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l. AUCTIONING UTILITY RPS-ELIGIBLE AND GHG-FREE RESOURCES
ALLOWS FOR PRODUCT REDISTRIBUTION AND CREATES A
TRANSPARENT AND RELIABLE BENCHMARK TO DETERMINE ABOVE-
MARKET COSTS

In Chapter 3, CalCCA introduced the concept of an auction as a potential

approach for optimizing the utilities’ PCIA-eligible portfolios and mitigating the excess

costs in those portfolios. The utilities have recently begun to sell off excess supply on

an ad hoc basis, but CalCCA proposes a more comprehensive approach to more

efficiently and effectively redistribute excess supply. In a “Staggered Portfolio Auction,”

the utilities would offer 100% of the PCIA-eligible output of their RPS-eligible PPAs,

GHG-free resources and energy storage (Auction Resources) in multiple tranches over

time. Buyers would include the utilities, CCAs and ESPs who need resources to build

out their load-serving portfolios and other market participants. The SPA would

accomplish several beneficial goals:

1.

It would rectify the existing inequity in which departing load customers are
obligated to pay the costs of these resources in the PCIA, but denied
meaningful access to use of these resources.

It would redistribute Auction Resources to LSEs that value them most, with
the likely additional benefit of reducing or eliminating wasteful and duplicative
procurement.

It would mitigate the risk of future cost shifts in either direction because all
LSEs (I0Us, CCA, DA providers) would voluntarily bid to procure resources,
based on the value they and their customers place on these resources and
their alternatives, to best serve their respective customer classes.

It would explicitly reveal a current market price for the Auction Resources,
which could be used as the market price benchmark to determine PCIA cost
responsibility for any remaining resources in the utilities’ PCIA-eligible
portfolios. This would reflect a more accurate value of those resources
because the value would be derived from an actual, verifiable, long-term
market transaction.
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A structured auction, like the SPA, is a superior approach to the long-term market-
based redistribution of supply and valuation of RPS-eligible Energy, GHG-free Energy
and energy storage. CalCCA’s auction proposal and benefits are described in greater
detail below.

. PROPOSED AUCTION STRUCTURE

While recognizing that the precise design of the auction requires more evaluation
and analysis than is possible within this phase of the proceeding, CalCCA proposes
implementation details for the SPA as follows. The intent of this testimony is to provide
a broad structural and conceptual framework for an auction process that can be further
developed in a subsequent phase of this proceeding.

A. Auction Scope and Characteristics

The SPA would include 100% of the Auction Resources. An illustration of the
projected volumes for the 12-year period from 2019-2030 period in each category for

PG&E and SCE would be as follows™:

Table 4-1
PG&E (GWh) SCE (GWh) Combined
RPS-eligible 198,000 276,000 473,000
GHG-free 228,000 102,000 329,000

As shown in Figure 4-2 below, these volumes represent the following during the 12-year
period from 2019-2030:

For PG&E:

! See the detailed annual values in Figure 4-2. The values in both Table 4-1 and Figure
4-2 are illustrative because they assume a fixed annual level of Departing Load of 40% for the
entire 12-year period. Although this assumption is likely to be realistic for purposes of the
illustration, it does not equal the projected level of Departing Load in any particular period.
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e 198,000 GWh of RPS-eligible Energy represents:
o 21% of the Total Service Territory Load
o 51% of the RPS obligation for the Total Service Territory Load
o 35% of the Bundled Load (illustratively assuming 40% departing load)
o 85% of the RPS obligation for this Bundled Load

e 228,000 GWh of GHG-free Energy represents:
o 24% of the Total Service Territory Load
o 40% of the Bundled Load (illustratively assuming 40% departing load)

e 426,000 GWh of combined RPS-eligible and GHG-free Energy represents:
o 45% of the Total Service Territory Load
o 75% of the Bundled Load (illustratively assuming 40% departing load)

For SCE:
e 276,000 GWh of RPS-eligible Energy represents:
29% of the Total Service Territory Load
72% of the RPS obligation for the Total Service Territory Load
49% of the Bundled Load (illustratively assuming 40% departing load)
120% of the RPS obligation for this Bundled Load

o

o O O

e 102,000 GWh of GHG-free Energy represents:
o 11% of the Total Service Territory Load
o 18% of the Bundled Load (illustratively assuming 40% departing load)

e 378,000 GWh of combined RPS-eligible and GHG-free Energy represents:
o 40% of the Total Service Territory Load
o 67% of the Bundled Load (illustratively assuming 40% departing load)
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Figure 4-2

2018 -] AL p.rr ] -] N pore ] F -] NI NI F ) 2m0 12-Yr Total

Service Territory Load (GWh, All Customers)
Pel S TRAM MOTF TRLAE TIANY WT A5G M N0 HTE RNT B 947,880
- | B NAF Bl BN TIAR A AN BRI 1AM N4 D Il 935,357
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Departing Load (%] 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0%

RPS Compliance Requirements (GWh, Bundled Customers Only)
MREE WAT1 14842 1580 DERAE ITANM 1A 198 MU HMML IS MEN 9N 232,343

s _EASI IATHL IS6M DAYDS 1780 JAGM 1AM M7 S A8 DA MM 229,191
Bbvtil DN XA A DAF BAL NG BAN O3 A B OIN A 461,534

RPS-Eligible Valumes [GWh)
PRRE WM 1A MG KT LGS ALY IGpeE IRAKE IRATT  1GOM  I4EM  LLRD 198,068
o |

_LLOM DO MU AR M0 G M0 PN 2 NN WAL MBS 275901
Sebiciel 4100 S S AT O EE A0HE B2 RN BN MIE MI 473,969

GHG-Friee Volumes ([GWh)

P A MR SO PSM AL AT NEE ART O AKTL AF AL AEL 227,681
S ] i : : : 101,789

Hud:.r 329,470

RPS-eligible PPAs would generally mirror the original utility contracts with the
project owner, including term and the scope of products (e.g., RPS-eligible Energy and
RA Capacity), to the extent there is market interest in these products. Contracts over
50 MW could be split into multiple identical contracts to increase the liquidity of the
auction for these larger resources by making them feasible for a broader group of
bidders. The auction would have the following characteristics:

Minimum Bid. A minimum bid price, e.g. based on short-term market prices,

broker quotes or other metrics, could be used as values to ensure that market

illiquidity or anomalous behavior does not result in an artificially low price. The

Commission should consider whether the minimum bid is public or confidential.

Buyer Concentration Limits. If considered necessary by the Commission,

maximum participant concentration limits could be set to encourage liquidity and
a well-functioning process.
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Bid Evaluation. A separate market-clearing price for each auction tranche,
representing the highest winning bid in the tranche where bid evaluation is based
on an all-in bid price (expressed in $/MWh) for all the products and attributes
provided under the PPA.

First Auction Date. January 2020, to allow lead-time to develop the auction
details.

Review and Approval. The Commission, after considering stakeholder input, will
determine auction structure and criteria and have final approval of agreements
arising from the SPA. Details will be determined based on the Commission’s
preferences, which may involve implementation by an independent auction
manager, review by an Independent Evaluator, PRG, and/or other stakeholder
process.

The auction of GHG-free UOG resources and RPS-eligible UOG resources
(small hydro and energy storage) would differ from the auction of RPS-eligible PPAs.
These UOG resources would be auctioned as blocks of GHG-free or RPS-eligible
Energy (e.g., 50 MW each) and associated RA Capacity. The auction would have the
following characteristics:

Term: To be determined, based on market interest and legal constraints (e.g.,
until the expiration of an existing license).

Products and Attributes Conveyed.(recognizing the potential complexity of
transacting for resources from very large nuclear and hydro facilities and/or
facilities under the coordinated operation within a larger, integrated complex):

» Fixed blocks of firm GHG-free Energy and RA (in the case of nuclear and
large hydro)

» Fixed blocks of RPS-eligible Energy and RA (in the case of small hydro
facilities)

= Energy Storage Projects
The auction mechanism for the UOG resources would have the following features:

Minimum Bid. A minimum bid price, e.g., based on short-term market prices,
broker quotes or other metrics could be used as values to ensure that market
illiquidity or anomalous behavior does not result in an artificially low price. The
Commission should consider whether the minimum bid is public or confidential.
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Bid Evaluation. A separate market-clearing price for each auction tranche,
representing the highest winning bid in the tranche where bid evaluation is:

Based on the bid price (expressed in $/MWh) for RPS-eligible Energy
Based on the bid price (expressed in $/MWh) for GHG-free Energy
Based on the bid price (expressed in $/kW-year) for RA Capacity
Based on valuation criteria to be defined for Energy Storage

Buyer Concentration Limits. If considered necessary by the Commission,

maximum participant concentration limits could be set to encourage liquidity and

a well-functioning process.

