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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE
STATE OF CALIFORNIA

Order Instituting Rulemaking to Review, Revise,
and Consider Alternatives to the Power Charge R.17-06-026
Indifference Adjustment.

PROGRESS REPORT OF WORKING GROUP 3 CO-CHAIRS SOUTHERN
CALIFORNIA EDISON COMPANY (U-338E), CALIFORNIA COMMUNITY CHOICE
ASSOCIATION, AND COMMERCIAL ENERGY

I.
INTRODUCTION AND BACKGROUND

A. Procedural Background

Pursuant to the Phase 2 Scoping Memo and Ruling of Assigned Commissioner, issued
February 1, 2019 (“Phase 2 Scoping Memo”’), Southern California Edison Company (“SCE”), on
behalf of itself, California Community Choice Association (“CalCCA”), and Commercial Energy
(“Commercial”), respectfully files this First Progress Report on Working Group Three, Portfolio
Optimization and Cost Reduction, and Allocation and Auction (“WG 3”).1

On October 11, 2018 the California Public Utilities Commission (CPUC or Commission)
issued Decision (D.)18-10-019 modifying the Power Charge Indifference Adjustment (PCIA)
Methodology and opening a second phase of this proceeding to enable parties to further develop
proposals for portfolio optimization and cost reduction for future consideration by the

Commission.2 On February 1, 2019, the Commission issued the Phase 2 Scoping Memo,

Pursuant to CPUC Rule 1.8(d), CalCCA and Commercial have authorized SCE to file this First
Progress Report on their behalf.

D.18-10-019, p. 97.
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directing the parties to convene three working groups to further develop PCIA-related proposals
for consideration by the Commission.

The Phase 2 Scoping Memo designates SCE as the utility Co-Chair and CalCCA and
Commercial as the non-utility Co-Chairs of WG 3. Due to the complexity and number of issues
to be resolved in WG 3, the Phase 2 Scoping Memo anticipates a report on consensus and non-
consensus issues by first quarter 2020, with a proposed decision to be issued by second quarter
2020. The schedule may be modified by assigned Commissioner or Administrative Law Judge
(“ALJ”) as required to promote the efficient and fair resolution of the issues scoped in the
proceeding. SCE, CalCCA and Commercial, as co-chairs of WG 3 (“Co-Chairs”™), are
responsible for a number of tasks, described further below. This report satisfies the requirement
of a first progress report on WG 3’s activities (the “First Progress Report™), as described in the
Phase 2 Scoping Memo.

B. WG 3 Co-Chair Responsibilities

As directed in the Phase 2 Scoping Memo, the co-chairs of WG 3, SCE, CalCCA and
Commercial are responsible for the following tasks:
1. Scheduling the Working Group’s meetings, along with handling associated
logistics;

a) Pursuant to the Rules of Practice and Procedure 8.1(b)(3), meeting times,
locations, and online access information, if applicable, should be noticed to
the entire service list.

b) Service list notification should include language to inform the service list that
decision makers may be present at the meeting.

2. Leading each of the Working Group’s meetings; and
3. Ensuring that the final report, or reports, of each Working Group is finalized and
subsequently filed and served at the Commission according to the schedule for

WG 3.



The Co-Chairs are also responsible for writing and serving two progress reports and a

final report on consensus and non-consensus items. The Phase 2 Scoping Memo permits the WG

3 participants to develop more detailed agreements on how the participants will approach their

responsibilities to ensure that its work proceeds openly and efficiently.

C. Scope of WG 3

The Phase 2 Scoping Memo sets forth four issues to address in WG 3:

I.

What are the structures, processes, and rules governing portfolio optimization that
the Commission should consider in order to address excess resources in utility
portfolios? How should these processes and rules be structured so as to be
compatible with the Commission’s ongoing Integrated Resource Planning and RA
program modifications in other proceedings?

What are the standards the Commission should adopt for more active
management of the utilities’ portfolios in response to departing load in the future
in order to minimize further accumulation of uneconomic costs?

If the Commission were to adopt standards for more active management of the
utility portfolios, how should the transition to new standards occur (e.g.
timeframe, process, etc.)?; and

Should the Commission consider new or modified shareholder responsibility for
future portfolio mismanagement, if any, so that neither bundled nor departing
customers bear full cost responsibility if utilities do not meet established portfolio
management standards? If so, are ERRA or General Rate Case proceedings the

appropriate forums to address prudent management of portfolios?

The Co-Chairs agreed to focus on Scoping Issue #1 first, and to focus on the other issues

once work on Scoping Issue #1 is complete or largely completed. Additionally, the Phase 2

Scoping Memo was clear that the Working Groups would be more efficient if all participants

were provided with a common reference guide on how the IOUs’ portfolios have developed over

time and in compliance with statutory and Commission requirements. Pursuant to the Phase 2



Scoping Memo, the IOUs hosted a meet-and-confer session via conference call to develop an
outline for the Procurement Process Reference Guide (“Guide”). All parties were invited to
participate. During the call, participants reviewed a straw outline offered by the IOUs, which
included the topics from the Ruling, and discussed additions and expansions of various topics.
Participants discussed the need to restrict the contents of the Guide to publicly available
information. The IOUs incorporated participants’ input into a final outline, which was served on
March 11, 2019. The IOUs used the final outline to produce the Guide, a draft of which was
provided to CPUC staff for review on April 4, 2019. The final Guide, which is attached hereto as
Appendix A, incorporates feedback from CPUC staff, was sent to the service list on April 25,
2019.
1I.
PROCESS FOR WG 3

A. Principles for WG 3 Work

The Co-Chairs agreed that the following principles should govern the work of WG 3:

1. Work collaboratively in good faith toward practical and commercially viable
solutions for the benefit of all customers.

2. Be consistent with California statutes, CPUC decisions, energy policy goals and
mandates. [from Phase 1 Scoping Memo, 1.¢]

3. Respect the terms of existing PPAs between power suppliers and IOUs. [from
Phase 1 Scoping Memo, 1.k]

4. Allow alternative providers to be responsible for power procurement activities on
behalf of their customers, except as expressly required by law. [from Phase 1
Scoping Memo, 1.f].

B. Regular Meetings of WG 3 Co-Chairs

The WG 3 Co-Chairs have held conference calls twice a week since March 27, 2019
(generally, each Monday and Wednesday) focused on development of a sales process for the

I0Us to offer excess Resource Adequacy (RA) and Renewable Portfolio Standard (RPS)



products to the market under a competitive solicitation approach. The conference calls scheduled
each Monday morning are 30 minutes long and intended to allow the Co-Chairs to touch base at
the beginning of the week to discuss and agree on deliverables and an agenda for the weekly WG
3 meeting on Wednesday. The second weekly call on Wednesday afternoon is held for
approximately 2 hours to discuss, in detail, issues and proposals for resolving such issues, areas
of alignment and non-alignment, and subsequent work for the Co-Chairs. Presentations have
been developed in advance of these calls to allow the Co-Chairs to review the material internally
and with their constituents prior to the Co-Chairs’ weekly meetings, to facilitate active
participation. The Co-Chairs have also met in person three times for 2 to 3 hours. All of the Co-
Chair meetings have been active, collaborative in nature, and well-attended by the
representatives and constituents of the Co-Chairs.

For the first Working Group 3 workshop (the “First Workshop™) held on April 29, 2019,
the Co-Chairs shared a strawman proposal that established proposed definitions and a high-level
process for the sale of excess RA and RPS held in the IOUs’ portfolios. The first workshop is
discussed in more detail below.

II1.
PROGRESS TO DATE

A. First WG 3 Workshop — Presentation of Straw Proposal for Scoping Issue # 1

The First Workshop, held on April 29, 2019 from 1:30 — 3:30 PM at the Pacific Energy
Center in San Francisco had approximately 47 parties in attendance in-person and about 39
parties who participated remotely via WebEx. A list of attendees is attached to this report as
Appendix B.

The First Workshop focused primarily on the straw proposal for identifying and offering
for sale any “excess” Resource Adequacy (RA) and Renewable Portfolio Standards (RPS)
resources in the IOUs’ portfolios. Commercial Energy also discussed its concept for a voluntary

allocation and auction mechanism. The presentation given at the workshop is attached to this



report as Appendix C, and is discussed below. Parties were asked to serve written comments by
May 10, 2019. The written comments are summarized below and attached hereto as Appendix D.

1. Detail of Straw Proposal for Excess RA and RPS

The Straw Proposal defines the following key terms:

e  “Portfolio Optimization” is the “prudent management of all products and
attributes in the IOU’s energy resource portfolio, including actions to lower
contract and procurement costs, and reduce risk, while maintaining grid
reliability for all bundled service and departing load customers.”

e “Sale” by IOUs for Portfolio Optimization is a “sale of attributes to market
participants. Buyer pays IOU; sales revenues offset PCIA costs.”

e “Allocation” by IOUs is “a distribution of benefits (i.e., attributes) on a pro-
rata basis to participating LSEs over a specific period and for a specific term.
Costs are recovered from the LSE's customers through a net cost rate
component (full costs minus market revenues).”

The Co-Chairs discussed a straw proposal for how a residual sales approach for RA and
RPS might be structured. The straw proposal contemplated that any market participant that
reaches mutually acceptable terms and conditions for a sale or purchase of attributes should be
eligible to participate in an IOU’s sale of excess RA or RPS. It was also contemplated that the
principal form of sales would take place through competitive solicitations, but transactions could
also be completed through the use of brokers, bilateral negotiations, or participation in other
solicitations as permitted by IOU procurement plans. The IOUs discussed their desire to continue
to utilize pro-forma contract documents to contract for such sales (or other terms mutually agreed
upon); however, the CCAs discussed their desire to modify certain credit provisions and other
terms. The IOUs would continue to prepare bid materials and administer their sales processes
using an Independent Evaluator and in consultation with the Procurement Review Group

(‘GPRG”) .



SCE and CalCCA went on to discuss topics related to RA, such as attempting to define
the concept of “Excess RA,” timing for when RA sales processes should take place, and
identification of further issues to be explored in the portfolio management of IOU RA positions.
The Co-Chairs also discussed topics relating to RPS, which included an initial proposal for a
definition of “Excess RPS,” possible pricing mechanisms and transaction types, and identified
issues to be further discussed amongst the Co-Chairs.

2. Allocation

The final topic of discussion at the Workshop was facilitated by Commercial and
focused upon the Voluntary Allocation process that Commercial Energy had proposed in Phase 1
of R.17-06-026. Commercial’s proposal around the voluntary allocation was for LSEs to have
the opportunity to pay the actual costs of an IOU’s assets and to then monetize those assets for
the purchasing LSE’s benefit and cost. Commercial proposed that the voluntary allocation could
be made available prior to any auction or other sales process. The Co-Chairs have not yet
discussed a process for allocations. The Co-Chairs agreed to continue developing a proposal for
Excess Sales prior to focusing on allocations.

3. Feedback from Informal Comments

The Co-Chairs posed the following questions for informal written comment from
participants following the First Workshop:
Resource Adequacy (RA):
e Thoughts regarding the mechanics of reporting a RA buffer?
e Input on proposed timing and frequency of RA sales?
Renewable Portfolio Standard (RPS):
e (CalCCA and SCE presented 2 versions on what constitutes excess RPS.
Please provide your feedback and pros/cons on those approaches.
e Input on proposed timing and frequency of RPS sales?

e What type(s) of RPS transactions are needed?



Informal comments were received from 10 parties: Alliance for Retail Energy
Markets (AReM), California Large Energy Consumers Association (CLECA), City of San
Diego, NextEra Energy, Pacific Gas & Electric (PG&E), Protect Our Communities Foundation
(POC), Public Advocates Office (Cal PA), San Jose Clean Energy (SJCE), Shell Energy, and
The Utilities Consumers’ Action Network (UCAN). A summary of the comments is set forth
below; however, all of the informal comments are included in Appendix D hereto.

Several parties commented on the existence of an RA buffer. PG&E noted that it
is necessary and appropriate for portfolio managers to maintain an RA buffer (which it termed
“Portfolio Reserves”), stating “to the extent that Portfolio Reserves are used for CAISO
substitution requirements, they prevent PCIA-eligible resources from incurring CAISO penalties
such as the Resource Adequacy Availability Incentive Mechanism (“RAAIM”), that would be

paid for by all customers, bundled and departed.””

Meanwhile several parties, including CLECA,
POC, and Shell Energy stated that the IOUs should not maintain a buffer. AReM expressed that
“the IOU RA buffer position should be minimized as much as possible, with any buffer justified
to the Commission” as a result of concerns that maintaining a buffer would “[have] the potential
to raise costs to consumers from both the impact that holding a buffer has on RA prices in a tight
RA market and collective overprocurement of RA.”

Several parties also commented upon the level of transparency required of any
RA buffer, generally seeking greater understanding and transparency around IOU buffer
methodologies. Parties including City of San Diego, Cal PA, and SJCE sought clarification and
transparency around the determination of a buffer. City of San Diego stated “it is important for
all Load Serving Entities (LSEs) to be able to understand the manner in which the IOUs calculate

their buffers, how that buffer is implemented, the oversight of the use of the buffer by the IOUs,

and the impact that the buffer has on PCIA.”

PG&E’s Informal Comments, p. 3.
AREM’s Informal Comments, p. 1.
City of San Diego’s Informal Comments, p. 3.
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Parties generally provided positive feedback regarding the timing and frequency
of RA sales, as proposed by the Co-Chairs. Several parties, including Cal PA and AReM,
supported the initial framework for sale of the IOU long RA positions, with AReM stating it “is
supportive of the proposal to have at least two annual RA solicitations to support year-ahead RA
showings, one in the Spring and one in the Fall, as well as quarterly RA solicitations to support
month-ahead RA showings.”® Several comments indicated interest in more frequent solicitations
and slight timing modifications, with AReM indicating that “[f]or solicitations to support month-
ahead filings, the IOUs should consider an even greater frequency of solicitations for peak
summer months”’ and Shell indicating that “[t]he IOUs should not wait for quarterly or semi-
annual solicitations to dispose of excess RA or RPS attributes. The IOUs can best minimize costs
by participating in an electronic platform” . . . “that facilitates the purchase and sale of excess
capacity on a transparent and continuous basis.”

Parties in their written comments had mixed reactions to the definition of “Excess
RPS”. PG&E opposed the CalCCA proposal, stating “[the] CalCCA proposal creates both
compliance and price risk for bundled customers, and thus violates the indifference principle”
and therefore, “PG&E supports SCE’s view that RPS excess is defined as RPS volumes above
the forecasted bundled customer needs in a given year.” Cal PA suggested that “[the] Working
Group should consider additional factors before selecting an “excess RPS” definition.”!” These
factors were as follows:

e “[Beginning] in 2021, 65% of LSEs’ RPS portfolios must be in the form of

long-term (i.e. 10+ years) contracts. It is unclear how selling excess RPS will

impact the IOU’s ability to meet this requirement.”

