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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Oversee the
Resource Adequacy Program, Consider
Program Refinements, and Establish Annual
Local Procurement Obligations.

Rulemaking 11-10-023
(Filed October 20, 2011)

o o o

OPENING COMMENTS OF SAN DIEGO GAS & ELECTRIC COMPANY (U 902-E) ON PHASE 2
RESOURCE ADEQUACY ISSUES
Pursuant to the Administrative Law Judge’s Ruling Resetting Schedule for Comments on Phase 2

Resource Adequacy Issues and Scheduling a Prehearing Conference (*March 2013 ALJ Ruling”) issued on
or about March 11, 2013, San Diego Gas & Electric Company (“SDG&E”) files these opening comments on
the issues raised in Phase 2 of this proceeding. SDG&E is among the proponents of the Joint Parties’
Proposal which seeks to amend the Commission’s resource-adequacy program by adding provisions
addressing the needs of the California Independent System Operator (“California ISO” or “ISQ”) for
resources with operationally flexible aftributes.! These comments focus in large part on matters related to
that proposal. SDG&E strongly recommends that the Commission adopt the Joint Parties’ Proposal as part

of the upcoming June order, with implementation commencing in Compliance Year 2014.

1. The Commission Should Amend the 2014 Compliance Obligations of Load-Serving Entities
Subject to the Commission’s Resource-Adequacy Program by Adding a “Flexible Capacity”
Requirement.

SDG&E is among the parties who developed, submitted and advocate the immediate adoption of
the Joint Parties’ Proposal calling for the Commission to amend the existing resource-adequacy program
by adding an interim “flexible capacity” requirement for Compliance Year 2014. SDG&E takes the
opportunity of these comments to clarify certain matters raised in the most recent workshops and to

respond to certain of the comments filed by other parties regarding the Joint Parties’ Proposal? In addition,

1 Bee Resource Adequacy and Flexible Capacily Procurement: Joint Parties’ Proposal, Rulemaking 11-10-023, Oclober 29,

2012 (" Joint Parties’ Proposal™; by California Independent System Operator (*California 180" or “1S07), Southern California
Edison ("Edison™), and SDG&E. The Joint Parties’ Proposal was filed and served upon the service list to this proceeding both by

the Joint Parties and as an attachment to the Phase 2 Scoping Memo and Ruling of Assigned Commissioner and Administrative
Law Judge (*December 2012 Scoping Memo™), Rulemaking 11-10-023, December 6, 2012, Attachment A

2 See Reporter's Transcript, at p.9, lines 26 to p.10, line 7 (references to the Reporter’s Transcript are hereinafter abbreviated
using the following convention: "R.T. al 9:26 to 10:7").
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SDG&E addresses several of the provisions of the Energy Division proposal differing from the Joint Parties’

Proposal.’
a. The Joint Parties’ Proposal

In amending the existing resource-adequacy program fo add a “flexible-capacity” requirement, the
Commission should adopt the specification of those requirements as described in the Joint Parties’
Proposal and the schedule shown in the attached Appendix A4 By adopting the modified Joint Parties’
Proposal, the Commission would be exercising the authorities and meeting the responsibilities set forth i
Public Utilities Code Section 380, which describes the Commission’s robust jurisdiction to meet system
reliability requirements in a cooperative manner with the California ISO. There exists a largely concurrent

and coextensive jurisdiction over such matters between the Commission and the California ISO, but for the
reasons described later in these comments, SDG&E strongly supports the Commission taking the lead with

espect o the adoption of flexible-capacity requirements so as to reduce the probability the 1ISO will act to
procure resources under its federally approved authorities

SDG&E recommends the Commission implement certain flexible-capacity requirements for the
2014 Compliance Year, and defer a limited set of issues for further consideration and implementation for
the 2015 Compliance Year. The initial set of rules to be applied in 2014 would establish the basic
parameters of the state’s flexible-capacity requirement and are consistent with the similar and related
requirements under development by the California ISO. In developing this initial set of rules, SDG&E
attempted to avoid undue complexities as parties attempt to assimilate and comply with the new
requirements during the first compliance year. The additional rules SDG&E would defer for further
consideration would either complicate the launch of the requirements or could benefit from further
discussion, so SDG&E recommends placing them into the next round of discussions where further

resource-adequacy program refinements would be considered.

3 The most recent version of the Energy Division proposal was distributed to the parties in advance of the workshop held on
M«smh 20, 2013, Hwas also &ppmdm to the March 2013 ALJ Ruling and served on the p«irt‘m to the proceeding.
in providing Appendix A, SDG&E illustrates the distinction between the Commission’s jurisdiction and matiers that would be left
to the MI fornia Independent Syﬁ@m Operator pursuant to the authorities, w;r preser“s {and future, granted fo the IS0 by the
Federal Energy R&gw atory Commission, and to the California Energy Commission. See R.T. at 10:23 fo 12:5. In addition,
SDGEE provides its recommendations as fo the findings of fact and corclw ons of law supporting the adoption of those
m{}d fications to the Commission’s resource-adequacy program and the essential orders recommended by SDG&E to thatend, |
Appendix B, See RT. st 12:6 v 12:14.
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SDG&E recommends the following provisions be added to the Commission’s resource-adequacy

program for the 2014 Compliance Year:

" "’E“h@ flexible-capacity r@QL ents d@&cr“b@d fm the Joint Parties’ Proposal should be adopted
in the June 2013 decisi f [m[ plementation in the 2014 Compliance Year,

= The Joint Parties’ proposed methodology for determining monthly flexible-capacity needs
should be adopted;

= The Joint Parties’ and Energy Di D sion's proposed methodology for allocating flexible-capacity
requirements to load-serving entities on the basis of each load-serving entity’s relative share of
monthly system peak, similar to th@ manner that system resource-adequacy requirements are
allocated among load-serving entities, should be adopted,;

= The Joint Parties’ "bundling concept” should be adopted, i.e., for pmcur@mm t purposes, the
flexible-capacity attribute must remain bundled with the underlying generic capacity to which
the atfribute is tied;

= The Joint Parties” and Energy Division’s proposal to differentiate flexible from generic capacity
for “counting” purposes in the determination of whether a load-serving entity has met its
allocable flexible-capacity requirement should be adopted;

= The Joint Parties’ and Energy Division’s proposed eligibility requﬁr@m@mg for resources fo
qualify as flexible capacity, i.e., that the resource must be capable of ramping and sustaining
energy output for a minimum of three consecutive hours during an oper em ng day, should be
adopted; and,

= Pacific Gas and Electric’s (‘PG&E’s }pmpom regarding the eligibility criteria and minimum
energy requirements applicable to determining the flexible capacity which may be procured
and provided by hydroelectric resources should be adopted, but implemented during the vear
m which the California ISO’s expected adoption of an enhanced must-offer obligation for
flexible resource-adequacy resources is put into place, i.e., the 2015 Compliance Year.

SDG&E recommends the following provisions be considered for the 2015 Compliance Year
following further vetting and deliberations:

= The Joir W&M@ 5 proposal form enhanced Must Offer Requirement associated with Flexible
Capacity — including economic bidding requirements — should be deferred to further
developmer “zf in the upw mg California 1ISO stakeholder processes related to the ISO’s
flexible-capacity requirements and tariffs;

" EEEgEbEEE’W criteria encouraging the provision of flexible capacity by suppliers representing
rergy-storage tech moﬂogm demand response, renewable resources, and use-limited
resources (other than hydroelectric generation which is addressed elsewhere) should be
considered for the RO”T‘TS Compliance Year; and,
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= Alfernative methodologies for allocating the flexible-capacity requirement among load-serving
entities which align more closely to cost-causation principles should be considered for the 2015
Compliance Year.

