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San Diego Gas & Electric Company (“SDG&E”) files these opening comments pursuant to the 

Phase 3 Scoping Memo and Ruling of the Assigned Commissioner and Administrative Law Judge (“Phase 

3 Scoping Memo”) issued in this proceeding on or about August 2, 2013, and the E-Mail Ruling issued by 

ALJ Garrison on February 18, 2014, These comments address the Staff Proposal on the implementation of 

the Flexible Capacity Procurement Framework (‘‘Staff Flexible Capacity ProposaFp issued by the 

Commission’s Energy Division Staff (“Staff”) on or about February 14, SDG&E fully supports the 

adoption of a Flexible Capacity Resource Adequacy requirement by the Commission, In evaluating the 

Staff Flexible Capacity Proposal, however, the Commission must consider the effects these new 

requirements will have on the costs customers will bear, SDG&E submits, as a matter of first principles, 

that among the primary strategies by which the Commission can minimize the costs of any new flexible- 

capacity requirement is eliminating, or substantially limiting, substantive and regulatory differences between 

the administration of the Commission’s flexible-capacity framework and the California Independent System 

Operator’s (“California ISO" or “ISO”) proposed Flexible Resource Adequacy Capacity Must Offer 

Obligations (“FRACMOO”). Any divergence between the two programs can lead to the inefficient, 

ineffect se

unnece

acy
f

1 Staff Proposal on the Implementation of the Flexible Capacity Procurement Framework. Rulemaking 11-10-023 
February 10, 2014 (“Staff Flexible Capacity Proposal’),
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Thesi

I.

the imposition of additional procurement obligations on load-serving entities beyond the system and 

locational capacity requirements reflected in the Commission’s current resource-adequacy program. To 

address these matters, the Commission adopted an interim flexible capacity framework,2 The Commission, 

however, concluded it was not reasonable to impose mandatory new requirements for flexible capacity in 

the 2014 resource-adequacy compliance year, but indicated new requirements would take fuii effect in 

2015, The Commission identified several implementation detaiis that should be addressed in the 2015 

resource-adequacy proceeding, noting;

Because there are a number of detaiis remaining to be determined to fuiiy implement the interim 
flexible capacity framework, it is necessary to start as soon as possible to finalize such detaiis. For 
the next year, we will gather information, analyze such information, hold workshops to consider 
refinements to the adopted flexible capacity framework, and build a record for such refinement in 
our expected June 2014 decision.3

In accordance with these sentiments, the Commission defined Phase 3 of the instant rulemaking 

as encompassing “issues that we must resoive to implement the flexible capacity framework for the RA 

compliance year of 2015,”4 Importantly, the Phase 3 Scoping Memo holds that implementation detaiis to

be worked out through workshops and comments include the development of “counting rules, eligibility 

criteria, and must-offer obligation for use-iimited resources, preferred resources, combined cycle gas 

turbines, and energy storage resources for Commission consideration.”5

Decision 13-06-024 incorporated what was then a near-consensus view regarding the “bundling” of 

generic capacity with flexible capacity, i.e., for compliance demonstrations and procurement purposes, the

2 See Decision Adopting Local Procurement Obligations for 2014, a Flexible Capacity Framework, and Further 
Refining the Resource Adequacy Program, Decision 13-08-024, Rulemaking 11-10-023, July 3, 2013,
3 Id,,, printed opinion at p.56.
4 Phase 3 Scoping Memo, supra, at p.3.
5 Ibid.
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flexible capacity of a resource included in a load-serving entity’s resource-adequacy demonstration was to

remain “bundled” with the underlying generic resource-adequacy capacity of the flexible resource,6 The

Staff summarized the bundling concept as follows;