AReM’s Informal Comments, p. 2.
AReM’s Informal Comments, p. 2.
Shell’s Informal Comments, p. 2.
PG&E’s Informal Comments, p. 4.
Cal PA’s Informal Comments, p. 3-4.
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e “[It] is unclear if requiring the IOUs to sell their excess RPS for five or more

years in the future would be a prudent economic decision for ratepayers.”

e “[In] the RPS proceeding, there is disagreement among parties as to whether

the RPS targets are a ceiling or a floor.”

e “[It] is unclear what will happen if the IOUs are unable to sell RPS that has

been deemed “excess.”

Some comments were received regarding the timing and frequency of excess RPS
sales. AReM indicated that “[the] proposal to have semi-annual RPS sales at a minimum are
reasonable in response to ... [timing and frequency of RA sales]. AReM is also very supportive
of the IOUs continuing to remain open to bilateral and broker-based transactions as measures to
maintain liquidity in the RPS market.”!!

PG&E commented on the types of RPS transactions that should be offered and
indicated that “the types of RPS transactions considered must be compatible with the seller’s
portfolio positions” and “the IOUs should not be required to customize products to meet CCA
needs, if that customization creates risks for bundled customers.”'? Additionally, AREM
indicated it “would support not only regular Portfolio Content Category (“PCC”) 1 transactions
but would also be interested in PCC 2 and PCC 3 solicitations.”!3

City of San Diego indicated that the voluntary allocation proposal presented by
Commercial “may have merit but it will be important to fully understand whether this approach
can be adopted for use in the electric market without unintended consequences” and

“recommends further exploration of this proposal.”!4

—

AReM’s Informal Comments, p. 4.
PG&E’s Informal Comments, p. 5.
AReM’s Informal Comments, p. 4.
City of San Diego’s Informal Comments, p. 4.
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B. Further Working Group Progress

Following the conclusion of the First Workshop, the Co-Chairs have dedicated their

efforts toward further refinement of an end-to-end process for the sale of excess RA and RPS.

The Co-Chairs have had twice-weekly discussions focused on several important issues:

How to calculate, for RA or RPS products, a compliance “buffer” that the IOUs
may retain without offering to the market, including how to address transparency;
Whether to provide for an additional RA “uncertainty tranche” that the IOUs may
retain until they receive their final RA allocation requirements from the
Commission, and how the uncertainty tranche should be determined;

Whether a rule change would be feasible to shift the timing of the final allocation
publication date earlier in the year to permit more time for Fall procurement;
How to determine the amount of RPS generation that will be treated as “excess”
to the IOU’s bundled requirement;

The timing of RA and RPS sales transactions;

The types of products that will be offered by the IOU through the “excess” sales
process;

Whether the IOU should enter into swaps in order to transact Local RA for
System RA, in the event that an IOU were to maintain a long Local RA position,
but simultaneously held a short System RA position; and

Whether and how various products, including RA, RPS and greenhouse gas
(“GHG”)-free attributes, could be offered through a voluntary allocation process

to LSEs.

While the Co-Leads have not reached final consensus on these issues, which are in some

cases interdependent, substantial progress has been made through iterations of straw proposals.

11



Iv.
NEXT STEPS

A. Second Workshop

The Co-Chairs are continuing discussions on the process for IOU portfolio optimization
of RA and RPS positions and hope to begin in-depth discussions on processes for allocations
prior to the Second Workshop. The Second Workshop is currently scheduled for July 25, 2019
from 10:30 AM to 12:30 PM at SCE’s Energy Innovation Center, located at 6090 N. Irwindale
Ave., Irwindale, CA 91702. The Co-Chairs will evaluate whether more time will be required
given the amount of content to be covered, and may seek to extend the meeting time beyond
lunch, if necessary. Advance notice of the Second Workshop with participation details will be
served on parties to this proceeding.

B. Subsequent Topics for Discussion

After finalizing the end-to-end process for excess sales of RA and RPS, the Co-Chairs
will further explore the processes by which voluntary allocations may work. Future discussions
will cover WG 3 Issues 2 through 4 of the Phase 2 Scoping Memo.

C. Tentative Schedule

The table below summarizes the schedule for WG 3. Dates must still be determined for

the third Workshop meeting and any subsequent workshops.

R. 17-06-026, Phase 2
Schedule for WG 3
Portfolio Optimization and Cost Reduction, and Allocation and Auction

Event Date
WG 3 begins to meet March 2019
First Workshop 4/29/2019
Service of first progress report, including 6/24/2019
requests that working group be dissolved
Second Workshop 7/25/2019
Service of second progress report, 9/26/2019
including requests that working group be
dissolved
Third Workshop TBD

12



Working Group reports on consensus and
non-consensus items filed and served at
Commission

1/30/2020

Motions requesting Evidentiary Hearings

10" working day after filing and service of

the Working Group report
Proposed Decision(s) Issued Q22020
Commission Voting Meeting 30 days after PD

13




June 24, 2019

Respectfully submitted,

JANET S. COMBS
RUSSELL A. ARCHER

/s/ Janet S. Combs

By: JANET S. COMBS

Attorneys for
SOUTHERN CALIFORNIA EDISON COMPANY

2244 Walnut Grove Avenue
Post Office Box 800
Rosemead, California 91770
Telephone:  (626) 302-1524
Facsimile: (626) 302-3990
E-mail: Janet.Combs@sce.com

ON BEHALF OF SOUTHERN CALIFORNIA EDISON
COMPANY, CALIFORNIA COMMUNITY CHOICE
ASSOCIATION, AND COMMERCIAL ENERGY
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PCIA Scoping Memo Procurement Process Reference Guide

1 Introduction

1.1 Background/Purpose

On October 11, 2018 the California Public Utilities Commission (CPUC or Commission) issued
Decision (D.) 18-10-019 modifying the Power Charge Indifference Adjustment (PCIA)
Methodology.

On February 1, 2019 the Commission issued a Phase 2 Scoping Memo and Ruling of Assigned
Commissioner in Rulemaking (R) 17-06-026 directing the parties to convene three working
groups to further develop PCIA-related proposals for consideration by the Commission (" Scoping
Ruling”).! The Scoping Ruling directed Pacific Gas and Electric Company (PG&E), Southern
California Edison Company (SCE), and San Diego Gas & Electric Company (SDG&E) (IOUs or Joint
IOUs) to prepare this Procurement Process Reference Guide (Guide), as informational material
intended to create a common knowledge base for all parties, as well as Commission staff and
decision-makers. The Guide presents an overview and reference material regarding the
Commission’s procurement requirements and processes, and provides context for how the IOUs’
portfolios have developed over time through procurement of resources to comply with statutory
and Commission requirements.?

The Scoping Ruling sets expectations for use of the Guide in the context of Phase 2 discussions,
specifically that parties “avail themselves of the information provided in the ‘Procurement Process
Reference Guide' as a condition of participation in the working group process” and “strive
assiduously to avoid mischaracterizing any facts regarding the Commission'’s current procurement
processes.”®> The Scoping Ruling identified five main subject areas for inclusion in this
Procurement Process Reference Guide and directed the Joint IOUs to host a Meet and Confer
Session with interested parties to further develop the contents of the Procurement Process
Reference Guide. The Joint IOUs hosted a Meet and Confer session on February 11, 2019.*
Participating parties discussed potential additions to this Guide beyond what the Scoping Ruling
requires and agreed to three key principles for its content. Specifically, the Guide contains
materials:

e relevant to the IOUs’ PCIA-eligible portfolios;
e publicly available; and
e forward-looking as to IOU sales processes.

! Phase 2 Scoping Memo and Ruling of Assigned Commissioner, Feb. 1, 2019 (R.17-06-026) at page 3.

2 Scoping Ruling at p. 11.

31d. at p. 12.

4 Participants in the Meet-and-Confer session included SCE, PG&E, SDG&E, Alliance for Retail Energy Markets/Direct
Access Customer Coalition, the Coalition of Utility Employees, California Large Energy Consumers Association, Energy
Users Forum, California Community Choice Association, Large Scale Solar Association, Independent Energy Producers

Association, Silicon Valley Clean Power, Utility Customers Action Network, and Protect Our Communities Foundation.
Commission Energy Division staff also attended.
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These three principles further the purpose that the Guide serve as educational material relevant
to the Phase 2 Working Group Three process for Portfolio Optimization and Cost Reduction, and
Allocation and Auction.

On March 11, 2019, the Joint IOUs served the agreed-upon outline of this Guide to the service list
for the PCIA Phase 2 Rulemaking. The Commission’s Energy Division staff will provide review and
comment, as necessary, to ensure the accuracy of this document.

1.2 Statutory Authorities

The tables below lists provisions of the California Public Utilities (PU) Code addressing:

(1) procurement of PCIA-eligible resources; and
(2) cost recovery of the IOUs' PCIA-eligible portfolios.

Other sections of this Guide may describe in more detail specific statutory provisions or
Commission decisions relating to IOU procurement activities for PCIA-eligible resources.

Statutory provisions related to cost recovery for non-PClA-eligible procurement (e.g., the cost
allocation mechanism (CAM), distribution rates, public purpose program (PPP) surcharge), are
excluded.

1.2.1 Code Provisions Governing IOU Procurement
Recovered through the PCIA

Table 1: Code Provisions Governing IOU Procurement

Topic Public Utilities Code Reference
Resource Adequacy (RA) 380
Renewables Portfolio Standard (RPS) See below

RPS — Eligibility and Targets 399.11; 399.12; 399.12.5; 399.12.6; 399.16

RPS- IOU Procurement Plan, Retail Seller 399.13
Reporting, and Compliance

RPS- Utility Owned Generation 399.14
RPS- Feed in Tariff 399.20; 399.20.5
IOU Bundled Procurement Plans (BPP) 4545
Qualifying Facilities (QF) 390
General 701
Energy Storage 2835- 2839
Updated 4/25/2019 5/44
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1.2.2 Code Provisions Governing IOU Cost Recovery of
PCIA-Eligible Resources

Table 2: Code Provisions Governing IOU Cost Recovery

Topic Public Utilities Code Reference
Rates, Generally 451, 454
Bundled Procurement Plan (BPP) Cost Recovery 4545
Integrated Resource Plan (IRP) Cost Recovery 454,52
Departed Load Cost Responsibility 365.2; 366.2, 366.3

1.3 CPUC Decisions Governing IOU Cost Recovery of PCIA-Eligible

Resources
1.3.1 Bundled Procurement Plans (BPP)

In 2002, the California State Legislature passed Assembly Bill (AB) 57, which gave the
Commission authority to establish a regulatory framework for the IOUs to resume electricity
procurement, beginning January 1, 2003. PU Code Section 454.5 codified AB 57 and changed
the paradigm from after-the-fact reasonableness review to upfront standards in approved
procurement plans which, if met, ensure approval of IOU procurement costs and cost recovery.
To comply with these standards, IOUs must show that their proposed procurement will provide
safe, reliable power which complies with State policies and is at the least-cost to customers.

Commission decisional authority over an IOUs’ Bundled Procurement Plan (BPP) began in 2004
under D.04-12-048, in which the CPUC adopted the IOUs’ Long-Term Procurement Plans
(LTPPs). The CPUC describes its “Long-Term Procurement Plan” authority at
http://www.cpuc.ca.gov/General.aspx?id=4789. This was an “umbrella” proceeding to consider,
in an integrated fashion, all of the Commission’s electric procurement policies and programs.

AB 57 provides for an IOU procurement plan that would accomplish, among others, the following
objective:

Eliminate the need for after-the-fact reasonableness reviews of an electrical corporation’s
actions in compliance with an approved procurement plan, including resulting electricity
procurement contracts, practices, and related expenses. However, the Commission may
establish a regulatory process to verify and ensure that each contract was administered in
accordance with the terms of the contract, and contract disputes that may arise are
reasonably resolved.

The BPP allows the IOUs to procure a variety of Commission-approved products, such as electrical
capacity, electrical energy, and natural gas, from various markets to provide reliable electric
services to their bundled service customers and comply with State policies at the least cost to
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customers. The Joint IOUs are required to file procurement plans for review and approval by the
Commission approximately every two years (subject to change by Commission order/ruling).

The Joint IOUs’ current BPPs were approved in R.13-12-010, and with certain modifications by
D.15-10-031 on October 22, 2015. Utilities propose updates and modifications of their BPPs via
Advice Letter. In general, IOUs may execute contracts that are consistent with their BPPs with a
contract duration of less than five-years without Commission pre-approval.

1.3.2 Energy Resource Recovery Account (ERRA)

In D.02-10-062, the Commission implemented Section 454.5(d) establishing the Energy Resource
Recovery Account (ERRA) for the IOUs. This balancing account tracks the fuel and purchased
power revenues against actual recorded costs. The review contemplated in D.02-10-062 and
D.02-12-074 includes Utility Owned Generation (UOG) expenses and contract administration of
existing qualifying facility (QF) contracts, bilateral contracts, inter-utility power contracts and
renewable resource contracts. In general, the ERRA regulatory process includes two annual
proceedings:

e An annual review of the utility’s compliance in the previous year concerning
prudent energy resource contract administration, consistency with the least-cost
dispatch principles set forth in Standard of Conduct No. 4, fuel procurement, and
the ERRA balancing account.>®’ This regulatory process verifies that each contract
was administered in accordance with the terms of the contract, and that contract
disputes were reasonably resolved.

e An annual ERRA forecast proceeding to adopt a forecast of the utility's electric
procurement cost revenue requirement and electricity sales for the upcoming year.

1.3.3 Renewables Portfolio Standard (RPS)

California’'s Renewables Portfolio Standard (RPS) was established in 2002 under Senate Bill (SB)
1078 and accelerated in 2006 under SB 107. SB 2(1x), which took effect on December 10, 2011,
set up key parameters of the current RPS Program. SB 350, which Governor Brown signed on

> PG&E's ERRA Compliance showings were approved by the Commission in D.05-04-036 (January through May 2003);
D.05-07-015 (June through December 2003); D.05-11-007 (2004); D.06-12-009 (2005), D.07-11-027 (2006), D.08-10-002
(2007), D.09-12-002 (2008), D.11-07-039 (2009); D.13-10-041 (2010); D.14-01-011 (2011); D.15-05-006 (addressing least
cost dispatch issues from the 2010 ERRA compliance proceeding); D.15-12-015 (modifying D.15-05-006); D.16-04-006
(2012); D.16-12-045 (2014); D.17-03-021 (2015); D.18-05-004 (2016).

6 SCE's ERRA Compliance showings were approved by the Commission in D.11-10-002 (2009); D.13-11-005 (2010); D.13-
12-045 (2011); D.14-05-023 (2012); D.15-11-011 (2013); D.16-10-028 (2014); D.18-08-007 and D.19-03-016 (2015); and
D.18-10-031 (2016).

7 SDG&E's ERRA Compliance showings were approved by the Commission in D.11-10-029 (2009) (see also, D.12-03-
014); D.14-07-006 (2010) (see also, D.15-05-005, D.15-12-015); D.13-07-031 (2011); D.15-05-015 (2012); D.15-06-046
(2013); D.16-05-003 (2014); D.17-03-016 (2015); D.18-10-006 (2016).
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October 7, 2015, enacted additional significant changes to the RPS Program. The RPS program
requires IOUs, electric service providers, and community choice aggregators to increase
procurement from eligible renewable energy resources. Pursuant to PU Code Section 399.13(a)(1),
each IOU files, on an annual basis, an RPS Procurement Plan with the Commission.