SDG&E recommends the following provisions from the Energy Division's proposal be rejected in
the upcoming June 2013 decision for the reasons stated:

= The Energy Division's proposal to require eligible flexible resources to submit economic bids
for each hourb@iww 15:00 a.m. and 10:00 p.m. of each operating day should be rejected. For
2014, eligible flexible resources, as resource-adequacy resources, would be subject fo the
existing 1SO %u&‘éwmf’f@ obligation and, for 2015, the Energy Division's proposal would be
superseded by an updated Must Offer Requirement to be included in the California 150 fariffs.
The updated must-offer obligation would be designed to meet the ISO’s operational needs
more precisely and in a manner amenable to the operations of eligible resources. 1t would add
undue complexity and momr ally inconsistent rules to the 2014 eligi A}‘Ey ﬁ\*dwm pliance
requirements and commercial transactions fo include the Energy Division’s proposal in
advance of new ISO fariffs covering the same ground;

= The Energy Division’s pmpma? that generators be permitied to refrain from offering or selling
flexible capability should be rejected. Although the current expectation is that supply shortages
are not likely to occur during 2014, those expectations may be in wrm,h Additionally,
shortages of flexible capacity are expected over time. The Commission should not adopt amy
rules sanctioning the withholding of supply until after (a) the California ISO’s tariff-based
offer obligation for flexible resources is defined and in place, and (b) an assessment and
adoption of appropriate provisions mitigating market power concerns has occurred; and,

= The Energy Division’s recommendation to adjust flexible- -esource procure ment obligations for
load migration twice each y@ar‘ although si Q“mut 1o the semiannual local resource-adequacy
true-up process, should be rejected. This recommendation would unduly complicate the
implementation of the 2014 ﬂ@xuble -capacity requirement by introducing considerable
commercial complexity into resource-adequacy procurement since flexible capacity would be
embedded in resource-adequacy capacity and parties, both suppliers and buyers, should be
given some time fo determine the manner in which such embedded attributes can be
separately transacted in accordance with any true-up process.
As noted by the Presiding Administrative Law Judge at the prehearing conference held on March
20, 2013, comments on the Joint Parties” Proposal and its various elements and recommendations have
been previously filed, and SDG&E will not reiterate its prior comments here. Rather, SDG&E will focus on
program elements introduced after the close of the first round of workshops and comments and/or
discussed at the latest workshops. These program elements include PG&E’s proposed eligibility criteria for
hydroelectric resources and the Energy Division’s proposals to: (1) intfroduce a contractual must-offer

obligation for flexible capacity in 2014; (2) implement twice-yearly true-ups of flexible-capacity
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requirements; and (3) provide an option to resources physically capable of providing flexible capacity to

refrain from selling those capabilitie
i. PG&E’s Eligibility Criteria for Hydroelectric Resources

At the March 2013 workshop, PG&E explained its previously distributed proposal allowing certain
hydroelectric generation capacity o qualify as flexible resources. Underlying PG&E’s proposal is its
concern that the expected California 1SO tariff modifications related to the enhanced must-offer obligations
owed by flexible resources will include a requirement that eligible resources submit economic bids into the
ISO’s markets during a predetermined set of hours (e.g., 5:00 a.m. to 10:00 p.m.). While certain
hydroelectric generating units are able to provide economic bids across these seventeen hours each day,
PG&E is concerned that the idiosyncrasies of hydroelectric operations could prevent those units from
actually providing continuous energy across the entire period. To address this concern, PG&E proposes
that hydroelectric resources be eligible to provide flexible capacity if such a resource (a) bids across the
predetermined set of hours (the seventeen-hour period in the foregoing example) and (b) provides energy
for at least six hours per day, with the I1SO determining the qualifying six hours under the ISO's system-
optimization and dispatch protocols.

SDG&E believes PG&E's proposal is a creative solution that allows load-serving entities and
consumers to access the inherent capacity attributes and value of hydroelectric generation, while
acknowledging the production limitations applicable to those resources. SDG&E therefore agrees the
proposal should be adopted. SDG&E also considers the practical principles underlying PG&E’s proposal
could be appﬁmd fo other energy-limited resources — such as demand response and energy storage - in
determining their eligibility to qualify as flexible resources. Given the link between the PG&E proposal and
the 1ISO’s expected amendments to its must-offer obligation addressing bidding requirements applicable to
flexible-capacity resources, SDG&E submits the Commission should implement the PG&E proposal in the

year during which the California ISO’s enhanced must-offer obligation for flexible resources is adopted.
i The Energy Division’s Proposal for a Flexible-Capacity Must-Offer Obligation

Currently, resource-adequacy resources can meet the California ISO’s tariff-based must-offer
obligations applicable to such resources through self-scheduling, although as explained by the Joint
Parties, self-scheduling renders those resources “inflexible” for the I1SO’s operational purposes. As the

Commission adopts flexible-capacity obligations, the Commission should recognize that the 1ISO’s ability to

(6]
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dispatch a resource to meet the 1SO’s operational needs is the key and distinguishing characteristic of
flexible capacity. The California ISO is currently conducting a stakeholder process to define the parameters
of an enhanced must-offer obligation applicable to flexible-capacity resources - these parameters are
expected to include the requirement that eligible resources submit economic bids into the ISO’s markets
during a predetermined set of hours, which would preclude the self-scheduling of flexible capacity. While
that stakeholder process is currently underway, the California ISO has unequivocally stated that the

enhanced must-offer obligations and bidding requirements for flexible capacity will not be in place until the
2015 resource-adequacy compliance cycle. By deferring these new market requirements until 2015, the
ISO has indicated it expects to meet its expected three-hour ramping needs in 2014 from the existing pool
of resource-adequacy resources and, as a result, that there is little reason to limit self-scheduling or require
economic bidding by flexible resources during 2014.

The Energy Division is now proposing that the Commission require resource-adequacy resources
offering to provide flexible capacity to submit hourly bids in the ISO’s energy market for all hours between
5:00 a.m. and 10:00 p.m. for the flexible portion of their capacity during the 2014 Compliance Year.
SDG&E believes this provision would unnecessarily and unduly complicate the implementation of a flexible-
capacity requirement in 2014 and, more importantly, is likely to increase costs without providing any
corresponding operational benefit to the 1ISO. As the Commission well knows, resource-adequacy
contracts invariably cite the provisions of the existing California ISO tariff to define a resource’s must-offer
and performance obligations under these contracts - this has the salutary and intended effect of striking a
consistency between contractual performance and market rules. In the event the Energy Division's
proposed bidding rule were to be adopted for 2014, existing contracts with resources which could offer
flexible capacity would need to be reopened and renegotiated to reflect the Energy Division’s bidding
requirements for 2014 since there are no corollary requirements or restrictions in the ISO's current tariffs.
SDG&E would expect suppliers to require contract premiums to compensate them for the new performance
obligations (e.g., to offer hourly economic bids and/or forego g@ﬁf»«ach@duﬁmg to the extent of any flexible
capacity they sell) in excess of the I1SO tariff requirements. SDG&E submits these costs represent

gconomic waste and should be avoided.