A megawatt of capacity counts only once - as flexible or generic. A resource may 
have flexible megawatts and generic megawatts based on how the resource is bid 
in the market and how flexibility is counted within a resource. Flexible megawatts 
and generic megawatts count towards system [resource-adequacy] obligations.
Only flexible megawatts count towards meeting flexible [resource-adequacy] 
obligations. If the resource is In a local area, the combined total MW contracted 
from the facility count towards system and local [resource-adequacy] obligations.7

In other words, a resource Identified as providing fifty megawatts of flexible capacity would not be permitted 

to sell fifty megawatts of flexible capacity to one load-serving entity and the underlying fifty megawatts of 

generic capacity to another load-serving entity; the sale of flexible capacity was presumed to have been 

“bundled” with the generic resource-adequacy capacity of those fifty megawatts.

Sections VII and VIII of the Staff'Flexible Capacity Proposal provide rules for counting flexible 

capacity for resource-adequacy compliance purposes. In those sections, Staff proposes to extend and 

expand the bundling concept adopted in Decision 13-06-024. Under the Staff Flexible Capacity Proposal, if 

a resource Is included in a load-serving entity’s resource-adequacy as providing flexible capacity, the load­

serving entity must also include “the flexible resource towards system targets and local [resource- 

adequacy] targets where applicable.”8 If, however, the load-serving entity only needed to satisfy a generic 

capacity requirement, the same flexible capacity would only be feted as generic capacity in that load­

serving entity’s compliance filing. Because a “megawatt of capacity counts only once,” the resource owner 

whose generic capacity had been sold could not later sell the flexible attributes associated with that generic 

capacity in a separate transaction or to another load-serving entity. In addition to continuing the bundling 

concept, Staff would also aliow resources with flexible capacity to withhold selling their flexible attributes, 

proposing that “[a] resource owner may elect to sell any portion of qualified flexible capacity as inflexible.”9 

SDG&E recommends these views on the bundling of generic and flexible capacity be reconsidered.

6 See Decision 13-06-024, printed opinion at pp.17, 66 (Conclusion of Law 10), Appendix A at p.AS.
7 Staff Flexible Capacity Proposal, at p.9.
8 Staff Flexible Capacity Proposal, at p.10.
9 Staff Flexible Capacity Proposal, at p.9.
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SDG&E initially supported the bundling concept on the assumption that it would curb the potential 

exercise of market power,10 and on the further ground that bundling would increase the simplicity of 

procuring flexible capacity, SDG&E also initially believed the bundling rule would lower transaction costs 

associated with the procurement of flexible capacity, SDG&E’s procurement experience during 2013 and 

2014, however, revealed that the bundling of generic and flexible capacity actually decreases market

i

;

id

may handcuff them by preventing them from offering previously withheld flexible capacity to the market 

when circumstances change.

For the reasons discussed below, SDG&E does not support the bundling concept as outlined in 

Sections VII and VIII of the Staff Flexible Capacity Proposal, SDG&E instead proposes an unbundling 

framework it believes will meet the California ISO’s needs for generic resource-adequacy and flexible 

capacity, increases the supply of flexible capacity resources, increases efficiency, facilitates prudent

Decision 13-06-024 indicates the Commission wiii “consider refinements to the adopted flexible capacity 

framework, and build a record for such refinement in our expected June 2014 decision,” and SDG&E

10 In a general sense, SDG&E originally believed that, if a resource owner was unable to self the attributes 
separately, there would be no economic incentive to withhold the flexible attributes of its resource in order to reduce 
the supply of flexible capacity and thereby artificially inflate prices.