Regarding overall filing requirements of RPS and other categories of PCIA-eligible procurement,
the Commission adopted the following filing requirements as shown in the table below:

Table 3: Filing Requirements

Transaction Filing Requirement Commission
Authority

Non-RPS Transactions with a contract Quarterly Compliance Report (QCR) of | D.07-12-052

duration less than five years® Advice Letter

Non-RPS Transactions with a contract Application D.04-12-048

duration five-years or greater, except when

the Commission has determined otherwise

(e.g., form contracts under the QF/CHP

Settlement, AB 1613 Feed in Tariff)

RPS-eligible Energy Transactions (including | Advice Letter D.04-07-029

amendments to approved RPS-eligible D.11-05-005

PPAs), except when the Commission has

determined otherwise (e.g., form contracts)

Amendments to existing QF contracts Less than five years in contract D.06-12-009
duration — ERRA Review or Advice D.06-12-009
Letter D.04-12-048
Five years or longer in contract
duration- Application

Non-RPS-eligible UOG Application D.11-05-005

Greenhouse Gas (GHG) Products If vintage of product is four years or D.12-04-046
few in the future, QCR
If vintage of product is greater than
four years in the future, Advice Letter
process

Gas Supply Less than five years in duration - QCR | D.03-12-062

D.12-01-033

Five years to ten years — Advice Letter

Nuclear Fuel Contracts Annual ERRA Review D.12-01-033

Energy Storage — Utility Owned General Rate Case (GRC) or D.14-10-045
Application or Tier 3 Advice Letter

Energy Storage- Third Party Owned Application or Tier 3 Advice Letter D.14-10-045

8 Further limitations apply to contracts with Once-Through-Cooling Resources. See D.12-04-046.
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1.4 Exclusions

This Guide excludes discussion of procurement activities for non PCIA-eligible resources. The
resources ineligible for above-market cost recovery from departing load include:

a) procurement contracts with a term of less than one (1) year,

b) resources that are recovered through the cost allocation mechanism (CAM),

c) resources that are recovered through non-bypassable charges, such as Energy Efficiency
and other procurement through Public Purpose Programs.

1.5 Confidentiality

This Guide only includes publicly available information. At the Meet and Confer, certain parties
requested information concerning IOU bidding in the CAISO markets, sales strategies for energy
products, hedging strategies and other information deemed confidential per D.06-06-066. The
Joint IOUs do not provide any confidential or market sensitive information as part of this Guide.

2 State or Commission Mandated Procurement Recovered through

the PCIA (“Mandated Procurement Programs”)

The table below identifies the PCIA-eligible programs and contracts, the statutory authority for
those programs and contracts, the established targets, and the status by each IOU toward meeting
those targets. The IOUs' respective RPS procurement plans and BPPs provide broad authority and
guidelines for the IOUs’ procurement and sale of products. The programs listed below are
incremental to the RPS and BPP procurement plans and reflect Commission mandates with
specific goals and timing.

Updated 4/25/2019 9/44
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Table 4: Summary of Programs

IOU Mandated Procurement
Program - PCIA Eligible

Decisional Authority or Mandate

Mandated Target (MW)

Target Progress (MW)

Standard Tariff (CREST)*

D.08-09-033

SCE PG&E SDG&E SCE PG&E SDG&E
BioMAT SB 1122 (Rubio, 2012), D.14-12-081 114.5 111 24.5 7.5 21.8 3
California Renewable Energy AB 1969 (Yee, 2006), D.07-07-027, See Re-MAT

Qualifying Facility (QF) Standard
PURPA Contract for non-CHP

D. 07-09-040, D. 10-12-035, D. 15-
06-028

On-going contract option available for eligible generators. No targets.

(<20MW)
R ble Auction Mechani D.10-12-048, D.14-11-042, 7874
(;:slv)va € Auction Mechanism | pesolution E-4783, Resolution E- (”lc'“dis MLNS
ransrerre
4489 from SPVP) 4529 165 Satisfied | Satisfied | Satisfied
D.12-05-035, SB 380 (Kehoe, 2008),
Renewable Market Adjusting SB 32 (N te McL (de 2%%9) )
Tariff (Re-MAT) egrete Vicreod, 252
(currently suspended) SBX1-2 (Simitian, 2011)
99.3 218.8 48.8 124 96.8 Satisfied
Solar Photovoltaic Program D.09-06-049, D. 10-04-052, D.12- - - i
(SPVP)/Solar Energy Project (SEP) | 02-035, D.14-06-048, D.10-09-016 125 >00 26 Satisfied | Satisfied | Satisfied
. AB 1969 (Yee, 2006), D.07-07-027,
WATER D.08-09-033 See Re-MAT
Energy Storage (Non-CAM) D.13-10-040 580 580 165 4135 | Satisfied® | 40

*CREST and WATER ended and became a new program call the Renewable Market Adjusting Tariff (ReMat). All targets were rolled into ReMat.

9 PG&E satisfied the aggregate 580 MW target set forth in D. 13-10-040 through a combination of PCIA-eligible and CAM-eligible procurement. However, PG&E has 0.5 MW of
distribution-connected, and 25.8 MW of customer-connected storage targets remaining. Facts specific to those prospective storage transactions are material to whether PG&E may
recover those incremental transactions under the PCIA.
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2.1 Description of Commission-Approved IOU Procurement Processes
Related to PCIA-Eligible Procurement

2.1.1 Evaluation Criteria

The evaluation criteria used in competitive solicitations must be clear, transparent, and available
to potential bidders early enough in the procurement process to permit potential bidders to tailor
their projects to the utility’s actual needs.!®. Each utility shall specify and describe the evaluation
tools and methodology it will use to rank and select bids, such as minimum requirements for
counter party creditworthiness, minimum number of bids that must be received, and an evaluation
of cost-to-risk tradeoff (consumer risk tolerance level) of the various bids. The IOUs consider the
following in evaluating bids from a Request For Offers (RFO): (a) Least-Cost-Best-Fit, (b) costs and
benefits to ratepayers, and (c) if applicable, local area reliability issues.

2.1.2 Least-Cost-Best-Fit

The Least-Cost-Best-Fit (“LCBF") methodology was originally developed by the Commission in
D.04-07-029 to govern the procurement of renewable resources through an RFO process, and was
extended to the procurement of other, non-renewable resources in an RFO. The policy dictates
“that the IOUs obtain the best and most cost-effective product for their customers” when
evaluating PPAs and utility-owned bids in an all-source RFO.™ (In particular, the Commission
indicated in D.13-02-015 on the Long Term Procurement Plan (LTPP) authorizing SCE to do Local
Capacity Reliability (“LCR") procurement that, “[a]ll resource procurement is expected to follow
the principles of least cost/best fit within these constraints. For example, if more than 50 MW of
energy storage resources bids into the solicitation process, the most cost-effective and best-
located projects should be used to fill the 50 MW requirement.”*?)

The LCBF methodology takes into account the qualitative and quantitative attributes associated
with each bid including the cost of offers received from bidders and the extent to which the offers
provide energy or other attributes needed by the buyer. The essential elements of the
methodology are set forth in PU Code Section 399.13(a)(4)(A):

A process that provides criteria for the rank ordering and selection of least-cost and best-
fit eligible renewable energy resources to comply with the RPS Program obligations on a
total cost and best-fit basis. This process shall take into account all of the following:

(i) Estimates of indirect costs associated with needed transmission investments.

10 See D.07-12-052, at 155.
11 See D.04-12-048 at 158.

12 See D.13-02-015, p. 82; see also, Id. at Ordering Paragraph (OP) 4 at pp. 131-132.
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(i) The cost impact of procuring the eligible renewable energy resources on the
electrical corporation’s electricity portfolio.

(iii) The viability of the project to construct and reliably operate the eligible
renewable energy resource, including the developer's experience, the feasibility of the
technology used to generate electricity, and the risk that the facility will not be built, or
that construction will be delayed, with the result that electricity will not be supplied as
required by the contract.

(iv) Workforce recruitment, training, and retention efforts, including the
employment growth associated with the construction and operation of eligible renewable
energy resources and goals for recruitment and training of women, minorities, and
disabled veterans.

The Commission provides insight as to the following items that should be considered, in addition
to cost, when the IOUs make procurement decisions in the annual Assigned Commissioner’s
Ruling on the RPS Plan:

e Deliverability

e CAISO-related costs (including congestion, re-dispatch, and must-offer costs)
e Safety

e Reliability

e Environmental sensitivity

e Effect on disadvantaged communities®

2.1.3 Request For Offers (RFO Timing)

The IOUs do not have stipulated schedules that they follow in issuing RFOs. The schedule, timing,
and frequency of RFOs depends on various factors including the type of product, regulatory
requirements, the composition of the IOU resource portfolio, market needs, mandated
procurement targets, and approved procurement plans.

2.1.4 CPUC Procurement Rulebook

In the 2010 LTPP proceeding, the Energy Division created a compendium of procurement
requirements, titled the Procurement Policy Manual (“Rulebook”) which was intended to
summarize Commission guidance to its jurisdictional entities under PU Codes 380, 454.5, and
399.11-399.20. The Rulebook was not formally adopted by the Commission and has not been
updated since its creation in June 2010. Nevertheless, the Rulebook is a helpful resource for
understanding procurement requirements.

13 See Assigned Commissioner’s Ruling, dated April 19, 2019, in R.18-07-003, p. 9-22, for the Summary of Requirements
in the 2019 RPS Procuement Plan.
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The Rulebook is available on the CPUC website at:
http://www.cpuc.ca.gov/WorkArea/DownloadAsset.aspx?id=10906.

The Rulebook can also be accessed on the CPUC's Energy “Procurement Oversight History” web
page (http://www.cpuc.ca.gov/General.aspx?id=10793). (“2010 LTPP">"June 11, 2010">third
bullet/ "Procurement Requirements Summary Document (Rulebook)”). The PDF document is
titled “California Public Utilities Commission. AB57, AB 380 and SB 1078. PROCUREMENT POLICY
MANUAL".

3 IOU Product Sales

3.1 Commission Authorities Governing the Sale of Energy Products

Publicly available procurement/sales practices and products are included as part of the overall
energy procurement description in each IOUs respective BPPs. The IOUs' BPPs are written for the
primary function of procurement, so there are not separate requirements directed exclusively at
sales. The CPUC auditors do not make distinctions between purchases and sales when they review
the IOU's contracts and transactions submitted for approval in the QCR.

The sales products and processes that the IOUs are authorized to transact are presented in their
respective BPPs as listed in the table below.

Table 5: IOU BPP Link and Reference

IOU and Link to BPP \ Reference

Appendix A: Authorized Procurement Products for Energy and
Energy — Related Products

Appendix B: Authorized Non-Standard Products

Appendix C: Authorized Transaction Processes for Energy and
Energy-Related Products

Appendix A lists all procurement products in the following
manner: electric products (33), GHG products (2), Fuel products —
physical and financial, and credit products.

Appendix B outlines the procurement processes available to
PG&E: 1) market processes including CAISO markets 2)
Commission mandated or directed procurement programs that
incorporate specific procurement processes; and 3) GHG
compliance instrument auctions and the Allowance Price
Containment Reserve (APCR) administered by CARB.

SCE
BPP Link

PG&E
BPP Link

Appendix K outlines PG&E’s CAISO market bidding and
scheduling practices consistent with the least cost dispatch
principles set forth in Standard of Conduct No. 4.
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Proposed Appendix S clarifying PG&E's non-RPS Sales
Framework is pending CPUC review as part of Advice Letter
5473-E (described below).

SDG&E Sheet 4: Description of Procurement Process (Section IL.A.)
BPP Link Sheet 18: Description of Procurement Products
Sheet 48: Authorized Non-Standard Products

3.2 Publicly Available Sales Practices

Sales practices of relevance are, for the most part, consistent across the IOUs. Below are the
various sales practices/mechanisms used.

ISO Markets: Clearing markets for day-ahead, hour-ahead, and real-time energy, imbalance
energy, ancillary services, etc. with prices determined by bids.

Exchanges: For electric, natural gas, and GHG markets there are several types of transparent
exchanges: electronic trading platforms such as the Intercontinental Exchange (“ICE"), New York
Mercantile Exchange ("NYMEX") Globex, and the Natural Gas Exchange.

Voice Brokers: Voice brokers facilitate trades in the wholesale markets. Brokers communicate
bids and offers to market participants through squawk boxes, electronic messages such as instant
messaging, and phone calls. Brokers work with buyers and sellers to facilitate trades. Once
completed, brokers confirm the transactions with both parties and may also initiate financial
clearing with a clearing house such as NYMEX or the ICE. Brokers facilitate the trading of physical
and financial products. Brokers, as part of their price discovery role, provide price reporting
services to subscribing clients.

Electronic Solicitations: Electronic solicitations facilitate the competitive purchase or sale of
commodities and are defined as any competitive process where products are requested from the
market. IOUs may participate in, or administer, as either a buyer or seller, an electronic solicitation
that does not involve utility-owned resources. In an electronic solicitation, the buyer or seller may
post a product for purchase or sale through a variety of electronic platforms. These platforms
may include, but are not limited to: a secure internet site, an instant message communication,
email, or via a voice solicitation to participants.

Requests for Offers (RFO)/Request for Proposals (RFP): IOUs can also purchase or sell
products through an RFO. This is the Commission’s preferred method of procurement. Generally,
an RFO is a more formal competitive procurement process with protocols specifying the
requirements to participate and the evaluation and selection of bids or offers. When conducting
an RFO, the IOU defines the products for purchase or sale and then reviews bids and offers
received according to the specified protocols. The IOUs may also participate in an RFOs or a
Request for Proposal (RFP) held by generation owners, load-serving entities (LSEs), or other
market participants.

Updated 4/25/2019 14/44



PCIA Scoping Memo Procurement Process Reference Guide

Bilateral Negotiations: Bilateral negotiations can be used for the purchase and sale of electric
and gas products. The phrase "bilateral negotiations” is generally used in the context where
negotiations take place in a one-on-one setting rather than as a part of a competitive solicitation.

CARB Auctions: Auctions held by the CARB or auctions held jointly by the CARB and other
jurisdictions.

PG&E only - Tier 3 Advice Letter 5473-E

In response to developments arising from the PCIA Phase 2 OIR and the RA OIR (R.17-02-020), on
January 25, 2019 PG&E submitted Tier 3 Advice Letter 5473-E. Among its proposed changes is a
sales framework (Appendix S) designed to clarify sales activities. Specifically, "PG&E will only sell
[Resource Adequacy (RA)] products using an Edison Energy Institute (EEI) enabling agreement and
a PG&E RA confirmation agreement. Sale transactions of RA products will not be facilitated
through a Western Systems Power Pool (WSPP) enabling agreement. Additionally, PG&E will not
post collateral or performance assurance for any RA product sales.” As of the time of writing, this
Advice Letter has not yet been approved.