5 Bee Energy Division Flexible Capacity Procurement Revised Proposal, March 11, 2013, atp. &

6
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As an aside, while SDG&E believes that additional supplier performance obligations should not be
adopted for 2014, this does not affect the value of adopting a flexible-capacity requirement for 2014.8 In
the first place, an enhanced must-offer obligation reflecting the new flexibility requirements will be in place
for 2015. Adoption of the flexible-capacity requirement, despite being in advance of the 2015 must-offer
revisions, would provide both suppliers and load-serving entities with an early and valuable opportunity to
consider and execute new offer and procurement strategies reflecting the flexibility requirement during the
2014 Compliance Year. Portfolio mixes will change from the new requirements. Flexible resources which
might otherwise have been left out of a load-serving entity’s monthly supply plan might now be included in

order to meet the new requirements — where this occurs, the level of flexible resources available to the I1SO

will be enhanced. SDG&E would also expect significant changes to traditional fall and winter maintenance
schedules since the California 1ISO’s data indicate the forecasted need for flexible capacity is highest when
planned maintenance outages historically have also been highest. Gaining experience with the
management of planned outages and maintenance alone justifies imposing a flexible capacity requirement
in 2014, even if new bidding obligations are not adopted simultaneously.

iii. The Energy Division’s Proposal To Permit the Withholding of Flexible
Capacity from the Market

The Energy Division agrees with the Joint Parties that, in order for a load-serving entity fo satisfy its
flexible-capacity requirement, the load-serving entity must “bundie” the flexible capacity a resource offers

with the underlying generic capacity to which the attribute is tied.” In other words, a fifty-megawatt flexible

resource could not sell fifty megawatts of flexible capacity to one load-serving entity and concurrently sel
fifty megawatts of generic capacity to another load-serving entity.

The Energy Division goes on, however, to propose that “a generator may choose not to sell the
flexible portion and instead sell the resource’s entire capacity as generic capacity.”® SDG&E believes this
aspect of the Energy Division’s proposal could give rise to the exercise of market power and urges the
Commission fo reject it for implementation in 2014. In the absence of well-defined (f«md yet-to-be-

proposed) provisions mitigating the potential exercise of market power, Energy Division's recommendatior

6 SDGEE adds these comments only because it anlicipales some parties will argue that thers is an inconsistency in arguing for
the immediate adoption of & flexible-capacity requirement while deferring the adoption of an enhanced must-offer obligation for
flexible resources. SDG&E acknowledges that over the long run there is an interrelationship between the requirement and the
must-offer obligation but, for the reasons provided in the text, SDG&E disputes that the requirement and the must-offer obligation
must be adopted simultaneously.

Tid.,atp. 7.
8 fbid.
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s premature and adverse fo the public interest. Once a fariff-based, enhanced must-offer obligation
specifically related to flexible capacity is in place, there could be legitimate reasons for an otherwise eligible
flexible resource fo elect to not sell flexible capacity. But under the Joint Parties’ Proposal, new must-offer

and bidding requirements would be deferred to 2015, undermining the reasonableness of any withholding
strategies for 2014. Accordingly, the Energy Division proposal to allow withholding of flexible attributes
from the market should be rejected and the parties should be directed to develop market-power mitigation

measures for 2015 for the consideration of both the Commission and the California 150.
iv. Energy Division’s Proposal for Semiannual True-Ups

The Energy Division proposes to reset a load-serving entity’'s allocable ﬂ@xﬂbﬁ@»«@apaoﬁiy obligation
twice per annual compliance cycle. This proposal would import the current semiannual true-up for the
reallocation of focal resource-adequacy obligations to account for load migration between load-serving
entities.? SDG&E agrees with the Energy Division that reallocation is a logical component of a fair, robust
and fully developed flexible-capacity requirement. But in order to minimize complexity in the initial
implementation year, SDG&E suggests this program enhancement be deferred to a later date and not
adopted for 2014.

b. Implementation for Compliance Year 2014

SDG&E strongly recommends that those elements of the Joint Parties’ Proposal, in addition to
those specific additional provisions described above, be adopted for Compliance Year 2014. Doing so will
facilitate the appropriate adjustments market participants must make in order to assimilate the commercial
implications of the flexible-capacity requirement. This would include, notably, developing the mutually
agreeable terms and conditions pursuant to which, on the one hand, suppliers would deliver flexible
capacity to the California 1ISO and, on the other hand, load-serving entities would be entitled to rely on a
supplier to meet their compliance obligations. Doing so under conditions where the likelihood of market
stresses, e.g., supply shortages, is low poses obvious advantages. Similarly, the Commission’s Energy
Division and load-serving entities subject to the new requirements should be provided an opportunity to
assimilate the compliance requirements, burdens and operational changes associated with the new
requirements. For example, load-serving entities will need some experience in conforming the revised

monthly resource-adequacy demonstrations to their daily scheduling of loads and resources, as well as o

Sld., atp.4.
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the terms and conditions of the contractual instruments describing the rights and obligations of suppliers
and load-serving entities. Once again, doing so in the absence of market perturbations would facilitate the
transition more readily than would be the case under conditions of resource shortages or, as discussed
later in these comments, under circumstances where federal tariffs and rules have already been adopted
and put into place.

Several parties have suggested that experience with the new requirements is either unnecessary
or overrated. These parties argue that, in the absence of an imminent and credible threat to system
reliability, the Commission should act deliberately and cautiously and put off modifying the resource-
adequacy program to a time when the threat to relia b@mm more urgent. SDG&E submits that deliberation
and caution may be appropriate in some circumstances, but not in the instant case. SDG&E reminds the
Commission that the California 15O has previously app%ﬁ@d to the Federal Energy Regulatory Commission
(“FERC”) for various authorities to backstop the California resource-adequacy program where necessary {0
address potential threats to system reliability.’® As a result, the ISO possesses a considerable array of
tariff authorities to procure resources meeting its current and future operational needs and spread the costs
of those procurements to California consumers. The ISO has even proposed fo procure resources well
beyond the bounds of its tariff authorities under circumstances where the alleged reliability need was

considered by most market participants to be highly speculative.” Additionally, the California 15O has

101n evaluating the 150's showing of “need” related to these procurement authorities, FERC has applied a different standard for
acling than the “deliberation and caution” urged by some parties in the instant Commission rulemaking. In approving the 1S0's
recent application for new tariffs implementing a capacity-replacement requirement addressing potential supply shortages
caused by scheduled maintenance outages, the FERC said, "Reliability problems often occur unexpectedly. Thus, we find that it
i5 appropriate for a control area operator to guard against potential reliability problems even where none have occurred in the
past.” See Order Conditionally Accepting Tariff Revisions, FERC Docket No. ER12-2669-000 [California Independent System
Operator Corporation {{-?@p wcement Rogu;mmmé for Resource Adequacy Maintenance Outages)], 141 FERC 961,135,
November 19, 2012, at P.38. Equally important, FERC is inclined to confine its review to ihea four corners of ﬁ“e filings placed
before it and turns a blind @w« {0 the relative meri u of any alternative proposals in determining whether a filing is just and
reasonable. [d., at P44 {including footnote 43, citing Federal Power Act Section 205.

it See Petition for Waiver of Tariff Provisions and F?QQU%’ tfor Confidential Treatment, FERC Docket No. ER12-897-000 (January
25, 2012}, regarding the granting of an exiraordinary super-forward Capacity Procurement Mechanism designation for the
Calpine Sutter Energy Center. The IS0 wi Mreﬁw the petition following this Commission’s issuance of an intervening order,
Resolution No. E-4471, which substituted a state solution for the proposed federal ﬂ%@rvmim

9
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already filed for further procurement authorities so that it may acquire resources to address its anticipated
flexible-capacity requirements and can be expected to continue its pursuit of these authorities in the near
term.12

SDG&E has consistently stated that, as a matter of policy and good regulatory administration, the
Commission should shape the California resource-adequacy program so as to address long- and short-
term reliability requirements through state- ﬁﬁ@pt@@ programs and regulations. Effective state regulation
obviates the need for federal regulatory intervention and/or expensive market interventions by the Californ
ISO. To that end, SDG&E urges the Commission to address the I1SO’s operational needs for flexible
resources by amending the existing resource-adequacy program to reflect and resolve those needs. By
doing so, the Commission would enable California load-serving entities to self-determine the manner in
which th@y would meet the 1ISO’s requirements in light of the least-cost, best-fit principles under which
these entities procure resources. SDG&E strongly prefers to conduct its own resource procurements and
meet the resource needs of its customers without any supervening, extra-market “backstop” procurements
conducted by the ISO at prices excess to market. Amending the Commission’s resource-adequacy
program to provide for flexible-capacity requirements greatly reduces the likelihood the 1SO will intervene in
the market in order to provide for its own operational requirements by creating the appropriate economic

ncentives for the state’s load-serving entities to conform their resource-adequacy procurements to meet

the 1ISO’s requirements. This also concomitantly serves the public interest in system reliability, which is the
fundamental purpose of the resource-adequacy program. As the California ISO determines its own next
steps to address its need for flexible resources, the Commission, by taking the first steps to address that
need, will have laid the foundation for California to shape the eventual solution in ways that might be lost if
the gambit was left to be played by the ISO and FERC.