First Auction. January 2020, to allow lead-time to develop the auction details.

Review and Approval. The Commission, after considering stakeholder input, will

determine auction structure and criteria and have final approval of agreements

arising from the SPA. Details will be determined based on the Commission’s

preferences, which may involve implementation by an independent auction

manager, review by an Independent Evaluator, PRG, and/or other stakeholder

process.

B. Auction Participants

Auctions would be open to all market participants on a voluntary basis. Although
participation is voluntary for the utilities, the requirement for them to sell 100% of their
RPS-eligible Energy and GHG-free Energy in the portfolios should naturally drive them
to participate actively and bid aggressively to secure a portion of those resources for
bundled customers. This factor, combined with the entry of new CCAs into the market,
would tend to drive a significant level of utility demand for the resources being
auctioned. Expanding participation on a voluntary basis to all other participants,
including non-LSEs, would further expand the number of auction participations and
increase the depth, liquidity, and incremental value of the products.

C. Auction Administration

The utilities’ dominance on the sale side of the auction and strong presence in

the purchase-side presents a potential conflict of interest or self-dealing. It is thus
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critical that the Commission take a strong role in the design, implementation and
administration of the auction. It may elect, as the utilities have done in other
procurement processes, to retain a third-party consultant to administer some of the
implementation details. The consultant also could be tasked to bring additional
experience and expertise to assist the Commission in developing auction mechanics,
timing, product specifics and contract terms and conditions. Under no circumstances
should the utility be able to see the bidding behavior of potential competitors. Instead,
all entities should only see the winning bid. Once bids are accepted, the amount of
stranded costs in that contract will be quantitatively defined. Then CCAs should have
the option to pre-pay their obligation of the relevant contract on an NPV basis.

D. Auction Operation

Acknowledging a need for more in-depth review by the Commission, CalCCA
proposes that the SPAs be held quarterly for two years. Under such an approach, eight
separate auction tranches representing one-eighth (12.5%) of the portfolio would be
auctioned in each utility portfolio. The auction administrator would offer a diverse group
of contracts to the market, with varying sizes, terms, locations, and technologies.

There are several reasons for this recommended structure:

» Increase participation and liquidity. Multiple auctions would involve a
narrower set of specific contracts and/or smaller volumes than a single
comprehensive auction. This structure will likely be more attractive and/or
more manageable for a greater number of bidders and thus would lead to
greater participation and higher prices.

» Flexibility to adjust for new events or information. The quarterly auction
approach allows for greater ability to adjust the specific contracts, quantities,
and/or products being auctioned to account for new market developments,
State policy changes, and/or reliability needs that affect LSEs’ procurement
practices.
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= Reduce risks of anomalous bidding behavior. Multiple auctions over a
period of two years would reduce the impacts of strategic bidding, gaming or
other unforeseen behaviors by auction participants that would jeopardize the
integrity of the auction process.

* Mitigate effects of anomalous market conditions. Multiple auctions
spread out over time would average out price volatility, and therefore reduce
the impacts of unforeseen and temporary price increases or decreases
compared to a single comprehensive auction happening once.

Subsequent auctions could be held after two years as needed pursuant to Commission
determination.

E. Unintended Consequences and Market Monitoring

Auctions may present a risk of unintended consequences and manipulation, so
the Commission may wish to address such potential concerns through further
development of auction design details. For example, auction design would need to
consider and address the risks arising from utility participation. Rules or processes may
be necessary to address complexities or conflicts of interest stemming from the utility’s
ownership of the auctioned assets and their role in operating those assets. In addition,
consideration should be given to preventing the auction from exacerbating excess
supply and unnecessarily adding to stranded costs through duplicative procurement
outside of the auction. The utility should be required to demonstrate the
reasonableness of any decision to procure any new resource outside of the auction
process. Finally, rules may be required to prevent market abuse by the utilities, given
the relative size of their bundled load and their superior understanding of the Auction
Resources.

F. Residual Portfolio

A “residual” portfolio will remain at least until the end of the two-year auction

period because not all portfolio products will have been offered into the market. The
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value of that remaining portfolio will be determined, to the extent possible, using the
market prices obtained in the auction process. For products types not monetized in the
market (e.g., RA from fossil plants), the benchmark components from the reformed
PCIA will be applied. Any costs above the combined benchmark will be treated as
uneconomic costs and subject to a Residual PCIA to be paid by all customers: bundled,
CCA and DA.

G. Precedent in the California Cap and Trade Auction Model

The auction we propose mimics, to some degree, the auction structure created
by the California Air Resources Board’s Cap and Trade Regulation. The C&T
Regulation allocates a large quantity of free GHG allowances to each utility annually to
monetize on behalf of their customers.? The utilities are required to offer 100% of their
allowances into the auction with other allowance holders,? but must purchase from the
auction GHG allowances needed to meet their C&T Regulation compliance
requirements on behalf of their customers. The auction of California Carbon Credits is
instructive because:
= It has been carried out by a California regulatory agency over several years,
indicating a critical threshold level of successful implementation and familiarity to
many of the key stakeholders in this case that are California power market
participants.
= It also involves a situation in which the utilities start with the entire endowment of
a specific portfolio of goods with value (California Carbon Credits are analogous
to GHG-free/RPS-eligible Energy) and it is necessary and beneficial to make that
portfolio available to the broader market through a market-based mechanism

where the IOUs may have a significant market presence that is not matched by
other market participants.

2 Cal. Code. Regs. tit. 17, §95892(a) (2017).
3 Id. §95892(c).
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The auctions have other similarities. CARB holds C&T auctions quarterly,*
allowing allowance holders and purchasers to determine when best to sell or purchase
their allowances.® The C&T Regulation provides for a price floor for each auction,
escalating over time,® and maintains holding limits for each participant.” Other markets
have arisen outside of the primary auction, as well, including broker-dealer markets.

While it is uncertain what auction-clearing prices for the Auction Resources might
be realized in the proposed SPA, CalCCA’s analysis indicates that there are significant
potential benefits from this type of structured process to reallocate the resources in the
utility portfolios. A preliminary sensitivity study suggests that for the 12-year period from
2019-2030:

e We estimate Net Costs® of $18.7 billion for PG&E with the illustrative potential to
reduce those costs by up to $5 billion or more depending on the auction clearing
price.

o Unit Net Costs® of 1.99¢/kWh with the illustrative potential to reduce them
by up to 0.50¢/kWh or more depending on auction-clearing prices.

e We estimate Net Costs of $9.4 billion for SCE with the illustrative potential to
reduce those costs by up to $5 billion or more depending on the auction clearing
price.

o Unit Net Costs of 0.99¢/kWh with the illustrative potential to reduce them
by up to 0.50¢/kWh or more depending on auction-clearing prices.

Id. §95910(a).

Id. §95910(a). Some limits apply to utility sale of allocated allowances. See §95892(c).
Id. §95911(b).

Id. §95920.

Net Cost is defined here similarly as in previous chapters; the difference between Total
Cost and Market Value, where Market Value assumes the current Market Price Benchmark
adopted in the 2018 ERRA proceedings.

° Unit Net Cost is defined as Net Cost divided by Total Service Territory Load (inclusive of
all Bundled and Departing Load). This is comparable to the “Indifference Rate” currently used in
PCIA proceedings.

o N o o b
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We believe the SPA also satisfies the general principles for portfolio optimization
proposals articulated at the beginning of this section.

CalCCA recognizes that there are multiple approaches with various advantages
and disadvantages to each that should be analyzed and subject to further stakeholder
input in either a subsequent phase of this proceeding or subsequent proceeding
dedicated to development of specific auction mechanics.

1. CONSISTENCY WITH OVERALL GOAL AND GUIDING PRINCIPLES

SPAs are consistent with the Scoping Memo’s guiding principles.

Prevent Cost Shifts. Staggered Portfolio Auctions meet the Commission’s
overall goal of preventing costs shifts between bundled and departing load customers.
Under the current PCIA, the cost responsibility of departing load customers has been
rising over the past few years using administrative market price benchmarks. It is
impossible to determine when actions taken by the utility have been on behalf of their
bundled customers or the portfolio at large. By participating in SPAs, it will be clear that
the utility’s actions are on behalf of bundled customers only.