PG&E's RPS sales are authorized by PG&E’s RPS procurement plan, which includes PG&E RPS Sales
Framework (Appendix G). The RPS Sales Framework describes PG&E's framework for assessing
whether to hold or sell RPS volumes and only applies to RPS sales with deliveries concluding within
the next five calendar years or concluding up to 2020 until after Phase 2 of the PCIA OIR is
resolved, depending on the outcome in that proceeding. The RPS Sales Framework will be
updated each year as part of PG&E’'s RPS Plan filing. PG&E may therefore annually adjust its
methodology and the resulting calculations of volumes for sale.

3.3 Pro-Forma Contracts Used in 2019 Sales Transactions

The IOUs post solicitation and RFO information, including pro-forma contract documents, on their
respective websites as follows: SCE (link), PG&E (link), and SDG&E (link). Additionally, the IOUs
conduct e-solicitations and include pro-forma contract documents with each launch e-mail.

The pro-forma contract for RPS sales is approved as part of the IOUs" approved RPS Plans. For
RA sales, the IOUs generally use the Edison Energy Institute (EEI) enabling agreement and a
corresponding confirmation however, SCE may also use the WSPP and/or the International Swaps
and Derivatives Associations (ISDA) master agreement with a power annex. For GHG offsets, the
IOUs utilize a Master Offset Credit Purchase Agreement.
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4 Procurement Review Group (PRG) and Independent Evaluator (IE)

4.1 PRG: Purpose and Function

The IOUs consult with a Procurement Review Group (PRG) in an advisory capacity for their
procurement activities, as directed by the Commission in D.02-08-071.* Although the PRG only
acts in an advisory capacity, the IOUs actively solicit feedback from their PRG members and may
incorporate that feedback into its procurement processes. Discussions with the PRG are
collaborative and robust, providing valuable feedback throughout the IOU procurement process.

The Commission has consistently acknowledged the value of PRGs by ordering their continued
use. Current Commission orders require IOUs to meet with the PRG quarterly to review their
portfolio position and transactions, and as needed to review all transactions with terms greater
than three months.

PRGs review procurement activities including, but not limited to: RFO development, bid
evaluation and ranking, gas supply plans, hedging strategies, Customer Risk Tolerance (CRT)
triggers, nuclear fuel plans, congestion revenue rights, new technologies, and procurement
portfolio positions and transactions.

4.2 PRG: Rules and Processes, Including Review of IOU Activities and

Membership

In D.02-08-071, the Commission created the PRG requirement directing IOUs to create PRGs with
members that:

e are not market participants;

e agree to execute the Non-Disclosure Agreement (NDA); and

e commit to devote time, review, and make written recommendations concerning proposed
contracts and procurement processes within no later than 15 days of initiation of the
review process.

PRG members (including Energy Division staff) have advanced access to data and market
information allowing for substantive review of, and input to, time-sensitive procurement and risk
management proposals. Discussions are non-binding, and PRG participants are still able to
formally participate in CPUC proceedings regarding procurement matters discussed at PRG
meetings, subject to confidentiality and non-disclosure obligations.

D.02-08-071 cites a May 1, 2002 Protective Order and Ruling for definitions and the process
related to participation in the PRG.

14 Further defined in D.03-12-62 and D.07-12-52.
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4.3 Composition of each IOU’s PRG and Frequency of Interaction

The IOUs consult with their respective PRGs on a wide range of transactions generally on a
monthly basis, and sometimes more often as necessary, including prior to the launch of
solicitations to address procurement activities. The PRG reviews confidential, highly sensitive
market information. PRG members must sign a Commission-approved NDA that requires all
members to treat protected materials as confidential and prohibits use of such materials beyond
what is necessary for participation in the PRG.

In D.07-12-052, the CPUC instructed the IOUs to establish web-based calendars that provide
information on PRG meetings. The IOUs provide their PRG members with final meeting agendas
and materials at a minimum of 48 business hours in advance of the PRG meeting, unless there are
unusual, extenuating circumstances. The IOUs also provide confidential meeting summaries to
their PRG members, and public meeting summaries.

4.3.1 SCE

Current participants in SCE's PRG include representatives of the following organizations:

e Commission’s Energy Division

e Public Advocates Office (Cal PA)

e The Utilities Reform Network (TURN)

e The Coalition of Utility Employees (CUE)

¢ Union of Concerned Scientists (UCS)

e (California Department of Water Resources (DWR)

SCE’s web-based PRG calendar, which includes dates of scheduled PRG meetings, is available at
https://www.sce.com/wps/portal/home/procurement/review-group-info.

In addition to monthly meetings, SCE also conducts quarterly in-person meetings with its PRG to
discuss forecasts, open positions, changes in market conditions from the previous quarter, natural
gas and electric prices, and the hedging strategies going forward. PG&E

Current participants in PG&E's PRG include representatives of the following organizations:

e Commission’s Energy Division

e Public Advocates Office (Cal PA)

e The Utilities Reform Network (TURN)

e The Coalition of Utility Employees (CUE)
e Union of Concerned Scientists (UCS)

e Earthjustice
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PG&E's web-based PRG calendar is available at: https://www.pge.com/en US/for-our-business-
partners/energy-supply/procurement-review-group/procurement-review-group.page. PG&E's
list of topics reviewed by its PRG is listed in PG&E's BPP, Appendix M, Table M-1 and M-2.

4.3.2 SDG&E

Current participants in SDG&E's PRG include representatives of the following organizations:

e California Public Utilities Commission (CPUC)

e Public Advocates Office (Cal PA)

e (California Department of Water Resources (CDWR)

e Division of Water and Audits (Water)

e Union of Concerned Scientists (UCS)

e The Utility Reform Network (TURN)

e Adams Broadwell Joseph & Cardozo (ABJ&C)

e Coalition of California Utility Employees (CUE)

e Natural Resources Defense Council (NRDC)

e Sijerra Club

e Department of Water Resources (DWR)

e Independent Evaluators from Merrimac Energy Group, Accion Group, and
PA Consulting

SDG&E’s web-based PRG calendar is available at: https://www.sdge.com/electric-fuel-and-
procurement-calendar under “Previous PRG Meeting Information.”

4.4 Independent Evaluator (IE) Services: Rules and Processes

The IOUs are directed to use an IE to monitor competitive solicitations involving affiliate
transactions, and those that seek energy products of two years or greater in duration.® This is
an important and integral role in the IOU solicitation process, and the IOUs and IEs work closely
throughout the entire process. The IE reviews the same information that the IOU receives. The
IOUs may, and often do, use an IE in additional procurement processes even if not required to do
so by the CPUC (e.g., bilateral negotiations, shorter term RFOs, etc.). The IOUs must consult with
their IE and PRG on the design, administration, and evaluation of the RFO and bid documents to
ensure that the overall scope is not unnecessarily too broad or narrow.

15 D.04-12-148 & D.01-12-052, as modified by D.08-11-008

Updated 4/25/2019 18/44
A-19



PCIA Scoping Memo Procurement Process Reference Guide

4.4.1 Role of the IE

The IE makes a determination whether the RFP/RFO process is transparent and fair and that the
RFP/RFO issuer's decision is not influenced by any affiliate relationships.’* RFO bid documents
are developed under the oversight of an IE” and they participate on internal process calls in which
bids are reviewed and ranked, and decisions are made. The IEs are not permitted to make binding
decisions on behalf of the IOUs. Additionally, public and confidential IE reports are submitted to
the CPUC after each solicitation.*®

IEs may also:

e testify as an expert witness in any associated CPUC proceeding regarding upfront review
of potential solicitation transactions;

e make periodic presentations regarding their findings to the IOU, and to the PRG (including
CPUQ).

4.4.2 Minimum Requirements

A minimum criterion for independence is that the IE has no financial interest in any of the potential
bidders, including the affiliate, or in the outcome of the process. D.04-12-148 requires the
following qualifications:

e technical expertise germane to evaluating resource solicitation power products (i.e., they
should not be general observers hoping to be educated on the job);

e skilled in analyzing a range of power market derivatives (e.g. futures, contracts, options,
swaps);

e familiarity with the various standard contracts and industry practices;

e experience analyzing the relative merits of various types of power purchase agreements
(PPAs); and

e ability to evaluate PPAs, turnkeys, and IOU-built projects on a side-by-side basis.

4.4.3 Selection Process

IEs are selected pursuant to D.04-12-048 and D.07-12-052. Each IOU develops a list of prospective
IEs and circulates the list of candidates and their “resumes” to the PRG and Energy Division staff
for feedback. The IOU and PRG interview a subset of prospective candidates that the IOU, PRG,
and Energy Division Staff deem most suitable for the role. Then the PRG works with the IOU to
submit recommendations on each prospective candidate. The IOU submits a written list of

16 D. 04-12-048
7'D.07-12-052, at OP 16
18 D.12-04-046, at OP15
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qualified IEs containing the recommendations of the PRG to Energy Division to add to the IE pool.
Energy Division gives final approval by letter to the submitting IOU.

Pursuant to D.07-12-052, further extended by D.14-02-040, an IE may remain in the pool subject
to re-evaluation process conducted by the IOU, PRG, and the Energy Division every three years.
The process includes additional reviews of the IE candidate, as well as interviews if necessary.

If the IOU seeks to add a new IE to its pool, it would do so through a solicitation for IE services,
and follow the same procedures as described above.

4.4.4 IE Compensation

For each activity requiring IE review, IOUs select an IE from their Energy Division and PRG approved
IE pool, subject to Energy Division approval. The IOU contracts with the IE using a Commission-
approved pro-forma contract. Payment to the IE is made pursuant to the terms of the pro-forma
contract. The name and information of the IE for each IOU, the type of procurement solicitation
the IE was used for and the amount of money involved in the procurement solicitation is reported
and available to the PRG. Per D.07-12-052, IE costs are recoverable through ERRA or other
balancing accounts, depending on the RFO, activity, or program supported, as approved in an
IOU’s Advice Letter filing.

5 Publicly Available IOU Forecasts Relevant to PCIA-eligible
Procurement

Under the Commission’s confidentiality rules, the front three years of the IOU’s bundled forecast
(the sum of bundled and departing load), both for system peak and sales is confidential at the
granular level (i.e., monthly or daily).® The IOU's system forecast, at an annual level, is public.

5.1 Timing and Regulatory Proceedings that Consider Forecasts

Relevant to PCIA

In coordination with various LSEs, the California Energy Commission (CEC) develops a 10-year
forecast every two years with updates to the forecast during interim years. This forecast is used
in the CPUC Integrated Resource Plan (IRP), CAISO Transmission Planning Process (TPP), and Local
Capacity Requirement (LCR) proceedings which may result in procurement authorizations for the
IOUs. In addition, IOUs request approval from the CPUC for their authorized bundled sales
forecasts used for the development of rates.

19 See D.06-06-066, Appendix A, Section V.
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The review and approval of the IOUs’ respective PCIA portfolios occurs in their respective annual
ERRA Forecast proceeding, which provides a year-ahead look of expected portfolio costs.

5.2 Considerations
5.2.1 Bundled Service Load

The I0Us make their procurement decisions based on the needs of their bundled service
customers. The IOUs are required to procure for all bundled service customers; this excludes
Direct Access (DA) customers, Community Aggregator customers (Section 366.1), and customers
of a (Community Choice Aggregation) CCA that has executed a Binding Notice of Intent (BNI).?°

5.2.2 Departing Load

The IOUs forecast departure of DA and CCA customers to inform the bundled load forecast. Each
IOU makes procurement decisions based on the needs of their respective bundled service
customers in their respective service areas and adjusts for departing load customers based on
their forecast. If a CCA executes a BNI, there is 12-month advanced period of time where the
customers subject to the BNI are removed from the utility's bundled load forecast for the
upcoming year.

e SCE's established internal criteria for a qualifying governmental entity to be included in
the CCA departing load forecast remains: (1) the filing of a BNI to begin CCA service, (2)
an initial RA filing, (3) the start of CCA service, or (4) formal submission of an April RA
forecast for the following year pursuant to Section 380.

e SDGA&E takes into account the following factors in developing the departing load forecast:
(1) the filing of an Implementation Plan or BNI to begin CCA service, (2) an initial RA filing,
(3) the start of CCA service, or (4) formal submission of an April RA forecast for the
following year pursuant to Section 380. SDG&E is also evaluating ways to incorporate
additional information into its departing load forecast methodology.

o PG&E relies on the following criteria to identify governmental entities to be included in
the CCA departing load forecast: (1) the filing of an Implementation Plan or binding notice
of intent (BNI) to begin CCA service, (2) an initial Resource Adequacy (RA) filing, (3) the
start of CCA service, or (4) formal submission of an April RA forecast for the following year
pursuant to California PU Code Section 380. PG&E does not rely solely on a binding notice
of intent because no binding notice of intent has been executed in PG&E's territory. PG&E
also follows a meet and confer process that resulted from a settlement in D. 16-12-038 to
exchange load information with existing CCAs and CCAs that are expected to depart in the
following calendar year. After reviewing the CCAs' forecast methodologies and comparing

20 For SCE, see Rule 23.2.
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against PG&E's internal forecast for CCA departing load for reasonableness, PG&E
determines whether to adopt the CCA's forecast for the following year.

5.2.3 Mandated Procurement

Targets for mandated procurement programs are established by the CPUC; they are typically
allocated proportionally based upon each IOU's load share. The CPUC is responsible for setting
and implementing these targets. Mandated procurement may be undertaken pursuant to feed-
in-tariffs (FITs) under which the IOUs procure based on tariffed prices (e.g., BioMAT), or may be
done pursuant to competitive solicitations, such as RPS. The IOUs procure to comply with these
Commission ordered mandates.

5.2.4 Provider of Last Resort (POLR) Obligations

The IOUs are the provider of last resort (POLR) in their respective service areas for departed load
customers who return to the IOU. There are different circumstances where a departed load
customer could return to the utility.?* A departing customer could opt out of CCA service or a
CCA could decide to stop providing service to that customer. When this occurs, customers
rejoining the IOUs’ service will be added back to the bundled load forecast. Departing load
customers that voluntarily or involuntarily return to the IOU’s procurement service have minimum
stay requirements on IOU’s Bundled Portfolio Service. %

6 IOU Process to Forecast Load Departure

The IOUs rely on Commission guidance in D.05-12-041 and D.08-09-012 to forecast departing
load.

6.1 SCE

A CCA's posting of a bond is not a criterion used in SCE's load departure forecasts, because the
bond posting does not obligate a CCA to begin service as of a particular date. Only a BNI obligates
a CCA to begin service as of a certain date or otherwise be subject to penalties. Absent a BNI, SCE
remains obligated to serve customers unless and until they are cut over to CCA service, and SCE
must reasonably forecast this load as part of its bundled service load requirement.

21 For rules concerning voluntary and involuntary CCA customer return to IOU service, see PG&E Electric Rule 23, SCE
Electric Rule 23, and SDG&E Electric Rule 27.

22 For rules applicable to DA customers returning to IOU service, including minimum stay requirements, see PG&E Rule
22.1, SCE Rule 22.1, and SDG&E Rule 25.1.
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In the absence of a BNI, SCE relies on the four-point criteria described above for forecasting CCA
departing load in the first two years of the forecast period.

