. Between the closing date at Noon and the next business day after closing date, COB,
organize bid data:

a. All bids are assembled into a folder taxonomy designed by the IE.

b. All bids are saved into the folder taxonomy prepared in Step 3.a. The IE and SDG&E
will run a macro to compare folder structures and file sizes to ensure the bid
population of the IE is identical to the bid population to be analyzed by the SDG&E
RFO team. To the extent the folders do not match, a reconciliation effort begins until
folders match.
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c. Convert all bundled bids into TOD-adjusted pricing units, categorized by pricing
type (e.g: Index, fixed price and etc.). For clarity, this conversion will not be
applicable to the price of unbundled REC Bids.

d. The relevant data of all bids is exported into an Access database for analysis.

4. Initial Bid Assessment

a. For bundled products, convert post-TOD adjusted Bid prices into the Above Market
prices as follows:

- The post TOD-adjusted (or flat) prices of Traditional Structure offers and fixed-price
Portfolio Structure offers will be converted into Above Market Costs by subtracting the
relevant Market Referent Price (MPR) from each Offer Price. This metric will be in the
LCBF calculation and therefore is one of the key drivers of the selection process

- For Portfolio Structure bids with indexed null power prices, the fixed REC price
component of each bid will be directly assigned as the Above Market Cost.

b. For unbundled RECs, the REC price will be directly assigned as the Above Market
Cost to be compared against the Above Market Cost of all other bids.

c. A snapshot of the key statistics of the bids is produced for presentation to the PRG.
These statistics will not include prices; at this stage of the process, bids have not been
checked for conformance vis-a-vis the RFO requirements.

d. SDG&E and IE will jointly prepare the relevant data needed for the SDG&E
Transmission Planning team to calculate Congestion Costs. This process will group
together, on a no-name basis, the relevant data of bids (mainly anticipated
generation and energy delivery profile) by interconnection points. The IE will then
forward this information to SDG&E’s Transmission Planning team.

e. Transmission Planning will run studies to determine hourly congestion costs
associated with each of the proposed offer groups and provide results to SDG&E’s
evaluation team and IE.

f. Determine Transmission Cost Adder: For offers for new projects or projects
proposing to increase the size of existing facilities, SDG&E performs an initial
analysis of costs for transmission network upgrades or additions using the
Transmission Cost Ranking Reports (“TRCR”) approved by the CPUC. SDG&E
anticipates that some bid respondents will fail to participate in a TRCR. Rather than
considering these bids to be non-conforming, SDG&E evaluates the offers in order
to determine whether the bid’s all-in Price could provide a benefit to ratepayers.
SDG&E will use TRCR’s to estimate transmission costs for these projects. SDG&E
will impute costs for these projects only if the total MWs in the applicable TRCR
cluster could accommodate the offer that did not participate in the TRCR study.
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g. Determine Deliverability Adder: Projects that have energy-only interconnections, or
that cannot interconnect directly with elements of the transmission system located
within SDG&E's service territory, may be subject to a deliverability adder based
upon the difference between a project's TOD-adjusted MPR with and without
capacity valuation to capture costs associated with future resource acquisition needs
into SDG&E’s overall energy and capacity portfolio.

For the next RPS RFO, SDG&E will use a deliverability calculation based upon the
differences between SDG&E's approved "Capacity Adjusted" TOD Factors and the

Energy Only TOD Factors used in the past. For each TOD period, SDG&E will

calculate two TOD-adjusted MPR values; one calculated with the Capacity Adjusted
TOD Factors, and one calculated with the Energy Only TOD Factors. SDG&E will

then calculate the difference between the two (Capacity Adjusted value minus
Energy Only value), replacing any negative difference by zero. The load-weighted
average, in $/ MWHh, is the value of full deliverability for the given bid.

Capacity Adjusted TOD Factors and TOD Periods:

o

2 Tlme—of-
o Period Days and Hours . day
Period
| | Factor
Winter Nov 1-Jun30
K 1.089
On-Pea Weekdays 1 pm to 9 pm PST (HE 14 to HE 21)
Nov 1-Jun30
Winter
. Weekdays 6 am to 1 pm PST (HE 7 to HE 13) 0.947
Semi-Peak
Weekdays 9 pm to 10 pm PST (HE 22)
Nov 1-Jun30
Winter
Off-Peak All Weekend Hours NERC Holiday Hours and Weekday Hours 0.679
not already considered On-Peak or Semi-Peak
Summer Jull1-0ct31
K 2.501
On-Pea Weekdays 11 am to 7 pm PST (HE 12 to HE 19)
Summer Jul1-0ct31
ek 1.342
Semi-Pea Weekdays 6 am to 11 am PST (HE 7 to HE 11)
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Weekdays 7 pm to 10 pm PST (HE 20 to HE 22)

Summer
Off-Peak

Jull1-0ct31

All Weekend Hours, NERC Holiday Hours and Weekday Hours

not already considered On-Peak or Semi-Peak

0.801

il.

Energy Only TOD Factors and TOD Periods:

Only

All Weekend Hours, NERC Holiday Hours and Weekday

% |
g TOD\, Period Days and Hours .
| Period Time-of-
% day Factor
Winter Nov 1-Jun30
K 1.192
On-Pea Weekdays 1 pm to 9 pm PST (HE 14 to HE 21)
Nov 1-Jun30
Winter
. Weekdays 6 am to 1 pm PST (HE 7 to HE 13) 1.078
Semi-Peak
Weekdays 9 pm to 10 pm PST (HE 22)
Nov 1-Jun30
Winter
Off-Peak All Weekend Hours NERC Holiday Hours and Weekday 0.774
Hours not already considered On-Peak or Semi-Peak
Summer Jul1-0ct31
1.531
On-Peak | \weekdays 11 am to 7 pm PST (HE 12 to HE 19)
Jul1-0ct31
Summer
. Weekdays 6 am to 11 am PST (HE 7 to HE 11) 1.181
Semi-Peak
Weekdays 7 pm to 10 pm PST (HE 20 to HE 22)
Summer Jull-0ct31
0.900
Off-Peak
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Hours not already considered On-Peak or Semi-Peak

Projects with full deliverability interconnections are assumed to provide the full
benefits of capacity, and thus will not receive a deliverability adder in the LCBF
assessment of their bids. Projects that choose energy-only interconnections, or that
are located outside of California ISO import points (unless dynamically scheduled),
will be treated as having no deliverability benefits and the value of full deliverability
will be added to their costs in the LCBF computation.

Due to constraints within the California transmission system, resources located
within the California ISO but outside of the SDG&E area may not be able to provide
full deliverability benefits to the SDG&E system even with a full deliverability
interconnection. In such cases, the value of full deliverability for the project will be
multiplied by the ratio of System Resource Adequacy payments to Local Resource
Adequacy payments received or made by SDG&E prior to the beginning of the next
RPS RFO. Currently, System Resource Adequacy is valued at approximately 60% of
Local. The product, which is considered by SDG&E to be the current market view of
the proportional value of system versus local deliverability within the California
ISO, will be added to the cost in the LCBF computation.

Projects within the CAISO that seek full deliverability interconnections will not
receive a deliverability adder if connecting within the SDG&E area, or a system
deliverability adder if connecting to the CAISO outside of SDG&E's area but within
California. Projects interconnecting with non-ISO California utilities that are located
in California will receive a system deliverability adder. All energy-only
interconnected projects will receive a deliverability adder. The table below indicates
the type of adder that would be applied to various project types. Note that the PPA
price that each project receives will reflect the project’s ability to provide capacity
value during the term of the contract.
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INTERCONNECTION IN SDG&E N IMPORTS TO IMPORTS TO
TYPE AREA CALIFORNIA CAISO FROM CAISO FROM
ISO; OUTSIDE WITHIN OUTSIDE

SDG&E AREA CALIFORNIA CALIFORNIA

CAISO FULL No 40% of 40% of Up to 40% of

CAPACITY Deliverability Deliverability Deliverability Deliverability
DELIVERABILITY Adder Adder Adder Adder

STATUS

100% of 60% of 60% of 60% of

ENERGY-ONLY Deliverability Deliverability Deliverability Deliverability
Adder Adder Adder Adder

5. Develop DRAFT Short List:

The draft Short-list is a first-pass ranking that lets SDG&E determine which offers are most
attractive based on a Preliminary LCBF price, which equals:

ffi For bundled products: the Above Market Costs + TRCR based transmission cost
estimates + the Deliverability Adder (if applicable) measured in $/ MW;
ffi For unbundled RECs: the unbundled REC price measured in $/ MWh.

The “Preliminary LCBF” price does not include the congestion adder (all bids are assigned a
zero congestion adder at this stage). At this point, bids have not yet been screened to determine
whether they comply with RFO requirements. Note that for projects in SB2 categories 2 and 3,
SDG&E'’s procurement will be limited by the statutory requirements and the Rim Rock
settlement (if applicable).

a. Run query to group bids based on RPS compliance and SDG&E's identified need as
follows:

Compliance Period 1: Deliveriesbetween Jan 1 2013 and December 31 2013

Compliance Period 3: CODbetween 4Q2016 and 1Q2017
Offers with deliveries outside these windows will be considered non-conforming, unless
SDG&E'’s need assessment has changed materially between the time of issuance of this 2012 RPS
Plan and the launching of the next RFO.

b. Determine RPS Compliance Period 1 Renewable Net Short (“RNS")

SDG&E’s CP1 RNS is calculated as described in Section VI of its 2012 RPS Plan.
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Given it will be 2013 by the time the RFO yields a shortlist, which is late into CP1, SDG&E
anticipates that it will place a priority on 2011-2012 unbundled RECs (e.g. no development or
production risk) and then on short-term bundled offers from existing facilities (e.g. no
development risk) to fulfill CP1 need, if any.

c. Rank all the Compliance Period 1 Bids by preliminary LCBF price until 150% of
SDG&E’s CP1 RNS is fulfilled.

SDG&E will shortlist 150% of its CP1 RNS in order to provide an additional volume of potential
projects that will be available if higher ranked projects do not materialize. SDG&E will divide
its shortlist into 3 tiers, as discussed in Section 7 below.

d. Determine SDG&E’s Compliance Period 2 RNS.

SDG&E does not expect to have a need to procure in CP2 and expects to bank any excess
procurement into CP3.

e. Determine SDG&E’s Compliance Period 3 RNS
SDG&E CP3 RNS is calculated as described in Section VI of its 2012 RPS Plan.

f. Rank all the CP3 Bids by preliminary LCBF price until one third of 150% of SDG&E’s
CP3 RNS is fulfilled.

SDG&E will shortlist one third of 150% of its CP3 RNS in order to provide a list of projects that
will be available if higher ranked projects do not materializel. SDG&E will divide its shortlist
into 3 tiers, as discussed in Section 7 below.

g. Sunrise Powerlink (“SPL”) After establishing these preliminary Shortlists, if
SDG&E finds itself short of the SPL pledge, which is not the case today, SDG&E will
consider SPL-eligible projects and add them to the shortlists to re-fill the pledge.

6. Final Short -Lists:

a. All offers in both preliminary Shortlists (CP 1 and CP 3) are screened for
conformance?. To the extent offers are not conforming, SDG&E will likely discard

1 The Compliance Period 3 need is divided by three because SDG&E expects to launch three yearly RFOs
over the next few years to reach RPS compliance in 2020.
2 Conformance check will start earlier if possible
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(given the high number of anticipated offers) or attempt to make it conforming via
discussions with the counterparty provided that the non-conformance is minor.

b. Phase 2/GIA consideration (only for CP 3 offers). SDG&E will conduct sensitivity
analyses around whether or not projects that have a CAISO Phase 2 interconnection
studies or a signed Generator Interconnection Agreements change their shortlist
status if this data, which is typically more precise, is available. If using the Phase 2
or LGIA data (as opposed to using the TRCR data) would move a project onto the
shortlist, SDG&E will do so on the basis that having a Phase 2 or an LGIA is a strong
sign of viability. If the opposite were true, SDG&E will apply judgment and endorse
it with the IE and the PRG.

c. Adding Congestion Charges. SDG&E and the IE will add the relevant Congestion
Charges to the Bids once obtained from SDG&E Transmission.

d. Qualitative Factors: SDG&E may differentiate offers of similar cost? by
reviewing qualitative factors including: (in no particular order of preference)

ffi Project Viability”

ffi Local reliability

ffi Benefits to low income or minority communities
ffi Resource diversity

ffi Environmental stewardship

ffi Rate Impacts

ffi DBE factor

e. SDG&E and the IE will then develop the preliminary Final Short-Lists that includes
congestion costs and Phase 2 study results if applicable. Qualitative factors,
including project viability or Diverse Business Enterprise factors, will be used as a
tie-breaker.

7. SDG&E’s shortlists will be organized in 3 Tiers:
- Tier1“Nominal Need”: the projects that are shortlisted because they fulfill SDG&E’s

Nominal Need, e.g. prior to applying probability weighting. SDG&E will require
exclusivity as a condition for Tier 1 shortlisting.

3 The term “similar cost” is used to indicate expected indifference by the PRG and CPUC as to the cost of
one offer or another. The PRG will have access to SDG&E’s evaluation and the quantitative and
qualitative components of those offers prior to SDG&E’s recommendation filing to the CPUC.

4 SDG&E considers project viability as a qualitative factor and relies on the Energy Division’s Project

Viability Calculator and self-scores from the bidders. For projects that SDG&E rejects due to low

viability scores, SDG&E rescores the projects to affirm the bidder did not unfairly score itself too low. For

projects that SDG&E shortlists, SDG&E rescores the project to affirm that the bidder did not unfairly
score itself too high. Projects below a certain viability threshold will not be considered for the shortlist.
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- Tier 2 “Risk Adjusted Need”: the projects that are shortlisted because they fulfill
SDG&E’s Risk Adjusted Need. For these, SDG&E will attempt to get exclusivity for a
limited period.

- Tier 3 “Contingency Need”: the projects that are shortlisted because they fulfill
SDG&E'’s Contingency Need (150% of the Risk Adjusted Need). These projects will be
shortlisted on a “stand-by” basis and counterparties will be informed of such.
Exclusivity will not be required for Tier 3 shortlisting.

a. The preliminary Final Shortlist is prepared and shared with the PRG during next
viable meeting.

b. SDG&E will consider PRG feedback before notifying bidders of whether they have
been selected for the Final Shortlist.
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RPS SHORTLIST CALCULATION
(CP1 through CP3)

10
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The table below is illustrative of the methodology that SDG&E will use to determine its need by
CP using the most updated data available at the time of the pre-bidders conference for the next
RFO. Between now and then, there will be material changes to the position and therefore needs
will be modified. The key message is that SDG&E: (i) will be seeking offers in CP1 if the
portfolio underperforms between now and the next solicitation, and (ii) for CP3, it will procure
any unmet need, net of CP2 into CP3 banking, over the course of 3 solicitations.