Transparent and Verifiable. The SPA provides a transparent mechanism for
opportunity to extract greater value for these supplies, mitigate risk of cost shift in either
direction, and reduce costs for all customers (both bundled and departing) with
improved transparency and certainty. In addition, the SPAs provide for Auction
Resources to be reallocated among LSEs that must contribute to their costs in order to
satisfy long-term compliance requirements and/or unmet market demand for these
products.

Reasonably Predictable Outcomes. The implementation of a structured

auction process with a well-defined and Commission-approved format, product
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coverage and timeline will tend to make processes and outcomes more predictable than
the status quo. The utilities and other parties should find it easier to manage under this
new approach than under the ad hoc approach currently in place.

Preserve all Short, Medium and Long-Term Value. SPAs provide an effective
process to optimize 10U portfolio management while allowing CCA/DA providers to
meet contract supply needs and reduce overall portfolio costs. A potentially significant
share of the Net Costs in the |IOUs portfolios that drive departing load cost responsibility
would be removed from the 10U portfolios. SPAs provide an on-going process to
rationalize the resources held in the portfolios and to reduce the associated Net Costs.

Complement CCAs’ Procurement, Goals and Needs. SPAs also provide a
transparent and verifiable process for CCAs to identify, bid on, and procure resources
needed to supply their customers, maintain control over their own procurement
decisions, and receive their fair share of the benefits associated with the overmarket
costs they incur.

Flexibility to Maintain Accuracy and Stability. Creating a liquid, long-term
market will accurately value the utilities’ portfolios. A reasonable market price
benchmark derived from actual winning bid prices in the auctions provides a dynamic
reflection of prevailing market prices based on closed deals for long-term supplies
through an open process with transparent results. In addition, selling long-term products
from the portfolios will lead to stable PCIA rates over time.

Unreasonable Obstacles Avoided. SPAs do not create unreasonable
obstacles to participation, as they would be designed to allow participation by all

interested market participants. SPAs facilitate voluntary CCA access to power supplies
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and represent a fair trade-off for CCAs — in exchange for continuing responsibility to
pay the Net Costs of these resources, CCAs would at least gain access to the products
for use in meeting their customers’ requirements. This would allow CCAs to plan their
own procurement correspondingly.

Consistent with California Energy Policy Goals. Nothing in the SPA changes
the State’s policy goals or the obligations of all LSEs to meet these goals. It simply
creates another market for trading products needed to meet those goals.

Only Legitimately Unavoidable Costs Included. The statute requires that any
methodology should only include legitimately unavoidable costs which, in turn, requires
the Commission to account for the utilities’ responsibility to prudently manage their
generation portfolio and take all reasonable steps to minimize above-market costs. By
offering excess RPS-eligible and GHG-free supply from utility portfolios as a product
that meets CCA or other LSE needs, utility portfolios reduce their excess supplies in a
revenue maximizing manner, thus reducing above-market costs for all customers.

Respect the Terms of Existing PPAs. The CalCCA proposal does not propose
contract abrogation or even contract assignment, but expressly preserves the terms and
conditions of existing PPAs and seeks to implement auctions in which the utilities’

existing contractual obligations are taken on by alternative purchasers.
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L PCIA RATE CAPS

CalCCA members place a high value on predictability and stability in the PCIA
rate from year-to-year. One stabilizing tool that can be used and has been utilized by
the Commission in the past is a rate cap. A cap provides assurances to both the CCA
and its customers that costs outside of the CCA’s control — the PCIA rate — will not
result in rate shock or otherwise interfere with procurement planning.

The Commission has adopted rate caps both in the context of rate cases and
stranded cost responsibility. In SCE’s GRC Phase Il Rate Case,’ the Commission
adopted a settlement capping rate increases to 3% for distribution revenues and 2% for
generation revenues in order to avoid rate shock and to transition more moderately to
cost-of-service rates.? A fixed rate cap of 2.7¢/kWh on the DA CRS was also adopted
by the Commission in response to concerns that the level of CRS imposed on DA risked
making DA uneconomic.?® In both cases, costs above and below the cap were netted in
a balancing account to ensure full cost recovery over time.*

CalCCA sees the potential value in a rate cap, depending upon the evolution of
the PCIA rate but does not propose a cap at this time. It requests, however, that the
Commission establish the opportunity for parties to evaluate the need for and to

propose a rate cap in each annual Forecast ERRA.

! A.14-06-014.

2 D.16-03-030 at 11. The Decision acknowledges that “Capping’...of allocated revenues
to rate groups...promote[s] rate stability while achieving movement towards cost-based rate
levels”

3 D.02-11-022, Ordering Paragraph 19 at 109.

4 Id. at 24-27.
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Il SUNSET OF STRANDED PROCUREMENT COST RESPONSIBILITY

Non-utility LSEs share frustration with the continuing presence of stranded
procurement costs and the related surcharges. Some ESPs have been dealing with
stranded procurement costs — whether the CTC, DWR Power Charge or the PCIA — for
two decades. Yet there is no clear end in sight. AB 117 makes clear, for example, that
a CCA customer will bear cost responsibility for “net unavoidable costs” of purchase
contracts until these contracts expire or are terminated; many of these contracts have
terms of up to 25 years or longer.> Seemingly every new piece of legislation, most
recently SB 350, offers some version of stranded cost responsibility. While the
underlying motivation for these provisions is understood — preventing cost shifts — the
dynamics surrounding the stranded cost problem must be addressed for stranded costs
to fully sunset.

In the near term, it is critical to undertake measures to stop the accumulation of
new stranded procurement costs. CalCCA’s proposal to improve departing load
forecasting, for example, aims in this direction by reducing the risk of excess
procurement. More importantly, the Commission must remain aware of the potential for
new contracts, contract renewals or investments to exacerbate the stranded cost
problem. In evaluating any new resource commitment, the Commission should make
three explicit determinations: (1) the expected effect of the commitment on the PCIA
rate for all vintages of departing load; (2) whether the utility's forecast of departing load
was reasonable at the time the resource commitment was made; and (3) to which

vintages of departing load the commitment is attributable.

5 Cal. Pub. Util. Code §366.2.
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Additionally, the Commission should make a finding in this case regarding the
establishment of a defined sunset date for these stranded costs. Constraints on
stranded cost recovery, such as the limitation on CTC recovery pursuant to AB 1890,
reflect a legitimate viewpoint that transitions should not be open-ended but should be
subject to defined limits around the time, scope and magnitude of above-market cost
recovery. A fixed time limit on departing load cost recovery, to the extent permitted by
law and consistent with other state policy goals, would provide greater certainty and

flexibility to CCAs in building the optimal portfolio to meet their customers’ needs.
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A key objective for CalCCA in this proceeding is the implementation of a
reasonable, transparent, and repeatable process for forecasting long-term PCIA rates
for use among the various parties. A realistic long-term PCIA rate forecast would be
supportive of CCAs’ overall business planning, procurement decisionmaking, portfolio
risk management, ratesetting and other related operational functions. CalCCA believes
there is a workable path for the Commission, building upon the insights gained and work
completed in this proceeding, to define a process of maintaining and continually
refreshing a long-term forecast of PCIA rates.

Under the CCA proposal, the utilities would leverage the work done in this case
to build and maintain a model capable of presenting reasonable projections of PCIA-
eligible portfolio cost value metrics. The CCA proposal would:

¢ Formalize the approach embodied in the “ALJ Data Matrix” to project long-
term (10-years or longer) projections of the Generation Volumes (in GWH)
and Total Cost (in $) of all resources in their PCIA-Eligible portfolios.

e Require the utilities to provide annual updates of these long-term
projections as part of their annual ERRA Forecast filings.

e Provide a section of the model for parties to input forward market price

curves of their own choosing, upon which to calculate the Market Value
and Net Costs (Total Costs in excess of Market Value).

The availability of this information will allow parties’ reviewing representatives to
calculate long-term projections of the Indifference Amount and Indifference Rate
(differentiated by rate class and vintage). The information should be made available to
parties under the Modified NDA developed in this proceeding to cover access and use
of this material.

An alternative should be made available for parties who are unable to designate

a reviewing representative under the Modified NDA. These parties should be permitted
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to provide a forward price curve to the utility and have the utility generate the long-term
PCIA forecast for their vintage.