Beyond the first two years, SCE runs a simulation of expected CCA load departure outcomes to
forecast remaining bundled service load. Each city in SCE's service territory is assigned a
probability of departure based on its level of interaction with SCE's Customer Choice Services
organization, including a request for historical load data, the passing of a municipal ordinance,
and the execution of a SCE application package.

6.2 PG&E

PG&E relies on the criteria described above to determine which governmental entities to include
in the CCA departing load forecast.

Beyond the year-ahead, PG&E forecasts future formation and expansion of CCAs in its long-term
departing load forecast to reflect interest in CCA formation among communities that have not yet
departed. The long-term forecast is driven by community activity that suggests interest in
departing, such as conducting a feasibility study or submitting a BNI with the Commission.
Communities that show CCA interest are assigned a probability of departure based on the level
of interest shown. When a community demonstrates increased or decreased interest, its
probability assignment is adjusted to reflect the change. There is high uncertainty in the later years
of the forecast absent a long-term mechanism for definitive CCA growth, such as an early BNL
PG&E relies on the best available information to inform its departing load forecast.

6.3 SDG&E

SDG&E relies on the criteria set forth above to develop its departing load forecast. In addition,
SDG&E monitors community interest in potential CCA formation/expansion, legislative and
regulatory developments and other indications of potential future CCA and/or DA growth. SDG&E
is evaluating means of incorporating additional information into its departing load forecast
methodology.

7 Development of and Modifications to Bundled Procurement Plans
(BPPs) and Renewables Portfolio Standard (RPS) Plans
7.1 Bundled Procurement Plan (BPP)

The BPP is a subset of the LTPP. The bundled procurement plan process is intended primarily to
oversee the procurement of existing resources with contracts of less than five years in duration.?®

23 D.15-10-031 at Finding of Fact 20.
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The LTPP and the BPP were previously reviewed and approved on a biennial basis in the
Commission’s LTPP proceeding, which has been superseded by the IRP proceeding R.16-02-007.

Although the process for updating the BPP in the IRP proceeding has not yet been established,
the review of the IOUs’' conformed BPPs can reasonably be considered to be ministerial as it would
not result in changes to existing policies. Therefore, the Commission allowed the IOU to file Tier
2 Advice Letters for approval of their conformed BPPs.?* Alternatively, review and approval may
be accomplished through a motion within the proceeding if instructed by the Administrative Law
Judge (AL)).

There are certain annual requirements such as BPP updates to an IOU’s GHG Forecast, its Direct
Compliance Obligation Purchase Limit and its GHG Financial Exposure Purchase Limit. These
annual updates are performed through the Advice Letter process.

Per D.12-01-033, the calculation of the CRT is to be updated every two years in each LTPP;
however, if the LTPP filing is delayed or not made, the utilities are directed to update their CRT
two years from the filing of the previous LTPP via a Tier 1 Advice Letter.

7.2 Annual RPS Procurement Plan

7.2.1 Submission of Plan and Comment Period

The IOUs' respective RPS Plans are reviewed and approved on an annual basis. Typically, a ruling
is issued in the RPS proceeding instructing retail sellers to file a Draft RPS Plan. Final RPS Plans
from the previously approved cycle are utilized and modified to create the subsequent years’ Draft
RPS Plan. Modifications are necessary to capture changes due to the passage of time, recently
passed legislation, pursuant to Commission’s directions, or for other reasons. Upon the filing of
the Draft RPS Plans, parties are afforded an opportunity to submit comments.

In a Ruling issued on April 19, 2019, in the current RPS proceeding, R.18-07-003, the Commission
indicated a desire to incorporate the RPS Plan into the IRP in years when IRP Plans are required,
noting that IRP Plans are not required in 2019.

7.2.2 Proposed Decision and Comment Period

The Commission reviews the Draft RPS Plans submitted by the IOUs and retail sellers, considers
opening comments and reply comments filed by parties and issues a Proposed Decision (PD) that
may accept Draft RPS Plans as proposed or direct modifications to the Draft RPS Plans.

24D.15-10-031 at 11.
2> See Assigned Commissioner and ALJ's Ruling Identifying Issues and a Scheduled of Review for the 2019 RPS Plan,
dated April 19, 2019, in R.18-07-003, pp. 25-27.
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Once a PD is issued, parties have an opportunity to comment on the PD pursuant to Commission's
Rules of Practice and Procedure, Rule 14.3(a).

7.2.3 Final Decision and Submission of Final RPS Plan

Once a PD is voted on and approved during a Commission Voting meeting, the Commission will
issue a Final Decision. Retail sellers then have a period of time, as directed by the ALJ, to file a
Final RPS Plan incorporating any changes required by the Final Decision. The Final RPS Plan stays
in effect until a new plan is approved, which is typically one year, unless a mid-year update is
required or requested and then approved by the Commission.

7.2.4 Update(s) to RPS Plan:

An IOU, or any retail seller, can file a Motion to update its RPS Plan. Updates can also be required
by the Commission. Any Motion to update an RPS Plan is served to the service list and parties
have an opportunity to comment on the Plan prior to the update being approved, rejected or
modified by the Commission. Circumstances that might require a retail seller to update its RPS
Plan include, but are not limited to, a change in legislation (e.g., SB 100), a request by the
Commission, the retail sellers’ own action, etc.

The table below reflects 2018 regulatory milestones related to review and approval of RPS Plans:

Table 6: RPS Regulatory Milestones

Milestone 2018 RPS Plan Cycle
ALJ Issued Ruling Ordering Draft RPS Plan Submittal June 21, 2018
Retail Sellers submitted Draft RPS Plan August 20, 2018
Parties filed Comments on Draft RPS Plan September 21, 2018
ALJ Issued Ruling Ordering Updates to Draft RPS Plan September 24, 2018
Parties filed Reply Comments on Draft RPS Plan October 5, 2018
Retail Sellers submitted Updates to Draft RPS Plan October 8, 2018
Parties filed Comments on Updated Draft RPS Plan October 18, 2018
Proposed Decision Approving Draft RPS Plans Issued by the January 22, 2019
Commission
Parties filed Comments on Proposed Decision February 11, 2019
Parties filed Reply Comments on Proposed Decision February 19, 2019
Commission held Voting Meeting Approving Proposed Decision February 21, 2019
Commission Issued Final Decision February 28, 2019
Retail Sellers submitted Final RPS Plan April 2, 2019

More information regarding RPS Program requirements is available in the CPUC's Annual RPS
Report:

http://www.cpuc.ca.gov/uploadedFiles/CPUC Public Website/Content/Utilities and Industries/Energy -
Electricity and Natural Gas/Renewables%20Portfolio%20Standard%20Annual%20Report%202018.pdf
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8 Limits Applicable to PCIA-Eligible Procurement or Sales

8.1 Bundled Procurement Plan

Per the IOUs respective BPPs, the IOUs have the authority to enter into transactions for natural
gas, conventional electrical capacity, and conventional energy, up to ten calendar years forward,
subject to limits and ratable rates as listed. However, for the types of preferred resources that the
IOUs typically procure, they are authorized to transact up to five calendar years forward.
Transactions are deemed to be compliant with authorized position limits and ratable rate®® limits
if, at the time of purchase or sale, the transaction does not cause the IOU to exceed its applicable
position limit and ratable rate limit.

The IOUs may file an annual (or more frequent, if necessary) update to its position limits and
ratable rate limits in the form of a Tier 1 Advice Letter during years in which an updated conformed
bundled procurement plan is not filed. This provides an opportunity to adjust its position limits
and ratable rate limits to reflect changes in the portfolio and updated forecast assumptions.
U pdated position limits and ratable rate limits are calculated based upon a Commission-approved
methodology.

In accordance with D.12-01-033, the IOUs shall review their current position relative to the position
limits and ratable rates limits on a rolling 24-month forward basis, compare its current positions
to its positions in the previous quarter, and include that information in their respective quarterly
PRG meeting.

Electrical Capacity Ratable Rates and Position Limits

Procurement position limits and maximum rates of transaction (referred to as “ratable rates”) apply
to electrical capacity transactions for delivery months that occur two or more calendar years
beyond the transaction year (e.g., for transactions occurring in 2015, limits shall apply to contract
deliveries in 2017 and beyond). Ratable rates also apply to procurement of electrical capacity.

Electrical Energy Ratable Rates and Position Limits

Position limits and ratable rates apply to electrical energy transactions with delivery months
beyond the Prompt Month. Annual rolling-year (i.e., rolling 12-month) ratable procurement limits
apply to purchase and sale of electrical energy products.

Energy-only products transacted during the term of the BPP shall count against the energy
purchase and sales monthly position limits and ratable rate limits. Energy-only products include
energy-only tolling contracts, heat rate options, and fixed-price non-renewable energy
transactions. RA-tolling contracts and firm energy imports that can be used to meet RA
requirements shall not count against electrical energy position or ratable rate limits as these

26 Ratable rate refers to a prorated amount of forward transaction authorization that an IOU is permitted to contract
relative to its forecasted open position for the subject commodity or product.
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products may be required to meet the IOU’s RA requirement. Additionally, products that do not
financially hedge costs or otherwise alter the procurement cost TEVaR % (e.g., Index-priced
electrical energy deals) shall not count against electrical energy position or ratable rate limits.

8.1.1 SCE Bundled Procurement Plan Limits

Public information is listed below. Refer to the IOU BPPs for more information.?® Most limits are
confidential.

8.1.2 SCE Natural Gas Ratable Rates and Limits

SCE manages both the financial gas price exposure, as well as physical gas supply risks for the
resources in its portfolio. Physical gas requirements for its portfolio are managed pursuant to the
balancing rules and physical constraints of each of the pipeline systems where SCE has exposure.

Additionally, gas sales are sometimes deemed necessary or desirable due to changing system or
market conditions.  For example, a reduction in forecasted load or power price could result in
previously purchased gas becoming surplus, requiring SCE to sell gas in order to meet operating
constraints.  Gas sales are an integral part of operating an electrical system that includes
significant gas-fired generation in a least-cost manner under dynamic market conditions.

Natural Gas Position and Ratable Rate Limits

Procurement position limits and ratable rates apply to natural gas transactions with delivery
months beyond the Prompt Month. SCE nets purchases and sales of natural gas for purposes of
assessing compliance with its procurement limits. Rolling-year (i.e., rolling 12-month) ratable
procurement limits are applied to SCE's net purchases and sales of natural gas. Products that do
not financially hedge costs (e.g., Index-priced natural gas deals) do not count against natural gas
monthly position or annual ratable rate limits.

Natural Gas Storage and Pipeline Limits

SCE may also require pipeline capacity and natural gas storage (either firm or interruptible) to
help manage physical and financial price risks. Securing natural gas storage allows SCE to inject
gas into storage and then withdraw at a later time to meet reliability and operational needs. SCE
can use firm natural gas storage injection and withdrawal rights to mitigate imbalance penalties
for operational reasons on pipeline and Local Distribution Company (LDC) systems. Consistent
with D.03-12-062, SCE is authorized to obtain gas pipeline capacity to the extent necessary to
support delivery of gas from gas receipt points to the generator burner-tip.

27 TEVar (To Expiration Value at Risk), a type of VaR model, to measure and report risk and to trigger review of the IOUs
hedging plans with the PRG.

28 See SCE's 2014 BPP at Sheets 57-69, PG&E at Sheets 65-84, and SDG&E Appendix H.
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8.1.3 SCE BPP Limits for GHG Products

SO2 Allowance Sales Ratable Rates and Position Limits
SCE is not including a limit structure for SO2 transactions due to the low value of its SO2 Title IV
allowance portfolio.

GHG Procurement Limits

Per D.12-04-046, GHG Product procurement limits are established separately as Direct
Compliance Obligation Purchase Limits and Financial Exposure Purchase Limits. The “Direct
Compliance Obligation Purchase Limit” for a delivery year period is calculated as SCE's Total GHG
Direct Compliance Obligation forecast at a two-standard deviation high IMHR® for that delivery
year period. The "Financial Exposure Purchase Limit” for a delivery year period is calculated as
SCE’s Total GHG Financial Exposure forecast at the expected IMHR for each delivery year period
multiplied by an appropriate factor.

GHG Transaction Rate Limits

Transaction rate limits establish an annual limit on the amount of GHG Products that can be held
for the defined delivery period. SCE has a transaction rate limit framework authorized for Direct
Compliance Obligation purchases and Financial Exposure purchases, respectively. Transaction
rate limits define how quickly the procurement limits can be reached for each forward delivery
year period (e.g., only 40% of the procurement limit two years ahead can be purchased in the
current year). Although SCE is authorized to sell GHG allowances, no transaction rate limits are
established for sales. In establishing the transaction rate limits, the Commission treated each
future year as the applicable "delivery period.” SCE's transaction rate limits are calculated for the
transaction year assuming that the current and each future year is a unique delivery period. Further
details on GHG transaction rate limits can be found in SCE's 2014 BPP in confidential Tables E-13,
E-14 in Appendix E (BPP Sheet 66).

8.1.4 PG&E BPP Limits

Appendix C of PG&E's BPP covers procurement limits (BPP Sheets 64 — 84). Below is a high level
summary of the limits; please see PG&E's BPP for specific details. Most limits listed in the tables
are confidential.

On occasion transactions in a given year may exceed the electrical capacity procurement limits
and/or ratable rates for that year. For these transactions, PG&E will request from the Commission
an exemption from the annual electrical capacity procurement limits and/or ratable rates as
necessary when seeking approval for the transaction.

2 Implied Market Heat Rate defined as the ratio of the market price of power divided by the market price of natural
gas.
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8.1.5 PG&E Natural Gas Procurement Limits

PG&E BPP Sheets 72-75: "PG&E is authorized to execute natural gas transactions for delivery
periods up to ten years using the approved products (Appendix A) and procurement methods
and processes (Appendix B) and according to the Hedging Plan (Appendix E) of this BPP.”

“Procurement limits and ratable rates apply to natural gas transactions with delivery months
beyond the prompt month. PG&E will net purchases and sales of natural gas for purposes of
assessing compliance with its procurement limits.”

Please see PG&E's BPP for specific calculation methodologies.

8.1.6 PG&E GHG Procurement Limits

PG&E BPP Sheets 77-84: Consistent with D.12-04-046, specific overall volume limits for PG&E's
GHG product procurement will correspond to the actual and forecasted GHG emissions for PG&E's
facilities, certain tolling agreements, and electric imports.

CARB regulations also set limits on the number of allowances that can be held, and offsets that
can be used for compliance. The Cap-and-Trade regulations restrict PG&E from purchasing more
than 25 percent of the allowances offered at each auction from 2015 onward. These limits will
cap the amount of GHG Products PG&E will procure. PG&E will procure GHG Products consistent
with regulations established regarding the use of such products for compliance with Cap-and-
Trade. PG&E may purchase GHG Products in excess of its annual compliance requirements and
may “bank” surplus GHG Products to use in future compliance years in accordance with its
procurement strategy provided in Appendix G and the GHG procurement limits set forth below.