For example, assume a supplier owns four different resources, all of which are capable of providing flexible 
capacity. Resources 1,2 and 3 are located in defined local capacity areas and are eligible to provide both local 
resource-adequacy capacity and flexible capacity. Resource 4 is not in a load pocket and can only provide system or 
flexible resource-adequacy capacity. Under the Staffs proposal, the supplier could elect to withhold the flexible 
capability from Resources 1,2 and/or 3, and instead offer, sell and provide obligations limited to the provision of 
generic capacity for those local resources, in doing so, the supplier would decrease the amount of flexible capacity 
available in the market, and increase the likelihood that Resource 4 could exercise market power with respect to the 
sale of its flexible attributes,
12 The must-offer obligations imposed on flexible capacity are more burdensome to resource owners, restrict the 
owner’s ability to control operating schedules, and potentially expose the resource to more starts and stops and 
associated increased wear and tear,

11
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-ating limitations and pursuant to 

customers and avoid any exposure 

to performance penalties, load-serving entities will typically commit contracted capacity first in order to meet 

any particular requirement. Figure 1 below shows an illustrative comparison of a toad-serving entity’s 

resource portfolio compared to its resource-adequacy requirements;

portfc

different contractual terms and conditions

Figure 1 Hypothetical LSEs’ Portfolios
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13 Accord, Phase 3 Scoping Memo, supra, at p.3.
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The figure illustrates the potential for bundling to decrease the availability of flexible capacity in the 

marketplace. In Figure 1, the resource portfolio of LSE 1 reflects a flexible-capacity deficiency. The most 

cost-effective solution that could be available to LSE 1 is to procure the flexible-capacity attributes, without 

the underlying generic capacity, from LSE 2 which has a surplus of flexible capacity; all else being equal, 

the price for the surplus flexibility attributes held by LSE 2 should reflect only the additional marginal costs 

associated with LSE 2’s assumption of the additional burdens of offering flexible attributes compared to 

generic capacity. The concept of bundling prohibits this direct, cost-effective transaction, thereby limiting 

the fungibility of capacity products, and creates market inefficiencies for buyers and sellers alike, SDG&E 

submits tf 2 should be able to offer its surplus flexibility to the market, even if that surplus is tied to 

generic capacity previously committed to serve as a resource-adequacy resource,

Because bundling prevents LSE 2’s surplus flexible capacity from reaching the market, LSE 1’s 

options to cure its deficiency are more limited than they need be. Buyers which are deficient in flexible 

capacity, but not generic capacity, are forced to transact with a more limited pool of other load-serving 

entities which have a surplus of bundled flexible and generic capacity or from generators which had not 

previously sold their flexible attributes in a bundled capacity product. While LSE 1 may find a seller from 

this unduly constrained pool of counterparties, the price is likely to be higher, making the bundled capacity

d

exchanging some portion of its generic capacity w 2 for bundled generic-flexible capacity. The 

straightforward example implicit in Figure 1 becomes even more complex if the LS rs not own or 

control the resource providing the flexible capacity attributes, or if that resource did not original!'' its 

surplus flexibility to LSE 2, Under these more involved circumstances, the LSE 1 -LSE 2 swap j 

transactions between LSE 1 and the resource owner would simply not be available. As a resul 

faces further limitations on its ability to cure any deficiency in flexible capacity that might exist in its

ct

on contracting parties and fosters market inefficiency. Moreover, while theoretically possible to contract

6

SB GT&S 0122077



around these burdens in the year-ahead time frame, the increased delay arid complexity associated with 

curing flexible-capacity deficiencies under the bundling framework is unworkable in the month-ahead and 

real-time context. This fact needlessly exposes ratepayers to increased replacement costs and non- 

availc 

indue

ources

agrees these benefits n

reliability or iead to o\

a.
i

Flexible attribir

within a single megawatt of resource-adequacy capacity,14 Staff implicitly acknowledges this fact when it 

proposes that “a resource owner may elect to sell any portion of its qualified flexible capacity as 

inflexible,”15 These differences are explicitly described in the specific must-offer obiigations applicable to 

flexible and generic capacity. The generic rnust-offeir obiigation requires bidding or self-scheduling twenty- 

four hours per day, seven days per week, while the flexible must-offer obligation requires economic bids 

which vary by category from as much as seventeen hours per day, seven days per week to as little as five 

hours per day, five days per week. As illustrated below in Figure 2, these distinct must-offer obligations 

ensure the California ISO’s needs are met and, further, that the ISO is whoiiy indifferent as to whether the 

attributes are conceptually and administratively bundled or unbundled.