CalCCA believes that formalizing this approach, building on work that has been
proven workable and highly valuable in this proceeding, provides a reasonable
opportunity for all parties to gain the benefit of long-term PCIA forecasting while

minimizing the burden on the utilities.
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l. PERMIT CCA AND DA CUSTOMERS TO PREPAY ALL OR A PORTION OF
THEIR FUTURE PCIA OBLIGATIONS TO FURTHER THE GOALS OF
STABILITY AND PREDICTABILITY

The current PCIA is volatile, difficult to forecast and not calculated in a
transparent manner; monitoring the PCIA requires ongoing regulatory intervention. The
Commission could address these challenges and bring certainty and predictability to
CCA and DA customers by permitting CCA and DA providers to prepay all or a portion
of their customers’ stranded cost obligation. Prepayment would entail an LSE paying
the net present value of its future net obligations to the utility based on the LSE’s load
and vintage. It would protect both CCAs and utilities from ongoing uncertainty regarding
the amount and timing of stranded-asset cost obligations. LSEs considering formation
could accurately assess and potentially finance their customer’s future obligations to the
incumbent utility.

A viable prepayment option requires a clear methodology that can be overseen
and audited by the Commission to ensure indifference and transparency. To reduce
burden on all customers, however, any reductions in outstanding liabilities should first
be pursued. To that end, prepayment should occur only after the Commission and
utilities act to reduce outstanding stranded asset costs and/or sell the underlying
attributes at maximum value. After reasonable efforts have been made to reduce
portfolio costs, the net present value of any future net costs in the CCA’s vintage would
be used to calculate the prepayment amount.

A. Prepayment Has Been Used in Other Similar Settings

Prepayment of departing load obligations have been successfully used in
California in similar circumstances. This approach has also been used outside of the

State in support of retail competition. These examples — highlighted below — with the
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proposed Staggered Portfolio Auction determining the prepayment amount, provide
potential frameworks to facilitate prepayment transactions.

1. California Publicly Owned Utilities Have Prepaid Departing
Load Obligations

In 2007, Commission Resolution E-3999" directed the 10Us to offer bilateral
agreements to publicly owned utilities (with departing load customers) as an alternative
to the Municipal Departing Load tariff. The Commission rejected the utilities’ proposal to
collect the full, undiscounted expected value of the CRS and other NBCs, plus an
additional 2%, as unfair and inconsistent with Commission precedent. Instead, PG&E
and SCE were directed to calculate a lump-sum payment based on the net present
value of all future CRS and other NBCs.?

Following this Resolution, PG&E and SCE entered into bilateral agreements with
eight POUs: Power and Water Resource Pooling Authority, Merced Irrigation District,
Modesto Irrigation District, Turlock Irrigation District, and the Cities of Azusa, Rancho
Cucamonga, Moreno Valley, and Victorville. Only three of the eight POU agreements
have publicly available costs. Those costs a range from a low of $1.5 million under
Modesto Irrigation District's agreement to a high of $6.9 million under the Turlock
Irrigation District's agreement in 2016. These LSEs each have over 100,000 customer

accounts, and a load of 2,503 GWh and 2,000 GWh, respectively.® In 2009, D.09-08-

1 Resolution E-3999, available online at:
http://docs.cpuc.ca.gov/PublishedDocs/WORD PDF/FINAL RESOLUTION/62648.PDF.

2 The calculation of a net present value requires use of a discount rate. In this
proceeding, the Commission used the IOUs’ weighted cost of capital. Use of other discount
rates may be appropriate depending upon the type of obligation being paid off. For example,
IOUs do not make any profits or return from the purchased power contracts, thus use of the
weighted cost of capital may not be the appropriate metric. The ability to securitize these
obligations would also affect the appropriate discount rate.

3 Source, 2016 EIA data. Available at: https://www.eia.gov/electricity/data.php#sales.
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015% expressly concluded that the PG&E/PWRPA agreement fully satisfied the
departing load obligations of PWRPA'’s customers, and that PG&E had no right to seek
further payment or pursue any claim against PWRPA'’s customers for charges under
PG&E’s departing load tariff. Thus, the Commission has previously approved an
agreement that resolves past, present, and future nonbypassable charge obligations
through payments of amounts that may differ from tariffed charges.

2. Commercial Customers Have Prepaid Bundled Service
Obligations When Departing Utility Service

Like California, Nevada has an RPS requirement (25% by 2025), additional
renewable procurement required by legislation, and requires Commission approval for
new generation. Recognizing these obligations, MGM resorts in Nevada left bundled
service from Nevada Power Company in 2015 for a lump-sum payment of $87 million
and Switch, a data center company, departed utility service on payment of a $27 million
exit fee.

MGM represented 4.86% of Nevada Power Company’s annual sales with 59
accounts at 19 different locations. In the buyout, the PUCN directed Nevada Power
Company to perform production cost simulations to show the total costs with, and
without, MGM. The Nevada Commission directed Nevada Power Company to include
resources required by legislation procured while MGM was a customer, but to exclude
future compliance obligations and “placeholder resources” not seeking specific

approval. In addition, the PUCN directed NPC to include O&M savings resulting from

4 D.09-08-015, available at:
http://docs.cpuc.ca.gov/PublishedDocs/\WWORD PDF/FINAL DECISION/105902.PDF.
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reduced operation due to MGM’s departure. The net present value of all costs and
savings were calculated based on NPC’s weighted average cost of capital.®

Switch was initially denied the ability to exit by the Public Utilities Commission of
Nevada on the grounds that it violated the principle of indifference by failing to allocate a
share of legislated energy policies into the exit-fee calculation. The PUCN later
reconsidered this decision, and unanimously voted to grant Switch permission to depart
service after paying a $27 million exit fee.®

There are other examples of a departing corporate customer and the incumbent
utility agreeing to lump-sum buyout terms. In 2016, Puget Sound Energy and Microsoft
jointly filed an Advice Letter with the Washington Utilities and Transportation
Commission recommending adoption of a tariff which would grant Microsoft the ability to
procure its own generation and only take transmission and distribution service from
Puget Sound Energy.” In that case, the two entities agreed upon an exit-fee of
$23.9 million.

B. The Prepayment Calculation Could Rely on Values from the

Staggered Portfolio Auction or as a Result of Bilateral Negotiation
Subject to Commission Approval

After using a Reverse Auction for voluntary offers by sellers, securitization of a
portion of the IOU portfolio, and performing a Staggered Portfolio Auction to reallocate
resources and create a benchmark, prepayment could be used to address remaining

resources and corresponding stranded-cost liabilities. A prepayment option preserves

5 See Public Utility Commission of Nevada docket 15-05017 for MGM Application,
testimony, and Staff response.

6 See Public Utility Commission of Nevada docket 16-09023 for documents related to the
Switch Application.

7 See Washington Utilities and Transportation Commission docket UE-161123 for the
Settlement Agreement and Order approving the Settlement.
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indifference and provides a path for LSEs to reduce volatility and protect their
customers from rate shock.

To calculate a prepayment value, two inputs must be determined: 1) the NPV of
the future stream of costs for resources within the customer’s vintage and, 2) the current
market value of these resources. To calculate the NPV of future costs, the total amount
of remaining obligations over the life of existing contracts should be aggregated by year
and discounted at an appropriate rate. This will provide the total obligation — in today’s
dollars — on a per-customer basis.

The Staggered Portfolio Auction® could provide valuable information to determine
the current market value; for the full host of attributes contained in various categories of
resources with varying terms. Bundled ratepayers and other departing load customers
sharing portfolio obligations would be protected from an unreasonably low prepayment
price through the use of a floor price in the SPA. Alternatively, direct bilateral
negotiation, subject to Commission approval, as the utilities did for the eight POUs
mentioned above, could identify the fair value of the remaining obligations. Once a fair
value has been established, LSEs would have the option to prepay all or a portion of
their vintaged obligation for various resource types using resource categories that
match those used in the auction.

The Commission recently recognized prepayments as a method to preserve
indifference in the context of Resource Adequacy. Resolution E-4907, which stipulated
terms for a transfer of RA from a utility to an LSE found that one of two conditions was

necessary to preserve indifference: 1) a bilateral agreement between the utility and

8 As proposed in Chapter 4.
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CCA, or 2) a Commission-calculated weighted average capacity cost which the CCA
would have to pay. The Commission reasoned that that neither LSE would enter into an
agreement that would harm its customers under the first scenario, and that the
Commission could calculate the weighted average capacity cost of RA under the
second.