Compliance RPS Target Nominal Need Risk Adjusted Contingent Need
Period (GWh) (Tier 1 Shortlist) | Need (Tier 2 (Tier 3 Shortlist)
Shortlist)
1 TBD TBD TBD TBD
2 TBD None None None
3 TBD TBD TBD TBD
11
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SDG&E 2012 RPS PROCUREMENT PLAN

L I ASSESSMENT OF RPS PORTFOLIO SUPPLIES AND DEMAND - §
399.13(A)(5)(A)

A. Overview

SDG&E’s 2012 RPS Procurement Plan (“RPS Plan”) describes how SDG&E will determine its
procurement needs and how it will manage its RPS portfolio to ensure that it meets RPS
compliance targets in a cost effective manner. The RPS Plan is designed to procure Least Cost
Best Fit (“LCBF”) renewable eligible resources so that SDG&E can serve its customers
achieving the following levels of deliveries by Compliance Period (“CP”): (a) with an average of
20% of retail sales between January 1, 2011 and December 31, 2013, inclusive' (“CP1”) (b) with
25% of retail sales by December 31, 2016, with reasonable progress made in 2014 and 2015*
(“CP27); (c) with 33% of retail sales by December 31, 2020, with reasonable progress made in
2017, 2018 and 2019’ (“CP3”); and (d) with 33% of retail sales in each year beyond 2020* (“Post
2020 CP”). In order to determine how much energy to procure to meet these needs, SDG&E will
follow the Need Determination Methodology described below. SDG&E will implement a work
plan to fulfill its need, including soliciting additional multi-product and multi-term contracts
through RPS solicitations, considering bilateral proposals, utilizing banked procurement, selling
surplus generation when appropriate, and pursuing utility tax equity investment opportunities

and/or utility ownership when economical and prudent.

B. Need Determination Methodology

SDG&E makes procurement decisions based on how its prebabibity-wetshtedrisk-adjusted RPS
position- forecast (referred to herein as its “RPS position”) compares to RPS compliance
requirements, the result of which is its probability-weighted procurement need- or Renewable

Net Short (“RNS”). In order to calculate its RPS Position, SDG&E assigns a probability of

success, following a qualitative and quantitative

I L A A A L LR LR AR A A AL

! Compliance towards Compliance Period 1 goals shall be measured in accordance with D.11-12-020, Ordering
Paragraph (“OP”) 1.

* Compliance towards Compliance Period 2 goals shall be measured in accordance with D.11-12-020, OP 2.

* Compliance towards Compliance Period 3 goals shall be measured in accordance with D.11-12-020, OP 3.

* Compliance towards Post 2020 Compliance Period goals shall be measured in accordance with D.11-12-020, OP 4.
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assessment, to the expected deliveries for each project in its portfolio® and then adds the

probabilityaweishtedrisk-adiusted expected deliveries across all projects in its entire RPS
portfolio. Probabilities are used because renewable projects and their deliveries are exposed to
multiple risks and the flexible compliance mechanisms that allowed for borrowing from future
procurement have been eliminated by recent legislation.® These risks include approval risks (for
example, Commission approval and the timing of it), development risks (for example,
permitting, financing, or transmission inter-connection), -delivering risks (for example,
generation fluctuations given the variant-intermittent nature of some renewable resources, or

operational challenges), or other risks (for example, under-development transmission

infrastructure common to a group of projects).

In general, if SDG&E’s probabitity-wetshted-position-torecastRPS Position is less than the RPS

requirements, SDG&E will likely procure additional resources. If the prebabilityweighied

positien-foreeastRPS Position is greater than the RPS requirements, SDG&E will consider

opportunities to bank or sell surplus generation. In addition, in order to optimize the relative
value of renewable energy across compliance periods, SDG&E also considers short-term
contracts when, for example, it is short’ in the most immediate CP but long in the subsequent CP.
SDG&E strives to have a well-diversified RPS portfolio so that its RPS compliance, particularly
in the most immediate compliance period, is not unduly exposed to any given risk (for example,
to a given technology, region, counterparty, etc.). SDG&E’s RPS portfolio management s

abeutstrategy involves identifying needs and risks and managing them as well as possible in a

cost effective way.

The following sections explain SDG&E’s methodology for determining its procurement

need-RNS. First, the process to compute the prebabilityvwetghted-RPS positienPosition is
explained. Then, needs by compliance periods are inferred by comparing RPS requirements to

the prebabilibweighted RES-positienite

weastR PS Positions .

contracts until contract expiration (e.g. it does not assume expiring contracts will be renewed and excludes contracts
under-negotiation unless indicated otherwise) and tax equity and UOG projects where relevant progress has been

made (for example, Shu’ luuk-er-the-Selar-Enersy-Proararmy-),
® Senate Bill (SB) 2 (1X)
’ Throughout this document, the word “short” is used when the RPS forecasted-pesitionPosition is lower than the
relevant RPS requirements and “long” when the RPS forecasted-positienPosition is higher than relevant RPS
requirements.

4
1
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1. The Assessment of Probability of Success for Various Project Types as a Key

Component of Calculating the-Probabilits iwhted-HPb-PositiontForeenst NS

SDG&E must assess the probability of success of the following main types of projects: (a)
delivering; (b) approved but not yet delivering; and (c) not yet approved.® SDG&E evaluates the

probability of success for each project in its portfolio on a monthly basis in order to calculate its

RPS-probabibityweishted-position-toreeastR NS, which is the- basis for its procurement needs.
To do this, SDG&E conducts a monthly review with an interdisciplinary team and uses the most
up-to-date qualitative and quantitative information to assign a probability of success to each
individual project. SDG&E’s most up-to-date assessment is set forth in Section V below.

SDG&E applies the following methodology to analyze each project type:
a. Assessment of the Performance of Delivering Projects

Projects that have already achieved commercial operation and begun delivering energy provide
the most stable source of RPS energy when forecasting RPS procurement needs. These projects
their Power Purchase Agreement (“PPA”). However, it is crucial to consider the potential
fluctuations in deliveries that these projects can experience and the impact that such fluctuations
could have on SDG&E’s need to procure additional resources to meet RPS goals. As discussed
further in Section IV below, deliveries from these projects can be impacted by resource
availability, regulatory changes, economic environment, operational performance, and evolving
technologies. These types of fluctuations can be significant. For example, deliveries from a
selection of SDG&E’s wind portfolio differed by approximately 275 GWhs between 2010 and
2011, which equates to nearly 2% of SDG&E’s 2010 retail sales. In order to ensure RPS
compliance, SDG&E must account for these types of fluctuations, (and recognize the swings in
production could be positive). The monitoring of performance of delivering contracts and the
assessment of probabilities focuses on (a) understanding the historical profile of generation of
each project and how it has differed year on year and relative to forecasts, and (b) the operational
track record of any given generation. If the fluctuations in generation have been high and/or the

operational track record has been poor, SDG&E assigns a lower than 100% probability, which

B R LA L
8 . ~ : . . »
i See the kPS-Position-tableRenewable Net short Calculation in Section &5V below.q
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typically ranges from 90-95% across the portfolio. Adjusting forecasts when necessary is a

b. Assessment of the Development Progress of CPUC Approved Projects That Have Not
Yet Begun Delivering

Another important aspect of SDG&E’s need assessment methodology is evaluating the
development status of projects that the CPUC has approved, but have not begun delivering
energy. These projects are typically much more risky than projects that have begun delivering
because of the potential barriers that can arise during the development process to prevent a
project from being built. Permitting, interconnection, financing and other development issues
are discussed further in Section III below. SDG&E currently estimates that projects in
development will have approximately a 60% success rate on average,” making the monitoring of
development status the most critical aspect of SDG&E’s need assessment methodology.
SDG&E must account for development risks when determining its procurement needs. As with
delivering contracts, SDG&E meets internally on a monthly basis to assign a probability of
success to each of its developing projects. SDG&E’s current is assessment is provided_in the

Renewable Net Short Calculation in Section V below.

c. Assessment of the Approval Queue for Projects that SDG&LE Has Submitted to the
CPUC, But Have Not Yet Been Approved

SDG&E meets at least monthly with Energy Division staff to discuss the likely approval
timetable of projects that SDG&E has submitted to the CPUC for approval. The discussion
focuses on when the Energy Division expects the Commission to act on such contracts and any
potential timing constraints that might necessitate expedited Commission action or additional
information needed. Since the Commission has indicated that it can take action on only one
contract per business meeting,'® SDG&E works collaboratively with the Commission to develop
a work plan that results in timely approval. It is possible, however, that the shortage of Energy

Division staff or other procedural challenges can result in approval delays that can impact a

BRI L
? See section 6.5 for a list of SDG&E’s risk assessment for each individual project.

!0 E-mail from Julie Fitch, former Energy Division Director, dated December 18, 2009.
0
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project’s ability to come online. SDG&E must monitor this process closely to determine what, if

any, impact it may have on the timing of expected deliveries.
2. Assess Other Portfolio Risk Factors

Once SDG&E has determined the probability of success for each of the contracts in its portfolio,
SDG&E must also consider broader risk factors that can impact multiple projects or its entire
portfolio, including: (a) fluctuations in retail sales; (b) the progress of key transmission
upgrades/infrastructure; (c) contract termination (d) banking rules; (e) potential deficit from the
prior RPS regime; and (f) the market for resale of surplus procurement. SDG&E evaluates the
impact that each of these factors has on its portfolio on a monthly basis. SDG&E describes its

methodology for analyzing these risk factors below.
a. Impact of Retail Sales Fluctuations

Since RPS compliance is based on a GWh target that is calculated using a percentage of retail

N . ” . “ Co . 3l g -
0f 2012, SDG&E used a retail sales forecast based on the Commission s-gudance; -SDGE&E

]

SORRE e -a-forecast-based-upon-the-California Energy Demand 2010-2020 Staff Revised

Forecast Second Edition: s sdeb-enpeste-that-the G willapprave-anupdated-retpil-sales
. ; . 13 . . - L
forecastin-2042-based-upen-tled-workpapers At present, in accordance with the Commission’s

cuidance.'* SDG&E uses a forecast based upon the methodology determined in the 2010 LTPP

bundled plans. The Commission explains that the 2010 LTPP decision’® allows utilities to “use

their own forecasts for bundled retail sales for the first five vears and sesults-ofthe- CECS-2042

oy )
B g avalec—Chid 000 O a i e rnia-Ene mand-2010-2020. Stafb Bevised Eotacast
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PKavalec. Chris and Tom Gorin, 2009. California Energy Demand 20102020, Staff Revised Forecast —

Second Edition. California Energy Commission. CEC 2002009012 'SF REV. SDG&E adjusted the actual RPS
forecast in April 2010 1o align the RPS forecast with a rate case forecast, resulting in forecast loads approximately
1% Jower than the bundled retail sales presenied for SDG&E in the original CEC forecast. This adiustmoent had an
imumaterial impact to SDG&E’s RPS need assessment.

" Administrative Law Judee’s Ruling (1) Adopting Renewable Net Short Calculation Methodologv (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Undates 1o 2012
Procurement Plans dated August 2. 2012,

Bpa12'o1 §O33~"mecégémﬁpumvm -Modified-Bundled-Procurement-Plansdated-anuary-12,72012)3
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standardized planning assumptions thereafter’””.  Since SDG&E s current retail sales forecast

wit-showis lower expeeted-retail-sales-than the 2040-forecast prowvided —Hused in its nitial

2012 RPS Plan filing”. SDG&E’s current RNS is also lower. SDG&E weremonitors its retail

sales forecasts on a monthly basis in order to base-#s-RPS-need-forecast
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-Administrative Law Judee’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2
Incorporating the Attached Methodologv into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 2012 4
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b. Impact of Solar Panel Degradation

Contracts with solar PV developers incorporate a degradation factor which is used to forecast the
project’s performance over time as the panels age and become less efficient. As part of its RPS
position calculation (both nominally*® and probability weighted), SDG&E incorporates this
contractual degradation factor in its probability weighted delivery. However, actual degradation
can be higher or lower than the contractual degradation assumed. Over the next 2 years, as most
of the larger Solar PPAs come online, SDG&E will add the monitoring of this variable as part of

its RPS portfolio management practices.
c. Impact of Key Transmission Upgrades and/or Infrastructure

Transmission has long been recognized as a barrier to achieving RPS goals. SDG&E monitors

the status of key transmission upgrades, such as the Sunrise-Rowerbnlctransmission-hneEee

]

Substation-andbco DREW SubstationSubstations, on which multiple SDG&E RPS projects
depend, in order to assess the potential impact of their delay or failure. Absent the deliveries that
rely on these three key upgrades, SDG&E’s need would increase materially, as shown in Table 2
in Section V below. The analysis presented bv SDG&E herein assumes that these transmission
upgrades will be completed according to the current schedule. SDG&E continues, however, to
monitor the progress of these transmission upgrades in order to assess potential delays and the

corresponding potential need for incremental purchases.
d. Impact of Contract Renewal

SDG&E began signing RPS contracts in 2003, most of which had terms of 20 years. Some of
these contracts are expected to deliver through 2023, and will impact SDG&E’s procurement
needs for the post 2020 Compliance Period. Some contracts for renewable energy procurement,
however, were signed before the institution of the RPS program. Some of these contracts are

scheduled to terminate during Compliance Period 2 and Compliance Period 3. As part of its RPS

o . . . - o . .
] position calculation, and in accordance with Commission direction” , SDG&E does not assume

A A A L A A L AL A LA R A R A A R A B AR A AL
2 Nominal RPS position refers to a position estimated assuming that deliveries from contracts will occur as
expected 100% of the time.

l *“Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)

Incorporating the Attached Methodology into the Record. and (3) Extended the Date for Filing Updates 1o 2012
Procurement Plans dated August 2. 20124
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that these projects will be renewed. Owners of these projects will be asked to bid such projects
into future RFOs to compete with other options that SDG&E has at that time. SDG&E believes
that ratepayers will benefit from this additional supply being submitted into competitive

solicitations.
e. Impact of Contract Termination

As part of its contract administration process, SDG&E actively monitors upcoming contractual
conditions precedent that developers must meet (or waived) in order for the contract to continue
to be viable. When SDG&E is the beneficiary of a condition precedent that may not be or has

not been met, SDG&E will consider terminating the contract.
f. Impact of Banking Rules

RPS rules allow SDG&E to bank excess procurement from one compliance period for use in
another, with exceptions for short term contracts and products that meet requirements for §

399.16(b)(3) products (“Category 3”).*> Fhe-In accordance with Commission is-eurrenths:

okctrgweth-stekeholders-o-bmplementthisrale-but-has-potvettssued-a-tinal-deetsion
sstablishinewith-speeificity-whatdirection” . SDG&E assumes for purposes of calculating its
RNS that eligible excess procurement-may-be-counted-as-banked-excess: —SDGE&E-continuesto
monitor-this-process-closelyto-assess-howsuchrales™ will impaet-its-abilitto-bankexeess

procurementfor-usebe utilized in future compliance periods—ta-particular.” . SDG&E’s

besnlangexcess procurement position will be impacted by whether the Commission permits

SDG&E to include generation from its Cabazon and Whitewater Green Attributes Purchase and
Sales Agreements (“GAPSASs”) in its excess procurement bank. SDG&E has explained that

these agreements meet the requirements for contracts to “count in full” towards RPS

11ii1i1AAAREARAERAARRRAR AR AR AR AR R RAA AL

22 Public Utilities Code § 399.13(a)(4)(B). All statutory references herein are to the Public Utilities Code unless
otherwise noted.

*¥ Administrative Law Judee’s Ruling (1) Adopting Benewable Net Short Calculation Methodology ()
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates 1o 2012
Procurement Plans dated Augusi 2, 2012

1O il Furen oo TR Py N s 4 o i1 s oy D et i 4% o
e X v gy eyl pareil 3 2k 1L L300
£ 5 e 1 & 6 s el

el P

“ pules reeardine excess procurement are set forth in D 12-06-038 (Decision Setting Compliance Rules for the
Renewables Porttolio Standard Program dated June 27. 2012).