In the current year, PG&E may purchase GHG Products to fulfill 100 percent of its current net
remaining compliance obligation and its forecasted compliance obligation for the remainder of
the current year. In addition, in the current year PG&E may purchase a portion of its forecasted
compliance obligation for the following three compliance years not to exceed a set percentage in
total for each year. PG&E will not purchase GHG Products with vintages more than three years
from the current year. Finally, PG&E will not purchase more than eight percent of its direct
compliance obligation in the form of offsets.

Please see PG&E's BPP for specific calculation methodologies.

8.1.7 SDG&E BPP Limits

Please see procurement limits in Appendix H of SDG&E’s BPP.

Procurement position limits and maximum rates of transaction (referred to as “ratable rates”)
apply to electrical capacity transactions for delivery months that occur two or more calendar years
beyond the transaction year (e.g., for transactions occurring in 2014, limits shall apply to contract
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deliveries in 2016 and beyond). SDG&E has no limits on its ability to meet its RA capacity
requirements for the current calendar year and prompt calendar year (i.e., the calendar delivery
year immediately following the current year).

Delivery years two through ten shall have maximum annual position limits equal to the difference
between (1) SDG&E's forecast electrical capacity requirement to meet its RA requirement (ie.,
peak annual hour load using a 1-in-2 year load forecast multiplied by 117%), and (2) the forecast
Net Qualifying Capacity (NQC) of SDG&E’'s committed resources and planned for preferred
resources. SDG&E's procurement of electrical capacity as measured by the NQC of the resource,
exclusive of preferred resources, cannot exceed the applicable annual position limit in years two
through ten.

The maximum rate of transaction for the procurement of electrical capacity shall equal the annual
position limit divided by the time difference between the applicable delivery year and transaction
year. For example, the ratable rate for contract deliveries in Year 4 would be one-third of the
annual position limit for Year 4 (ie, Year 4 annual position limit divided by the annual time
difference between Year 4 and Year 1). These ratable rates accumulate year-to year, producing
cumulative ratable rate limits for each delivery year equal to those defined in confidential Table
H-1 of Appendix H within SDG&E’s BPP.

Furthermore, the ratable rate methodology allows for procurement of two times the ratable rate
for delivery Year 2 through Year 5 (e.g., for transactions occurring in 2012, delivery years 2014-
2017 are eligible for two times the ratable rate) when certain market conditions are present,
subject to the corresponding delivery year's annual position limit. The operative ratable rate limit
for delivery Year 2 through Year 5 shall be set as follows:

1. Two times the ratable rate if the prompt 12-month forward on-peak implied
market heat rate is less than the two standard deviation historical high value
contained in Table H-2 of Appendix H; and

2. One times the ratable rate if the 12-month forward implied on-peak market heat
rate is greater than or equal to the two standard deviation historical high value
contained in Table H-2 of Appendix H. The ratable rate limit for delivery Year 6
through Year 10 is one times the ratable rate.

8.1.8 SDG&E GHG Procurement Limits

On April 19, 2012, the Commission issued D.12-04-046, authorizing SDG&E to procure certain
compliance instruments to comply with its GHG compliance obligation under CARB’s Cap-and-
Trade Program. D.12-04-046 also specified that SDG&E's procurement of such GHG compliance
instruments is subject to maximum purchase limits, including a Direct Compliance Obligation
Purchase Limit. D.12-04-046 requires SDG&E to update its bundled procurement plan to
incorporate the modifications made in that decision. SDG&E facilitates this annual update via a
Tier 1 Advice Letter. SDG&E last updated its GHG limits on March 15, 2019 as described in Advice
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Letter 3322-E. Much of the information regarding SDG&E's GHG procurement limits is
confidential.

SDG&E will forecast its Compliance needs for current year through current year plus three and
will generate the limits as described in D.12-04-046. SDG&E's GHG procurement limit is calculated
in accordance with the following formula as required in D.12-04-046:

LCY = A + 100%*(FDCY) + 60%*(FDCY+1) + 40%*(FDCY+2) + 20%*(FDCY +3)

e "L" is the maximum number of GHG compliance instruments an IOU can purchase for
purposes of meeting their direct compliance obligation.

e "A"is the utility’s net remaining compliance obligation to date, calculated as the sum of
the actual emissions for which the utility is responsible for retiring allowances (or
purchasing on behalf of a third party) up to the Current Year, minus the total allowances
or offsets the utility has purchased up to the Current Year that could be retired against
those obligations. This term in the calculation ensures the IOUs are always able to buy
sufficient allowance to cover any prior years' shortfalls, given that actual emissions may
end up being less than forecast and/or prior decisions about how much procurement to
do.

e "FD" is the utility's forecasted compliance obligation”, the projected amount of emissions
for which the utility is responsible for retiring allowances, or responsible for purchasing on
behalf of a third party, calculated using an implied market heat rate (IMHR) that is two
standard deviations above the expected IMHR consistent with the approach described by
PG&E.

e “CY"is the current year, i.e., the year in which the utility is transacting in the market. Below
are the projected emissions calculated using an implied market heat rate 2 standard
deviations and the associated limit for 2014.

8.2 RPS Plan Limits

D.19-02-007 agreed that, at this time, the IOUs are exceeding RPS requirements.*® Therefore, the
IOUs are authorized to not hold a 2018 RPS solicitation and to seek permission from the
Commission to procure any amounts, other than amounts separately mandated by the
Commission (i.e., Feed-In Tariff and Renewable Auction Mechanism).3! So, at this time, the IOUs
cannot purchase new RPS resources, other than amounts separately mandated by the
Commission, without further Commission authorization this year.

D.19-02-007 authorized the IOUs to conduct solicitations to sell RPS volumes for short-term sales
of 5 years or less if the sales agreement for any such sale is executed during the period after the
Commission’s adoption of D.19-02-007 and prior to adoption of a subsequent RPS Plan. The

30 D.19-02-007, Finding of Fact No.2, p.109.
31 D.19-02-007, Ordering Paragraph 10, pp.116-117.
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Renewable Energy Credit ("REC") sales framework broadly describes transaction mediums, terms,
sales volume limits, pricing, PRG consultation, and Commission approval process. Confidential
appendices within the IOUs’ 2018 RPS Procurement Plan set forth the details of the methodology
to be used to determine REC sales volumes limit and price floors. So long as the IOUs’ contracts
are consistent with the transaction mediums, terms, sales volume limits, pricing, PRG consultation,
and Commission approval process, the IOU can move forward with solicitations to sell RECs.

The IOUs must seek Commission approval of their REC Sales through a Tier 1 Advice Letter, as
approved in D.14-11-042, for any contracts resulting from a sales solicitations associated with
their 2018 RPS Plans that utilize the pro forma agreement submitted with the 2018 RPS Plan. The
IOUs must seek Tier 3 Advice Letter approval for any bilateral transactions or any modifciations to
the pro forma sales agreement approved in the RPS Procurement Plan, consistent with consistent
with D.09-06-050.

9 10U Hedge Plan Development

Each of the IOUs has Commission approval and discretion to develop appropriate hedging plans
to manage the market risks specific to each of their respective portfolios provided the following
key consideration are taken into account for any and all hedging transactions:

e Hedge, not speculate

e Use guidelines, not firm requirements

e Comply with Commission and internal limits
e Mitigate credit risk

e Layer hedges generally ratably

e Balance risk with reward

e Coordinate gas and power

e Use least-cost dispatch

Understanding that each IOU'’s portfolio of specific resources may create different market risk
exposures dependent on resource type, duration of contract terms, physical locations, and other
variables, IOU hedge plans may vary and are confidential in nature. IOU-specific hedge plans are
filed in the IOUs’ respective BPPs.

Each IOU is directed to consult with its PRG whenever the 95" percentile TEVaR metric exceeds
the CRT level. In such cases, the IOU and its PRG might discuss possible actions that the IOU could
take within the framework of its AB 57 BPP to reduce 95% TEVaR.

9.1 SCE

The specific details of SCE's hedging plan are confidential. In general, as set forth in Sheets 25-
35 of the SCE's 2014 BPP, SCE employs a comprehensive and multi-faceted approach in an effort
to achieve the goal of managing the 12-month 95th percentile TEVaR metric against the CRT. As
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shown in the diagram on Sheet 27 of the 2014 BPP, SCE's hedging activities are an important
component of this strategy.

SCE may, from time to time, enter into various transactions designed to hedge the price risk
associated with: (1) SCE's existing QF contracts that have payments indexed to the price of natural
gas; (2) SCE's generating resources that are fueled by natural gas; (3) SCE electric “gas tolling”
contracts; and (4) SCE's short residual net open power position.

The products employed by SCE to manage risk are all permitted under and consistent with the
goals of the 2014 BPP. SCE uses electronic brokers, voice brokers, direct quotes from
counterparties, and exchanges to ensure these transactions are competitively priced.

SCE also uses Congestion Revenue Rights (CRR) to manage congestion risk as described in
Appendix G, SCE's plan for using CRR and participating in the CAISO’s allocation and auction
processes for CRRs. Per Commission authorization, CRRs are only to be obtained to hedge SCE's
expected use of the grid. CRRs are designed to operate as a congestion cost hedge in the CAISO's
Market Redesign and Technology Upgrade (MRTU).

9.2 PG&E

Specific details of PG&E's hedging plan are confidential. Appendix E of PG&E's BPP is the Electric
Portfolio Hedging Plan (See BPP Sheets 97-113). "“The Hedging Plan guides PG&E’s management
of the commodity price risk in the portfolio. In addition, the Hedging Plan serves as a framework
for [CPUC] compliance review through the quarterly compliance reports and annual Energy
Resource Recovery Account (“ERRA") proceedings” (BPP Sheet 97).

The Hedging Plan includes the following components:

e Plan tenor;

e Hedging targets and limits;

e Product mix strategy;

e Execution strategy;

e Conditions when it is acceptable to operate outside the hedging plan; and
e Liquidity management strategy.

PG&E manages the electric portfolio’s physical electric supply separately from the electric
portfolio’s exposure to financial risks. In managing the electric portfolio’s financial risks, PG&E's
objectives are to reduce exposure of the electric portfolio to electricity price volatility, to reduce
portfolio To-expiration Value-at-Risk (TeVaR), and ultimately to stabilize electric rates for
customers...To manage aspects of the electric portfolio other than financial risks—aspects such as
operational flexibility—PG&E may procure electricity products. Such transactions for electricity
products may affect the physical positions and financial positions of the electric portfolio. Various
electricity risks are not managed through the Hedging Plan but through other parts of the Bundled
Procurement Plan (BPP). Managing risks associated with differences in electricity prices between
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day-ahead and real-time prices are described in Appendix H, PG&E's plan for convergence
bidding. Managing congestion risk is described in Appendix I, PG&E's plan for using Congestion
Revenue Rights (CRR) and participating in the California Independent System Operator’s
allocation and auction processes for CRRs.

9.3 SDG&E

Specific details of SDG&E's hedging plan are confidential. Limited public information regarding
SDG&E's hedge strategy is available in SDG&E's BPP. Within SDG&E's BPP, Section II, B.1.
addresses “Current Risk Management Practices — Hedge Plan” and Appendix B of SDG&E's BPP
addresses "Electricity and Gas Hedging Strategy.” SDG&E's hedge plan limits can be found in
Appendix B of SDG&E's BPP.

Below is a general overview of SDG&E’s hedge plan taken from Appendix B.

“SDG&E has historically elected to not hedge electric positions on a long-term basis.
SDG&E's price exposure is primarily gas related and, as such, the more effective means to
reduce its long-term open positions is with natural gas hedges, which SDG&E performs
on a one-to-five year basis. As SDG&E's portfolio changes over time, long-term electric
hedging may become a more effective means to hedge. SDG&E executes hedges to
reduce its forecasted open position over time. As a greater portion of its portfolio is
hedged using gas hedges, price exposure will shift to electric prices. Therefore, SDG&E
also will execute shorter-term hedges for electric prices. The majority of these short-term
hedges will be in the day ahead or intra-day markets where it has the most certainty as to
its expected long or short electric positions and can reduce its exposure to the CAISO IFM
prices. Financial hedges do not provide a perfect hedge by themselves, as they offer price
protection for the IFM at the trading Hubs rather than SDG&E's Default Load Aggregation
Point (DLAP), however during most hours the correlation between trading Hubs and
SDG&E's DLAP is fairly good and as such these hedges will limit SDG&E's overall exposure
to CAISO price volatility. CRRs also serve as a hedge by shifting price risk from the trading
hub to the DLAP. The hedging strategy and instruments chosen will be dictated by the
CRT risk strategy to control the cost of serving bundled customers.”

10 Opportunities for Non-Utility Stakeholder Participation in

Commission Proceedings

10.1 Monitoring Commission Proceedings
10.1.1 CPUC Website

There are many informational resources posted on the CPUC's website that can be utilized to track
proceedings, conduct research and stay informed regarding Commission activities.
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e CPUC website: http://cpuc.ca.gov/

e CPUC Proceeding Information homepage: http://www.cpuc.ca.gov/proceedings/

e CPUC Proceeding’s "Docket Card” (search using proceeding number):
https://apps.cpuc.ca.gov/apex/f?p=401:1:0

e Public Utilities Code:
http://leginfo.legislature.ca.gov/faces/codesTOCSelected.xhtml?tocCode=PUC&tocTitle=
+Public+Utilities+Code+-+PUC

e CPUC Decisions and Resolutions (search using Decision or Resolution number):
http://www.cpuc.ca.gov/practice/.

e CPUC General Orders: http://www.cpuc.ca.gov/generalorders/

e CPUC Rules of Practice and Procedure:

http://docs.cpuc.ca.gov/PublishedDocs/Published/G000/M209/K618/209618807.PDF

10.1.2 Service Lists

A service list is established for each Commission proceeding. The service list is used to
distribute formally filed documents and other materials relevant to the proceeding. Parties to a
proceeding (as defined in Commission Rule 1.4) are automatically added to the service list of the
proceeding. Non-parties may be added to the “Information Only” or the “State Service” lists
upon written request to the CPUC Process Office (process office@cpuc.ca.gov), in accordance
with rule 1.9(f).

10.1.3 Subscription Service

The subscription service allows monitoring of CPUC proceedings without being on the official
service list. The service is free and allows subscribers to indicate items of interest, such as a
particular proceeding, industry, or type of document. Instructions for enrolling in the
subscription service are available on the CPUC's website at http://subscribecpuc.cpuc.ca.gov/.

10.1.4 Daily Calendar

The daily calendar provides information on CPUC hearings, meetings, etc. A link to the Daily
Calendar is posted on the CPUC “Proceeding Information” page:
http://www.cpuc.ca.gov/proceedings/
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10.2 Participation in Commission Proceedings

10.2.1 Types of Proceedings

There are several types of CPUC proceedings that are relevant to procurement and cost recovery
of PCIA-eligible resources:

e Rulemaking: A Rulemaking is a type of regulatory proceeding initiated by the
Commission to implement actions either required by legislation or to address other issues.
Rulemakings provide a forum for stakeholders to participate, share ideas or voice
concerns.

e Application: An Application is a formal document written and filed according to the Rules
of Practice and Procedure. Applications may be filed by regulated entities and other
interested persons/organizations that request CPUC approval and/or action on an issue
under CPUC jurisdiction. Once an Application has been filed, a formal proceeding is
initiated.

e Advice Letter: An Advice Letter is a regulatory vehicle for an IOU to request Commission
approval, authorization, or other relief, for a particular matter. Advice Letters may also be
used as mechanisms to exhibit compliance with Commission directives. Tier 1 Advice
Letters are effective pending disposition, Tier 2 Advice Letters are effective after staff
review and approval and Tier 3 Advice Letters are effective after Commission issuance of
a Resolution. Rules governing Advice Letters are set forth in Commission General Order
(G.0O.) 96-B.