C. Prepayment Would Not Shift Costs Among Bundled and Departing
Load Customers

The Commission has an obligation to ensure that prepayment, like the
calculation of the PCIA, does not shift costs among bundled and unbundled customers.
There are two potential types of cost shift: 1) from the prepaying customers to bundled
customers, and 2) from a prepaying customer to other departing load customers. The
availability of actual, contemporaneous sales prices for similar products for a similar
term could help calculate the prepayment amount and substantially reduce the risk of
cost shifts. The prepayment terms should mirror the payment obligations for PPAs and
UOG resources included in the portfolio of resources for which the prepayment is being
applied.

Some may argue that prepayment is inherently at odds with the concept of
indifference and would place all other customers — bundled and departing load — at risk.
Yet every forecast that is made, whether in procurement or ratemaking, risks being too
high or too low. A retroactive look at any commercial transaction several years after it
has taken place — with access to information not available at the time of transaction —
may lead one party to make a different choice if they could travel back in time. But as
market participants inherently understand, all transactions are made based on the best

available information at the time, not what parties have learned since. Every time an
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IOU enters into a long-term contract, its ratepayers are subject to the risk that the IOU
may have made a commitment that might turn out to be ill-advised. In every long-term
contract the IOU might also realize an unforeseen windfall benefit as it avoids future
market spikes.

Il REQUIRE IDENTIFICATION OF THE PCIA RATE AS A SEPARATE LINE

ITEM ON ALL CUSTOMER BILLS TO PROMOTE FAIR COMPETITION AND
REDUCE THE COMPLEXITY OF CUSTOMER CHOICE

The PCIA rate reflects the uneconomic costs of utility procurement and is
charged to bundled, CCA and DA customers. Even though all customers, including the
utility’s bundled customers, pay for the uneconomic costs reflected in the PCIA, the
charge is not separately identified on the Energy Statements provided to bundled
customers. In contrast, the PCIA rate is separately identified on the Energy Statement
provided by PG&E to CCA or DA customers, allowing a distinction between the CCA or
DA supplier’s costs and the customer’s share of the utility’s uneconomic costs.

The current utility bill presentation masks the fact that all customers are
shouldering the burden of the utility’s uneconomic costs. Today, a customer who
performed a side-by-side comparison of billing formats would observe that the CCA bill
includes a rate that is not present on the bundled service bill. Without explanation,
customers might erroneously conclude that CCA customers are required to pay
additional costs not included in bundled service.

The Commission should direct the utilities to modify this practice, requiring
separate identification, using the same terminology, of the component of all customers’
rates that recovers uneconomic costs. Applying the charge similarly on all bills prevents
this charge from becoming a competitive issue when comparing alternatives and makes

clear that all customers — bundled, CCA and DA customers — are sharing this cost
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responsibility. Operationally, this will also reduce confusion in a scenario in which
customers can move back and forth between bundled and un-bundled service.

Recognizing that the uneconomic cost portion of the rate is not an “indifference
adjustment” when applied to a bundled customer, the PCIA rate and the bundled
customer analog should be labeled more descriptively. We recommend labeling the
charge the “Electricity Provider Transition Charge.”

lll. ADOPT GUIDING PRINCIPLES FOR ALLOCATION OF COSTS RELATED TO
THE UTILITIES’ REGULATORY ACTIVITIES TO AVOID CROSS SUBSIDIES

Sections 365.2 and 366.3 require the Commission to “ensure that departing load
does not experience any cost increases as a result of an allocation of costs that were
not incurred on behalf of the departing load.” These statutory provisions are not limited
to only the direct costs incurred in power procurement, but also to other costs required
to support the generation function.

With respect to cost-allocation issues, it is important to recall two complementary
legislative declarations. First, the Legislature has declared that the IOUs have “inherent
market power” derived from the “potential to cross-subsidize competitive generation
services,” and therefore the Legislature directed the Commission to establish rules to
“protect against cross-subsidization by ratepayers.”® Second, as stated by the

Commission, “[t]he state Legislature has expressed the state’s policy to permit and

° See, e.g., SB 790 (2011); § 2(c) (“Electrical corporations have inherent market power

derived from, among other things, *** the potential to cross-subsidize competitive generation
services.”) See also SB 790; § 2(h) (“It is therefore necessary to establish a code of conduct,
associated rules, and enforcement procedures, applicable to electrical corporations in order to
*** foster fair competition, and to protect against cross-subsidization by ratepayers.”).
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promote CCAs by enacting AB 117...."'° Read together, these legislative declarations
support the Commission’s robust examination of all costs attributable to the IOUs’
generation services — “not incurred on behalf of departing load” — that are currently
being allocated to CCA customers. This examination should cover all relevant portions
of the utilities’ accounts and records, including how the utilities recover regulatory
advocacy costs that are aimed at or support their generation services. As the
Commission has previously stated in the context of another competitive service
initiative, the Commissions should “not permit allocations of generation cost to
distribution customers. To do so would compromise market efficiency by producing
artificially low utility generation rates [...] and provide competitive advantages, which
would stifle competition to the utilities.”’” Moreover, permitting allocations of generation
cost to distribution customers would violate SB 350. In the context of this proceeding,
CalCCA is not proposing a new or elaborate cost-allocation scheme. Rather, as part of
the final order in Track 2, CalCCA asks that the Commission establish certain guiding
principles that can be used in cost-recovery proceedings to ensure that generation-
related costs are not being allocated through distribution rates.

As noted above, an area that may require closer scrutiny is the allocation of
regulatory-related costs to the distribution function, particularly when the principal focus
of such activity is on costs the utilities incur to support their procurement services or
procurement competition-related matters. Prime examples are the significant regulatory

cost associated with the utilities’ failed effort to implement the Portfolio Allocation

10 D.04-12-046 at 3 (emphasis added). See also D.10-05-050 at 13 (emphasis added)
(“Certainly, Section 336.2(c)(9) evidences a substantial governmental interest in encouraging
the development of CCA programs and allowing customer choice to participate in them.”).

" D.97-08-56 at 8.
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Methodology proposal,’? and with SCE’s current effort to modify the CCA Code of
Conduct.”® The PAM initiative, led by SCE, is an example of a major regulatory effort
that had as its primary purpose the reallocation of generation-related costs, clearly
something that principally benefits utility generation services, and should be allocated
more heavily to the generation function. The CCA Code of Conduct initiative implicates
key procurement competition-related issues and should likewise be allocated more
heavily to the generation function. In both of these examples, as proposed, SCE
distribution customers will be expected to bear approximately 84% of the costs.

In light of this, CalCCA recommends that the following guiding principles be

adopted by the Commission in this proceeding:

e SB 350 and SB 790 require that greater scrutiny be given to the allocation of
regulatory-related costs by the utilities to the generation and distribution
functions in order to avoid cross-subsidization and an allocation of costs that
were not incurred on behalf of the departing load.

e A costis not incurred on behalf of the departing load if it supports the utilities’
generation services or is related to an activity that benefits their generation
services for their bundled customers.

e The utilities’ bundled customers may be benefitted by various activities and
initiatives, including transportation electrification or time-of-use rates that
allow for better utilization of the utilities’ generation services used to serve
bundled load.

¢ Inregulatory proceedings in which cost-recovery is an issue, the utilities will
bear the burden of showing that their respective cost-allocation methodology

is reasonable and otherwise does not result in cross-subsidization.

Adoption of these principles will provide a framework for future review and allocation of

regulatory costs incurred by the utilities.