26 “ g - . . w
“ Note that SDG&E mav also manage excess procurement by selling such products when doing so would benefit

107

SB GT&S 0721667



requirements, and that such grandfathered contracts should count towards its excess procurement

27 e ~ Lo , . .
bank.”" The Commission has directed that erandfathered contracts do count towards excess

procurement. but it has not vet provided direction on whether the GAPSAs gualify as

orandfathered confracts. The Commission’s direction on this issue will determine whether

SDG&E is able to carry forward a potential excess procurement bank in CP1.** In CP 2,
SDG&E expects that it will be able to bank potential excess procurement (into CP3) under all of

the scenarios that have been contemplated by the Commission.

A A A A AL R LA AL A A L LA R R A A A AR A AR R L

" San Diego Gas & Electric Company Opening Comments on July 15, 2011 Ruling Requesting Comments on New
Procurement Targets and Certain Compliance Requirements for the Renewable Portfolio Standard Program, filed
August 30, 2011 in R.11-05-005.

*% See the RPS Banking Analysis table in Section V below
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g. Impact of the Letentict-Deficit From 2010 RPS Program

Based on the Commission’s recent preposed-decision on RPS compliance rules,”” SDG&E must

sonsider-the-pessibihity-that--will-be-required-te carry forward a deficit from the former RPS

regime, which required that retail sellers achieve 20% by 2010. Although SDG&E met these
goals based on prior flexible compliance rules,”® the sreposed-decision indicates that new—sales
petential-deficit in its need assessment for CP1 based on the methodology provided by the
propesed-decision. SDG&E’s calculation of this petentiai-deficit is provided at Table 53 in

Section V below.
h. Impact of the Resale Market

SDG&E will closely monitor opportunities to sell excess procurement. SDG&E will assess the
market when the opportunities arise to determine whether banking such excess procurement for
use in a future compliance period or trying to sell it in the market is more advantageous for

SDG&E ratepayers. If SDG&E believes that the current market price is high and expects that it
will be able to fulfill any future needs with more economic options, it may choose to sell excess

procurement instead of banking it.
i. Impact of Rim Rock Settlement

In July of 2011, the Commission approved a settlement agreement between SDG&E, NaturEner
Rim Rock Wind Energy, LLC, the Division of Ratepayer Advocates (“DRA”) and The Utility
Reform Network (“TURN?) (together, the “Settling Parties”) to make a tax equity investment in
the Rim Rock wind project located in Montana.”’ As part of the settlement agreement, SDG&E
— subject to Rim Rock becoming operational and SDG&E making a tax equity investment in the
project — agreed not to procure any incremental RECs from projects that are neither directly
connected nor dynamically scheduled to a California-based Balancing Area Authority (“CBA”)
if such purchase would cause SDG&E to meet more than 25% of its RPS requirements with such

RECs through December 31, 2017. Since SDG&E has already procured this type of out-of-state

*_Propesed Decision Setting Compliance Rules for the Renewable Portfolio Standard Program, supra, note +720.
¥ SDG&E’s August 2011 RPS Compliance Filing dated August 1, 2011.
3! See D.11-07-002.
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generation up to the 25% limit established by the settlement, SDG&E is currently precluded
from purchasing RECs from out-of-state projects that are not dynamically scheduled to a CBA,
through the end of 2017. If Rim Rock does not become commercially operational or SDG&E
does not make its tax equity investment in Rim Rock, this restriction will be removed and

SDG&E will consider additional REC purchases in the period between 2012 and 2017.

3. Determine —omplianee-NeedsRNS for Each Compliance Period
After probabilities are assessedassigned to each project, SDG&E’s probability-weishted-RES

positenftorecastRNS is calculated by multiplying the forward contractual delveresdelivery
adding those generation profiles across the portfolio.”* The discussion below describes

SDG&E’s current procurement-needsforecasted RNS for each compliance period based on its

assessment as of Maw+4August, 2012. More detail on SDG&E’s needs in each compliance

period is provided in Section V below.
a. Compliance Period 1 Procurement Needs

SDG&E intends to meet CP1 goals by maintaining a 20% procurement level in 2011, 2012, and
2013 on average. Based on deliveries from SDG&E’s current portfolio of -executed contracts,

before applying any srebabilittes-ofsueecessrisk adjustment, SDG&E would be able to meet CP1

requirements without additional procurement. Based on the probabiitywershtedrisk adjusted

portfolio in CP1, in order to meet the 20% requirement, SDG&E must-complete-one-contract

ader-negotiation” -and-perhapsmay have to conduct a relatively small unbundled REC purchase

(in accordance with the Rim Rock settlement discussed in (I)(B)(2)(i) above) to offset the deficit

carried into CPl-approvalibthe-pending-eomphaneePhis-approved-as-proposed-, Going

4

forward, if relative to the current prebabihtweishtedrisk adjusted position, delivering projects
underperform, developing projects fail or are delayed or if CPUC approvals are delayed (or not

obtained), SDG&E will make additional purchases focusing on short term contracts (emphasis

BRI

32 As explained above, SDG&E’s practice is to exclude contracts under-negotiation and to not assume renewal for
an expiring contract.

2 GAPS As for-the-Green-Attributes-of the- Whiteveater and-Cabazon Wind facilities-in-2012-and 2013
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on in-state unbundled RECs**). The rationale for focusing on either unbundled RECs or short-
term bundled contracts is minimizing ratepayer cost in light of SDG&E’s position in CP2.
Lastly, if the generation from the relatively large volume of SDG&E projects anticipated to
begin delivering in 2013 materially surpasses the current probability assessed profile and the

become a seller in mid-to-late 2013.
b. Compliance Period 2 Procurement Needs

Based on current projections, SDG&E expects that it will meet Compliance Period 2 RPS goals
with generation from contracts that have been executed together with the deliveries of tax equity
and UOG initiatives where relevant progress has been made.” SDG&E intends to manage
potential over-procurement by banking it for future compliance needs, terminating contracts

where conditions precedent are not met, and/or selling such excess procurement.
c¢. Compliance Period 3 Procurement Needs

Based on SDG&E’s current probability weighted RPS position forecast, the company expeets
temay need to conduct new renewable eligible purchases (from either new Geeenbfieldgreenficld
projects, renewal upon expiration of existing contracts, or other available existing facilities) to
meet its CP3 RPS requirement, 33% by 2020. The level of new purchases will be subject to the
level of banking, if any, related to potential excess procurement in CP2 into CP3. SDG&E
intends to fill this remaining need with viable low-cost opportunities from solicitations in 2012,

2013 and 2014, and with potential tax equity investments.
4. Utility Tax Equity Investment and Utility Ownership Opportunities

SDG&E participation as a tax equity investor in renewable projects enhances project viability
(through securing of financing) and decreases costs for ratepayers (given SDG&E’s cost of
capital relative to renewable financing market). Tax equity investments by utilities and other

non-traditional investors are particularly important in the future in light of the phase out of the

BRI U

** The strategy will be different if multiple large projects fail and SDG&E must replace large portions of its
portfolio.

** Includes Shu’luuk Wind and the Solar Energy Program.
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Cash Grant.*® Without the Cash Grant, developers without a sizable balance sheet rely on tax

equity investors to monetize renewable incentives such as the Investment Tax Credit.

SDG&E’s experience with tax equity investment has been favorable. The Rim Rock project
(discussed above) was approved by the CPUC and the FenesalFederal Energy Regulatory
Commission (“FERC”) and has an expected online date in Q4 2012.*7 SDG&E’s Shu’luuk
project is currently under negotiation for an expected online date in 2014. SDG&E intends to
submit this project for Commission approval in 2012. Anticipated deliveries from these projects
have been incorporated into SDG&E’s forecasted RPS procurement need based on the
probability of success that SDG&E assigned to them according to the process described above.
SDG&E is also considering additional tax equity investment opportunities in two to three
projects where: (a) its involvement might enhance viability of a project with an existing contract;
and/or (b) where a promising cost competitive project with an online date just prior to the start of
CP3 may have a positive socioeconomic impact, potentially involving a Diverse Business

Enterprise.

SDG&E also continues to make progress on its Solar Energy Project,”® pursuant to which
SDG&E will build 26 MWs of utility-owned solar photovoltaic projects. SDG&E held a request
for proposals in the fall of 2011 and is currently negotiating contracts with shortlisted
contractors. SDG&E expects construction on these projects to begin in 2014. Anticipated
deliveries from these projects have been incorporated into SDG&E’s RPS procurement need
forecast. Additional UOG opportunities are not anticipated at this time, but may be considered if

economic and prudent.

I1. POTENTIAL COMPLIANCE DELAYS- § 399.13(A)(5)(B)

The market for renewable energy is dynamic; multiple factors can impact project development
and SDG&E’s attainment of its RPS goals. The following discussion covers the major issues
affecting both renewable project developers and SDG&E. It begins with the transmission,

permitting, and financing hurdles faced during project development, and continues through the

AR AL A L A L A A A AL AR A LR R L A R A R A A A L

*® The American Recovery and Reinvestment Act of 2009 (H.R. 1), enacted in February 2009, created a renewable
energy grant program that is administered by the U.S. Department of Treasury. This cash grant may be taken in lieu
of the federal business energy investment tax credit (“ITC”).

*’D.11-07-002.

** Approved by D.08-07-017.
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challenges experienced as a project matures — viability, debt equivalence, accounting issues, and

regulatory uncertainty.
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A. Transmission & Permitting

1. Interconnection Facility Delays

The timely approval, permitting, and completion of interconnection facilities are crucial to the

successful development of SDG&E’s renewable portfolio. Currently, the key transmission

facilities that impact SDG&E’s portfolio are: the Sunrise-RPoweskinl—the-ECO sub-stations and
the DREW switchyard. Unsuccessful development of these facilities will materially impact
SDG&E’s renewable portfolio.

hen-the-Sunrise-Powerkilegoesinte-servieerexistingbExisting transmission constraints between

Bl

the Imperial Valley and the San Diego load center sw-behave been largely resolved- with the

construction of the Sunrise Powerlink. However, the addition of the Sunrise Powerlink-fwith

seted-ir-serviee-date-June-20424 and the signing of multiple PPAs in the Imperial Valley
region do not, by themselves, guarantee the successful construction and interconnection of
renewable generation facilities. SDG&E and developers are now focused on building the
interconnection and network facilities necessary to interconnect and deliver this renewable
energy to the transmission system, and they are facing significant permitting challenges. An
example of these interconnection facilities is the proposed 230 kV “DREW” switchyard in
Imperial Valley that will act as a collector switchyard for multiple renewable projects to connect
to the transmission system with one line, reducing environmental impacts. However, as with
any new construction of transmission infrastructure, there are environmental, permitting issues,
and other challenges (mainly uncooperative land owners, and/or opposition from nearby
residents) that can impede timely progress. Permitting has proven particularly difficult where
land owners or permitting authorities have their own commercial interests that may compete with
those of the renewable developers. Additionally, as is the case with the proposed ECO
substation, which is designed to improve grid reliability for Eastern San Diego and also serve as
a hub to connect and deliver renewable projects to San Diego, regulatory approvals are still

pending causing uncertainty developers whose projects rely on this upgrade.

17,
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2. Interconnection Study Process

The California Independent System Operator’s (“CAISO”) process for determining required
upgrades for renewable projects can cause significant delay and expense. SDG&E protects
ratepayers by establishing transmission upgrade cost limits and including conditions precedents
in the PPA whereby if the upgrade costs are higher than the thresholds established in the PPA,
the contract can be terminated. In the past, developers have had to wait years for study results
and in some cases have been faced with extremely high upgrade costs that make their projects
unviable. Recent changes in the CAISO’s approach for identifying network upgrades that
provide interconnecting renewable generators with fully deliverable status appear to be reducing
transmission funding hurdles for new generators. However, the process is still under

development and SDG&E expects that this area will continue to be potential challenge.

3. Bureau of Land Management (“BLM”) Delays

Uncertainty surrounding the availability and timely issuance of Right-of-Way Grants from the
BLM creates development risks for project development. The BLM process established to
secure land rights has proven to be time-consuming - creating uncertainty, scheduling challenges
and corresponding problems with project elements such as financing, permitting, engineering,

procurement and construction (“EPC”) contracts and supplier contracts.

B. Project Finance, Tax Equity Financing, and Government Incentives

Financing is key for the successful development of renewable projects. Two areas of financing
are of primary importance: (i) project financing relied upon to construct the project; and (i1) tax
equity financing relied upon to monetize tax benefits such as the Production or Investment Tax
Credits. Project Financing has traditionally been provided by financial institutions and costs and
availability is a function of the overall health of the financial system. Tax equity financing has
also traditionally been provided by banks or large corporations. In order to successfully finance,
renewable projects generally need to: (i) complete permitting, (i1) have a long-term fixed price

PPA from a credit-worthy offtaker, and (ii1) have a bankable (or proven) technology. With the
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phase out of the Cash Grant and current turmoil in financial markets, non-traditional investors
are key to the success of the renewable energy industry. Non-traditional investors include a
wider institutional investor reached by projects issuing a security, or utilities and other

corporations with tax appetite as tax equity investors.

The extension of the Federal Production Tax Credits (“PTCs”) expiring in 2012 and the
Investment Tax Credits (“ITCs”) expiring in 2016 will be critical to the sustained success of
renewable energy in the United States. The PTCs and ITCs currently represent about 33% of the
economic value of renewable projects and without them, the relative competitiveness of

renewable energy relative to fossil fuels, will be severely impacted.

C. Solar Panel Risk and Project Viability

SDG&E may be subject to industry and technology risks when selecting solar power projects to
meet its RPS goals. For example, the industry is undergoing significant consolidation and
attrition of market participants. Numerous manufacturers are experiencing severe financial
difficulties or have gone bankrupt in response to intense competition and the significant declines
in market prices. The risk to SDG&E is that the viability of some low-cost projects may depend
on specific manufacturers that might go out of business, forcing the developer to seek other
sources. Or, more significantly, the price of panels may increase before the purchase is final and
greatly reduce the viability of the project. More industry shakeout is anticipated but prices are

expected to stabilize, or increase, once the excess supply is absorbed by the market.

SDG&E also faces technology risks. The company tries to manage technology risks through
diversification. For example, photovoltaic panel materials and manufacturing processes vary
significantly. There are proven technologies with long operational and performance histories,
but there are also newer technologies that have not yet been proven over the typical 20 year
contract term. Final technology choices are made by project developers. The risk to the
company is that a solar facility may fail to perform as intended due to panel failure or
degradation, causing it to fall short of the minimum power delivery requirements. In this case

the developer is subject to penalties but, if the failure is too great, the developer may abandon the
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project. Filing claims under solar panel warranties might be complicated further if the
manufacturer is located overseas or is out of business. Such a catastrophic project failure with
limited ability to cure through warranty claims could leave a significant short term deficit in the

annual RPS goals.

D. Debt Equivalence & Accounting

Two other issues may challenge SDG&E’s ability to achieve its RPS goals. The first involves
debt equivalence. As SDG&E executes an increasing number of PPAs, the cumulative debt
equivalence of all these agreements may greatly affect SDG&E’s credit profile and,
consequently, its financial standing. Rating agencies include long-term fixed financial
obligations, such as power purchase agreements, in their credit risk analysis. These obligations
are treated as additional debt during their financial ratio assessment. S&P views the following
three ratios, Funds From Operations (“FFO”) to Debt, FFO to Interest Expense, and Debt to
Capitalization, as the critical components of a utility’s credit profile. Debt equivalence
negatively impacts all three ratios. Unless mitigated, a PPA would negatively impact SDG&E’s
credit profile by degrading credit ratios.