In other regulatory proceedings, SDG&E has proposed fo meet the terms and objectives of the
California Renewable Portfolio Standard (‘RPS”) by conducting the entirety of its procurement activitie
through the consistent application of “least-cost, best-fit” procurement principles. More specifically, while

the California RPS statutes are generally indifferent to how load-serving entities should meet RPS energy

12 See California Independent System Operator Corporation (Inferim Flexible Capacily and Local Reliability Resource Retention
Mechanism), FERC Docket No. ER13-850-000. On March 29, 2013, FERC rejected the IS0 proposal, but directed its staff to
conduct a technical workshop so as to coordinate the efforts of FERC, the Commission and the California parties in resolving the
reliability Emue@; reised by the 180 inits filing. See Order on Tanff Revisions, 142 FERC 161,248, id., March 29, 2013, at PP.2Z,
68 t0 89. In a promising developmend, FERC expressed its dissatisfaction at the devel uprr went of “an out-of-market approach” to
resource prowr@ﬂ went, but also indicated that the 180 should make an effort lo develop and implement *a durable, market-based
mechanism that provides incentives to ensure that resources with the adequacy and c:spera ional needs CAISO requires are
available.” Ibid., at .68, SDGEE fully expects the California IS0 to take FERC’s invitation and make a further filing.

10
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requirements, load-serving entities and their customers are finding that there are significant market and
operational distinctions between different renewable-resource technologies. The flexible-capacity
requirement is a case in point. While all renewable energy is fungible, certain renewable resources cannot
address certain fundamental system operating requirements. As the California ISO studies have shown,
the integration of increasing levels of infermittent resources places the ISO system at risk to system
disruptions when energy production from intermittent resources fluctuates conversely or inversely fo loads.
Thus, the ISO is seeking, both here at the Commission and from FERC, the approval of some regulatory
mechanism assuring that resources capable of maintaining reliable power flows, despite the loss of
intermittent producers, will be available to compensate for those losses.

In considering the California ISO’s pursuit of the best regulatory solutions to the flexible-capacity
shortage the 1SO foresees, SDG&E has considerably more confidence that the Commission, in
implementing and managing the numerous California public policies regarding the production, delivery and
consumption of electricity, can and wili better coordinate and harmonize those policies in a manner
consistent with least-cost, best-fit principles than would be the case for the ISO or FERC. SDG&E has in
the past articulated a renewable-procurement goal of acquiring “the right renewables” rather than
aggregating those resources randomly. To the extent the Commission takes responsibility for assuring that
a sufficient level of flexible capacity is delivered to the California ISO, it can coordinate the ﬁ@xﬁbﬁ@wczapamw
requirement with the procurement of renewable resources, specifically those providing “capacity value
and even “flexible-capacity value”, to load-serving entities. A flexible-capacity program under the direct
supervision of the Commission would not only address the ISO’s reliability issues, but could also be shaped
1o serve the interests of the various California constituents with an interest in the other public policies under
the Commission's jurisdiction. To do otherwise would risk federal usurpation of various aspects of
resource-procurement jurisdiction, without addressing other policies of importance to California but not to
Washington, D.C., and likely at higher costs to consumers.

Finally, because SDG&E believes the greater part of Compliance Year 2014 is not likely to be
marked by any market stresses stemming from a shortage of either resource-adequacy resources or
flexible capacity, SDG&E does not believe there will be significant cost implications from implementing the
proposed flexible-capacity requirement in and for Compliance Year 2014. For future years, SDG&E
believes the implementation of the requirement for Compliance Year 2014 will provide the Commission with
the earliest possible opportunity to consider and address the implications of the flexible-capacity

requirement from both a cost and operational perspective in the other Commission proceedings, notably

T
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the upcoming long-term procurement proceeding and the various energy-cost proceedings of the investor-

owned utilities, scheduled for 2014.
2. Miscellaneous Revisions to Resource-Adequacy Requirements

SDG&E recommends the Energy Division’s pr mwﬁ applicable to all resource-adequacy
procurement generally, allowing load-serving entities to include resource-adequacy resources under
construction in their year-ahead resource- ad@quacy compliance filings should be adopted. SDG&E further
recommends modifying the Energy Division’s proposal so as to allow load-serving entities to substitute
capacity from a currently operating local resource-adequacy resource for the capacity of another currently
operating local resource-adequacy resource in order to meet their year-ahead and month-ahead local
resource-adequacy obligations

The current resource-adequacy rules require load-serving entities to submit or commit local
resource-adequacy resources in their year-ahead demonstrations — those resources are then deemed
committed for each month of the compliance year. Where a load-serving entity procures another local
resource-adequacy resource following the approval of its year-ahead demonstration, current program rules
do not permit that load-serving entity to substitute the newly procured resource as part of any month-ahead
compliance filing for resources previously included in the year-ahead demonstration. In limiting its
substitution proposal to resources under-construction, the Energy Division unduly differentiates resources
already in service and included in the year-ahead resource-adequacy demonstrations from resources
under-construction. Broadening the proposed substitution rule to include in-service resources is likely to
result in lower costs, a benefit not captured by the narrower Energy Division proposal. The California 1ISO
assesses standard capacity product availability charges to a resource-adequacy resource where the

resource’s availability during any month is lower than the amount of capacity the resource is committed to
provide. Where the load-serving entity's contract with a seller assigns those charges to the load-serving
entity, the load-serving entity can in some instances avoid those charges by substituting another resource
whose contract includes availability charges in the contract price or where the seller agrees to assume the
availability charges. SDG&E's modification to the Energy Division proposal facilitates those savings and
should be adopted.

Finally, the Energy Division’s proposal, applicable to all resource-adequacy procurement generally,
to reverse the Commission’s previous decision regarding the “rounding convention” should be rejected.

The Commission very recently held that the rounding convention now being reanimated by the Energy
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Division had previously caused discrepancies between the California ISO’s and the Commission’s (Energy

Division's) separate determinations regarding whether a load-serving entity had met its resource-adequacy

obligations.”® The Commission adopted the California 1SO’s rounding convention to reduce the potential for
these discrepancies and SDG&E strongly recommends that the Commission not retumn to the prior

paradigm of confusion and inconsistent regulations

3. The Commission Should Deny the Amended Request for Evidentiary Hearings.

The Commission should deny the Motion for Evidentiary Hearing and the more recent Amended
Request Evidentiary Hearings of Sierra Club and The Ulility Reform Network (‘“TURN").* At the prehearing
conference, counsel for TURN articulated two deficiencies in the existing record related to the Joint Parties’
Proposal which might be cured through evidentiary hearings. First, counsel indicated that the current state
of the record in this rulemaking would not permit parties “to thoroughly address the flexible capacity issues
in their comments,” such “issues” later described as including the definition of flexible capacity and the
impacts of those definitions on the state’s goals such as reliability and greenhouse-gas reductions, and
then more specifically, (a) how much flexible capacity is needed and when and (b) how much flexible
capacity is available and would be provided absent changes to the resource-adequacy program.’ Second,
counsel indicated the Commission did not have “a full record to make a fully informed decision on this very
important change.™6

With respect to the complaint that there is a factual deficiency regarding both the general meaning
of and the more specific compliance obligations under the proposed flexible-capacity requirements, the
actual position of TURN and the Sierra Club is somewhat confused by their further complaint that they have
received so much information that it had become “an enormous challenge working through all those files of
data.”” Movants’' real issue appears to be that the information provided to them, as well as fo the

Commission and the other parties, has not been, but must be, tested by cross-examination. Despite being

3 See Decision Adopting Local Procurement Obligation for 2013 and Further Refining the Resource Adequacy Program,
Decision 12-06-025 in Rulemaking 11-10-023, June 21, 2012; printed opinion at pp.29 to 30.