14 The Staff Flexible Capacity Proposal reiterates the uncontroversiai definition that only “generic” capacity exists 
below a resource’s Pmin and “flexible” capacity only exists above the resource’s Putin for resources with start times 
greater than ninety minutes. See Staff Flexible Capacity Proposal, at p.6.
15 Staff Flexible Capacity Proposal, at p.9.
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Figure 2, Effect of Unbundling on Reliability 
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As Figure 2 demonstrates, it is irrelevant to the California ISO’s reliability objectives whether (a) a 

single load-serving entity bundles the flexible and generic capacity of a resource or (b) two separate load­

serving entities provide the flexible attributes and generic capacity of a resource through some combination 

of transactions. So long as only one load-serving entity provides and “counts" the flexible attributes of that 

resource, the California ISO is indifferent to the manner in which the flexible attributes are provided or 

whether it is provided separately from generic capacity. The ISO, through the must-offer obligations 

imposed on the resource’s scheduling coordinator, will receive the exact same bids and self-schedules in 

either instance.
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b.

held belief, bundling flexible and generic capacity can lead to higher costs 

and inefficient and/or excess procurement. As shown above in Figure 1, bundling creates market 

inefficiencies by artificially disqualifying some portion of supply from the market - where generic capacity 

previously has been sold and/or committed without its flexible attributes, its flexible attributes are simply 

unavailable to the market by virtue of administrative rule. In contrast, unbundling would provide additional 

opportunities for flexible attributes to be made available to the market in a seamless mariner.

In Figure 1, LSE 2 committed generic capacity sans its embedded flexibility attributes In order to 

satisfy a generic resource-adequacy obligation. Because it had met its flexible capacity requirements by 

other means, LSE 2 had no reason to undertake the additional must-offer obligations imposed on flexible 

capacity for the incremental and available flexible capacity nested in its resource’s generic capacity. In a 

very real sense, bundling leaves LSE 2 “overprocured” with respect to flexible capacity and simultaneously 

prevents LSE 2 from bringing that surplus flexibility to the market if and when circumstances change.

Figure 1 also illustrates that the concept of bundling - that is, procuring generic and flexible 

attributes from the same resource - makes intuitive and economic sense, The vast majority of resource- 

adequacy transactions will likely be bundled because prudent procurement practices will logically dictate 

that outcome, A prescriptive, illogical mechanism that requires bundling is simply riot required to foster 

prudent procurement. On the other hand, the ability to unbundle can address instances on the margins 

where the iumpiness of procurement generates both surpluses and deficits of attributes for individual load­

serving entities.

Contrary to a

icepf of bundling as proposed by Staff, SDG&E recommends generic 

order to facilitate transactions by which individual load-serving entities 

s and surpluses in flexible capacity and thereby tower their compliance 

Sing of generic and flexible capacity, where the generic capacity is 

as foliows:

1, A resource owner may elect to sell any portion of its qualified flexible capacity as inflexible;
2, The EFC of a resource rnay be sold separately from the NQC of the same resource, A 

resource owner may sell the EFC and NQC in separate transactions and to different 
purchasers;

3, The EFC of a resource committed by a toad-serving entity may only meet the load-serving 
entity’s flexible-resource requirements. The NQC of a resource committed by a load-

and fl

can n

costs

“NQC
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serving entity must meet the load-serving entity’s system and local resource-adequacy 
requirements; and,

4, The EFC of a resource committed by a load-serving entity may be greater than, equal to, 
or less than the NQC committed for that resource. The committed EFC will bear 
obligations under the Flexible RA Capacity Must Offer Obligation (FRACMOO) as specified 
by the ISO tariff. The NQC of a resource will bear obligations under the resource- 
adequacy must-off obligations as specified by the ISO tariffs for generic capacity. It is 
responsibility of the resource’s scheduling coordinator to bid or seif-schedule EFC and/or 
NQC Into the ISO day-ahead and real-time markets in accordance with the ISO tariff.