12 A.17-04-018.

3 Petition for Modification of Decision 12-12-036 of Pacific Gas and Electric Company (U
39-E), San Diego Gas & Electric Company (U 902-E) and Southern California Edison Company
(U 338-E), filed January 30, 2018, in R.12-02-009.
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IV. REEXAMINE THE UTILITY’S PROVIDER OF LAST RESORT OBLIGATION TO
FURTHER A LONG-TERM DURABLE SOLUTION TO REDUCE STRANDED
COSTS

Once a CCA launches in a given territory, the CCA becomes the default energy
supplier for the customers within that territory, while the 10U supplies energy to
customers who affirmatively opt out of CCA service.’ CCAs have an obligation to offer
service to all residential customers in their community but cannot impose departing load
charges on bundled customers for long-term resources that the CCAs have acquired to
meet many of the same obligations as the incumbent utility including providing system
reliability (Resource Adequacy), meeting environmental goals (RPS requirements) and
other activities that benefit bundled customers or the State more broadly. Eight years
after the implementation of the first CCA, CCAs have proved to be reliable service
providers.'® Despite performance consistent with these obligations, AB 117 requires
that the IOU remain the Provider of Last Resort for energy supply in case of suspension
or revocation of the registration of a CCA.'®

Ultimately, in order to prevent another build-up of IOU above-market resources,
the Commission, and potentially the Legislature, will have to address how the respective
POLR responsibilities of the IOUs function in harmony with CCA service. To date, the

utilities’ POLR obligation coupled with the existing PCIA mechanism create the potential

14 Pub. Util. Code 366.2.

15 However small, there is a non-zero risk of an unplanned, mass return of CCA customers
to the utility. To address this, the Commission requires CCAs to post a bond which is intended
to cover the administrative costs of the 10U facilitating a rapid increase in customer base in this
scenario.

16 Pub. Util. Code §394.25(c) (“Any suspension or revocation of a registration shall require
the electric service provider to cease serving customers within the boundaries of investor-owned
electric corporations, and the affected customers shall be served by the electrical corporation
until the time when they may select service from another service provider.”).
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for excess overpriced 10U procurement without adequate accountability for the resulting
increased costs to both CCA and bundled customers. CCAs, meanwhile, are
simultaneously seeking to procure longer-term supply in a market that is artificially
constrained if the IOUs do not fairly offer oversupply for sale to the market. As a result,
CCAs see increased costs and the potential for duplicative procurement.
In their May 2017 White Paper on consumer choice, Commission Staff observed:
Currently, POUs and IOUs are the provider of last resort in their respective
service territories. With changes coming to California’s retail energy
market, the CPUC must consider the implications of the changes for

customers and evaluate whether a new ‘provider of last resort’ (POLR)
requirement should be put in place.!”

While the Commission has declined to broach this subject in this proceeding and has
not yet issued a consumer choice rulemaking, the POLR issue materially affects IOU
procurement. Moreover, it has a more long-lasting effect to the extent CCAs or ESPs fill
their portfolio with long-term commitments, leaving the IOUs no long-term market to sell
off their excess procurement. CalCCA encourages the Commission to review this issue

in the anticipated Customer Choice rulemaking.

17 Consumer and Retail Choice, the Role of the Utility, and an Evolving Regulatory

Framework, Staff White Paper, May 2017, available at:

http://www.cpuc.ca.gov/uploadedFiles/CPUC Public Website/Content/News Room/News and
Updates/Retail%20Choice%20White%20Paper%205%208%2017.pdf.
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AHoekstra@hanoverstrategyadvisors.com
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Business Strategy ¢ Financial Planning < Commodities

Senior executive and expert advisor focused on strategy formulation, financial planning, business
development and commercial execution in North American electric power and fuels markets.
Demonstrated ability to identify business trends and market opportunities, formulate strategic
options and implementation plans, and manage operations and initiatives for growth and
profitability. Commodity business leader with proven P&L success in utility, wholesale and retail
energy markets. Deep experience in financial planning, forecasting, regulatory affairs, valuation
of physical and financial assets and portfolios, and portfolio risk management and hedging.
Known for innovation, openness, agility, customer focus and driving results.

e Strategy Development ¢ Financial Objectives e Risk Management
e Competitive Assessment e Market Forecasting e Marketing and Trading
e Innovation Leadership e Asset Valuation e Deal Structuring & Pricing
e Product Development e Project Finance e Portfolio Valuation
e Regulatory Policy e Enterprise Valuation e Processes and Systems
PROFESSIONAL EXPERIENCE
HANOVER STRATEGY ADVISORS ¢ San Diego, CA October 2014 — Present
Founding Partner

Hanover Strategy Advisors is a trusted advisor to utilities, generators, marketers, large users and
financial institutions on energy strategy, financial, market and regulatory issues. We serve
clients in the areas of Business Strategy, Commercial Advisory, Commodity Risk Management
and Market Assessment. Our clients are energy infrastructure investors and lenders, utilities and
generators, marketing and trading organizations, commercial and industrial energy consumers,
and public power, water and community choice aggregation agencies throughout the US.
Specific client engagements have included serving as a strategy and commercial advisor in the
areas of power sales and portfolio risk management, fuel procurement, ISO/RTO operations,
commercial contracting, asset valuation, hedging and forecasting. Provided strategy assistance,
market assessment, strategic positioning and product structuring for renewable energy,
distributed energy and technology integration initiatives. Example clients include: Diamond
Generating, Oregon Clean Energy, Buckeye Power, Transatlantic Power Holdings, San Diego
County Water Authority, Sonoma Clean Power, Ellison, Schneider & Harris, Siemens/Pace
Global and AES North America Development.
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THE AES CORPORATION/DPL INC. * Dayton, OH 2010-2014

Vice President, Merchant Portfolio Strategy (July 2012 to May 2014)

Leader of wholesale merchant business activity with responsibility for the Company’s generation

asset, power marketing and trading strategies and the successful capture of approximately $135

million in commodity margins.

e Led the creation and implementation of an enhanced Portfolio Management function
responsible for asset optimization, hedging and trading activities for all Company merchant
generation assets and load-serving portfolios. Established and managed an expanded
commercial front office organization responsible for the portfolio management, structuring,
pricing and analytics functions for all market-facing AES assets throughout the US.

e Conceptualized and executed commodity portfolio risk management strategies to achieve
targeted earnings and cash flow performance by defining risk tolerances, processes, controls
and risk-adjusted performance metrics to manage and enhance portfolio performance.

Director, DP&L Origination and Structuring (May 2010 to July 2012)

Managed the wholesale origination, deal structuring and pricing functions for The Dayton Power

and Light Company’s 3,500 MW generation asset and load-serving portfolio, and the successful

capture of approximately $185 million in commodity margins.

e Managed strategy development, marketing, product development, financial assessment and
negotiation of wholesale, retail and renewable commodity transactions.

e Oversaw all pricing, portfolio analytics and market assessment for wholesale, retail and
intercompany commodity transactions and hedging activities.

PACE GLOBAL ENERGY SERVICES ¢ San Diego, CA 2005 -2009
Vice President, Utility and Risk Strategies

Provided consulting services encompassing market assessment, investment advisory, risk
management and resource planning to utilities, energy merchants, banks and end-users.

e Managed IRP engagements for California municipal utilities that balanced multiple competing
objectives (cost, reliability, risk and greenhouse gas reductions). Led a stakeholder
participation process creating community support for the recommended strategy.

e Managed a multi-year engagement with a state water agency to implement a comprehensive
electric power and natural gas risk management and dynamic hedging program.

SEMPRA ENERGY ¢ San Diego, CA 2000 — 2004
Vice President, Strategy & Risk Management (2004)

Vice President, Strategy & Development (2002-2003)

Director, Strategic Planning (2000-2001)

Managed strategy, risk management, development, finance and regulatory functions for a national
retail energy marketing business. Drove business success through leadership of insightful strategic
planning, tight risk and process controls, and diligent oversight of sales and operations activities
to ensure consistency with business strategy, risk tolerance and financial targets.

e Implemented risk-adjusted performance metrics to drive customer targeting, product
development and pricing decisions, generating industry-best profit margins and risk profiles.

e Managed development of long-term, unit-contingent wholesale and retail power sales
agreements, producing $40 million in margin from a generation asset acquisition in Texas.
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e Led customer targeting, deal structuring and negotiations for the closing of retail power sales
contracts worth $120 million in gross margin with former Enron customers post-bankruptcy.

e Developed and implemented a retail power sales campaign to capture a fleeting opportunity
during the 2001 California power crisis, generating in $60 million in gross margin.

e Managed the integration of 4 business units with 500 employees into a leading US integrated
energy services provider. Created comprehensive sales, structuring, portfolio management,
operations and back-office capabilities, processes and technologies.

ICF CONSULTING ¢ San Rafael, CA 1999 - 2000
Vice President/Principal

Founding member of a new practice created to provide strategy consulting to private sector energy
clients. Developed and managed a $5 million engagement for a power and gas industry leader,
which implemented our recommendations to pursue a transforming business unit reorganization
based on a revolutionary integrated strategy and business model for energy marketing. Was hired
by client Sempra Energy upon successful completion of the engagement.