4 The motion for evidentiary hearings was filed in this docket on March 7, 2013, under the terms of the December 2012 Scoping
Mema, and superseded by the Amended Request for Evidentiary Hearings af Sterra Club and The Utility Reform Network
(“Amended Request’), filed on March 28, 2013, under instructions from the Presiding Administrative Law Judge fo identify the
specific “disputed facts” which would require evidentiary hearings, See R.T. at 42:25t0 43:24, and R.T. at "’5 15 10 53:28.

BRT. at24:13 10 24:17, and R.T. at 24:25 to 25:10.

BRT. at24:17 to 24:21.

TRT. at 25:14 1o 26:7. SDOAE acknowledges thal TURN and the Sierra Club may have received data from the California 150
late and may not have had an adequate opportunily to satisly themselves that the dala are accurate and relevant. As counsel for
TURN indicated during the prehearing conference, familiarity with those data may settle the disputes raised in the request for
evidentiary hearings.
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given additional time to clarify and identify the “disputed facts” which would be the subject of evidentiary
hearings, TURN and the Sierra Club fail to do so in their Amended Request. In the first instance, TURN
and the Sierra Club utterly fail to provide anything approaching an offer of the evidence either party would
submit which contradicts or otherwise disputes the factual underpinnings presented by any other party in
support of a flexible-capacity requirement. In lieu of such a demonstration, TURN and the Sierra Club
continue to express their lack of confidence in the facts upon which the Joint Parties (and now presumably
the Commission’s Energy Division which has largely embraced the Joint Parties’ Proposal) based their
proposal.

While TURN and the Sierra Club are fully entitled to disagree with and reject the facts placed at
their disposal, their dissatisfaction with the materials in their possession is an insufficient basis upon which
to insist on quasi-judicial hearings. Moreover, in providing the exemplary “factual disputes” upon which
their request for evidentiary hearings is based, TURN and the Sierra Club reveal that their dissatisfaction

with the proofs provided by the Joint Parties is more a matter of differing opinions than disputed facts. A
simple review of the four “factual disputes” described in the Amended Request demonstrates the absence
of any such disputes:

= TURN and the Sierra Club disagree with the Joint Parties’ position that only dispatchable
capacity should be considered to be mpum onally available.'® They go on o dispute the
reasonableness of the Joint Parties’ position.”® In describing this issue, TURN and the
Sierra Club contest the credibility of the 1SO’s information and the conclusions drawn from
that information. Butin doing so, they fail to state what “facts” are really in dispute here ~
rather, TURN and the Sierra Club only pose potentially differing opinions and policy
recommendations and fail the instruction of the Presiding Administrative Law Judge to
identify the contested, dispositive “facts” that must be adduced by cross-examination or
that would be provided through their own testimony which are relevant or salient to the
different conclusion they may have reached;

= TURN and the Sierra Club next dispute the reduction of flexible capacity forecasted by the
California 150 for the Year 2015.20 Since the Commission’s decision in this proceeding
would be limited to the setting of flexible-capacity oF ligations for Compliance Year 2014,
the dispute raised by TURN and the Sierra Club is in large respects irrelevant. Data

18 See Amended Requ%[ atp.4. To this end, TURN and the Sierra Club provide the opinion that “an 800-megawatt combined
cycle facility [receiving] resource-adequacy payments for onl ly 300 megawatls of its capacity ... should be expecled to provide at
least some portion of its addi mrwl %U megawatts of remaining mpa@ ty should that capacity be needed.” Ibid. This opinion
plainly states the position of TURN and the Sierra Club. The credib %;y of their “expectation” can be weighed against the Joint
Parties’ confrary insistence that ’zf“e reliability of the California electricity grid uhQUM nat rely on such speculations but rest upon
the operational characleristics reserved by confraclual commitments. SDGAE is at a loss to understand what facls” are in
dispute here and what additional "facts” the Commission waul@ need to reach a conclusion about the manner in which
uncontracted and/or nondispatchable capacity should be counted.

9 ibid.

D See Amended Request, at ppd to 5.
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related to 2015 were presented to the workshop participants as indicative of the frends in
the hourly supply-demand imbalances which prompted the California ISO’s concerns
regarding the deficient level of flexible capacity that might be delivered via the existing
resource- ad@quaci\j program - importantly, TURN and the Sierra Club d@ not argue that
the trend or its implications are incorrect, but only take issue with a portion of a forecast
which does not have specific hm\;ﬂ oammm the 2014 obligations the Joint Parties
propose be adopted by the Commission in this phase of the "‘m‘“am rulemaking. Moreover,
TURN and the Sierra Club once aqa\ raise a difference in opinions, i.e., whether there will
or will not be a loss of effective flexible capacity in 2015, rather tha‘ 1 any immediate dispute
related to facts whose resolution would benefit from quasi-judicial hearings;

= Ag fo the third “factual matter” TURN and the Sierra Club qutd send fo evidentiary
hearings, they once again mischaracterize a difference of opinion as a “factual dispute”,
L.e., whether self-scheduled resources should or should not be considered dispatchable
and, concomitantly, operationally flexible.2" Although the Joint Parties have made clear
that the inability of the California 1SO to rely on self-scheduled resources to meet system
ramping and operational requirements under the current structure of the California energy
markets should disqualify those resources from being counted as flexible capacity, TURN
and the Sierra Club fail to point to any “disputed facts” which could be resolved through
hearin ‘g@ emd more importantly, which might bear on the reasonableness of the Joint
Parties’ position. Rather, TURN and the Sierra Club raise a legal dispute, i.e., WP ether
self-scheduling could violate Public Utilities Code Section 380(c).22 The suppositions
supporting such a reading of the statute, which SDG&E considers misguided and
misplaced, can be argued in briefs, and in any event cannot be transformed into the basis
for a "factual dispute” by referencing some speculative “fossil-fuel resource’s technical or
operational limitations” as the source of the Joint Parties’ position; and,

= Finally, TURN and the Sierra Club dispute the level of deductions proposed by the
California 150 for certain hydroelectric generation resources.2 TURN and the Sierra Club
go on to argue that an actual adjustment for water conditions could be determined by a
load-serving entity in advance of the month-ahead resource-adequacy showing, rendering
the ISO’s deduction inappropriate.?* Having considered this position and the additional
articulation of a similar point by PG&E and the Energy Division, SDG&E has responded by
supporting the alternative approach suggested by those parties. But returning to the issue
of whether evidentiary hearings must be held on this issue, SDG&E submits this revision to
the Joint Parties’ Proposal can be (and in fact was) fully evaluated without the benefi mf
evidentiary hearings — TURN and the Sierra Club fail %0 pc int fo any additional facts they
would present to make f:m case for any specific revision they might pr opu%@ SDG&E
points out that the Commission’s existing resource- ad@quaw program in many cases
relies on rules whi h&%um@ certain forecasted conditions, which in t;u 1 may vary from
actual conditions. At heart, TURN and the Sierra Club point fo a proposed rule which may
add yet another variance, but for the purposes of addressing the Amended Request,

2 See Amended Request, al p.5.
22 Ihid.
2 i,
2 Ihid,
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SDG&E submits that the Commission can determine, guided by its sense of prudence and
without conducting evidentiary hearings, the degree to which it would prefer as a matter of
policy fo adopt a year-ahead or month-ahead adjustment fo hydroelectricity capacity as a
part of the flexible-capacity requirements.