The second issue relates to Accounting Standards Codification (ASC) 810 Consolidation, which
includes the subject of Consolidation of Variable Interest Entities previously referred to as “FIN
46(R)”. Application of ASC 810 as it pertains to Consolidation of Variable Interest Entities
(VIEs) could also impact SDG&E’s ability to sign new contracts. As part of SDG&E’s overall
internal review and approval process for new PPAs, SDG&E conducts a review of whether each
such PPA will be subject to consolidation under ASC 810. Under ASC 810, no renewable PPA
has been deemed subject to such consolidation, however, ASC 810 requires SDG&E to perform
an evergreen assessment for those contracts which are considered VIEs. For this reason,
SDG&E believes that it is required to assess quarterly each contract or category of contracts to
ensure continued compliance with ASC 810, to determine whether or not SDG&E must
consolidate a Seller’s financial information with SDG&E’s own quarterly financial reports to the
Securities and Exchange Commission. In particular, wind, solar, geothermal and bio-gas

renewable Sellers could be impacted.
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Application of ASC 810 could challenge SDG&E’s ability to achieve its RPS goals, and add
further costs, and risk to execution of new renecwable contracts. If SDG&E determines that
consolidation is required, a Seller must open its books to SDG&E and submit financial
information, on a quarterly and monthly basis, as specified in SDG&E’s contract language for

the duration of any agreement.

All PPAs are affected by either debt equivalence or ASC 810 requirements. The Commission is
well aware of the negative impact of debt equivalence on SDG&E’s credit profile. AB 57
requires that the Commission adopt procurement plans that, among other objectives, enhance the
creditworthiness of the utility. ASC 810 will affect SDG&E’s reported financial data and may
have a negative impact on SDG&E’s balance sheet and/or credit profile. ASC 810 could impact
SDG&E’s capital structure on a consolidated basis and cause it to be misaligned with its

authorized capital structure.

In order to rebalance to SDG&E’s authorized capital structure, SDG&E would be required to
infuse additional equity to offset the additional debt. Given that SDG&E will be executing
contracts for 20% or more of its overall portfolio to meet its RPS goals, SDG&E anticipates that
the Commission will address and mitigate the resulting overall impacts of debt equivalence and
ASC 810 to SDG&E’s capital structure in the context of SDG&E’s recently-filed cost of capital
application for test year 2013 filed on June 20, 2012.

E. RPS Cost Containment

The Commission is in the midst of implementing the changes to the RPS Program established by
Senate Bill 2 (1X). As a result, full program details are not yet final which creates regulatory
uncertainty. Two important outstanding items affecting procurement are RPS cost containment

and Compliance proceedings.

An Energy Division staff proposal regarding RPS cost containment is anticipated later this year,

with a proposed decision possibly being released in Q1 2013. The decision is expected to
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implement a cap on the amount of money that retail sellers can spend in an effort to meet RPS
goals. Certainty surrounding this potential procurement limit will not be achieved until the final
year of Compliance Period 1. This makes it difficult for IOU’s to be proactive. It is unclear at
this time what the limitation will be for SDG&E, how it will relate to the procurement dollars
spent and contracts signed as of the date of the final decision, and how it will interact with the

other requirements of the RPS program.

III. PROJECT DEVELOPMENT STATUS UPDATE - § 399.13(A)(5)(D)

As described further in Section I above, SDG&E regularly evaluates project development status
to assess each project’s ability to begin deliveries in a timely manner. SDG&E’s portfolio of
renewable energy resources currently under contract but not yet delivering generation are in
various stages of development. It is anticipated that projects will enter commercial operation
consistently from 2012 to 2015. Projects under development generally require numerous
permitting approvals, generator interconnection, financing, and completion of construction
before they can achieve commercial operation. Each of the above issues adds significant risk to
the development of a project and can directly impact the success or failure of a project.
SDG&E’s experience is that achieving all of these milestones represents a significant challenge
for developers. Although a developer’s experience may improve a project’s ability to achieve

commercial operation, it does not insure that a project will be successful.

SDG&E saw increasing challenges among developers to secure financing after the United States
entered the 2008 recession. Subsequently, as more projects were proposed in desert regions,
permitting approvals took longer than developers expected due to increased scrutiny of
environmental issues and permitting agency coordination efforts. Today, as many projects are
obtaining agency permit approvals, there seems to be an increase in litigation challenging the
CEQA/NEPA process potentially causing delays while claims are resolved. Throughout this
period, the time to study and construct generator interconnection upgrades has grown much

longer and significantly more expensive to the developer.

Each project bears significant development risk to resolve all issues necessary to meet
commercial operation. SDG&E currently believes that a majority of projects can meet their

commercial operation dates either on schedule or within the prescribed cure period. However,
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SDG&E does have projects that are experiencing possible development issues that could affect
their ability to meet commercial operation. SDG&E’s need assessment methodology, described

in Section I above, takes all of these risks into consideration.

IV. RISK ASSESSMENT - § 399.13(A)(5)(F)

SDG&E also evaluates the risk that delivering projects will underperform. In SDG&E’s
experience, renewable projects have relatively low risk of non-performance. By achieving
commercial operation, developers have made significant investments into the projects and are
receiving timely payments for energy delivered. Developers are subject to penalties if they do
not meet contractual requirements to supply at least the minimum energy contemplated.
However, over the past decade, SDG&E has observed some dynamic factors that may affect

power production from delivering projects:

- Resource Availability: For example, a bad wind year can greatly impact a wind facility’s

performance. Although the contract requires damages for underperformance in an effort
to protect ratepayers, a bad wind year can still have an impact on SDG&E’s ability to

meet its RPS goals, as described in Section I above.

Regulatory Changes: For example, the expiration of subsidies, such as the Public Goods
Charge or the Production Tax Credit, lowers the revenue stream for RPS developers, and

can lead to non-production or lower production.

Economic environment: Specifically, the interest rates and flexibility of financing
arrangement entered into by developers can impact the project’s success. Long term
project financing arrangements with unfavorable terms can lead to project failure or

lower production.

Operational Performance: For example, a facility can experience unexpected mechanical

failures that impact performance.

Evolving technology: Facilities with older generation-technology that is no longer

supported by the manufacturer can cause project failure or lower production. This
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problem is arising now for older RPS projects, and could repeat itself in 20 years when

the projects being signed today begin to age.

SDG&E’s assessment that current projects are at a low risk of non-performance is based on the

above risk factors remaining relatively stable.

V. QUANTITATIVE INFORMATION- §§ 399.13(A)(5)(A), (B), (D), (F)
The following tables provide background data for SDG&E’s need assessment as of May 2012.
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-RPS Sensitivity Analysis: this table provides a summary of the impact of some

of the key factors that can impact RPS performance.
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*0.0% stands for 23.8% of retail sales in CP1
= (1.0% stands for 41.9% of retail sales in CP2
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Table 32 — RPS Banking Analysis: this table provides a detailed analysis of the impact that the
determination of whether the Cabazon and Whitewater GAPSAs are considered compliant with
the “count in full” requirements of 399.16(d) (i.e. are “grandfathered™}-and-whethersueh

orandfathered deliverieo oo LA o S e RIS YN 0 DR P Py | AT =TI Y e ey
3oy an A A 4 T SR i L .

1,
s v gy (s L iy 29

Scenario 1: Cabazon/Whitewater GAPSAs are considered grandfathered

EEEe e P Nomimal | CPETW

Total RPS Deliveries(MWh) 12,226,188 23,010,527 - 31,152,915 19,882,682

RECs* (MWh) 0 0
Short-term Contracts™ (MWh) 0 0
Total RPS Bankable Deliveries (MWh) 31,152,915 19,882,682
RPS Target (MWh) 23,202,248 23,202,248
Above or Below Target Above Below
Bankable Energy (MWh) 7,950,667 (3,319,565)

Banking brought forward from Previous CP (MWh)
JBankable Energy+ PreviousCP Bank (MWh)

|
N

Scenario 2: Cabazon/Whitewater GAPSAs are considered Category 1

pea e e PNl | G

Total RPS Deliveries(MWh) 12,226,188 23,010,527 31,152,915 19,882,682
RECs* (MWh) 0 0
Short-term Contracts*™ (MWh) 0 0
Total RPS Bankable Deliveries (MWh) 31,152,915 19,882,682
RPS Target (MWh) 23,202,248 23,202,248
Above or Below Target Above Below
Bankable Energy (MWh) 7,950,667 (3,319,565)

Banking brought forward from Previous CP (MWh)
JBankableEnergy+ PreviousCP Bank (MWh)

*Includes2010 RECs from Sierra Pacific (in-State).
** Includes Silicon Valley Power, Calpine, Edison 1 & 2 and Mesa.
*** Assumes all grandfathered contracts are not subject to SB2 banking restrictions
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Scenario 1 - Cabazon/Whitewater GAPSAs are Gran

TotalRPS DeliveriestMWh)

12,318,519 23,184,345

e SR T S

Unbundled RECs* (MWh)
Short-term Contracts™ (MWh)

Total RPS Bankable Deliveries (MWh})
RPS Target (MWh)

Above or Below Target

Bankable Energy (MWh)

31,451,135 22,638,025
0 0
0 0
31,451,135 22,638,025
22,212,560 22,212,560
Above Above
9,238,575 425,465

Banking brought forward from Previous CP (M}
Bankable Energy + Previous CP Bank (MWh)

Scenario 2- Cabazon/Whitewater GAPSAs are Catee

T e
e R P omin |

TotalRPS DeliveriestMWHh) 12,318,519 31,451,135 22,638,025
Unbundled RECs* (MWH) ' = 0 0
Short-term Contracts™ (MWh) 0 0
Total RPS Bankable Deliveries (MWh}) 31,451,135 22,638,025
RPS Target (MWh) 22,212,560 22,212,560
Above or Below Target Above Above
Bankable Energy (MWh) 9,238,575 425,465

Banking brought forward from Previous CP (MWh)
Bankable Energy + Previous CP Bank (MWh)

Fable Lyiina ERatall Gal e tohle el P TP 1 TN N W e
gy v b e W Y A D, i LY L= L L. . e L w g B L. L= A L3 Bt
- . vl wetosl coaleo o ok A SIS R b o el o nte cotasl oo loe freom oo
K«}K‘J W v e i [ I W [ o | A w5 i e o bt I o L,

2018

2019

OriginaRS(MWh) 16,249,031 8,595,626 | 18,873,220 19,154,172 19,454,994 19,759,758
OrignialRS embedded growthrate 1.4% 1.5% 1.5% 1.6% 1.6%
[AdjustedRS withembedded rate 16,249,031 17,595,979 | 17,858,650 18,124499 18,409,150 18,697,530
Generation(MWh)- Nominal 3,380,171 8,193,487 8,195,990 7,812,768 7,673,622 7,470,535
Generation(MWh)- Prob Weighted 3,380,171 5,349,684 5,330,863 4,990,805 4,869,324 4,691,690
Deliveries0MWh) — Nominal 1 31,152,915

Deliveries — Prob Weighted 19,882,682

RPS. Target _ —— 23.202.248

Table-83 - Impact of Potential Deficit From Prior Compliance Regime:
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KPS Procurement and Targets (MWhy I ;;;;;;; soes | R TURA TR soos Sove o Sois S5 010
Bundled Retail Sales 15,043,865 15,811,591 16,001,516 16.846.888 17,056,023 17.409.884 16,993,872 16,282,682
Total RPS Eligible Procurement 549,856 677.852 825,302 899,520 880,777 1,047.441 1,784,441 1,940,129
AnnuaProcuremenilarget(APT) | 296073 | 46511 | 604627 | .. 7eaed2 1 BIAL ) L103.671  f 1277770 | 3236536
IncrementaProcuremen arget(IPT) N/A 150,439 158,116 160,015 168.469 170,560 174,099 1,978,766
[Preliminary Procurement Surplus/(Deflci | 2378 L BLML L 220675 | 13878 G233 | GeBH | 6670 1. (A316408)
2010 ActnalProcurementPercentage 2003 2004 20605 : 2006 2007 2008 20609 2010
Surplus Procurement Bank Balance as of Prior Year 0 7 253,783 485,124 ' 705,798 840,677 788,342 732,112 ' 1,238,782
Applicationof Banked Suiplus Procurement to P '

Current Year Deficit (52.334) (56,231) (1,316.408)
Adjusted Curvent Year Annuai Sarplas Procarement 253783 ;;;;;;;;;;;;; i 341 ;;;;;;;;;;;;; 220675 ;;;;;; ;;;;;; : 34878 ;;;;;;;;;;;;;; R R R 506670 e g
Cumulative Surplus/(Deficit) Procurement Bank 7 ¥ F ¥ F 4
Balance Carried into CP1 L 253783 485,124 705,798 L 840677 788,342 732,112 1,238,782 (77.625)
s T 1IN s YRV I )] Tl AR 4 o £ k
LS A ’y T . W ok W vy A AN SN
Tl ol t e ] I ideatho dota baland T s gpesk ol lie st tend. oead 5 y ot
3 \Gr &N rhe, (Faa Pk (R % et S g [ s b g s Pt han g van T
sy E DA os, 2010 Tl £ IR TEY T e SVt TR Y 1rded n.-eackh ol
[0 W 3 * Ly ERW e LS o, EESY S E.J W 4 v Iy t,
Sk Tialivarimo (o omtranta’’ ol Al e voeie ottt G mdlied toneani
It T T (A% M % & A MG E S Lo e 7 L phas Tt et et i 3
£ihe dal Y W TR TR W Ty e
LW N 2 X K ILZ:, AWy ™ LS i EJW [ WS L
Dok Do elominoe O onteanta’ toly, o] o raaecensepatethot QT L v lied fon ool
5 I‘L/ e 0D B K. [ [ =& 4 [RE R LWy [S A=y ™ % [y [ oo LY ¥ o K«}K‘Jﬂk " e
£1 Jes e o Wy SR LW r TP ey 2
LW sy A K )‘X‘J I‘Lw T - i LS i EJW SRS
CIIA NP=E ot Latroan’’ taly,. o : I Sl malonslatoe SN ot © o427 pvoeeiodd, tint by
LA 4 (R SNV S a ek L L) LV s e 14 v (A havs el 44 e ok s e

\\*

Renewable Net Short Caleulation:

The tables below provide the data behind SDG&E s RPS Risk Adjusted Net Short Calculation
3

as of Auwust, 2012 and includes the outputs required by Administrative Law Judee’s Ruling

Adopting Renewable Net Short Calculation Methodoloey (2) Incorporating the Attached

Methodologvy into the Record, and (3) Extended the Date for Filing Updates to 2012
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Procurement Plans, dated August 2. 2012, A discussion of this analysis 1s nrovided in Section

V1below.
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SDG&E Residual Net Short for RPS Procurement - August 13, 2012 crm cr2
Variable Calculation ltem . 2012 . 2013 @ﬁﬂ . 2013 . 212 2016 ;’;{}Eé-
e Expected | Forecast 2013 Forecast Forecast Forecast 2016
T Forecast Year ) ) 1 ) 2 3 4 .
A Bundled Retail Sales Forecastty 18,074
B RPS Procurement Quantity Requirement % 20.0% 20.0% 20.0% 21.7% 23.3% -
C RPS Procurement Quantity Reguirement
Da 1,532
Do
De - - 2 2 138 927
D Do+ Dp+ D Net RPS Position® L. v
E D/A Net RPS Position (% of Retail Sales 32.2%
F D-C GWh Gross Surplus (Deficit 1309
G s applied -
H Ft G Net Surplus {Deficit] after banked RECs applied 1,309
1 s from short-term conlracts signed after 6/1/10 -
i L o under
K of Cal 3 RE B B - - - - - -
L RECs eligible for excess procurement
Excess Procurement for CF
REC Bank Balance
o) . . . . . . .
Q Total Risk-Adiusted Generation 5827
P Ageregate delivery failure rate - new projects® 374%
Q Aggregate delivery failure rate - existing projects®¥ 81%
R A X Voluntary Margin of Overprocurement 1,309
Voluntary Margin of Overprocurement (imp 7.2%
C-0O+R Annual RPS Risk-adjusted Net Short (Long) -

(1) 2011 values are actuals; 2012 actuals include year-to-date actual deliveries with previous year's retail sales for remaining months increased by 2.5% ; forecast numbers are based upon LTPP.