Finally, SDG&E notes that several new developments and enhancements in the California ISO’s 

Draft Final FRACMOO proposal16 treats flexible attributes separately and in a way that both fosters and 

complements SDG&E’s unbundling proposal. These include:

1, The ISO proposes to require load-serving entitles to submit separate resource-adequacy 
showings for flexible and generic capacity and resources to submit separate flexible and 
generic supply plans matching the showings of load-serving entities;

2, The ISO Is expected to require replacement and substitution capacity for flexible capacity 
along with generic capacity. Flexible capacity may be replaced without the need to replace 
generic capacity;

3, The ISO is expected to backstop flexible capacity separately from generic capacity but will 
co-optimize Its backstop procurements when generic capacity is also needed; and,

4, The ISO Is expected to develop standard flexible non-availability Incentives and charges 
based on the bidding behavior for the flexible capacity in addition to the standard non­
availability incentives and charges currently found in the ISO’s tariff.

II.

ve flexibility ratings to 

ts, caps and limits

placed on use-limited resources providing flexible capacity are based on the operating characteristics of the 

resource and regulated pursuant to categories with varying must-offer obligations and energy limitations.

At a conceptual level, SDG&E agrees with the direction being taken by the Staff but nevertheless opposes 

several aspects of Staffs proposed framework related to use-limited resources, including: a) the 

substantive divergence between the must-offer categories proposed by Staff and those proposed by the 

ISO; b) the exemption provided to certain jurisdictional load-serving entities from category-based 

procurement requirements; and c) the proposal to require load-serving entities provide operational data for 

those use-limited resources included in its resource-adequacy demonstrations.

use-li

16 http://www.caiso.com/IDocuments/IDraftFinalProposal-FlexibleResourceAdequacvCriteriaMustQfferQbligatiori.pdf
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different minimum and maximum procurement targets, as well as different must-offer obligations for each 

category. In many respects, the two proposals are very similar. Nevertheless, in at least one important 

respect, the Staff proposal inexplicably diverges from the proposal under consideration by the California 

ISO, These differences wili unduly complicate the administration of the resource-adequacy program and 

could potentially increase procurement costs for load-serving entities.

Staffs proposai requires a “Category 1” use-limited resource to have the ability to start at least two 

times per day. In contrast, the most current iteration of the California ISO FRACMOO proposal would only 

require use-limited resources to start a minimum of once per day, albeit with longer run times. In practice, 

the difference between the Staffs proposal and the CAISO’s FRACMOO would preclude a use-limited 

resource with an eighteen-hour minimum run-time and a six-hour minimum down-time from providing 

Category 1 fiexibie capacity for Commission purposes even though that resource wouid be eligible to do so 

under the California ISO framework. It is unclear as to why, and the Staff does not explain why, resources 

that are otherwise eligible under the California ISO proposai to provide high-quality fiexibie capacity should 

be excluded from qualifying to meet the Commission’s resource-adequacy compliance requirements for 

that same category, 

procuring additional C 

purposes. In the abs 

capacity programs, S 

if not ider

in Commission-jurisdictional load-serving entities 

■ reliability reasons but solely for administrative compliance 

ns for any differences between the two agencies’ flexible- 

s the Staffs proposed flexible-capacity categories ciosely, 

mi - -' L the California ISO in the FRACMOO initiative.

maxi mi ory-

17 See Staff Flexible Capacity Proposal, at p.13.
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based procurement requirements and limitations.18 In essence, Staff proposes that load serving entities 

with “small” monthly flexibility requirements be permitted to meet those requirements with less specific, and 

lower-quality, flexible resources, while requiring load-serving entities with “larger” monthly flexible 

requirements to meet their compliance obligations within the constraints of the proposed category-based 

system. SDG&E submits that this aspect of Staffs proposals raises the spectre that, if the California ISO 

determines that the collective mix of flexible resources is insufficient to meet its flexibility needs, even if all 
Commission-jurisdictional load-serving entities are in individual and collective compliance with the 