Finally, TURN and the Sierra Club also allege the workshop format used in the resource-adequacy
workshops “is not conducive o addressing all of the issues and allowing all the parties to get answers to all
of their questions.”® Here, TURN and the Sierra Club argue the Commission could not, in the absence of
transcripts or a formal evidentiary record, “adopt any kind of decision that had any operational impact” or
“that required changes in procurement...meeting particular requirements.”® The Commission should reject
this notion out of hand. In the context of setting the resource-adequacy requirements and obligatior
imposed on load-serving entities, the Commission has adopted each and every provision of those
requirements and obligations without first requiring formal evidentiary hearings. As a principal example,
SDG&E notes that the adoption of “local” resource-adequacy requirements, a significant program change

with considerable operational impacts and that required extensive changes in SDG&E's procurement
practices and compliance activities, were vetted solely by workshops and through filed comments, and later
adopted without the benefit of any evidentiary hearings.#” Additionally, those workshops were conducted
and the comments filed in 2006, followed by the adoption of an extensive and complicated set of new rules
which were then immediately effective for Compliance Year 2007.

The Commission’s practice and procedure in the resource-adequacy context is wholly consistent
with its generally applicable rules of practice and procedure and relevant statute. Rule 6.1 of the
Commission’s Rules of Practice and Procedures fully sanctions the use of rulemakings, infer alia, to
‘amend rules, regulations, and guidelines for a class of public utilities or of other regulated entities” or "o
modify prior Commission decisions which were adopted by rulemaking.” The Commission’s rules go on to

provide that the record developed in a rulemaking may be comprised either of “comments” or through

BRT. al 26:8 to 26:20.

BRT. at 28:27 0 29:8.

o See Opinion on Local Resource Adequacy Requirements, Decision 06-06-064 in Rulemaking 05-12-013 [Order Instituting

Rulemaking to Consider Refinements fo and Further Q@V@i@pﬁ’ 1ent of the C‘Gmmm{on s Resources Meqwcy Requirements

Programy, June 29, 2006; printed opinion at pp. 7 1o 10. As is the case with SDGAE’s proposals for the flexible-capacity

r@m lirernent, the new resource-adequacy rules related o local capacity requiremen t& were proposed and adopted on the basis of
study by the California IS0 related to its operational requirements — those requirements were not satisfied by the Commission’s

?hé%ﬁ axisting resource-adequacy program 1 and the Commission acted swiftly to address the program deficiencies by rulemaking.

fd., at pp.12 to 16. The Commission adopted the rules for application in the immediately ensuing compliance year (2007),

dwxp fe the Commission’s further findings that additional rules and refinements would be required for future compliance years.

id., atp.d4, also pp.27 to 31.
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testimony adduced at hearings.? Where comments contain factual assertions, the Commission may
receive those facts as evidence upon verification by the party submitting them.2® For rulemakings such as
the instant proceeding, it is simply not the case that the provision of sworn testimony adduced during formal
hearings is the sole manner by which the Commission may gather and evaluate those facts upon which its
decisions might be based. Furthermore, the instant rulemaking has also been categorized as a ratesetting
proceeding. In such proceedings, the Commission’s rules and apposite statute fully provide that the
Commission may receive ex parte communications, subject fo certain reporting requirements, indicating the
Commission, with the Legislature’s knowing approval, will entertain communications beyond those received

n the quasi-legislative processes conducted in furtherance of the proceeding.® The effect of the
combination of the Commission’s rules and applicable statute wholly undermines the mistaken claim made
by TURN and the Sierra Club that evidentiary hearings and the taking of sworn testimony are required in
order for the Commission’s orders in this proceeding to survive judicial scrutiny. The Commission may rely
on those facts, opinions and arguments brought before it to resolve the issues in this proceeding where, in
the Commission’s sole judgment, they are frue, credible and of record by virtue of verification or pursuant to
the ethical obligations imposed on those participating in its proceedings.

Finally, SDG&E submits there are unique aspects of the resource-adequacy proceedings that
make evidentiary hearings awkward and inappropriate. Various elements of the Commission’s resource-
adequacy program are subject to coordination with the California SO, a party which is nonjurisdictional to
the Commission’s resource-adequacy program and which has independent statutory and regulatory
authorities to develop and implement resource-adequacy requirements under the supervision of FERC.
Similarly, the California Energy Commission is a vital participant to the resource-adequacy proceedings,
although that agency does not participate as a “party” except in such limited form and under such limited
circumstances as it might determine of its own accord. And, of course, the Commission’s Energy Division,

to which the Commission has delegated considerable policy and administrative responsibilities with respect

2 See Rule 6.2 of the Commission’s Rules of Practice and Procedure; accord, Sections 1701(a) and 1701.1(a) of the Public
ftilities Code describing the Commission's broad authority and discretion to make determ ‘m z» stoca egmr zation of any
proceeding, the character of any hearings which might be conducted for any proceeding (e.g., "quasi-legislative” or, more

colloquially "paper hearings” a:m‘f"zpriﬂed of comments and reply comments), and the evidence upon which the Commission may

rely in rendering its decisions and orders.

2 Ibid. See alsc Rule 1.1 of the Commission’s Rules of Praclice and Procedure, the omni bw; requ rement that parties may
‘never ... mislead the Commission or its staff by an arlifice or false statement of fact or law.” SDGEE submits the Commission’s

workshop processes in the resource-adequacy rul@mak'n% are governed by this rule inasmuch as the Commission’s Energy
Division moderates and, occasionally with the Commissioners, the Presiding Administrative Law Judge and other Commission

officials in altendance, actively participates in them.

0 See Rule 8.3 of the Commission’s Rules of Practice and Procedure; accord, Public Utilities Code Section 1701.1(c).
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to the supervision of the Commission’s resource-adequacy program, mmc&pamg both in an administrative
role and as a key participant in these rulemakings; indeed, the Energy Division has submitted several of its
own unigue proposals throughout this and prior proceedings to address the California 1ISO’s flexible

capacity needs. TURN and the Sierra Club cite various disagreements with the Joint Parties’ Proposal in
support of their request for hearings, but the request for hearings would bring into play whether the
Commission may compel or should require the California 1SO, the Energy Commission and/or its own
Energy Division to present testimony or forego their opportunity to influence the ultimate outcome of the
proceeding.

Since TURN and the Sierra Club do not suggest they would submit any testimony of their own in
this proceeding, SDG&E must assume the movants are only seeking to have others justify their proposals
through testimony. As suggested previously, the California ISO might decide to appear at the hearing by
providing its witnesses as a matter of interagency comity, but it is questionable as to whether the
Commission may compel the production of the ISO’s witnesses since, in any event, the ISO would not be
foreclosed by any Commission decision from filing before FERC a proposal for an ISO-managed, federally
jurisdictional, flexible-capacity requirement in the event the Commission delays addressing such a
requirement or adopts what the 1SO considers fo be an ineffective or incomplete solution. Likewise, the
Energy Division has cast its own stake in the proceeding by submitting its own flexible-capacity proposals.
Assuming hearings are ordered, would the Commission contemplate that the Energy Division, which has
additional, vital responsibilities to advise the Commission and the Presiding Administrative Law Judge,
must be required to support its proposals through testimony? While these procedural issues might be
easily dismissed if TURN and the Sierra Club had identified the precise and limited nature and scope of the
testimony they would provide themselves or would require of the other parties fo this proceeding, this is not
the request they have made. Rather, they have expressed a general dissatisfaction with the lateness and
the credibility of the information upon which certain parties have presented their proposals and further
criticize the conclusions those parties have drawn from their studies of future market conditions, 3" so we
are left to consider whether the 150, the Energy Commission and the Energy Division should be required to

present their assessment of those studies before the Commission may proceed fo adopt any requirements