(2) Generation figures are net of any renewable sales

(3) Viability categories as discussed in section 1 of RPS plan Section 1.B.1.

(4) Delivery failure rate is probability weighted deviation below expected forecast generation, and is based upon but not limited to probability assessments of project failure, project capacity reduction, operational failure
after project success, project curtailment due to transmission constraints, etc.

(5) CP1 total includes deduction of 77.6 GWh after deficits applied from prior banked procurement (before 2010)
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SDG&E Residual Net Short for RPS Procurement - August 13,2012 cr3

Variable Calculation ftem - 2017 . 2018 . 2012 2020 ‘{2@? Z . 2022 . 2023
—— Forecast Forecast Forecast Forecast 2020 Forecast Forecast
T Forecast Year 5 6 7 8 B a 10 11
A Bundled Retail Sales Forecast®d 18,216 18,375 18,578 18,807 73,976 19,014 19,223 19434
B RPS Procurement Quantity Requirement % 27.0% 29.0%
C RPS Procurement Quantity Reguirement 4918 5,329
Dy g Ontine Generation’® 1.496 1167 1058 4611 963 268
Do fed Foregast Generahion 3,799 3,787 3,772 15,118 3,75¢ 3,745
D d Generic Generation' 545 545 545 546 2181 546 546
B Dot Dot Do Net RI’S Position 5,840 5,500 5195 21,910 5,266 5,260
B D/A Net RIS Position (% of Retail Sales 32.1% 27.6% 29.6% 27.7% 274%
F D-C GWh Gross Surplus {Deficit 921 171 384 (1,011} 303) {1,009 {(1,084)
G Banked RECs applied - - 384 1,011 1,395 1,009 1,084
H F+ G Net Surplus (Deficit) after banked RECs applied 92_} 171 0 0 @ g 1]
1 Al RECs from short-term conbracts siened after 6/1/10 - - - - - - - -
I Limit of Cat 349 347 346 345 1,387 344 344 343
K Long-termi ¢ Category 3 - - - - - - - -
L RECs eligible for excess procurement 5,840 5,500 5,375 5195 21,910 5178 5172 5,076
M Excess Procurement for CF 921 171 (384 (1,011 (303) {1,096) 1,171 1,337)
N 4,888 5,059 4675 3,664 3,664 2,655 1571 317
SWh data® . . . . . . ) ~
Oa 2 2
O 909 B
Oc 1,910 1888 | . 1,887
(o] Total Risk-Adjusted Generation 5,840 5,195 - 3,178
P Agegregate delivery failure rate - new projectst® 37.3% 37.4% 37.3%
Q Ageregate delivery failure rate - existing projects 7.7% 509 7o 5.0%
R A xC Voluntary Margin of Overprocurement Y - Y
s Voluntary Margin of Overprocurement (implied % of retail sales) 51% 0.0% 0.0% 0.0% 0.0% 0.0%
u C-0O+R Annual RPS Risk-adjusted Net Short (Long) g - 384 1011 1,395 1,097 1,268 1,636

(1) 2011 values are actuals; 2012 actuals include year-to-date actual deliveries with previous year's retail sales for remaining months increased by 2.5% ; forecast numbers are based upon LTPP.

(2) Generation figures are net of any renewable sales

(3) Viability categories as discussed in section 1 of RPS plan Section I.B.1.

(4) Delivery failure rate is probability weighted deviation below expected forecast generation, and is based upon but not limited to probability assessments of project failure, project capacity reduction, operational failure
after project success, project curtailment due to transmission constraints, etc.

(5)Includes deduction of 77.6 GWh after deficits applied from prior banked procurement (before 2010)
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SDG&E Residual Net Short for RPS Procurement - August 13, 2012
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, . 2024 2006 2007 2028 2029 2030 2031
Variable Calculation Hem o o o o o o o o
forecast Forecast forecast Forecast Forecast forecast Forecast Forecast
T Forecast Year 12 13 14 15 16 17 18 19
A Bundled Retail Sales Forecast® 19,648 19,864 20,083 20,304 20,527 20,753 20,981 21,212
B RPS Procurement Quantity Reguirement % 33.0% 33.0% 33.0% 33.0% 33.0% 33.0% 33.0% 33.0%
cC RPS Procurement Quantity Reguirement 6,484 6,555 6,627 6,700 6,774 6,848 6,924 7000
D 543 232 40 38 38 38 38 18
D Forecast Generation?
D d Generic Generafi 546
D Da+ D+ Dk Net RPS TPosition é 828
B D/ A Net RPS Position (% of Retail Sales 24.6%
F D-C GWh Gross Surplus (Deficit) (1,656}
G Banked RECs avnlied 317
H F+ G Net Surplus {Deficit) after banked RECs applied {1,339 {2.057) (2,326 (2,407 (2,487} (2,567) (2,648 (2,750}
1 All RECs from shori-term contracts signed after 6/1/10 - - - - - - - -
i Limit of [ under ¢ 343 341 338 338 337 337 336 336
K 1 liveries of Category 3 RECs _ _ - _ _ - _ _
L RECs eligible for excess procurement 4778 4,479 4,300 4,292 4,286 4280 4,275 4,250
Excess Procurement for OF {1,706 (2,076) 2,328 (2,408) (2,488) {2,568) (2 649) 2,750
N REC Bank Balance 0 g g g g g g g
Ageregated proba . } B . . } . B
Oa 1,882 1,705 ] 1,697 1,694 1,691
Oy 712 710 708 705 703 701
Oe 1,885 1,885 1,884 1,883 1,800
Q Total Risk-Adiusted Generalic 4,292 4275 3,851
P Ageregate delivervy failure rate - new projects® 73, 37 A4Y, 3749,
Q Avoverate delivery faillure rate - existing projects® 009 009 009 0.0% 0.0% 019
R A Voluntary Margin of Overprocurement - - - - - - - -
s Voluntary Margin of Overprocurement (implied % of retail sales) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
u C-O+R Annual RPS Risk-adiusted Net Short{Lon 2,005 2,256 2,336 2414 2,494 2,574 2,674 3,149

(1) 2011 values are actuals; 2012 actuals include year-to-date actual deliveries with previous year's retail sales for remaining months increased by 2.5% ; forecast numbers are based upon LTPP.

(2) Generation figures are net of any renewable sales

(3) Viability categories as discussed in section 1 of RPS plan Section I.B.1.

(4) Delivery failure rate is probability weighted deviation below expected forecast generation, and is based upon but not limited to probability assessments of project failure, project capacity reduction, operational failure
after project success, project curtailment due to transmission constraints, etc.

(5)Includes deduction of 77.6 GWh after deficits applied from prior banked procurement (before 2010)
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VI. “MINIMUM MARGIN” OF PROCUREMENT- -§ 399.13(A)(4)(D)
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SDGE&E’s RPS Risk Adjusted Net Short Calculation. as shown in Section V above, provides a

“Whinimum Marein of Procurement” that 1s intended to account tor foreseeable proiect failures or

delav. This calculation also mncludes an additional “Voluntary Marein of Over-Procurement”

which is intended to ensure that SDG&E achieves its RPS requirements despite unforeseeable

risks. Since both the RPS tareets and RPS deliveries tluctuate constantly, it is nearly impossible

to meet RPS tareets with the exact number of MWhs required. SDG&E’s Voluntary Marein of

Over-Procurement 1s designed to ensure that it achieves its RPS poals with a “buffer” to account

for unforeseen changes to either the RPS targets or deliveries. Because it 1s more difficult to

predict retail sales and project performance in CP2 and CP3. SDG&E’s Voluntary Marein of

Over-Procurement is higher in those vears. SDG&E’s RNS calculation, meluding its Voluntary

Marein of Over-Procurement. for each compliance period is described below.

A, Comvpliance Period 1

SDGE&E s Compliance Period 1 RINS is based on the following formula:

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) - (Online
Ceneration + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Where:

fli Bundled Retails Sales Forecast = the forecast developed in accordance with Section
(B} 2)(a) SDC&E's 2012 RPS Plan

ffi RPS Procurement Cuantity Reguirement = Compliance Period 1 RPS percentace tarvet
rlus the deficit that SDG&E is required to carry forward from the prior RPS reeime as
discussed in Section KBY2)Y (o) of SDGE&E's 2012 RPS Plan,

ffi Voluntary Minimum Marein of Procurement = up to the current anticipated net long

i Online Generation = the generation that SDG&E expects will be delivered bv its
portiolio of RPS projects that have achieved commercial operation, as discussed in
Section IBY(1(a) of SDG&E's 2012 RPS Plan

ffi Risk-adiusted Forecast Generation = the ceneration that SDG&E expects will be
delivered by its portfolio of RPS projects that have not vet achieved commercial
operation, as discussed in Section {BY(W(D) of SDG&E's 2012 RPS Plan

fli Pre-approved Generic Generation = unsubscribed volumes that SDGE&E is required to
procure under CPUC proerams such as the Renewable Auction Mechanism and the
Feed-in-Tariff

SB GT&S 0721697



B. Compliance Period 2

SDG&ER s Compliance Period 2 RINS is based on the followine formula:

RIS Risk-adjusted MNet Short = (Bundled Retail Sales Forecast x RPS Procurement
Juantity Reguirerment+ Voluntary Mindimum Marein of Procurement) ~ (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Where:

ffi Bundled Retails Sales Forecast = the {orecast developed in accordance with Section

ffi RPS Procurement Quantity Reguirement = Compliance Period 2 RPS percentace taroet

ffi  Voluntary Minimum Marein of Procurement = up to the current anticipated net long
position for CP2

ffi Online Generation = the veneration that SDG&E expects will be delivered bv its
portfolio of RPS projects that have achieved cormmercial operation, as discussed in
Section IBY(D(a) of SDG&E's 2012 RPS Plan

fli Risk-adjusted Forecast Generation = the generation that SDG&E expects will be
delivered by its portfolio of RPS projects that have not vet achieved commercial
operation, as discussed in Section B D) of SDCG&Es 2012 RPS Plan

ffi Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to
yrocure under CPUC proerams such as the Renewable Auction Mechanism and the
Feed-in-Tariff

C. Compliance Period 3

SDGE&E s Compliance Period 3 BRNS is based on the following formula:

RIS Risk-adiusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Cruantity Reguirement+ Voluntary Minimum Marein of Procurement) - (Ondine
Ceneration + Risk-adjusted Forecast Generation + Pre-approved Generic Generation

Where:

fli Bundled Retails Sales Forecast = the forecast developed in accordance with Section
B2 a) SDG&E's 2012 RPS Plan

fii  RPS Procurement Quantity Reguirement = Compliance Period 3 RPS percentage tarcet

i Voluntary Minimum Marein of Procurement = up to the current anticipated net long

i Online Generation = the generation that SDGE&E expects will be delivered by its
ortfolio of RPS projects that have achieved commercial operation, as discussed in
Section {BYDa) of SDG&E's 2012 RPS Plan

44
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ffi Risk-adjusted Forecast Generation = the ceneration that SDG&E expects will be
delivered by its portfolio of RPS projects that have not vet achieved commercial
operation, as discussed in Section (B (D) of SDGE&E's 2012 RPS Plan

fli  Pre-approved Generic Generation = unsubscribed volumes that SDGE&E is required to
procure under CPUC proerams such as the Renewable Auction Mechanism and the
Feed-in-Tariff

VIL. BID SOLICITATION PROTOCOL, INCLUDING LCBF METHODOLOGIES - §
399.13(A)(5)(C) AND D.04-07-029

Attached are SDG&E’s proposed bid solicitation protocol and related documents for a 2012 RPS
solicitation (2012 RPS RFO).

ffi Appendix A: 2012 RPS Solicitation (RFO Document)
ffi Appendix B1: 2012 RFO Participation Summary

ffi Appendix B2: 2012 RFO Project Description Form

ffi Appendix B3: 2012 RFO Bundled Pricing Form

ffi Appendix B4: 2012 RFO REC Pricing Form

ffi Appendix B5: 2012 RFO Model PPA

ffi Appendix B6: 2012 RFO REC Agreement

ffi Appendix B7: 2012 RFO Credit Application

ffi Appendix B8: 2012 RFO Consent Form

ffi Appendix C: Evaluation Methodology (LCBF Process)

SHEVIEL ESTIMATING TRANSMISSION COST FOR THE PURPOSE OF RPS
PROCUREMENT AND BID EVALUATION - TRANSMISSION RANKING COST
REPORT REQUIRED

SDG&E6-TRCR-is-beinecompleted-by-its-Transmission-RlanpineDepartment-and-is-expected

beE filed a draft TRCR on June 26, 2012.

IX. CONSIDERATION OF PRICE ADJUSTMENT MECHANISMS -§ 399.13(A)(5)(E)
SDG&E acknowledges that contracts with online dates occurring more than 24 months after the
contract execution date can pose additional risk to ratepayers. SDG&E has incorporated price
adjustment mechanisms in some of its current contracts that are intended to alleviate some of

these risks, including the following:
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" Price adjustment for delay in Guaranteed Commercial Operation Date (“GCOD™): A
lower price for a late GCOD provides additional incentive for developers to come online
as carly as possible. However, this structure can create financing challenges if financing
parties are not comfortable with the potentially lower price. It is also difficult to quantify
an appropriate price adjustment amount and can lead to drawn out negotiations.

Capped transmission upgrade costs: Placing a cap on the amount of transmission
upgrade costs, which are ultimately borne by ratepayers, that a project can bear is an
important way to limit ratepayer exposure to such costs. This type of cap is especially
important for projects with CODs more than 24 months after the contract execution date
because it is unlikely that such projects have received reliable transmission upgrade cost

estimates at the time the contract is signed.