10.2.2Participation in Rulemaking and Application

Proceedings

Rule 1.4 of the Commission’s Rules of Practice and Procedure addresses how to become a party
to a proceeding. It is not necessary for parties to have an attorney representative. Additional
information regarding becoming a party to a proceeding is available on the Commission’s website:

e CPUC "How to Become a Party to a Proceeding” information page:
http://www.cpuc.ca.gov/Party to a Proceeding/

e CPUC Public Advisor's Office informational brochure:
http://www.cpuc.ca.gov/WorkArea/DownloadAsset.aspx?id=11314

Once a person or entity is a formal party to a Commission proceeding, that party has the same
rights, responsibilities and obligations as other parties. Parties to a proceeding may, but are
generally not required to, protest or respond to an application, submit comments and reply
comments on filed documents, submit data requests on another party, submit testimony and
participate in evidentiary hearings, meet with decision makers, comment on a proposed decision
and petition the Commission to modify a final decision.
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e Protesting or Responding to an Application (Commission Rule 2.6): Protesting an
application means that the person or entity protesting believes that all or part of the relief
requested in the application is not justified. Responding to an application means that the
person or entity responding to the application believes that the Commission could find
useful the additional information contained in the response. Unless otherwise provided
by Rule, or General Order, a protest or response must be filed within 30 days of the date
the notice first appears in the daily calendar.

e Comments and Reply Comments: Comments and reply comments may be submitted in
response to many types of regulatory documents filed with the Commission. Comments
serve a broad purpose; among other things, comments can be educational, a means to
express agreement or disagreement, or a way to clarify a misinterpretation made by
another party or the Commission. The ability to file comments may be established under
the Commissions Rules (e.g., Commission Rule 14.3) or solicited through a ruling issued in
a Commission proceeding.

e Data Requests (Commission Rule 10.1): Rule 10.1 allows any party to obtain discovery
from any other party regarding any matter, not privileged, that is relevant to the subject
matter involved in the pending proceeding, if the matter either is itself admissible in
evidence or appears reasonably calculated to lead to the discovery of admissible evidence,
unless the burden, expense, or intrusiveness of that discovery clearly outweighs the
likelihood that the information sought will lead to the discovery of admissible evidence.
The Commission’s “Discovery: Custom and Practice Guidelines” document provides
additional guidance: http://docs.cpuc.ca.gov/word_pdf/REPORT/117475.pdf.

e Ex-Parte Communications (Commission Rules, Article 8): An ex-parte communication
is a written communication or oral communication that: (1) concerns any issue in a formal
proceeding, other than procedural matters, (2) takes place between an interested person
and a decisionmaker, whether from the interested person to the decision maker or from
the decision maker to the interested person or a combination thereof, and (3) does not
occur in a public hearing, workshop, or other public forum, that has been noticed to the
official service list or on the record of the proceeding. See Article 8 of the Commission’s
Rules of Practice and Procedure for requirements, reporting and other details applicable
to ex parte communications.

e Comments on a Proposed Decision (Commission Rule 14.3): Parties may file comments
and reply comments on a proposed or alternate decision that focus on factual, legal or
technical errors in the proposed or alternate decision.

10.2.3 Participation in Advice Letter Proceedings

G.O. 96-B sets forth the requirements for responding to Advice Letters. Anyone may submit a
response or protest to an Advice Letter.

e Protests/Responses: Must be made in writing and must be received no later than 20
days after the Advice Letter was submitted to the Commission.
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The address for mailing or delivering a protest/response to the Commission is:

CPUC Energy Division
Attention: Tariff Unit 505
Van Ness Avenue San Francisco, CA 94102.

A copy of the protest/response should also be sent via e-mail to the attention of the
Energy Division at EDTariffUnit@cpuc.ca.gov and to the IOU that submitted the Advice
Letter.

Within five business days of the end of the protest period, the utility that filed the Advice
Letter must reply to each protest and may reply to any reponse. Protestants and
respondents may not reply to the utility’s reply.

o Resolution: Except for the circumstances identified in G.O. 96-B where the reviewing
Industry Division may approve or reject an Advice Letter, the reviewing Industry Division
will prepare and place on the Commission’s meeting agenda a resolution approving,
rejecting, or modifying any Advice Letter submitted to the Industry Division. Similar to a
proposed decision, a draft resolution has findings and orders. Draft resolutions on energy
matters are prepared by the Commission’s Energy Division.

PU Code Section 311(g)(1) provides that resolutions must be served on all parties and
subject to at least a 30 day public review and comment period prior to a vote of the
Commission. Section 311(g)(2) provides that this 30 day period may be reduced or waived
upon the stipulation of all parties in the proceeding. Following the comment period, the
draft resolution is placed on the Commission’s meeting agenda.

The Commission, in its own discretion, may choose to incorporate comments into the
resolution and revise the resolution as necessary prior to it being voted on.

10.2.4 Participation in Legislation

While legislative activites are outside of the purview of the CPUC, the procurement policies
implemented by the CPUC reflect legislative priorities. Options for involvement in the legislative
process include communicating directly with legislators, participating in hearings by testifying on
behalf of a bill, and/or working with a lobbyist to attempt to influence the actions, policies or
decisions of legislators. There are rules and reporting obligations applicable to lobbyist. Details
can be found within California’s Fair Political Practices Commission’s Lobbying Manual:

http://www.fppc.ca.gov/learn/lobbyist-rules/lobbying-manual-and-forms.html

Additional resources include:

e CA State Senate: http://senate.ca.gov/
e CA State Assembly: http://assembly.ca.gov/
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10.3

CA State Senate Citizens Guide: https://www.senate.ca.gov/citizensguide
CA State Assembly Legislative Process: https://www.assembly.ca.gov/legislativeprocess
How to look up a bill: http://leginfo.legislature.ca.gov/faces/home.xhtml

CPUC Processes Approving PCIA-Eligible Procurement and Sales
10.3.1 Overview

Section 454.5 establishes the framework for resource procurement by the IOUs. As discussed
above, the statute requires development of upfront achievable standards and criteria by which
the acceptability and eligibility for rate recovery of a proposed procurement transaction will be
known at the time a contract is executed and eliminates the need for after-the-fact reasonableness
reviews of utility procurement.

Generally speaking, IOU procurement follows the process outlined below. There is an opportunity
for stakeholder participation at every step of the process:

1

2.

Updated 4/25/2019

The IOUs submit BPPs and RPS Plans that establish upfront procurement standards and
guidelines
e Stakeholders may participate in proceedings that approve IOU BPPs and RPS
Plans

A need for resource procurement is established. The procurement need may be the
result of mandated procurement (e.g., RPS), to ensure reliability (e.g., RA), or other.
e Stakeholders may participate in proceedings that examine whether there is a
need that must be met through procurement of PCIA-eligible resources/timing
of procurement/resource mix, etc. (e.g., IRP)

The IOUs procure resources through RFOs or bilaterally (unless procurement is pre-
approved in the BPP). Proposed contracts must be submitted for Commission approval
via an application filing or Advice Letter.
e Stakeholders may participate in Application/Advice Letter proceeding, as
detailed above

Commission-approved contracts for PCIA-eligible resources may be recovered in rates,
subject to reasonable contract administration. The IOUs’ respective ERRA Review
proceedings examine contract administration.
e Stakeholders may participate in ERRA proceeding’s examination of contract
administration.
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5. Costs approved in ERRA are deemed reasonable and are allocated to customers through
the generation rate (bundled service customers) and the PCIA charge (departing load

customers
10.3.2 Review and Approval of Proposed Procurement
Transactions
10.3.2.1 Processes for the Review and Approval of Non-RPS Procurement

As discussed above, IOUs may execute contracts that are consistent with their BPPs with a contract
duration of less than five-years without Commission pre-approval.

If a transaction does not fit within the IOU’s Commission-approved procurement authority and
BPP standards, the IOU must seek Commission pre-approval via a separate Application filing.
Stakeholders may intervene in the Application proceeding to support or oppose the proposed
contract.

10.3.2.2 Processes for the Review and Approval of RPS Procurement

RPS contracts may be the negotiated bilaterally or result from an RFO. Proposed RPS contracts
are typically submitted for approval via an Advice Letter process. Stakeholders may intervene in
the Advice Letter proceeding to support or oppose the proposed contract.

10.3.3 Review & Approval of Recorded Procurement

Costs

Procurement that is approved by the Commission — i.e., that fits within the IOU’s BPP procurement
authority or is approved via separate Application or Advice Letter — is not subject to further
reasonableness review and is eligible for cost recovery, subject to review of the IOU’s contract
administration. The CPUC determines BPP compliance through the Quarterly Compliance Report
(QCR) submitted by each IOU, and considers reasonableness of contract administration and other
procurement-related activities through the ERRA Review Proceeding:

QCR Adbvice Letter Filings: For each quarter of the year, the IOU submits a QCR Advice
Letter detailing all transactions that it executed during the quarter. The Commission’s
audit team reviews these transactions to determine if they were in compliance with the
IOU’s BPP and forwards its recommendations to the Energy Division for approval. If the
Energy Division approves the QCR, the utility’s transactions are deemed to be in
compliance with the IOU’s Commission-approved BPP and the IOU can recover the related
procurement costs through its ERRA balancing account. If the audit team identifies any
transactions as non-compliant with the IOU’s BPP, the IOU submits a separate filing to
demonstrate the reasonableness of the transaction in question.
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ERRA Review Proceeding: In the ERRA Review proceeding, the Commission conducts the
following reviews: (1) a compliance review to determine if the utility’s daily energy dispatch
decisions and related short-term procurement activities (i.e., daily and hourly spot market
transactions) were consistent with the least cost dispatch principles set forth in Standard
of Conduct No. 4; (2) an accounting review to determine if the utility accurately recorded
the procurement expenses that are eligible to be recovered through the ERRA balancing
account; and (3) a reasonableness review to determine if the utility reasonably
administered its procurement contracts, and if the operation of its UOG, including
maintenance outages, was reasonable.

Costs approved in the ERRA proceeding are deemed reasonable and are allocated to customers
through the generation rate (bundled service customers) and the PCIA charge (departing load
customers).

10.3.4 Additional Information Regarding the

Procurement Approval Process

e Procurement Oversight: http://www.cpuc.ca.gov/General.aspx?id=6309.

e History of Procurement Oversight: http://www.cpuc.ca.gov/General.aspx?id=10793.
e Long-Term Procurement Plan at http://www.cpuc.ca.gov/General.aspx?id=4789.

e (California Renewables Portfolio Standard (RPS) : http://cpuc.ca.qgov/rps/
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11 Acronyms

AB
ABJ&C
Al
APCR
BioMAT
BNI
BPP
CAISO
Cal PA
CAM
CCA
CEC
CHP
Commission
CPUC
CREST
CRT
CUE
DA
DLAP
DWR
ED

EEI
ERRA
FCM
FIT
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Assembly Bill

Adams Broadwell Joseph & Cardozo
Administrative Law Judge

Allowance Price Containment Reserve
Bioenergy Market Adjusting Tariff
Binding Notice of Intent

Bundled Procurement Plan

California Independent System Operator
Public Advocates Office

Cost Allocation Mechanism
Community Choice Aggregator
California Energy Commission
Combined Heat and Power

California Public Utilities Commission

California Public Utilities Commission

California Renewable Energy Small Tariff Agreement

Customer Risk Tolerance

The Coalition of Utility Employees

Direct Access Customers

Default Load Aggregation Point

California Department of Water Resources
CPUC Energy Division

Edison Energy Institute

Energy Resource Recovery Account
Futures Commission Merchant

Feed-in-Tariff
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GHG
GRC
ICE

IE
IMHR
IoU
IRP
ISDA
LCBF
LCD
LDC
LSE
LTPP
NDA
NMPP
NRDC
NYMEX
PCIA
PD
PG&E
POLR
PPA
PRG
PURPA
QCR
RA
RAM
REC
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Greenhouse Gas

General Rate Case

Intercontinental Exchange
Independent Evaluator

Implied Market Heat Rate
Investor-Owned Utility

Integrated Resource Plan

International Swaps and Derivatives Association Master Agreement
Least Cost Best Fit

Least Cost Dispatch

Local Distribution Company

Load Serving Entity

Long-Term Procurement Plan
Non-Disclosure Agreement
Non-Market Participating Party
Natural Resources Defense Council
New York Mercantile Exchange

Power Charge Indifference Adjustment
Proposed Decision

Pacific Gas & Electric

Provider of Last Resort

Power Purchase Agreement
Procurement Review Group

Public Utility Regulatory Policies Act of 1978
Quarterly Compliance Report
Resource Adequacy

Renewable Auction Mechanism

Renewable Energy Credits
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Re-MAT
RFO
RFP

RPS
Rulebook
SCE
SDG&E
SO2
SOC
SPVP
TeVaR
TURN
ucs
UoG
Water

WSPP
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Renewable Market Adjusting Tariff
Request for Offer

Request for Proposal
Renewables Portfolio Standard
Procurement Policy Manual
Southern California Edison
San Diego Gas & Electric

QF Standard Offer 2 contract
Standards of Conduct

Solar Photovoltaic Program
To-expiration Value-at-Risk
The Utilities Reform Network
Union of Concerned Scientists
Utility Owned Generation
Division of Water and Audits

Western Systems Power Pool
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Portfolio Optimization and Cost Reduction, and
Allocation and Auction

Working Session #1

Co-Leads: SCE, Commercial Energy, CalCCA
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Agenda

Welcome, Safety, and Introductions

Focus for Today's Discussion and Guiding Principles

Discussions on a Sales Strawman Approach for RA and RPS
» Other attributes/approaches raised

Proposed Discussions (Commercial Energy) for an Allocation
Approach

Next Steps
« Seek comments from participants

C-2
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Working Group Three — Issues to be Discussed
Scoping Memo R.17-06-26

What are the structures, processes, and rules governing portfolio optimization

that the Commission should consider to address excess resources in utility
portfolios? How should these processes/rules be structured to be compatible
with the IRP and RA program modifications proceedings?

What standards should the Commission adopt for more active
management of the utilities’ portfolios in response to departing load in
the future to minimize further accumulation of uneconomic costs?

If the Commission were to adopt standards for more active
management of the utility portfolios, how should the transition to new

standards occur (e.g., timeframe, process, etc.)?

Should the Commission consider new or modified shareholder responsipility or
future portfolio mismanagement, if any, so that neither bundled nor departing
customers bear full cost responsibility if utilities do not meet established
portfolio management standards? Are ERRA or GRC proceedings the
appropriate forums to address prudent management of portfolios?