¥ As an aside, SDG&E ackr owledges that any study of future California energy-market conditions is inherently fallible to error.
TURN and the Sierra Club, in finding four contestable assumptions and recommendations, prc:(}aced nothing more remarkable,
insightful, dispositive, or mmp@ ing than to suggest that forecasts are subject to some margin of error. In the absence of a more
definitive suggestion that the Cal fﬁm ia ISO's concerns with future deficiencies in flexible resources are either misguided or
wmt)lly incredible, however, the Commission should dismiss the request for evidentiary hearings, especially after specifically
requiring TURN dﬁd the Sierra Club to be more definitive as to the nature of the factual disputes they would seek to rescive
through those hearings.
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in the resource-adequacy program related to flexible-capacity needs. In the absence of any compelling
reason 1o consider these awkward procedural issues, the Commission should simply avoid them by
denying the request for evidentiary hearings outright and continue to develop the record through written
comments and the advice of the California ISO, the California Energy Commission and the Commission's
Energy Division.

Because TURN and the Sierra Club have failed to raise any dispute as to any material fact and,
further, because the record developed in this proceeding fully supports the amendment of the
Commission’s resource-adequacy program to include requirements related to addressing the California
ISO's operational need for flexible capacity, the Commission is left without substantial reason to grant the
motion for evidentiary hearings and should proceed to the issuance of its decision on the record before it.
Finally, as even TURN and the Sierra Club acknowledge, evidentiary hearings would essentially preclude
the Commission from considering whether to adopt a flexible-capacity requirement for 2014 since the
accommodation of those hearings would push the schedule for any Commission decision well past the
practical deadline for implementing the flexible-capacity requirement for the foreseeable future. The
Commission should preserve its ability to adjudicate that issue on the merits, rather eviscerate that ability

by procedural default, by denying the motion for hearings.

Respectfully submitted,

/sl Avin 5. Pak
Alvin 8. Pak

Alvin S. Pak
Attorney for San Diego Gas & Electric Company

101 Ash Street, HQ 12B
San Diego, California 92101
Direct Telephone: 619.696.2190
Facsimile: 619.699.5027
Electronic Mail Address: APak@SempraUtilities.com

San Diego, California
April 5, 2013
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APPENDIX A

RESOURCE ADEQUACY PROGRAM SCHEDULE
COMPLIANCE YEAR 2014
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RESOURCE ADEQUACY PROGRAM SCHEDULE
COMPLIANCE YEAR 2014

Date

Entity

Event

Process

05/01/13

CAISO

California 1SO issues final Effective Flexible Capacity
determinations

RA

06/21/13

CPUC

Commission adopts Local and Flexible Resource Adequacy
R@qu‘rw@\“ﬁ@ for 2014

RA

07/10/13

CPUC

Energy Division issues Lowf Flexible and System
Resource- Ad@qua@y Filing Guides and Compili mo&
Templates fory@dr’-—exk ad and month-ahead compliance
demonstratio

RA

07/23/13

CPUC

Energy Division cmc% cts web-based workshop fo answer
questions related to Resource-Adequacy Filing Guides and
Compliance Templates

RA

07/31/13

CPUC

Local, Flexible, and System Resource- Ad@qumy
Reguirement allocations sent to Load-Serving Enti

RA

08/19/13

LSEs

Final date for Load-Serving Entities fo file revised foad
forecasts for 2014

RA

091713

CPUC

Load-Serving Entities receive revised 2014 resource-
adequacy obligations

RA

10/31/13

LSEs

Load-Serving Entities file Final Local Resource-Adequacy
compliance demonstrations, and year-a h@@m xible and
System Resource-Adequacy Demonstratior

RA

11/18/13

LSEs

Load-Serving Entities f’fm month-ahead R@mum@»%&d@qua@y
compliance demonstrations, including local and flexible
resources

1122113

CAISO

California 15O analyzes demonstrations for residual Local
Resource-Adequacy needs based on effectiveness factors;
reports an y resi dua[ needs to Load-Serving Entities

LSEs

Load-Serving Entities Revised Final Local Resource-
Adequacy demonstrations and year-ahead Flexible and
System Resource-Adeguacy compliance demonstrations

12131113

CAISO

California 1SO, if necessary, conducts beﬁ@kﬁ;mp
procurement to resolve local and flexible defici
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APPENDIX B

PROPOSED FINDINGS OF FACT, CONCLUSIONS OF LAW,
AND ORDERS
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PROPOSED FINDINGS OF FACT

1. Defining “flexible capacity” as that portion of a resource’s capacity capable of ramping and

sustaining energy output to meet system-ramping and contingency requirements for a minimum of three
consecutive hours during an operating day will meet the operational needs of the California Independent System
Operator.

2. The assumptions, processes and criteria underlying the California ISO’s assessment of its three-
hour ramping requirements for the period 2014 through 2016 were discussed in the workshops held in this
proceeding and in various stakeholder meetings conducted by the California 1SO.

3. The California 1ISO’s assessment of ifs three-hour ramping requirements presented during the
workshops in this proceeding establishes the 1ISO’s need for a certain minimum level of supply resources with
flexible attributes, principally among these being ramping capability, in order to meet its operating requirements and
its obligations to maintain the reliability of the California electricity system and fransmission grid.

4. The minimum level of flexible resources needed by the California 1ISO during off-peak hours and
months is increasing and will continue to increase as intermittent resources are added to the California resource
portfolio

5. The expected, imminent retirement of fossil-fired generation related to the implementation of
California regulations limiting the use of marine and estuarine waters for powerplant cooling will decrease the
supply of flexible resources available to the California 1SO.

B. Amending the Commission’s resource-adequacy program so as to address the California 1I50’s

need for resources with operationally flexible attributes will address the reliability issues posed by the ongoing

addition of intermittent resources and the expected, concurrent decline in the supply of fossil-fired generation
declines
7. The California ISO’s three-hour ramping assessment indicates there likely will be sufficient

resources with operationally flexible atiributes to meet the 1I50’s operating requirements during most months and
hours in 2014.

8. Although the California 150’s forecasts indicate there likely will be sufficient resources with
operationally flexible attributes to meet the California 1ISO’s operating requirements during most of 2014, amending
the Commission’s resource-adequacy program to include minimum flexible-resource requirements in the annual
and monthly resource-adequacy demonstrations that each load-serving entity must file for and during 2014 will

provide load-serving entities with a valuable opportunity {o address and assimilate the regulatory and administrative
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compliance protocols and practices relevant to such requirements in advance of any market stresses, market
anomalies and/or supply shortages.

9. Although the California ISO’s forecasts indicate there likely will be sufficient resources with
operationally flexible attributes to meet the California 1ISO’s operating requirements during most of 2014, amending
the Commission’s resource-adequacy program fo include minimum flexible-resource requirements in the annual
and monthly resource-adequacy demonstrations that each load-serving entity must file for and during 2014 will
provide load-serving entities with a valuable opportunity to develop and implement commercial terms and conditions
relevant {o such requirements in advance of any market stresses, market anomalies and/or supply shortages.

10. Although the California 15Q’s forecasts indicate there likely will be sufficient resources with
operationally flexible attributes to meet the California 1ISO’s operating requirements during most of 2014, amending
the Commission’s resource-adequacy program to include minimum flexible-resource requirements in the annual
and monthly resource-adequacy demonstrations that each load-serving entity must file for and during 2014 will
decrease the likelihood the California ISO will exercise its authorities as provided in its tariffs and/or by such

xtraordinary authorities as might be approved by the Federal Energy Regulatory Commission, and thereby incur
costs allocable to market participants, in order to meet the 150's need for flexible resources and the I1SO’s
obligations to assure the reliability of the California electricity system and transmission grid.