SDG&E also proposes a revised security provision that is intended to alleviate the risk of a long
period between execution and construction. The Construction Period Security should escalate in
proportion to the duration of time between contract execution and start of construction. For

example:

L For Projects with a construction start date within 12 months of Execution of the

agreement - 2X the annual estimated deliveries of energy (MWh) X $20
For Projects with a construction start date within 24 months of Execution of the
agreement - 2X the annual estimated deliveries of energy (MWh) X $30
For Projects with a construction start date within 36 months of Execution of the

agreement - 2X the annual estimated deliveries of energy (MWh) X $40

SDG&E believes that this security structure will help to protect ratepayers from the risk that
developers have improperly assessed turbine or panel prices. The longer the developer must wait
to buy turbines/panels, the more risk exists that the prices will go up and the developer will not
be able to develop the project for the price offered. The additional security would help to protect

against this increased market risk.
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¥ X. COST QUANTIFICATION TABLE

ActuahRPS 'EligibleProcurementandGenerationCosts
1 [Technologyilype 2003 2004 2005 2006 2007 2008 2009 2010 2011
2 Biogas| 6,201,139 8,541,291 8,915,866 8,087,169 5,685,347 9,388,536 10,067,817 11,383,663 10,699,119
3 Biomass| 18,888,387 18,693,045 17,205,462 16,965,465 12,237,997 22,995,311 24,605,914 27,430,655 27,275,365
4 Geothermal 0 0 0 0 0 0 0 14,679,414 29,437,292
5 SmallHydro 0 0 0 0 994,116 1,210,445 1,035,376 1,036,066 776,149
6 Solarp 0 0 0 0 0 0 0 0 8,411,735
7 SolariThermal o] 0 o] 0 0 0 0 o] 0
B Wing| 22,750 5,980,963 14,097,259 19,779,696 22,968,510 22,131,340 60,255,477 54,744,756 66,266,623
9 UOGSmallHydro) 0 0 0 0 0 0 0 0 0
10 UOGSolar 0 0 0 0 0 0 0 0 0
11 RECs+{inclianybuy/sell back 0 o] 0 0 o] 0 0 0 0
12 TotaHCPUC ApprovedRPS Efigible 25,112,276 33,215,299 40,218,587 44,832,330 42,885,970 55,725,632 95,964,584 | 109,274,554 | 142,366,283
Procurementand-{GenerationCost{$)
[SumofRows2throu ghilll
[:3] Bundled-RetailSales{kwh}115,043,865,000}115,811,551,000] 16,001,515,000] 15,845,888,000] 17,055,023,000] 17,409,834,000] 16,993 872,000]115,282,682,000] 15,249,031,000}
[24] incrementaiCostperkWhcents/kwh)  0.167 | 0210 | 0.251 | 0.266 | 0.251 | 0.320 | 0.565 | 0.671 | 0.879

* Incremental Cost per KWh Impact is equal to Row 12 divided by Row 13, that is, it is defined as the identified costs (Row 12) divided by bundled retail sales (Row 13). While the item is labeled
“Incremental Cost per KWh Impact”, the value does not constitute a rate impact and should be interpreted as an estimate of a system average cost per kWh for RPS-eligible procurement and
generation, not a renewable “premium”. In other words, the amount shown captures the total cost of the renewable generation and not the additional cost incurred by receiving renewable energy
instead of an equivalent amount of energy from conventional generation sources.

ForecastedFutureExpenditurespnRPS lEIigibiePmcuremenhand‘ﬁeneratimrﬁusts

1 |ExecutedButNotCPUC Approved-RPS - 2012 2013 2014 2015 2016 2017 2018 2019 2020
| |EligibleContracts
2 Biogas 0 o] o] o] o] o] o] o] o]
3 Biomass [¢] 0 0 0 0 0 0 0 0
4 Geotherma] 22,800,000 Q o] 0 o] 0 0 o] o]
5 SmallHydro| o] 0 Q o] 0 0 0 0 0
6 SolarP 33,809,910 94,656,947 110,616,543 109,831,204 108,681,105 107,740,489 107,181,999 105,901,966 105,005,713
7 SolariThermal 0 0 0 0 0 0 0 0 0
8 Wind] 14,140,000 28,765,000 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644
9 UOGHmalhHydro 0 o] o] o] o] o] o] o] o]
10 UOGSoiar] 0 0 0 o] Q 0 o] 0 0
i1 RECs+{incl.jany-buy/sell back 280,500 o] Q 0 o] 0 o] 0 0
12| TotatExecutedButNotCPUC Approvkd 71,030,410 123,421,947 | 148,428,187 | 147,642,848 | 146,492,749 | 145,552,133 | 144,993,643 | 143,713,610 | 142,817,356
RPS 'EligibleProcurementand-Generatiom
Cost{$)
[SumpfRows2throu ghill]
i3 BundledRetail{Salesy{ kW] 18,595,626,000) 18,873,220,000y 19,154,172,000419,454,994,000) 19,759,758,000]
14 incrementalCostperkWh{cents/k' 0.788 0.771 0.757 0.739 0.723
15 |CPUC ‘ApprovedRPS Eligible Contractsy 2012 2013 2014 2015 2016 2017 2018 2019 2020
{incl.- RAM/FIT/PV-Contracts)
16 Biogas 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750
i7 Biomass] 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321
i8 Geothermal] 52,128,755 52,128,755 24,217,020 0 0 [¢] [¢] 0 0
19 SmaliHydrdf 994,116 994,116 994,116 994,116 994,116 994,116 994,116 994,116 994,116
20 SolarP 34,764,385 97,039,334 240,827,532 296,677,387 356,497,175 355,897,471 355,306,603 354,724,559 354,151,239
21 SolariThermal 0 o] o] 0 0 o] 0 o] o]
22 Wind] 60,751,078 97,495,476 240,312,652 242,204,900 243,761,852 245,558,959 247,769,662 249,291,509 251,294,499
23 UOGSmalhHydro o] 0 0 0 0 0 o] 0 o]
24 UOGSolar| 0 o] o] o] o] o] 0 0 0
25 RECs+{inci.jany-buy/sell back o] o] o] 0 0 0 o] o] 0

26 | CPUC Approved RPS Efigible Procurement] 185,214,405 | 284,233,752 | 542,927,391 | 576,452,474 | 637,829,213 | 639,026,617 | 640,646,452 | 641,586,254 | 643,015,925
and{eneration{ost{$ )

[SumpfRows{l6throu gh25])
27 BundlediRetail{Sales{kWh| 18,595,626,000) 18,873,220,000y 19,154,172,000419,454,994,000) 19,759,758,000]
28 incrementalCostperkWh{cents/k 3.430 3.386 3.345 3.298 3.254

[22 | TotatCostperkwhcents/kWh}{14:28) 4218 | aas7 | 4102 | a0 [ 3977 |
* Incremental Cost per KWh Impact is equal to a Total Cost (either Row 12 or 26) divi by Bundled Re ales (either Row 13 or 27). While the item is labeled “Incremental Cost per kWh
Impact”, the value does not constitute a rate impact and should be interpreted as an estimate of a system averagecost per kWh for RPS-eligible procurement and generation, not a renewable
“premium”. In other words, the amount shown captures the total cost of the renewable generation and not the additional cost incurred by receiving renewable energy instead of an equivalent
amount of energy from conventional generation sources.

XI. IMPORTANT CHANGES TO PLANS NOTED
See Appendix D: Important Plan Changes from 2012 RPS Plan to the 2011 RPS Plan

XII. REDLINED COPY OF PLANS REQUIRED
See Appendix E: Provides redlined version of each of the documents above to show all changes

that have been made to the 2011 version of the RPS Plan.
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XIII. STANDARDIZED VARIABLES IN LCBF MARKET VALUATION

The proposed Net Market Value calculation differs only slightly from SDG&E’s current bid
evaluation methodology and SDG&E is not opposed to incorporating the proposed method. The
most important issue will be determining what value to use for the Capacity Value. SGD&E

submits that the Market Price Referent is the most appropriate value to use.

A renewable energy resource is assigned a capacity value based upon the amount of new
generating capacity that would otherwise have to be built to meet SDG&E's needs if the
renewable energy resource were not built or would not otherwise displace the need to build new
generation facilities. At present, SDG&E values this capacity through the Deliverability Value.
This is calculated from the project-specific Market Price Referent with SDG&E's "all-in" TOD
factors, less the project-specific Market Price Referent computed with SDG&E's "energy-only"
TOD factors, with modifications to prevent negative capacity values in any given TOD period.
This is done in order to maintain consistency with SDG&E's "all-in" TOD factors, which were
designed to incorporate the effects of capacity value in TOD periods. The MPR itself is
computed from the cost of a newly-built gas-fired power plant using publicly-available cost
information. The Market Price Referent represents the levelized price, calculated using a cash
flow modeling approach, at which the proxy CCGT revenues exactly equal the expected proxy
CCGT costs on a net-present value (NPV) basis. The fixed and variable components of the MPR
are calculated iteratively and then summed to produce an all-in MPR price. The MPR Model
inputs include installed capital costs, fixed and variable operations and maintenance costs,

natural gas fuel costs, cost of capital, and environmental permitting and compliance costs.

The main advantage of using the MPR Model over other production cost models or capacity
valuation methods is that it is based upon cost and operating inputs that are publicly available,
well documented, and familiar to both public and private participants. It relies upon forward
costs of natural gas, CEC estimates of operating costs, and historically known plant construction
costs updated with econometric indices. Furthermore, since it is based upon a conventional
resource, and conventional resources are known to provide the maximum capacity benefits to a
bulk power system, it is a reasonably good measurement of capacity value. As a generic model,

however, it cannot address location-specific issues of individual generators. It also cannot be
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used to compare the renewable resources to other renewable resources, as it is based upon a

conventional resource.

A summary of the pros and cons of using the MPR model is set forth below -

Pros Cons

Well known in the California and transparent The MPR does not address portfolio fit, but
to IOU’s and CA Market participants rather non-location specific value.

Ensure the same approach among 3 I0Us The MPR reflects the cost of a natural gas-fired
facility, which is not directly comparable to the
cost of a renewable resource

Continuity and transparency of the LCBF The complexity behind MPR derivation is
process more complex than the valuation methodology

1

XIV. PRELIMINARY INDEPENDENT EVALUATOR REPORT

The ACR solicits comments regarding the strengths and weaknesses of a proposal to require the
portion of the Preliminary Independent Evaluator Report evaluating bid solicitation materials and
LCBF methodology to be submitted as part of the proposed RPS Procurement Plan. SDG&E
notes that it already collaborates with its Independent Evaluator regarding its RPS Procurement
Plan and that the proposal to formalize what is currently a routine process is not necessary and
will compromise efficiency. While this proposal may have potential benefits, the drawbacks of
possible usage of the information by potential bidders for gaming purposes as well as the
premature nature of the report outweigh these benefits. The IE should be able to recommend
process improvements candidly and confidentially throughout the process and up to bid

evaluation. A summary of the pros and cons of this proposal is set forth below.

Pros Cons
ffi The IE can formally ensure that the ffi The optimal time for recommendations is
LCBEF criteria explanation will foster after the evaluation is complete so that the
maximum participation while full effect of the LCBF can be considered.
discouraging gaming. ffi Requiring the IE to explain in great detail
ffi By addressing the LCBF twice, the how the LCBF criteria are used in bid
44
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CPUC will be able to see how well the evaluation could be conducive to bid

evaluation reflected the set of bids gaming.

received. ffi The proposed process will be circular and
administratively cumbersome. It requires
the submittal of a finalized plan and
associated documents to the IE for
comment, after which it must again be
revised, all within what it typically a very
tight timeline.

ffi It is much more efficient and timely to
work with the IE throughout the process —
as 1s standard practice — rather than to
work independently and combine

comments at the end.

XV. USE CAISO TRANSMISSION COST STUDY ESTIMATES IN LCBF
EVALUATIONS

Phase II study estimates and estimates performed in feasibility and system impact studies in
areas outside CAISO are considered the most accurate and complete set of information regarding
project-specific costs. However, they rely upon a time-consuming study process where project
bidders within the CAISO must apply for interconnection and frequently wait for two to three
years for a final study. The limited and focused scope of the Phase II study is considered
confidential information for the project developer. Also, the inability to use non-public
transmission information limits the usability of these studies for general public discussion and
makes them impractical for routine hypothetical cost estimates of projected future "generic"

resources.

The TRCR method provides for a publicly available method of estimating transmission
interconnection costs, but is of questionable value. The TRCR method is intended to provide a
broad cluster-level overview of interconnection costs and does not provide estimates of costs for

project-specific upgrades that are not anticipated within the TRCR study.

44
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Another drawback of the TRCR system is that it does not provide estimates of distribution-level
network upgrades (which are typically provided in project-specific SGIP/WDAT studies or Rule
21 interconnection studies). It also does not cover most areas outside of the CAISO that do not
deliver to a CAISO delivery point. For such non-CAISO projects, there are no estimates of
interconnection costs other than those studies performed by the non-CAISO transmission

operator.

SDG&E has used a both sources of data in past RFOs, with study-level data being used where
available and TRCR data being used where it was not. While SDG&E believes that this
approach has produced fair results in the past, this method could unfairly bias the evaluation
process in favor of projects with CAISO study data. Evaluating all projects using TRCR data
would solve this potential problem, but could create a disadvantage for developers who have
Phase II study results that estimate lower upgrade costs than the TRCR study shows. In addition,
projects with Phase II studies are likely to have a viability advantage over projects which have
not filed for interconnection or have not filed early enough to receive interconnection study
results. SDG&E believes that a hybrid approach is the most sensible overall approach to the
problem of transmission upgrade cost estimation in a competitive evaluation. SDG&E suggests
that its initial evaluation be based solely on TRCR data. Once it has established a shortlist,
however, SDG&E should be able to evaluate any additional transmission cost data that the
developer provides, including Phase II studies, to ensure that it has selected the appropriate

projects.

Projects with existing interconnections should not have any upgrade costs assigned, unless the
project is a repower or expansion of existing facilities or otherwise requires modifications to an

existing interconnection to meet new standards.

A summary of the pros and cons of this proposal is set forth below.

TRCR only

Pro Con
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ffi Public source of cost information - does
not require confidentiality

ffi Can be used for any project, whether
inside or outside of queue process

ffi Can be used for hypothetical

transmission-connected projects

ffi Cluster level cost data only, cannot be
used for precise project-level cost
estimates

ffi Does not include costs for PTO
interconnection or distribution-level
upgrades

ffi Not a legally binding cost estimate -
may lead to unreasonable expectations
in negotiating process

ffi Can impair fair evaluation of projects
with cost studies

ffi Does not cover non-CAISO projects

CAISO/PTO studies only

Pro

Con

ffi Specific project-level determination of
required upgrades and associated costs

ffi Includes interconnection and distribution-
level upgrade costs (through
SGIP/WDAT) where applicable

ffi Costs under interconnection agreements

cannot exceed costs in studies under

CAISO tariff (at present)

ffi Long lead time - may require 2-3 years
of waiting before available

ffi Study results are provided to
developer and are considered
confidential

ffi Impractical for hypothetical projects

ffi Can impair fair evaluation of projects

without cost studies
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Hybrid approach

Con

ffi Results of CAISO studies do not

Pro

ffi Provides most comprehensive set of
information from which projects can be always correlate with TRCR due to

evaluated differing study scope

ffi Does not provide information on
projects at distribution-level which
have not completed SGIP/WDAT or

Rule 21 interconnection studies

XVI. CREATE TWO SHORTLISTS BASED ON STATUS OF TRANSMISSION
STUDY

The ACR proposes that IOUs create Primary and Provisional shortlists. Projects on the Primary
shortlist will have obtained CAISO GIP Phase II study results or equivalent, or executed
Interconnection Agreements. The Provisional shortlist will contain projects that do not qualify
as Primary. To encourage competition, it should be clarified that projects on the Primary
shortlist should be permitted to lower their prices at any time. Additionally, timing must be
considered in relation to pricing. If there are two projects with the same COD, but with different
costs (higher on Primary list, and lower on Provisional list), IOUs should not be required to
prematurely procure the more expensive Primary list project without knowing if the Provisional
project is able to move to the Primary list. IOU’s should also be able to begin working on PPAs
with projects on the Primary shortlist regardless of the status of projects on the Provisional

shortlist. A summary of the pros and cons of this approach is set forth below.

