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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Continue
Implementation and Administration of California
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(Filed May 5, 2011)

R N T g

SAN DIEGO GAS & ELECTRIC COMPANY (U 902 E)
2012 RENEWABLES PORTFOLIO STANDARD
PROCUREMENT PLAN COMPLIANCE FILING

In accordance with the Rules of Practice and Procedure of the California Public

Utilities Commission (the “Commission”) and the Decision Conditionally Accepting

2012 Renewables Portfolio Standard Procurement Plans and Integrated Resource Plan

Off-Year Supplement (“2012 Plan Decision”) issued on November 14, 2012, San Diego

Gas & Electric Company (“SDG&E”) hereby submits its final 2012 Renewable Portfolio

Standard (“RPS”) procurement plan (“RPS Plan”) and related documents.

SDG&E’s final 2012 RPS Plan is attached hereto as Attachment 1. In addition,

the following documents are attached as Appendices to the RPS Plan:

ffi

ffi

ffi

ffi

ffi

ffi

ffi

Appendix A — 2012 RPS Solicitation (RFO Document)
Appendix B1 — 2012 RFO Participation Summary
Appendix B2 — 2012 RFO Project Description Form
Appendix B3 — 2012 RFO Bundled Pricing Form
Appendix B4 — 2012 RFO REC Pricing Form
Appendix BS — 2012 RFO Model PPA

Appendix B6 — 2012 RFO REC Agreement
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ffi Appendix B7 — 2012 RFO Credit Application
ffi Appendix C — Evaluation Methodology (LCBF Process)
ffi Appendix D — Important Plan Changes from 2011 RPS Plan to 2012 RPS Plan

ffi Appendix E — Redline Plan Document (showing changes from August, 2012

amended draft 2012 RPS Plan to final, compliance version of 2012 RPS Plan)

Respectfully submitted this 29™ day of November, 2012.

/s Aimee M. Smith

AIMEE M. SMITH

101 Ash Street, HQ-12

San Diego, CA 92101

Phone: (619) 699-5042

Fax: (619) 699-5027

E-mail: amsmith@semprautiliies.com

Attorney for
SAN DIEGO GAS & ELECTRIC COMPANY

Y Appendix B8 (2012 RFO Consent Form) to the draft RPS Plan has been deleted.
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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 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 assessment, to the expected deliveries for each project in its

HHRBIBBB BRI

! 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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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 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), delivery 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 will also consider procurement strategies that will maximize the
product category limitations in order to optimize ratepayer value across compliance periods.
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.

BN A R

> 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 investment and UOG projects where relevant progress has been made.

¢ 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.

27
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1. The Assessment of Probability of Success for Various Project Types as a Key
Component of Calculating RNS

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 typicall
y YpP y

®See the Renewable Net Short Calculation in Section V below

37
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ranges from 90-95% across the portfolio. Adjusting forecasts when necessary is a crucial

component of SDG&E’s need assessment methodology.

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 Il below. SDG&E currently estimates that projects in
development will have approximately a 70% 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 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

RN L
? See section 6.5 for a list of SDG&E’s risk assessment for each individual project.
1% E-mail from Julie Fitch, former Energy Division Director, dated December 18, 2009.
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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
sales, 1t is 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

1455

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

forecast used in its initial 2012 RPS Plan filing"’, SDG&E’s current RNS is also lower. SDG&E

“-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.

BD. 12-01-033 (Decision Approving Modified Bundled Procurement Plans dated January 12, 2012).7
“;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, 2012 7

5
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monitors its retail sales forecasts on a monthly basis in order to identify potential fluctuations

and their impact to its RPS requirements.
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 two 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 and 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 key upgrades, SDG&E’s need would increase
materially, as shown in Table 1 in Section V below. The analysis presented by 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

I A A A A LR A L LA R A A LR A AR A AL
' Nominal RPS position refers to a position estimated assuming that deliveries from contracts will occur as
expected 100% of the time.
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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
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 waive) 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®'.
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

NI A T I L L AR A A

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

¥ 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 manage excess procurement by selling such products when doing so would benefit
ratepayers, or by utilizing a retired REC for RPS compliance in future compliance periods.

** Decision Setting Compliance Rules for the Renewable Portfolio Standard Program, supra, note 20.

7
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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 1ts need assessment for CP1 based on the methodology provided by the decision.