Commission’s resource-adequacy requirements related to flexible capacity, the California ISO will procure 

additional capacity to meet any unresolved need for flexible capacity. Additionally, Staff proposes the cost 

of this additional procurement, if any, be borne by the non-exempt load-serving entities, despite the fact 

that they have met their requirements under both the Commission’s and California ISO’s regulations.

The category-based procurement requirements and limitations attempt to limit over-reliance on 

certain use-limited resources. By exempting some load-serving entities from those requirements and 

limitations, Staff’s proposai is at odds with the fundamental concept of category-based procurement 
limitations for use-iimited resources. Even if the Commission permits such an exemption, the California 

ISO wiii not: if an insufficient amount of the “right” flexible capacity is made available to meet system 

needs, the California ISO can be presumed to have the authority to procure the resources it needs to 

assure that flexible capacity can be met.19 Staffs proposai, if adopted, ensures these backstop 

procurement costs will not be borne by the ioad-serving entities directiy responsible for the deficiencies and 

will result in an unfair misallocation of costs. While Staffs proposai might reduce transaction costs for 
certain load-serving entities, it also expressly shifts procurement burdens and costs to others, viz., the 

bundled ioads of the eiectric utilities, and should be rejected. Finally, SDG&E believes the Commission’s 

recently opened rulemaking to implement a three-year forward resource-adequacy requirement will result in 

the creation of market mechanisms that can be relied upon to resoive the liquidity issues raised by Staff 
here. SDG&E strongly prefers market solutions over short-term administrative fixes and submits the 

Commission should defer to its new rulemaking to resoive the issues related to transaction costs raised by 

the Staff here.

18 Staff Flexible Capacity Proposal, at p.14.
19 SDG&E notes the precise rules pursuant to which the California ISO would procure resources to address flexible- 
capacity deficiencies are currently under development.

12

SB GT&S 0122083



c.

In Staff

recommends that load-serving entities shouid be responsible for providing certain information regarding the

the resource owner and operator. This makes the ISO the logical source of the information Staff seeks and 

SDG&E submits the Commission and the ISO should establish an arrangement pursuant to which the 

information can be delivered to the Staff, The California ISO will be providing both its flexible-capacity 

requirements and the draft effective flexible capacity list of eligible resources during May of each 

compliance year and SDG&E beiieves these vehicles could easiiy indude the information Staff is seeking. 

Further, SDG&E submits that some of the information required by Staff shouid be expected to be 

commercially sensitive from the perspective of the resource owner and operator. Load-serving entities 

shouid not be expected to demand such information from their suppliers, particularly where the sole

P

S

the ISO shouid deal directly with the resource owner and operator without the extra step of involving the 

load-serving entity in facilitating the delivery of information the Staff might need. Because the resource

20 See Staff Flexible Capacity Proposal, supra, at p.15. The information Staff recommends be provided by load­
serving entities includes the nature of the use limitations for any resource they include in their filings, “information that 
will assist Staff in evaluating the extent to which the resource can provide operational flexibility (e.g., maximum starts 
per day, maximum emissions, available bid hours, maximum energy output, ere,)", and “the exact limits on energy 
duration in hours or number of starts,”
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owner and operator is the firsthand and best source of the information sought by Staff and has a vested 

interest in the proper use and interpretation of the information, SDG&E submits the Staff’s needs would be 

better and more immediately served by using a more direct means of receiving the needed information from 

the resource owner and operator.

Respectfully submitted

Isl Randall D. Nicholson

Alvin S. Pak 
Randall D. Nicholson
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101 Ash Street HG12B 
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