CAMBRIDGE ENERGY RESEARCH ASSOCIATES ¢ Oakland, CA 1994 — 1998
Associate Director

Directed research and consulting for CERA’s California Energy retainer advisory service in its
West Coast office, providing strategic analysis of Western electric power and natural gas market
fundamentals, regulatory initiatives, economic drivers and governmental policy. Served as trusted
advisor to a global client base on implications of California energy market developments.

BARAKAT & CHAMBERLIN ¢ Oakland, CA 1991 — 1994
Senior Associate

Provided economic, financial and regulatory analysis in support of market planning, project
financing, business litigation and asset valuation projects. Completed dozens of generation asset
valuations and power/fuel contract assessments for M&A and project financing due diligence
efforts, as well as property tax, eminent domain, bankruptcy and regulatory proceedings.

MRW & ASSOCIATES « Oakland, CA 1988 — 1991
Associate

Provided economic and financial analysis of electric power and natural gas markets, capital
projects and regulatory matters. Specialized in market assessments, resource planning, avoided
cost pricing, competitive bidding, project financings, mergers & acquisitions and litigation
support.

EDUCATION

STANFORD UNIVERSITY - Stanford, CA
Master of Science, Engineering-Economic Systems

PURDUE UNIVERSITY ¢ West Lafayette, IN
Bachelor of Science, Industrial Engineering



EDUCATION

1983

WORK HISTORY

1984 -2001

2001-2003

2004-2007

2007-2010

2010

2011-2014

2015-2018

ROBERT KINOSIAN

Bachelor of Science degree in mechanical engineering from the University of
California Berkeley, graduating with honors.

Analyst, California Public Utilities Commission's Division of Ratepayer Advocates.
Addressed issues including: ratemaking and decommissioning of nuclear facilities; cost
and operation of other utility resources (coal, hydroelectric and natural gas);
conservation and load management programs; rate design; cost of capital; contracting for
renewable generation; resource planning; and issuance of rate reduction bonds. In
addition, represented the Commission in proceedings before the California Energy
Commission and State legislature.

Advisor to Commission President. Reviewed/modified proposed energy decisions,
working with other Commissioner's offices, administrative law judges and staff.
Represented the Commission on legislative issues regarding the California energy crisis,
the Governor's task force renegotiating Department of Water Resources energy contracts,
and the PG&E bankruptcy proceedings.

Division of Ratepayer Advocate Senior Management - Policy Advisor. Provided assistance
to the Division Director. Led lobbying efforts with the Commission, State legislature and
outside parties. Reviewed division testimony to provide quality control and consistency.
Trained division staff on testimony preparation and lobbying.

Advisor to Commissioner John Bohn. Reviewed/modified proposed energy decisions,
working with other Commissioner's offices, administrative law judges and staff.

Analyst, Safety and Enforcement Division. Reviewed the San Bruno pipeline explosion and
PG&E gas system practices, and addressed utility proposal to modify CPUC treatment of
fire related costs.

Analyst, Division of Strategic Planning. Prepared reports on potential improvements to
the Commission's residential solar programs and new customer billing techniques.

Consultant to Community Choice Aggregators and municipal agencies regarding CPUC
proceedings and processes.



TERESA F. MARRINAN
4818 Corwin Rd.
Waynesville, OH 45068
TMarrinan@hanoverstrategyadvisors.com
(937) 901-4890

Strategic Planning - Portfolio Management - Energy Risk Management

Senior commercial executive experienced in building and leading wholesale and retail electricity
businesses in both restructured and traditional markets. Champion of strategic business initiatives
that create sustainable value and growth. Proven leader of successful teams able to quickly grow
capabilities in retail electricity sales, wholesale trading, fuel procurement, hedging, RTO
operations, analytics and risk management. Demonstrated ability to identify and execute strategies
to capture the option value of assets. Analyzed and executed business startups, purchases and
sales. Officer of DP&L and DPL Inc., 2007 to 2014. Excellent communication skills and Board-
level interactions in multiple contexts. Chair of two non-profit Boards. Member of two health
insurance Boards and Goodwill Easter Seals Miami Valley Board.

e Strategic Leadership e Portfolio Management e Risk Management

o Industry Thought Leader e Marketing and Trading e Fuel Procurement

e Agent for Change e Deal Structuring and Pricing e Generation Operations

e Team Builder e [SO/RTO Affairs e NERC Compliance

e Superior Communicator e California CCA e RTO Integration

e Board Member/Influencer e Renewables and Storage e Allowances/Capacity/FTR

PROFESSIONAL EXPERIENCE

HANOVER STRATEGY ADVISORS ¢ Dayton, OH October 2014 — Present
Founding Partner

Hanover Strategy Advisors is a trusted advisor to utilities, generators, marketers, large users and
financial institutions on energy strategy, financial, market and regulatory issues. We serve
clients in the areas of Business Strategy, Commercial Advisory, Commodity Risk Management
and Market Assessment. Our clients are energy infrastructure investors and lenders, utilities and
generators, marketing and trading organizations, commercial and industrial energy consumers,
and public power, water and community choice aggregation agencies throughout the US.
Specific client engagements have included serving as a strategy and commercial advisor in the
areas of power sales and portfolio risk management, fuel procurement, ISO/RTO operations,
commercial contracting, asset valuation, hedging and forecasting. Provided strategy assistance
for a community college and a venture capital fund. Example clients include: Diamond
Generating, Oregon Clean Energy, Buckeye Power, Transatlantic Power Holdings, San Diego
County Water Authority, Sonoma Clean Power, Ellison, Schneider & Harris, Sinclair
Community College and The Dayton Development Coalition.
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THE UNIVERSITY OF DAYTON ¢ Dayton, OH August 2014 — Present
Instructor, Department of Economics and Finance
Level 400 Finance course in energy commodity trading.

THE AES CORPORATION ¢ Dayton, OH 2012 -2014
Senior Vice President, US SBU Commercial

Managed the commercial functions for all AES assets in the US as well as its retail power
marketing businesses in Ohio and IL. This included coal, gas, wind, solar and battery storage
assets totaling 13,000 MW. In addition, the two retail businesses consisted of more than 300,000
customers, 2,500 MW of load and $500 million in annual revenue. The annual commercial
activity in the entire US portfolio totals roughly $3 billion. Responsible for the 7x24 generation
dispatch function; ISO scheduling; fuel procurement and fuel transportation; commodity
scheduling; wholesale and retail position reporting and position management; wholesale trading
and asset optimization; structured transactions and origination and PJM relationship
management.

e Led the first effort to capture and communicate the commercial value of the individual

generators and commercial transactions for AES US into a single consolidated portfolio

Retail and Wholesale margin booked of roughly $210M

Pricing for AES participation in CAISO Long-Term Procurement Process

Decision analysis to close ERCOT petcoke-fired plant

Integration of Tait Battery Storage into PJM ancillary services market

Built and managed a high performing team of 130 retail and wholesale professionals

Ohio retail business won the 2013 JD Power customer service award for the state of Ohio

Grew the retail businesses from roughly 30,000 to more than 300,000 customers through

aggressive marketing, strategic participation in the IL aggregation process and expansion

of direct sales force

e Led organizational and system changes to support rapid growth in competitive businesses

e Led AES evaluation of options for regulatory rate recovery filings considering
implications for margins and risks from load auctions, fixed cost recovery and value of
POLR load including assumptions around expected switching levels

e Managed Generation and Commercial reorganization planning for AES US SBU

e Oversaw valuation for proposed DPL generation asset sale in 2014

THE DAYTON POWER AND LIGHT CO. « Dayton, OH

Senior Vice President, Business Planning & Development (September 2010 — December 2011)
Corporate development executive for the purchase of the Company’s Illinois retail affiliate MC2,
and the sale of DPL to AES for $4.7 billion. Responsible for strategy development and asset
valuation, as well as portfolio valuation and position/risk reporting for regulated delivery,
generation, wholesale and retail business lines. Responsible for wholesale origination and
complex deal structuring.