SDG&E’s calculation of this deficit s provided at Table 2 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 1s more advantageous for

SDG&E ratepayers. If SDG&E believes that the current market price 1s 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 0of 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
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

I I I L AR A AR

» SDG&E’s August 2011 RPS Compliance Filing dated August 1, 2011.
24-Noteqthatqbankir\gjaqREC—n'xay-either-meamthatq’cheqREqumhe!d-jmSDG&E’Sqactive1WREGlS—sub Laccoun’cfconbe-usedq
laterinjtsB6monthactivelifespan,orjticanmeanthattheRECisyetiredbeforeiits36month-activeiifespanends
andisthentheldinSDG&FE stetirementiaccountforusejinfuturecomplianceperiods.;

** See D.11-07-002.

SB GT&S 0725136



PUBLIC VERSION

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 November, 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% on average procurement level in 2011,
2012, and 2013. Based on deliveries from SDG&E’s current portfolio of executed contracts,
before and after applying any risk adjustment, SDG&E would be able to meet CP1 requirements
without additional procurement. SDG&E intends to try to sell excess RPS products from the
mid-to-late 2013 period both bilaterally and potentially through a competitive solicitation
(Request for Proposals (“RFP”)) in Q1 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
investment 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

BB B

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

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

9

SB GT&S 0725137



PUBLIC VERSION

Based on SDG&E’s current probability weighted RPS position forecast, the company may need
to conduct new renewable eligible purchases for mid to late CP3 (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 a function of
portfolio performance and 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, as applicable, and with potential

ivestments.
4. Utility 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.

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 consideration for a preferred online date in late CP2, subject to the Federal Production Tax
Credit (“PTC”) extension. SDG&E intends to submit this project for Commission approval
when and if there is certainty of PTC extension. 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 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

RBINI I A L AL

¥ 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.

107
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promising cost competitive project 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 has executed contracts for a total of 17 MW 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. SDG&E anticipates soliciting the remainder of the 26 MW 1n 2013.

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.

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 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

*% Approved by D.08-07-017.
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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 nterconnection
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, regulatory approvals are still pending causing uncertainty developers

whose projects rely on this upgrade.

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 precedent 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
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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 (ii) 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: (1) 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
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 PTCs expiring in 2012 and the Federal 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
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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
project. Filing claims under solar panel warranties might be complicated further if the
manufacturer is located overseas or 1s 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
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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.

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 renewable 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
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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
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.
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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,
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.
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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
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 November

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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KBS Procurement and Targets (MWhy I ;;;;;;; soea |2 R R soos Sove o I ;;;;;; soos T e I ;;;;;;; o
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 549856 677852 825,302 899,520 880,777 1,047,441 1,784,441 1,940,129
AnnuaProcuremenilarget(APT) | 296073 | SACISE I A 604627 | ... 7642 L B ) L103.671 1277770 ). 3,236,536
IncrementaProcuremen arget(IPT) N/A 150,439 158,116 160,015 168.469 170,560 174,099 1,978,766
Preliminary Procurement Surplus/(Deficiy | 23783 ] B 220675 [ 134878 | G233 | GeBh | 06670 | . (L316408)
2010 ActualProcurementPercentage 2003 2004 20605 : 2006 2007 2008 2009 2010
Surplus Procurement Bank Balance as of Prior Year 0 TUos37ss ¢ 48sl24 | 705798 840677 | 788342 72112 | 1238782
Applicationof Banked Suiplus Procurement to : : ¥ 4

Current Year Deficit (52334 (56.231) (L316.408)
djusted Curvent Year Annuai Sarplas Procarement 253783 ;;;;;;;;;;;;; i 341 ;;;;;;;;;;;;; 220675 ;;;;;; RN 34878 ;;;;;;;;;;;;;; R R R 506670 e g
Cumulative Surplus/(Deficit) Procurement Bank ¥ ¥ F * F ¥

Balance Carried into CP1 L 253783 485,124 705,798 L 840677 788,342 732,112 1238782+ (77.625)

Renewable Net Short Calculation:

The tables below provide the data behind SDG&E’s RPS Risk Adjusted Net Short Calculation
as of November, 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 - November 29,
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PUBLIC VERSION

VI. “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
“Mimimum 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 unforesecable
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) of
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
CPI1

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

B. Compliance Period 2

SDG&E’s Compliance Period 2 RNS is based on the following formula:
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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 [(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

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 [(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

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).
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Appendix C: Evaluation Methodology (LCBF Process)

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
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VIII. ESTIMATING TRANSMISSION COST FOR THE PURPOSE OF RPS

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

PROCUREMENT AND BID EVALUATION - TRANSMISSION RANKING COST
REPORT REQUIRED

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:

" 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 incur 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.
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