1. Delay in the implementation of flexible-resource requirements for another year could thwart the
long-term achievement of the resource-adequacy program goals and objectives.

12. The California 1ISO needs the ability to prepare for any necessary backstop procurement after the
load-serving entities have made all of their procurement demonstrations, and it must have sufficient time to review
any additional procurement demonstrations and determine if backstop or supplemental procurement by the IS0 is

required to meet any deficiencies in the procurement of flexible capacity.

PROPOSED CONCLUSIONS OF LAW

1. It is reasonable to implement a flexible-capacity requirement for 2014 based upon the record taken

and developed in this rulemaking.

2. Parties had an adequate opportunity to participate in the workshops conducted in this rulemaking,
to submit comments and replies on the various flexible-capacity proposals, and to make their substantive concerns
about the proposals known to the Commission.

3. For the purposes of establishing a flexible-capacity requirement as part of a load-serving entity’s

resource-adequacy requirement, defining “flexible capacity” as that portion of a resource’s capacity capable of
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ramping and sustaining energy output to meet system-ramping and contingency requirements for a minimum of
three consecutive hours during an operating day is reasonable.

4. The method proposed by the California ISO for determining monthly flexible-capacity requirements
is reasonable.

3. It is reasonable to rely upon the California Independent System Operator's assessment of its three-
hour ramping requirements for the period 2014 through 2016 as the basis for establishing new resource-adequacy
obligations related to flexible-supply requirements for 2014 applicable to Commission-jurisdictional load-serving
entities

6. It is reasonable to amend the Commission’s resource-adequacy program so as to address the
California 150’s need for flexible resources in order to address the reliability issues posed by the ongoing additio
of intermittent resources and the expected, concurrent decline in the supply of fossil-fired generation declines

7. The method proposed by the Joint Parties to determine the flexible capacity which may be
procured from a resource is reasonable.®

8. It would be prudent to provide load-serving entities with the earliest opportunity to address and
assimilate the regulatory and administrative compliance protocols and practices relevant to flexible-supply
requirements in advance of any market stresses, market anomalies and/or supply shortages.

9. it would be prudent to provide load-serving entities with the earliest opportunity to develop and
implement the commercial terms and conditions relevant fo flexible-supply requirements in advance of any market
stresses, market anomalies and/or supply shortages.

10. It is reasonable to allocate flexible-capacity requirements to load-serving entities on the basis of
each load-serving entity’s relative share of monthly system peak.

1. It would be prudent for the Commission to adopt flexible-capacity requirements in order to reduce
the need for the California 1SO fo intervene in supply markets and incur costs in order to address the ISO's need for
flexible resources.

12. The Commission has jurisdiction to amend the resource-adequacy program to include minimum
flexible-capacity requirements pursuant to the police powers described in Public Utilities Code Section 380 and
365(c)(1).

13. The Energy Division should be authorized and directed to do the following:

a2 The California 1SO recently published its preliminary assessment of the amount of flexible capacity each eligible resource might offer.
at preliminary assessment is available on the 1ISC's public website at hitp:/lwww caiso.com/Documents/R.11-10-
23%20 Order%20instituting% 20rulemaking%20t0%200versee % 20RA%20program).
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a.

14.

Notify the load-serving entities subject to this order of each load-serving entity’s flexible-capacity
procurement obligations for 2014, if any, reflecting the annual and monthly requirements for flexible
capacity as may be determined by the most recent studies and analyses of the California
Independent System Operator;

Make appropriate revisions to the compliance filing templates and filing guides previously adopted
by the Commission for the resource-adequacy program as necessary for orderly program
implementation; and,

Notify load-serving entities as to whether their flexible-capacity compliance filings have been
approved.

No party has demonstrated the need for evidentiary hearings and all motions requesting such

hearings should be denied.

PROPOSED ORDERS

1.

Flexible-capacity requirements are hereby adopted as part of the Commission’s resource-

adequacy program and shall be implemented in accordance with the foregoing discussion, findings of fact, and

conclusions of law

a.

2.

Flexible Capacity Need is that quantity of flexible capacity identified as needed by the Californ
Independent System Operator to meet system ramping and contingency reserves;

Each load-serving entity shall procure that quantity of flexible capacity need allocated to it on the
basis of the ratio of its relative share of monthly system peak to the monthly system peak;

The quantity of flexible capacity procured by a load-serving entity shall be limited to that portion of
a resource’s capacity capable of ramping and sustaining energy output to meet system-ramping
and contingency requirements for a minimum of three consecutive hours during an operating day;
and,

For the purposes of complying with its procurement obligations and making its demonstrations, the
flexible capacity procured by load-serving entities must be “bundled” with the underlying capacity to
which it is tied.

The following load-serving entities are subject to the flexible-capacity requirements adopted herein

and shall comply with all decisions, rulings, and directives pertaining 1o the program:

w
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a. Pacific Gas & Electric Company (‘PG&E"), San Diego Gas & Electric Company (“SDG&E"), and
Southern California Edison Company (“Edison”) (collectively, “investor-owned utilities” or “IOUs");
and,

b. Electric service providers (“ESPs") and community choice aggregators (‘CCAS”) that serve retall

customers within the service territory of one or more of the 10Us through direct access or CCA

transactions.
3. Pursuant to the flexible-capacity requirements adopted herein, the Commission’s Energy Division
shall timely calculate and provide to each and every load-serving entity sub L@cﬁ: fo this order a statement of the
minimum level of flexible-supply resources the load-serving entity must procure in meeting its resource-adequacy

obligations as described by the Commission’s orders. In preparing these statements, the Energy Division shall
receive the best estimates of and from the California Independent System Operator and the California Energy
Commission related to the California Independent System Operator’s annual and monthly operational requirements
for flexible-supply resources and the reasonably allocable share of such monthly operational requirements for
flexible-supply resources attributable to the loads served by each load-serving entity to which the statement is
delivered.

4. The Executive Director shall ensure the Energy Division performs the responsibilities assigned to
the Energy Division and described herein in accordance with the foregoing discussion, findings of fact, and
conclusions of law

5. Commencing with the compliance year beginning on January 1, 2014, each and every load-serving
entity subject to the Commission’s jurisdiction shall file with the Commission’s Energy Division and the California
Independent System Operator:

a. As part of its annual demonstration that the load-serving entity has procured resources meeting its
resource-adequacy requirements for local and system resources, a further demonstration that the
load-serving entity has procured flexible resources not less than ninety percent (90%) of its
allocable month-by-month share of flexible resource need identified by the California ISO as
necessary to maintain the reliability of the California electricity system and fransmission grid; and,

b. As part of its monthly demonstration that the load-serving entity has procured resources meeting its
resource-adequacy requirements for local and system resources, a further demonstration that the
load-serving entity has met one hundred percent (100%) of its allocable monthly share of flexible-
resource need identified by the California ISO as necessary to maintain the reliability of the

California electricity system and transmission grid.

Bo
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6. The system and local resource-adequacy program and associated requirements adopted in
Decision 06-06-064 for compliance year 2007, and continued in effect by Decision 07-06-029, Decision 08-06-031,
and Decision 08-06-031 and Decision 09-06-028 for compliance years 2008, 2009 and 2010, respectively, Decision
10-06-036 for compliance year 2011, Decision 11-06-022 for compliance year 2012, and Decision 12-06-065 for
compliance year 2013, are continued in effect for compliance year 2014, subject to the modifications, refinements

and flexible-resource requirements adopted in the ordering paragraphs of this decision.

7. All pending motions in this docket not granted by this decision are hereby denied.
8. This order is effective today.
B7
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