Managed corporate development activities

Sale of DPL to AES in the money by $2.5 billion relative to current market valuations
Purchase of MC2 made at price equal to its booked transaction value

MC2 became the engine driving10x growth in the retail customer base over two years
Led DPL Inc. strategy development and communication to BOD
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e Responsible for scenario and risk analysis that demonstrated compelling logic to sell DPL

e Built a full-service pricing desk for pricing and structuring all retail, wholesale and
intercompany commodity transactions

e $110M in retail and wholesale margin booked

e Managed DPL generation and commercial integration into AES

Vice President, Commercial Operations (August 2007-August 2010)
Responsible for generation operations, fuel procurement, ISO relations and energy trading.
Managed fuel procurement during a period of volatile rapidly increasing commaodity prices.

e Recognized and acted on changing market and regulatory dynamics to counteract
competitive threats from retail switching by alerting and influencing executive
management and Board of Directors on key strategic threats and responses

e Led the transition from a tariff sale-based generation utility to a retail and wholesale
portfolio-based, deregulated generator

e Drove the early-mover decision in the DPL territory to market and sign above-market,
long-term agreements with retail customers

e Led the expansion of DPL retail marketing outside of the native load service territory

e Launched and managed the Company’s first fuel trading activity

e Influenced plant operators to expand fuel quality specifications and significantly increase
fuel flexibility

e Exercised optionality around fuel quality, inventory size and commodity substitution to
book trading gains of more than $100 million in 2008 and $25 million in 2009

e Successfully led negotiations with a fuel supplier to reduce exposure from contested
contract from $90 million to $3 million

e Led the development of a small solar facility to meet Ohio renewable requirements

e Led the selection and implementation of commodity portfolio optimization system

Additional Experience

THE DAYTON POWER AND LIGHT CO. * Dayton, OH

Managing Director, Head Trader, Risk Manager, Trader, Rate Analyst

Held a variety of positions of continually increasing responsibility within DP&L. Responsible
for a variety of trading, origination and risk control functions.

e Led ajoint venture with a large Houston trading house that co-managed the DPL
unregulated generation fleet

e Managed valuation of option buy-in price and negotiations with JV trading partner

e Captured gross margins of up to $90 million per year from active management of
unregulated generation portfolio

e Led the integration of DPL generation into the PJM independent system operator

¢ Founding member of Risk Management Committee and author of DPL’s first risk policy

e Negotiated the purchase of option contracts in late 1990°s prior to Midwest capacity
shortages that netted over $100 million in trading value

e Provided expert witness testimony in various regulatory proceedings

e Served as the Company’s lead expert on load research
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EDUCATION

XAVIER UNIVERSITY - Cincinnati, OH
Master of Business Administration

THE UNIVERSITY OF DAYTON -« Dayton, OH
Bachelor of Science, Business Administration

BOARD MEMBERSHIPS and PROFESSIONAL AFFILIATIONS

THE FOODBANK * Dayton, OH

Past Board Chair, previous Treasurer — Board member since 2011

Significant accomplishments include construction of a new facility to house the Foodbank
operations in 2013 and the formation of an endowment of more than $1M.

GOODWILL EASTER SEALS * Dayton, OH
Trustee since 2015

PREMIER HEALTH PLAN ¢ Dayton, OH
PREMIER HEALTH INSURANCE CORPORATION ¢ Dayton, OH
Board Member since 2014

WOMEN IN ENERGY ¢ Dayton, OH
Member 2011 to 2014 — Industry group of female utility company officers

THE COX ARBORETUM FOUNDATION ¢ Dayton, OH
2008 to 2013 — Board President, Past President, Finance Committee and Board Member
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PUBLIC AND PRIVATE 426 12" Street

SECTORS Davis, California 95616

530.757.6363

M.CUBED McCann@MCubed-Econ.Com

Professional Experience

M.Cubed, Partner, 1993-2008, 2014-present

Aspen Environmental Group, Senior Associate, 2008-2013

Foster Associates/Spectrum Economics/QED Research, Senior Economist, 1986-1992
Dames & Moore, Economist, 1985-1986

Academic Background

PhD, Agricultural and Resource Economics, University of California, Berkeley, 1998
MS, Agricultural and Resource Economics, University of California, Berkeley, 1990
MPP, Institute of Public Policy Studies, University of Michigan, 1986

BS, Political Economy of Natural Resources, University of California, Berkeley, 1981

Dr. McCann has analyzed many different aspects of energy utility and market operations in California. He
has testified numerous times before the CPUC on impacts of electricity rates on agricultural groundwater
pumping, reimbursement to master-metered manufactured housing community customers for utility
services, competitive fuel choices, and proposed drought-mitigation policies. He has testified on the
appropriate level of exit fees for community choice aggregators, and appropriate protection of solar
project investment by customers. He also testified before the Federal Energy Regulatory Commission in
the California energy crisis Refund Proceeding. He has worked with the California Energy Commission to
estimate the costs for new alternative generating technologies and developing several system modeling
tools for local capacity planning and renewable generation integration. For the CEC, he examined the
potential consequences of decommissioning the dams on the Klamath River, and for the SWRCB, the
changes in greenhouse gas emissions from hydro licensing conditions. He also led the modeling efforts on
behalf of the California Public Utilities Commission to assess the environmental impacts of proposed
generation plant divestitures.

Projects
Energy, Hydropower and Utilities

Regulatory Analysis and Support, Sonoma Clean Power (2016-present). Testifying at the California Public
Utilities Commission (CPUC) in Pacific Gas and Electric’s (PG&E) rate proceedings on the power charge
indifference adjustment (PCIA) “exit” fee and other issues.

Regulatory Analysis and Support, CalChoice (2017). Testifying at the California Public Utilities
Commission (CPUC) in Southern California Edison’s (SCE) rate proceedings on the power charge
indifference adjustment (PCIA) “exit” fee and other issues.

Agricultural Rate Setting Testimony, Agricultural Energy Consumers Association (1992-present). Testified
about agricultural economic issues related to energy use, linkage to California water management
policy, and utility rates in numerous proceedings at the California Public Utilities Commission,
California Energy Commission, and California State Legislature. Analyzed various aspects of electric
industry restructuring; proposed innovative pricing options; examined marginal cost principles and
applications, and testified in a large number of energy related hearings. Developed innovative rate
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allocation methodology that incorporated regional marginal costs and value of service planning based
on the Pacific Gas and Electric Co. Area Cost Study.

Testimony on Protecting Solar Project Investment by Customers, County of Santa Clara (2017-present).
Testified before the California Public Utilities Commission on

Master-Meter Rate Setting Testimony, Western Manufactured Housing Communities Association
(1998-present). Examined issues associated with the structure of and cost associated with providing
electric service to master-metered mobile home parks. Testified in Pacific Gas and Electric Co.,
Southern California Edison Co., Southern California Gas Co. and San Diego Gas and Electric Co. rate
proceedings on establishing “master-meter/submeter credits” provided to private mobile home park
utility systems.

Master-Metered Utility Systems Transfer Program, Western Manufactured Housing Communities
Association (2003-present). Prepared petition that opened a rulemaking to facilitate transfer of
master-metered utility systems to serving utilities and testified in that proceeding. Testified before
the State Legislature on proposed legislation. Persuaded all electric and gas utilities in California to
institute a pilot program to convert 10% of privately-owned MHP systems to utility ownership.

Community Solar Gardens Testimony, Sierra Club (2014). Testified in Pacific Gas and Electric and Southern
California Edison Green Tariff applications on changes needed to encourage the development of
neighborhood and community-scale renewable distributed generation by allowing direct contracting
and removing unnecessary transaction costs.

Time of Use Rates in California Residential Rates Rulemaking, Environmental Defense Fund (2013-2014).
Modeled how increased penetration of TOU rates in the residential sector for all three investor-owned
utilities would reduce peak and energy demand, reduce residential bills, and reduce utility costs.
Changes in revenues and costs were developed from the utilities” most recent general rate case filings.

Southern California Edison v. State of Nevada Department of Taxation, Nevada Attorney General’s
Office (2013-2014). Testified on whether the sales tax imposed on coal delivered to SCE’s Mohave
Generating Station created a competitive disadvantage for SCE in the Western power market during
the 1998-2000 period.

Professional Affiliations

American Agricultural Economics Association
Association of Environmental and Resource Economists
American Economics Association

Civic Activities

Member, City of Davis Utilities Rate Advisory Commission

Former Member, City of Davis Community Choice Energy Advisory Committee
Co-Chair, Cool Davis Energy Steering Committee

Member, Western Manufactured Housing Communities Association Utilities Task Force
Former Member, City of Davis Citizens Electricity Restructuring Task Force

Former Member, Yolo County Housing Commission
Member, Phi Beta Kappa Honorary Fraternity