Pros Cons

ffi The Provisional “Wait List” will ffi This proposal is unclear in regards to

encourage competition.

ffi The two lists will inform procurement
decisions by providing a pre-approved
list of projects that are both viable and

cost recoverable, and a pre-approved

the relationship between pricing and
timing between the two shortlists.

ffi This proposal is unclear as to how
the status of projects on the

Provisional shortlist may affect
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pipeline of projects that are able to move those on the Primary shortlist.
into this first category.

ffi The two lists will offer insight into the
procurement landscape by showing what

types of projects are viable and available.

XVII. SHORTLISTS EXPIRE AFTER 12 MONTHS

The ACR proposes that shortlisted bids be executed within 12 months from the day that the IOU
submits its final shortlist (consisting of both Primary and Provisional bids) to the Commission
for approval. SDG&E is generally in favor of this approach. In order to discourage the incentive
for either party to stall negotiations in order to let the clock expire, the Commission should
emphasize that both parties are obligated to negotiate in good faith for the 12 month period. The
12 month limit should not apply to PPAs for projects in which the utility intends to invest. These
PPAs are associated with larger transactions (equity contribution agreements) that typically take
longer that one year to negotiate. If such a project is solicited through an RFO process, it should
not be subject to this limitation. Since the prices for such PPAs are typically based on actual
costs plus a negotiated rate of return, it is less likely that the longer negotiation period will result
in a mismatch between the contract price and the market. Therefore, excluding these contracts
from the 12 month limit should not increase the risk of such a mismatch. A summary of the

pros and cons of this approach is set forth below.

Pros Cons

ffi Decreases risk that the market will ffi Does not totally eliminate the risk that the
change drastically between the time the market will change drastically between
project is shortlisted and when the the time the project is shortlisted and
contract is signed. At the end of 12 when the contract is signed. For example,
months, if the market has shifted so that contracts that SDG&E initially evaluated
the contract price is no longer in mid 2010 had to be re-evaluated in
competitive, the project would have to early 2011 when it became clear that solar
bid into the next RFO and compete panel prices had drastically declined.
against current market prices. Could create a perverse incentive to stall

4
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ffi Provides clarity to the market. If the negotiations. If the developer sees that
two-tiered shortlist approach is adopted, market prices are trending upward, it
the 12 month cutoff provides more might chose to stall in order to get out of
certainty to provisionally shortlisted the deal which is bound by the original bid
bidders with whom SDG&E has not price. Conversely, if the utility sees that
initiated negotiations. If SDG&E does market prices are trending down, it might
not initiate negotiations within 12 feel obligated to discontinue negotiations
months, the provisionally shortlisted in order to force the developer to bid the
bidders would be released from such project into the next RFO at a lower price.
shortlist and free to re-bid their projects.

XVIII. TWO-YEAR PROCUREMENT AUTHORIZATION

SDG&E believes that a 2-year procurement authorization cycle would benefit the procurement
process by allowing utilities to procure more efficiently. Instead of holding annual solicitations,
even when the utility does not foresee a near term need, the utility could schedule its solicitations
within the 2-year period in accordance with its projected need. As the utilities approach
compliance with RPS goals, even based on probability weighted deliveries from existing
projects, annual solicitations may no longer make sense. As discussion in Section VI above,
utilities must procure additional resources above the compliance target based on probability
weighted expectations of performance from existing contracts. When the utility has met this
probability weighted need for a certain compliance period, the utility should not solicit additional
projects that will deliver large volumes during such compliance period. Doing so would send
inappropriate signals to the market and distract developers with the fruitless task of preparing a
proposal for a project that has little to no chance of being selected. Instead, the Commission
should authorize the utility to potentially hold RFO only every other year. In between RFOs, the
utility would monitor the performance of its existing portfolio, progress of projects under
development and other market conditions to determine whether it would need to use any of the
following tools to make up for unanticipated procurement need: (a) procure Category 3 products
to make up for small volumes; (b) utilize banked procurement when available; and/or (c) procure
additional category 1 or 2 products to make up larger volumes. SDG&E does not believe that the

current procurement process moves fast enough to warrant required annual solicitations. The

4
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two year procurement authorization cycle is more appropriate as the utilities approach full

compliance. A summary of the pros and cons of this approach is set forth below.

Pros

Cons

ffi Provides flexibility to procure only when
necessary. For example, as discussed in
Section I above, SDG&E expects to be
able to achieve RPS goals for CP2 with
contracts that it has already executed, and
is currently focused primarily on
procurement of projects that will provide
most of their generation in the third
compliance period. Holding an RFO in
2012 to solicit projects that will begin
deliveries in 2017 may not be ideal
because SDG&E would likely be
procuring projects that are at very early
stages of development when it is
difficult, if not impossible, to assess

project viability.

ffi Project failures, spikes in retail sales,
transmission failures or other unanticipated
market pressures could result in the need to
procure additional resources in a year when
the utility will not hold an RFO.

ffi Could increase instances when bilateral
procurement must be benchmarked to

outdated solicitation data.

Potential Solution:

ffi Bilateral projects must contain pricing
that is indexed to the price of the
applicable generator technology (solar
panels, wind turbines, etc). The price
would be adjusted at COD based on the
market index. This could result in a
lower price or a higher price depending
on the market at COD.

ffi Other potential solutions are discussed

in section 6.9 above.
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XIX. UTILIZE THE COMMISSION’S RPS PROCUREMENT PROCESS TO
MINIMIZE TRANSMISSION COSTS

The Commission has proposed a process to better align the RPS procurement process with the

CAISO’s transmission planning process. The basic proposal can be summarized in 4 steps:

Step 1: CAISO determines how much capacity is available in each study area

Step 2: IOUS develop shortlists

Step 3: IOUs submit draft shortlist to the Commission

Step 4: If too many projects are shortlisted in a certain study area, CPUC rations out capacity
to best ranked projects among all IOUs and confirms results with CAISO

Step 5: Losing bids remain on shortlist but cannot be executed unless another project does

not get executed within 12 months.

SDG&E is generally in favor of this proposal and is supportive of this effort to more efficiently
allocate available transmission capacity. A summary of the pros and cons of this approach is set

forth below, along with specific suggestions to improve this process.

1
11
11
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TILIZLO S®ID dS

Summary of Proposal

Pros

Cons

SDG&E position

CAISO establishes
available MWs in each
study area based on RPS
goals, and then subtracts
this volume of capacity
from signed PPAs. The
balance is available for
newly shortlisted projects.

ffi This methodology is based
on the CAISO’s recent
efforts to improve its
transmission planning
process (“TPP”) by
planning for upgrades
necessary to achieve 33%
rather than upgrades
necessary to build all
projects in the
interconnection queue. The
benefit is that projects will
no longer receive study
results that require
upgrades based on the
existence of projects that
may never come only.

ffi The CAISO’s new process will
shift the burden of paying for
upgrade costs from developers to
ratepayers. SDG&E proposes that
other measures should be taken to
ensure that this valuable capacity
is allocated to the most viable and
cost effective projects as
developers will no longer bear the
upfront risk of upgrade costs.

SDG&E agrees that viable
projects should be analyzed as
such — without the impact of
conceptual projects sitting in the
queue that will likely never
come to fruition. However,
SDG&E acknowledges that the
resulting shift in risk from
developers to ratepayers should
be mitigated by a process that
clearly prioritizes the most
viable and cost effective
projects.

IOUS develop shortlists
and submit draft shortlist to
the Commission

ffi No changes from
previous process.

If too many projects are
shortlisted in a certain
study area, CPUC rations
out capacity to best ranked
projects among all IOUs
and confirms results with
CAISO

ffi This process prevents

I0Us from negotiating
contracts with projects
that cannot be supported
by the upgrades that the
CAISO has determined
are necessary to achieve
33%.

ffi This process depends on an accurate
allocation by the CAISO of the
upgrades that will be necessary to
achieve 33%

ffi It may be difficult to determine
which project should be awarded the
available capacity. The CPUC
should consider more than just price.
For example, if SCE and SDG&E
both have projects shortlisted in the

SDG&E supports a procedure to
determine the most viable and
valuable projects, but this
proposal does present several

issues of concern. The first is an

accurate assessment by the
CAISO and the application of
this data by the CPUC. The
CPUC should acknowledge that
its rationing procedure may
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ffi

same study area and only one can be

built, the Commission may chose

SCE’s project because it has a lower

ranking price, but SDG&E may have

fewer alternatives for securing its

RPS compliance. SCE’s project

may be cheaper, but SDG&E may

have a greater need for its more
expensive project. If only one can
be built, it should be the less
expensive project, but the

Commission must acknowledge that

this process could create an

additional barrier to achieving RPS
goals.

As proposed, the timeline includes

multiple points where approval is

required — this could cause
uncertainty and impede project
development. The following is an
estimated timeline following the

proposal steps, if accurate, a

developer would wait approximately

9 months after RFO issuance to

know if their project has been

shortlisted:

a. CAISO determines deliverability
that can be supported by the grid
without additional high-cost
DNU, and deducts PPA’s
executed in each study area to
determine full capacity
deliverability remaining for

impair an IOU’s ability to reach
its RPS goals. Itis also
important to consider how the
proposed timeline will affect
project development. SDG&E
currently notifies developers of
shortlist selection within
approximately 5 months of RFO
issuance. It is unclear how
significantly this timeframe
would be altered by this
proposed process, and if
significant how renewable
development would be affected.
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consideration in annual RPS
procurement process: Cluster
results generally available at the
end of each year, add 1 month to
determine deliverability
available by study area,
assuming CAISO has
information readily available
(Example: Cluster study
complete 12/31/12, Results to
CPUC 1/31/13)

IOUs initiate solicitation, and
submit draft shortlist to CPUC:
approximately 6 months for RFO
and bid analysis (Example: Issue
RFO 10/1/12, Submit draft
shortlist 3/31/13)

CPUC rations any projects
exceeding threshold in an area:
assume 1 month for CPUC
analysis and results (Example:
Shortlist received 3/31/13,
Analysis complete 4/30/13)
CPUC sends results to CAISO:
assume 1 month for verification
(Example: Received 4/30/13,
Validated 5/31/13)

CPUC provides results to IOUs,
I0Us finalize shortlists and
submit to CPUC: assume 1
month to finalize and submit
(Example: Results received
5/31/13, Shortlist issued 6/30/13)
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Losing bids remain on
shortlist but cannot be
executed unless another
project does not get
executed within 12 months

ffi

See comments to 7.4 and
7.5 above.

Comments on Overall
Proposal

ffi

Helps to eliminate
exorbitantly high and
inaccurate upgrade cost
estimates that assume
that more generation will
come on line than what is
needed to achieve RPS
goals.

ffi

Difficult to determine which
projects are most deserving of the
available capacity.

ffi This proposal will shift risk

from developers to
ratepayers. To make this an
effective program addition,
the proposal should be
structured to safeguard
ratepayer interests. To
mitigate ratepayer risk, this
process must ensure that
developers have sufficient
certainty to develop enough
projects to create a robust
and competitive market for
RPS procurement. To this
end, the shortlist process
should facilitate project
development by establishing
a clear timeline (with dates)
to provide developers with
as much certainty as
possible. The CPUC must
also acknowledge the
potential additional barrier
the rationing process may
create for IOU’s in
achieving their RPS goals.




SDG&E’s 2012 RPS RFO Evaluation Methodology

1

Below is the assessment methodology and process to be taken by SDG&E and the Independent
Evaluator (“IE”) to ensure that the bid selection process is transparent and does not favor any
technology or counterparty, and is aligned with SDG&E’s compliance requirements. Although
SDG&E worked diligently with its IE to develop this methodology, this document may require
adjustment before issuing of the RFO in order to account for potential market, regulatory,
and/or business context changes.

] 1. Prep-work prior to launching the RFO, gather data to provide a market benchmark.
Analysis to be shared with the IE for input and endorsement.

a. Compliance Period 1

ffi SDG&E team to obtain the SP 15 forward curve for 7x24 2013 deliveries. This curve will
be used in the evaluation of short-term bundled deals to derive the implied green
attribute price being offered.

ffi Continue to gather market quotes for unbundled RECs (quotes from brokers and etc-}.).
This information will be used to assess whether the bids received are generally within the
market range and to help identifv potential areas of collusion or market manipulation,

b. Compliance Period 3

ffi SDG&E team to update the CPUC approved Market Price Referent (MPR)
matrixes, mainly by updating these for natural gas prices, for their use in the
| evaluation of above market prices, as discussed below.

] 2. Prior to the closing date (TBD) at Noon, receive all bids:

a. Upon being uploaded to SDG&E’s RFO server, all bids are concurrently emailed to
the IE and the SDG&E RFO team.

b. 60-mins past noon on the closing date, the RFO email will accept bids that, because
of heavy traffic by the deadline, could not be uploaded via the website (if the
developer shows the print screen of the error message). The IE makes the call at 1:00
pm of “no more bids”.

3. Between the closing date at Noon and the next business day after closing date-, COB,
organize bid data:

a. All bids are assembled into a folder taxonomy designed by the IE.

b. All bids are saved into the folder taxonomy prepared in Step 3.a. The IE and SDG&E
will run a macro to compare folder structures and file sizes to ensure the bid
population of the IE is identical to the bid population to be analyzed by the SDG&E
RFO team. To the extent the folders do not match, a reconciliation effort begins until
folders match.
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c. Convert all bundled bids into TOD-adjusted pricing units, categorized by pricing
type (e.g: Index, fixed price and etc.). For clarity, this conversion will not be
applicable to the price of unbundled REC Bids.

d. The relevant data of all bids is exported into an Access database for analysis.

4. Cenvertlnitial Bid Assessment

e-a.For bundled products, convert post-TOD adjusted Bid prices into the Above Market
prices as follows:

- The post TOD-adjusted (or flat) prices of Traditional Structure offers and fixed-price
Portfolio Structure offers will be converted into Above Market Costs by subtracting the
relevant Market Referent Price (MPR) from each Offer Price. This metric will be in the
LCBEF calculation and therefore is one of the key drivers of the selection process

- For Portfolio Structure bids with indexed null power prices, the fixed REC price
component of each bid will be directly assigned as the Above Market Cost.

b, For unbundled RECs, the REC price will be directly assigned as the Above Market
Cost to be compared against the Above Market Cost of all other bids,

£¢. A snapshot of the key statistics of the bids is produced for presentation to the PRG.
These statistics will not include prices; at this stage of the process, bids have not been
checked for conformance vis-a-vis the RFO requirements.

¢=d.  SDG&E and IE will jointly prepare the relevant data needed for the SDG&E
Transmission Planning team to calculate Congestion Costs. This process will group
together, on a no-name basis, the relevant data of bids (mainly anticipated
generation and energy delivery profile) by interconnection points. The IE will then
forward this information to SDG&E’s Transmission Planning team.

ke, Transmission Planning will run studies to determine hourly congestion costs
associated with each of the proposed offer groups and provide results to SDG&E’s
evaluation team and IE.

if. Determine Transmission Cost Adder: For offers for new projects or projects
proposing to increase the size of existing facilities, SDG&E performs an initial
analysis of costs for transmission network upgrades or additions using the
Transmission Cost Ranking Reports (“TRCR”) approved by the CPUC. SDG&E
anticipates that some bid respondents will fail to participate in a TRCR. Rather than
considering these bids to be non-conforming, SDG&E evaluates the offers in order
to determine whether the bid’s all-in Price could provide a benefit to ratepayers.
SDG&E will use TRCR’s to estimate transmission costs for these projects. SDG&E
will impute costs for these projects only if the total MWs in the applicable TRCR
cluster could accommodate the offer that did not participate in the TRCR study.
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#g. Determine Deliverability Adder: Projects that have energy-only interconnections, or
that cannot interconnect directly with elements of the transmission system located
within SDG&E's service territory, may be subject to a deliverability adder based
upon the difference between a project's TOD-adjusted MPR with and without
capacity valuation to capture costs associated with future resource acquisition needs
into SDG&E’s overall energy and capacity portfolio.

