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pre-workshop comments

Of The DIVISION Of Ratepayer Advocates on the proposals for additional policies to support development of new generation in california

I. INTRODUCTION

Pursuant to the schedule set by Administrative Law Judge Brown at the pre-hearing conference (PHC) on February 28, 2006, the Division of Ratepayer Advocates (DRA) submits the following comments addressing the need for additional policies to support development of new generation in California. DRA applauds the Commission for changing the focus of the first phase of the 2006 Long Term Procurement Planning (LTPP) proceeding from a review of the need for new generation to a review of the need for additional policies to support new generation and long-term contracts in California. 

Almost all the parties appear to agree that only the Investor-Owned Utilities (IOUs’) investment in long term contracts could lead to new generation, and the Commission has already authorized the IOUs to invest in resources as needed to meet their long-term and near-term needs.  Therefore, the question for the workshop is simple: What has stopped the IOU’s from investing in sufficient new resources?  

The IOUs have consistently claimed that they are unable to enter long-term contracts or develop new generation because of issues surrounding the stability of their customer base.  While in the past, most parties, including DRA, have been skeptical of this IOU position, the Commission must take another look at this IOU concern, given the IOUs’ record ‘of entering into few long-term contracts.

II. COST ALLOCATION POLICIES TO SUPPORT DEVELOPMENT OF NEW GENERATION

DRA expects one key element of the IOU’s proposals will be a recommendation for the allocation of the cost of new generation to all customers. In the past, SCE has argued that it would be unfair to ask only bundled-service customers to pay the premium that attaches to new generation when all customers, including direct access (DA) customers, will benefit from such new generation in the form of increased reliability. 

DRA agrees that bundled-service customers of the IOUs should not pay the premium for new generation alone.  Therefore, DRA urges the Commission to adopt a cost allocation methodology that would sufficiently address the IOUs’ concern in a manner that encourages them to finance or build new generation in the state.  However, DRA does not currently endorse any particular cost allocation methodology. 

DRA understands that the IOUs are working out the details of their cost allocation methodologies and will present those details in their March 7, 2006 proposals.  After DRA reviews the proposals and participates in the workshop on March 14, 2006, DRA will be in a position to discuss the implementation methodology of the various cost allocation proposals in more detail. 


The Commission should also recognize that the development of policies to stimulate new generation in this proceeding may only be a transitional mechanism to resource adequacy (RA).  The RA proceeding is also geared toward developing new generation.  Thus, proposals from those parties developing tradable capacity products for use in the resource adequacy framework must not precondition the market for the success of their preferred tradable capacity mechanism over others, or preclude the Commission from adopting other alternatives. 


DRA believes the Commission should conduct the workshop on March 14, 2006 focusing on the IOUs’ recommendations and how best to meet those recommendations without undermining the future RA framework for other ESPs and their customers. Some of the statements made during the PHC show why such a focus is critical for this stage of the proceeding. First, Western Power Trading Forum (WPTF) stated that Direct Access (DA) customers do not enter into long-term contracts, thus, the nature of the ESPs’ business is based on short term contracts.  Similarly, the California Large Energy Consumers Association (CLECA) representative conceded that its members are unable to go into long-term contracts with power plant developers because those developers prefer to deal directly with IOUs. Finally, Sempra stated it will not build any new generation without executed long-term contracts with customers.

III. IS THERE AN URGENT NEED FOR THE COMMISSION TO ACT ON THE PROPOSALS? 

Yes, there is a need for the Commission to act urgently on the proposals for policies to develop new generation because the DWR contracts will soon expire without new replacement generation resources  

Parties agree that 2008 – 2011 is the most relevant timeline that will be affected by Commission action (or inaction) in developing policies that result in new generation.  Most DWR contracts will expire in this timeframe and the IOUs will have large unmet needs that might send the wrong signals to markets if new resources are not available to offset the demand.

DRA believes the Commission should address this question expeditiously.  

IV. WHY IS THE EXISTING REGULATORY AUTHORITY INSUFFICIENT TO ENSURE THAT CONTRACTING FOR NEW GENERATION OCCURS?

It is not insufficient in and of itself.  Some utilities are in the process of engaging in long-term contract as a portion of their long-term procurement.  However, SCE has been most vocal respecting its refusal to enter long-term contracts until the Commission addresses the question of cost allocation for developing new resources. 

If IOUs are in fact the only parties who can enter long-term contracts with generation developers, the Commission should develop a regulatory framework to address this issue, including resolving the cost allocation question and requiring the IOUs to enter long-term contracts. 
V. HOW WILL RATEPAYERS BE AFFECTED BY ADOPTION OR REJECTION OF THE POLICIES PROPOSED? 

DRA believes bundled service ratepayers will be adversely affected by any policy that imposes the cost of new generation solely on them.  Similarly, any policies that encourage fossil fuel resource procurement beyond what is necessary to address the transition to RA might burden all ratepayers with unnecessary costs and undermine renewable energy development.
In developing policies to stimulate new generation, the Commission should define the need the new generation is intended to address, and thereby limit the megawatt size of the new generation procurement to meet this purpose.  Secondly, as the representative for Green Power Institute (GPI) recognized at the PHC, the proposals should be in alignment with the loading order.

VI. OTHER ISSUES

DRA hopes to address the other issues presented in the scoping memo at the March 14, 2006 workshop because the details of proposals from other parties will inform a more accurate response to those issues. 
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