For the 2011 RPS RFO, SDG&E will use a deliverability calculation based upon the
differences between SDG&E's approved "Capacity Adjusted" TOD Factors and the
Energy Only TOD Factors used in the past. For each TOD period, SDG&E will
calculate two TOD-adjusted MPR values; one calculated with the Capacity Adjusted
TOD Factors, and one calculated with the Energy Only TOD Factors. SDG&E will
then calculate the difference between the two (Capacity Adjusted value minus
Energy Only value), replacing any negative difference by zero. The load-weighted
average, in $/ MWHh, is the value of full deliverability for the given bid.

Capacity Adiusted TOD Factors and TOD Periods:

e gszeimf[
mj Pedod Daysand Hours day,
Perlad, Factor
Winter Novil1 lunBoy
O bealke 1.089
Hh reaxy WeekdavslpmtoSpmPST{HEL4toHE2 1)
Nowvl Yy oy
Winter
i ""”"“j“[”“‘“""} WeekdaystamitolpmPST{HET toHEL3 N (0,947
Semi Pealq
WeekdaysOpmtolOpmPST(HE22
Nowly ‘-ﬁunﬁ O
Winter e
Off lPeaky AllWeekend-HoursNERCHolidayHoursand-Weekday-Hours, 9.67N
notalreadyconsideredOn LP«?ﬁw’j&\kwm"" Sermi lP@a\k”]
Summer JulHlOct31
on benl. 2,501
On Peaky Weekdays1llamto7pmPST{HEL2to-HEL9h
Summer Jull Ot 1
corrioealc 1,342
22MITE3XT | WeekdaysFamtofl lamPST{HE7toHEL L)
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Weekdavs7pmto-d0pmPSTAHEZOtoHEZ 21
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1. Energy Only TOD Factors and TOD Periods:
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Hours-notalreadyconsidered-On Peakpr em&lpeakw

H
:

Projects with full deliverability interconnections are assumed to provide the full
benefits of capacity, and thus will not receive a deliverability adder in the LCBF
assessment of their bids. Projects that choose energy-only interconnections, or that
are located outside of California ISO import points (unless dynamically scheduled),
will be treated as having no deliverability benefits and the value of full deliverability
will be added to their costs in the LCBF computation.

Due to constraints within the California transmission system, resources located
within the California ISO but outside of the SDG&E area may not be able to provide
full deliverability benefits to the SDG&E system even with a full deliverability
interconnection. In such cases, the value of full deliverability for the project will be
multiplied by the ratio of System Resource Adequacy payments to Local Resource
Adequacy payments received or made by SDG&E prior to the beginning of the 2011
RPS RFO. The product, which is considered by SDG&E to be the current market
view of the proportional value of system versus local deliverability within the
California ISO, will be added to the cost in the LCBF computation.

Projects within the CAISO that seek full deliverability interconnections will not
receive a deliverability adder if connecting within the SDG&E area, or a system
deliverability adder if connecting to the CAISO outside of SDG&E's area but within
California. Projects interconnecting with non-ISO California utilities that are located
in California will receive a system deliverability adder. All energy-only
interconnected projects will receive a deliverability adder. The table below indicates
the type of adder that would be applied to various project types._Note that the PPA
price that each project receives will reflect the project’s ability to provide capacity
value during the term of the contract.
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;
LOCAL TRLITE
INTERCONNECTION IN SDG&E IN IMPORTS TO IMPORTS TO
TYPE AREA CALIFORNIA CAISO FROM CAISO FROM
ISO; OUTSIDE WITHIN OUTSIDE
SDG&E AREA CALIFORNIA-% CALIFORNIA
- ST BRI e Systemd 0% of Systemd (% of Up to Eatld0%
{CAISO “FULL Deliverability Deliverability Deliverability of Dehverablht)
CAPACITY Adder =0 AdderValue AdderValue AdderValue
DELIVERABILITYS:
STATUS
Ealt100% of Eal00% of Ealt60% of Ealt60% of
ENERGY-ONLY Deliverability Deliverability Deliverability Deliverability

4-5. Develop DRAFT Short List:

The draft Short-list is a first-pass ranking that lets SDG&E determine which offers are most
attractive based on a Preliminary LCBF price, which equals:

ffi For bundled products: the Above Market Costs + TRCR based transmission cost
estimates + the Deliverability Adder (if applicable) measured in $ / MW;

'ff W e K«E - Jﬂ/a i/'ﬁ }\/‘ kat - ‘fr e [W % i M}r z £ ¥ \12 & l\/! Ty

vy " A o o v Lo ki ey

tod-from-the-DARR

ffi For %Mun bundled RECs: the unbundled REC price measured in $/MWh

The “Preliminary LCBF” price does not include the congestion adder (all bids are assigned a
zero congestion adder at this stage). At this point, bids have not yet been screened to determine
whether they comply with RFO requirements. Note that for projects in SB2 categories 2 and 3,
SDG&E'’s procurement will be limited by the statutory requirements and the Rim Rock
settlement (if applicable).

a. Run query to group bids based on RPS compliance and SDG&E's identified
5DG4&E"s need as follows:

Compliance Period 1: Deliveriesbetween Jan 12013 and December 31 2013
Compliance Period 3: CODbetween 4Q2016 and 1Q2017

Offers with deliveries outside these windows will be considered non-conforming, unless
] between-SDG&E’s need in-tP2assessment has changed materially between the time of issuance
of this 2012 RPS Plan and the launching of the 2012 RFO.

b. Determine RPS Compliance Period 1 & 2 MeedRenewable Net Short (“RINS”
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7
[0 T o Ty 2 e IMNooel g P £l ek 1]
,,,,, ettt a e A o B AT P

Py Qb = T 16 T2 1 T b R T Jeodya il ter ¥ podn el Tl s o] by 1
,,,,, e oy e Ll ™ v s e it o e ey e e S it ] Hy S aa o L oS et
- n’mwm"‘/t S I A3 A b 1.3, ok

& A s Ty Feth-et t o e
I\/f FER ”/f ¥ En oy WK R i 12> ikt bt ol o] hY P30/
= - - el ok Lo S+ Hy et o ol to 5 45 T o

[NV 2 g - oot T 16 I, L
,,,,, AR e A
SDG&E's CP1 RNS is calculated as described in Section VI of its 2012 RPS Plan.

In case there is a CP1 need and given it will be 2013 by the time the RFO yields a shortlist,
which is late into CP1, SDG&E anticipates that it will place a priority on 2011-2012 unbundled
REC:s (e.g. no development or production risk) and then on short-term bundled offers from
existing facilities (e.g. no development risk}).

c. Rank all the Compliance Period 1 Bids by preliminary LCBF price until 150% of

SDG&E's Campliance-Period-LREs-Provistenal-bleedCP1 RING is fulfilled.

SDGE&EE will shortlist 150% of its CP1 RINS in order to provide an additional volume of potential
nrojects that will be available if higher ranked projects do not materialize, SDGE&E will divide
its shorthst into 3 tiers, as discussed in Section 7 below,

There is no need in CP2. SDG&E expects to bank any excess procurement into CP3.

d. Determine SDG&E’s Compliance Period 3 RES-PeedRINS

SDG&E emplisree-Raried-s-hls-sweed(CP3 RING is based-or-the-tolevstretorrmpla:

b B T I TIC T TREE ke b B T o T b o T Dby AT g el el o) g oy ~ak
d e i G e LS i A 8 s &8 5 B g g e Lo e P 2 HEY 2ri e e 3 s Bebloi TS e b
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Margincalculated as described in Section VI of Preeurement-its 2012 RPS Plan.:
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.
e. Rank all the Compliance-Pexi (I3 Bids by preliminary LCBF prlce until one
third of 150% of SDG&E’s e .Elch sPoried-S-Rib-Centineent-hoeed(C3 RN IS
tulfilled.

SDGEER will shortlist one third of 150% of its CP3 RNS in order to provide a list of projects that
will be available if higher ranked projects do not materializet. SDG&E will divide its shortlist
into 3 tiers, as discussed in Section 7 below,

f.  Sunrise Powerlink ("SPL-baek-up-") After establishing these preliminary Shortlists,
if SDG&E finds itself short of the SPL pledge, which is not the case today, SDG&E
will consider SPL-eligible projects and add them to the shortlists to re-fill the pledge.

5.6, Final Short -Lists:

a. All offers in both preliminary Shortlists (CP 1 and CP 3) are screened for
conformance. To the extent offers are not conforming, SDG&E will likely discard
(given the high number of anticipated offers) or attempt to make it conforming via
discussions with the counterparty provided that the non-conformance is minor.

b. Phase 2/GIA consideration (only for CP 3 offers). SDG&E will conduct sensitivity
analyses around whether or not projects that have a CAISO Phase 2 interconnection
studies or a signed Generator Interconnection Agreements change their shortlist
status if thesethis data, which is typically more precise, is available. If byusing the
Phase 2 or LGIA data sakes-a-preject-being-sherthisted-(as opposed to using the
TRCR datay) would move a project Onm ﬂw E’mrﬁ ist, SDG&E will do so on the basis
that having a Phase 2 or an LGIA is a strong sign of viability. If the opposite were
true, SDG&E will apply jseeementiudgment and endorse it with the IE and the PRG.

c. Adding Congestion Charges. SDG&E and the IE will add the relevant Congestion
Charges to the Bids once obtained from SDG&E Transmission.

2.7 rosmar-taia. rods-podbnlie EOY% da-becapae-i-ia-reasonabled Py s L S ki
P S S HH e 28 AT 2o e G R o e R ST , Pt k-t
shortlist ) L ooron-tonfrotic 97 e OB Ao LT ickde g R W e T e oo
t b Frbdt : ¢ S e a2 s Sl b f ek ey O
§ J IR Y A E aail) i Co i S oo raki Hoahortlict £ e il
A Frdeero oy daE-TAdd FEEeTV-e-0¢t o -G Pttt Frsteet g 62 t
Toeoed oy T2 ieie L&k thigtTho roas PRI TS ERw Elage ieJdspcaiieao. S Sl sk
et ¥ 1 AP s ) et et o MRS e b e €T EP O
I b Flon el BB e o w”/m ek d P e “ﬂJC raeliance-dn-2020.

et ey o i B L T

4The C wmpmnw Pmmd 3 nwd is diwdod by Lhw@ because SDG&E expec ‘Us o launc h three vearlv RFOs
over the next few vears to reach RPS compliance in 2020.
5 Conformance check will start earlier if possible
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d. Qualitative Factors: SDG&E may differentiate offers of similar costé by
reviewing qualitative factors including: (in no particular order of preference)

ffi Project Viability’

ffi Local reliability

ffi Benefits to low income or minority communities
ffi Resource diversity

ffi Environmental stewardship

ffi Rate Impacts

ffi DBE factor

e. SDG&E and the IE will then develop the preliminary Final Short-Lists that includes
congestion costs and Phase 2 study results if applicable. Qualitative factors,
including project viability or Diverse Business Enterprise factors, will be used as a
tie-breaker.

7. _SDG&E's shortlists will be organized in 3 eategories-erTiers:

- Tier 1 “Nominal Need”: the projects that are shortlisted because they fulfill SDG&E’s
Nominal Need, e.g. prior to applying probability weighting. SDG&E will require
exclusivity as a condition for Tier 1 shortlisting.

- Tier 2 “Probability WeightedRisk Adjusted Need”: the projects that are shortlisted
because they fulfill SDG&E’s Prebability-WeichtedRisk Adjusted Need._ For these,

SDG&E will attempt to get exclusivity for a limited period.

- Tier 3 “Contingency Need”: the projects that are shortlisted because they fulfill
] SDG&E'’s Contingency Need- (150% of the Risk Adjusted INeed). These projects will be
shortlisted on a “stand-by” basis and counterparties will be informed of such.
Exclusivity will not be required for Tier 3 shortlisting.

] f-a. The preliminary Final Shortlist is prepared and shared with the PRG during next
viable meeting in Q1 2013 (meeting dates for 2013 are to be determined at this point)

AR A A R A A A A R A A A R A R A A A R A R R AR R A AR

6 The term “similar cost” is used to indicate expected indifference by the PRG and CPUC as to the cost of
one offer or another. The PRG will have access to SDG&E’s evaluation and the quantitative and
qualitative components of those offers prior to SDG&E’s recommendation filing to the CPUC.

7 SDG&E considers project viability as a qualitative factor and relies on the Energy Division’s Project

Viability Calculator and self-scores from the bidders. For projects that SDG&E rejects due to low

| viability scores, SDG&E rescores the projects to affirm the bidder did not unfairly seeredscore itself too

low. For projects that SDG&E shortlists, SDG&E rescores the project to affirm that the bidder did not

unfairly score itself too high. Projects below a certain viability threshold will not be considered for the

shortlist,

9
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g=b. SDG&E will consider PRG feedback before notitying bidders of whether they have
been selected for the Final Shortlist in Q1-Q2 2013.
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SB GT&S 0721725



SDG&E’s 2012 RPS RFO Evaluation Methodology

CALCULATION

(CP1 through CP3)
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The table below is illustrative of the methodology that SDG&E will use to determine its need by
CP using the most updated data available at the time of the pre-bidders conference for the

2042next RFO. Between now and then, there will be material changes to the position and
therefore needs will be modified. The key message is that SDG&E; (i) will be seeking offers in
CP1 if the portfolio underperforms between now and 4&-2842the next solicitation, and (ii) for
CP3, it will procure whateverany unmet need-is-there, net of CP2 into CP3 banking, pre-rata
#over the course of 3 geessolicitations.

Prebabili | Mindmum
Complian | RPS (52 Marginof | Nee Vh)-150% | Risk Type
ce Period | Target ighted | Procureme | of theminimum | Adjuste | efContingent
(GWh) Deliverie | a{GWh} | margin-of d Need | Need (Tier 3
s-{CWia) proeurementNomi | (MWTi | Shortlist)
nal Need (Tier 1 er?2
Shortlist) Shortlis
1)
R B
1 B TBD TBD Contirennt |
D BD
2 -TB None None MLANone
D
3 TBD TBD TBD TBD
compliance | RPS Probability | Mindmwm Need{GWh) | 1 -EMBAY ype-af
Pogd e & i / :”ﬁ“ﬁ' T Margin-of 150%-of-the Shertlist
b/ Jeliverie I arer iR e Ein
(LS ATTS) AT Y e, - AT, I
G Gk e red
Probab el
Barnle {6t
Erera-t2
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L2

+BE

+BE
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AFFIDAVIT
I 'am an employee of the respondent corporation herein, and am authorized
to make this verification on its behalf. The matters stated in the foregoing SAN
DIEGO GAS & ELECTRIC COMPANY (U 902 E) AMENDED 2012
DRAFT RENEWABLE PROCUREMENT PLAN are true of my own
knowledge, except as to matters which are therein stated on information and

belief, and as to those matters I believe them to be true.

I declare under penalty of perjury under the laws of the State of California that the

foregoing is true and correct to the best of my knowledge.

Executed this 15th day of August, 2012, at San Diego, California

/s/ Hillary Hebert
Hillary Hebert
Partnerships and Programs Manager
Origination and Portfolio Design Department
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