C-3
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Guiding Principles

* Work collaboratively in good faith toward practical and
commercially viable solutions for the benefit of all customers.

* Be consistent with California statutes, CPUC decisions, energy
policy goals and mandates. [from Phase 1 Scoping Memo, 1.e]

* Respect the terms of existing PPAs between power suppliers
and I0Us. [from Phase 1 Scoping Memo, 1.k]

* Allow alternative providers to be responsible for power
procurement activities on behalf of their customers, except as
expressly required by law. [from Phase 1 Scoping Memo, 1.f]

C-4
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Portfolio Optimization and Cost Reduction

Definition - Portfolio Optimization

* Prudent management of all products and attributes in the IOU’s energy
resource portfolio, including actions to lower contract and procurement costs,
and reduce risk, while maintaining grid reliability for all bundled service and
departing load customers.

Definition - Sales

 Sale of attributes to market participants. Buyer pays IOU; sales revenues offset
PCIA costs.

Definition - Allocation

« A distribution of benefits (i.e., attributes) on a pro-rata basis to
participating LSEs over a specific period and for a specific term. Costs are
recovered from the LSE's customers through a net cost rate component (full
costs minus market revenues).

C-5
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PCIA Phase 2 — Working Group Roadmap/Timeline

Three Concurrent Working Groups; Co-led by a Utility and CCA/DA Representative

Create “Procurement Process
Reference Guide”
« Joint effort by all three I0OUs

WG #1: Benchmark True-Up (PG&E/CalCCA)
* Benchmarks and True-Up

» Methodologies to forecast departing load

* PCIA on Bundled Customer Bills

* Decisions expected Q4 2019

WG #2: PCIA Prepayment (SDG&E/AReM/DACC)
 Calculation and approval of PCIA Prepayments
» Decision expected Q1 2020

Policy Development

WG #3: Portfolio Optimization (SCE/CalCCA/Commercial Enerqy)
 Disposition of long Investor Owned Utilities’ portfolios

» Going-forward portfolio management standards

+ Decision expected Q2 2020 >

C-6
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Strawman Proposal: Residual Sales Approach:

Resource Adequacy (RA) and Renewable
Portfolio Standard (RPS)

PCIA Phase 2 - Working Group 3




Strawman Proposal: Residual Sales Approach for Resource
Adequacy (RA) & Renewable Portfolio Standards ( RPS)

Description of Overall Approach:

« IOUs shall offer to sell attributes that are in excess of what is required for the IOU to serve or meet
its forecasted! compliance obligations and/or customer needs. The excess amount depends on the

attribute type

Agreed Upon
Attributes

Future Discussion: Other
Attributes/Approaches Raised

Other Approaches Raised

Resource Adequacy
(Local, System,

GHG Free Energy — CalCCA proposes a
sales approach. I0Us support allocation.

/ Flex) To be discussed further and shared at a
future workshop.
TOday S Bundled RPS Brown Energy — Commercial Energy
Focus (energy + REC) proposes to further explore To be

/

discussed further and shared at a future
workshop.

1) Definition of forecast to be discussed

Allocations — Voluntary offering to LSEs.
To be discussed further and shared at a
future workshop

Total Portfolio Sales — I0Us put all

assets up for sale

IOUs have concerns about buying
back resources they’ve already
procured.

Focusing sales on specific
attributes allows products to be
tailored to specific needs of the
buyer and seller.

C-8
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Strawman Proposal: Residual Sales Approach (RA & RPS)

Eligible Participants:

* Any market participant that reaches mutually acceptable terms and
conditions for a sale/purchase of attributes

Process:

« Sales will principally offered through competitive solicitations!solicitations
(mechanisms to be defined)

» Transactions may also be done through brokers, bilateral negotiations, and
participation in other solicitations RFOs as permitted by IOU procurement
plans

« IOU uses pro-forma contracts

» IOU prepares bid materials and administers process using an Independent
Evaluator ("IE”) and in consultation with PRG
» Potential controls to ensure a fair process (i.e., use of a Reservation Price,
minimum participation level, minimum limits on the percentage of any one

bidder, etc.) to be advised upon by IE and consulted with PRG ahead of
solicitation

c9
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Resource Adequacy (RA)

Excess Sales Approach
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Resource Adequacy (RA)

Defining RA Excess Amount?!

« Amounts above the IOU’s bundled service load compliance obligation, plus a
buffer, determined annually for Local, and monthly for System and Flex RA

« May include offers for swaps (e.g., IOUs may sell local only if offered system to
purchase)

Timin
« Offered with sufficient time for LSEs to meet their annual and monthly

obligations (e.g. three year forward obligation for local RA, and year ahead and
monthly obligations for system and flex RA)

« IOU Sales Frequency:
» Semi-annually to address local needs and year ahead system and flex
» Quarterly to address monthly needs for system and flex

1 Excess based upon final RA obligations adopted by the CPUC for each period plus a buffer
C-11
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lllustrative Compliance Timeline and Annual Solicitation Schedules

@ Compliance Filings

* Semi-annual Oct

Solicitations Apr Complete Year-Ahead
Submit Initial Jul Procurement Oct
u .
-100% Local Submit Year-
Load Forecast to Receive Initial RA Aug Sep 0 . Ahead
CEC ; Submit Final Load  Receive Final RA ~ 207 System
Requirements ver - 90% Flexible Compliance Filing
Mar and Allocations Forecast to CEC Requirements to CPUC
I0U files from CPUC and Allocations
historical load from CPUC

Spring Annual Fall Annual
solicitation Solicitation
Initial offering for For remaining
excess Local, excess RA (Local,
System, Flex RA System, Flex) after

final allocation

Period between final RA allocations are received and year-ahead submissions must be
submitted is relatively short.

C-12
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RA Issues Identified

Determination of Buffer
 How is it calculated?
 When is it claimed?
 Who oversees?

Timing of Solicitation
« Should IOU conduct Spring solicitation (April)?

«  What quantities and products to be included in the Spring solicitation?

» How to determine IOU's forecasted excess for a Spring solicitation, prior to final
allocation?

« How to address the timing of getting a final allocation and putting the excess to
market in the Fall (Sept./Oct.)?

» Pursue a rule change to move final allocation to earlier in the year (CEC, CPUC,
CAISO)

« Should IOUs be required to sell Local RA when faced with System or Flex
shortage?

C-13
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Renewable Portfolio Standard ( RPS)

Excess Sales Approach
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RPS Sales Approach

Defining RPS Excess Amount

» Excess RPS attributes include amounts that exceed what is needed for each
IOU to meet its compliance obligations, plus a buffer,! on a forecasted? basis

Frequency

« Semi-annual solicitations

Attribute and Term Offered

 Sales should be bundled transactions (energy + REC) that preserve PCC1
status

> Is there an interest/demand for REC only (PCC3)?

« May make available terms that are required to meet long-term RPS
requirements (i.e. 10+ years), though shorter terms may also be offered (1 to
5 years)

1) To be further defined.
2) Definition to be consistent with WG1

C-15
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RPS Sales Approach: Potential Options

Pricing

Index + (attribute)
Fixed price

Transaction Types

Fixed quantity

Asset specifict

A generation profile of assets grouped by technology

A generation profile mirroring the IOU’s RPS portfolio's profile

Consider pooling of resources where buyer takes a % of the pool or
portfolio

Direct assignment of contracts

1) Might require tie back to specific vintage to preserve fair allocation. Not 10U preference.

C-16
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How Should “Excess RPS” Be Defined? Illustrative Examples

Billion kWh

SCE View

Excess RPS is amounts forecasted to be above
annual compliance requirement (plus a buffer), in

given year.

Forecasted RPS Generation

O O «=H N o <
= AN o o o o
o O O O o o o
N N N N &N NN

¥ Excess RPS  ===TARGET

2026

Billion kWh

2030

a O @«
— N
o O o
N N N

¥# Excess RPS ~ emmmEXCESS THRESHOLD ~ ===TARGET

2027
2028
2029
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CALCCA View

Excess RPS defined as generation above
requirement as of a certain date.

Forecasted RPS Generation
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SCE RPS Compliance Position

100% Success Rate for PPAs in Development

35 1 = == == :CalCCA’s illustrative position Compliance e
——— Gereric Programs ——— New Generaiion Period 3 Period 4 Compliance
l ‘ Period 5
30 - ’ A Compliance
mmm Fxisting Generation ——a— Procurement Targets Period 6
Compliance
25 - Period 2 m
Compliance ’ l
Period 1
£ 20 1
< A
X~
c
2
& 15

229 8225 22.4 f 22.3
219 20.3
18.7 8 18.3 } 17.9

2022 2023 2024 2025 2026 2027 2028 2029 2030

25.9
23.2 23.4 § 23.7
20.7
18.3

2015 2016 2017 2018 2019 2020 2021

10 -
17.7
15.2 § 15.0 ] 16-0
5 4
0 .

2011 2012 2013 2014

- RPS% 21% 20% 21% 23% 24% 28% 32% 58% 58% 58% 58% 57% 53% 50% 48% 46% —
Bank Balance / (Deficit) 90.2 89.5

Source: Data from SCE’s August 2018 RPS Compliance Report
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RPS Identified Issues

Should IOUs be required to sell forward RPS even if they forecast a
need in the future?

« Sell above current compliance requirement
» Sell above a certain amount for future compliance requirement

« Sell a proportional share equal to departing load

If IOUs have their own clean energy goals that are above RPS
requirements, how would they retain their RPS to meet those goals?

Possibility of rule changes to preserve status of PCC1l/long-term status

Should the solicitations be staggered among the IOUs or offered
simultaneously?

« What happens if no buyers for RPS? What is the process?
Treatment of IOUs' banked RPS

* Should there be an allocation to all LSEs based on load share and/or
vintage?

C-19
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Allocation Discussion Points (Commercial Energy)

e Structure for a Voluntary Allocation of Excess IOU Resources

 Voluntary Allocation could be offered to all LSEs

« Should the Allocation(s) be based on specific contracts or designated
pools of resources?

* Processes for Voluntary Allocation(s) of Excess IOU
Resources

* Schedule of Allocation(s)
* What can be disclosed to LSEs in advance of Allocation decision?
« Accounting treatment for resources accepted in Allocation(s)

 Treatment of attributes (energy, RA, RPS, other) for resources
accepted in Allocation(s)

C-20
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Next Steps

Submit comments/feedback by May 6
Finalize strawman for sale of excess RA and RPS attributes

Future discussions:
* Allocations — Commercial Energy discussion points
» Explore sales of other attributes (GHG-free and brown energy)
 Discussions in Scoping Memo issues 2-4

Plan date for second working group session
Submit progress report to the CPUC June 24

C-21
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Final Questions/Thoughts?

Thank you for attending!

PCIA Phase 2 - Working Group 3
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Review, Revise, and
Consider Alternatives to the Power Charge Indifference

Adjustment. R.17-06-026

ALLIANCE FOR RETAIL ENERGY MARKETS PCIA WORKING GROUP 3
MEETING #1

The Alliance for Retail Energy Markets (“AReM”) appreciates the opportunity to provide
these informal comments on topics introduced in Meeting #1 of Working Group #3, which focused
on Investor Owned Ultility (“IOU”) Portfolio Optimization. Comments below are focused largely
on responses to questions posed by the Working Group leads submitted via e-mail to the service

list on 1 May 2019.

Response to Questions Regarding Resource Adequacy Sales

The Working Group leads requested feedback on 1) the use of an RA buffer and 2) timing
and frequency of RA sales. With regards to 1), AReM feels that the I[OU RA buffer position should
be minimized as much as possible, with any buffer justified to the Commission. Since LSEs are
already required to procure a 15 percent Planning Reserve Margin over peak load, withholding
additional RA does little to enhance system reliability, and it has the potential to raise costs to
consumers from both the impact that holding a buffer has on RA prices in a tight RA market and

collective overprocurement of RA. IOUs that feel justified in withholding excess RA as a buffer



should demonstrate as part of their Bundled Procurement Plan or in a standalone Tier 2 Advice
Letter to the Commission prior to the Spring Annual Solicitation the reason why they are
withholding above their targets. Included in this request should be a calculation for why this makes
economic sense to the IOU by considering 1) expected costs if a buffer is not held, 2) the risks
faced if a buffer is not held, and 3) the projected revenue opportunity that is being forgone by not
selling this excess RA. The request should outline which resources are being held as a buffer, with
Local RA resources never permitted to be used as a buffer for System or Flex RA. If the request
is denied, the IOU should be required to sell the proposed buffer in the Fall Annual Solicitation.

With regards to topic 2), AReM is supportive of the proposal to have at least two annual
RA solicitations to support year-ahead RA showings, one in the Spring and one in the Fall, as well
as quarterly RA solicitations to support month-ahead RA showings. The timing of the solicitations
to support year-ahead showings should coincide with Energy Division’s Preliminary and Final
allocations of LSE year-ahead RA obligations. In early October, just prior to the year-ahead
deadline, another solicitation should be considered along with bilateral discussions throughout the
month to provide the opportunity for LSEs to close any final procurement gaps with any remaining
IOU RA length. For solicitations to support month-ahead filings, the IOUs should consider an
even greater frequency of solicitations for peak summer months, as LSEs frequently have a greater
need to balance their portfolios during these times of the year.

Another question which came up in Meeting #1 had to do with the term length for any
Local RA contracts sold in future IOU solicitations. While AReM agrees that three-year contracts
should be offered to help meet the new Local RA year-ahead compliance showings, many LSEs
would also be interested shorter terms. An LSE participating in the solicitation may have met their

obligation for a portion of the three-year showing, and thus may only have a need for a shorter



term to fill their final obligation. Thus, IOUs should not limit participation in the solicitations to

only those seeking three-year terms for Local RA.

Response to Questions Regarding RPS Sales

With regards to RPS Portfolio Optimization, the Working Group leads requested feedback
on 1) the definition of “excess” RPS, 2) the timing and frequency of RPS sales, and 3) the types
of RPS transactions desired. For 1), AReM feels that the IOU definition of “excess” RPS is
reasonable, for other definitions presented in Meeting #1 appear arbitrary without a grounding in
need relative to compliance requirements. If the IOUs were forced to sell their current length, but
then had to switch gears and compete to purchase length they just sold, this would seemingly be
counter to what would be reasonably defined as “excess” and would instead begin to fall into the
category of “full portfolio sales” (which we understand may be discussed as part of this Working
Group).

One concern raised regarding the IOU definition of “excess” is that it would prevent the
I0Us from selling any RPS contracts that would qualify as long-term. AReM does not feel that
IOU sales of long-term RPS is completely incompatible with the IOU definition of “excess” but
would want this Working Group to consider this topic to a greater degree. For example, while
data was presented in Meeting #1 on overall IOU length, no information was provided on IOU
positions relative to meeting the 65 percent long-term requirement in upcoming Compliance
Periods. Much like a definition of “excess” is being developed for the RPS portfolio as a whole,
so too could a definition of “excess” be developed relative to long-term contract positions.

Consideration could then be given to reasonable efforts to optimize this “excess”, if any.



The proposal to have semi-annual RPS sales at a minimum are reasonable in response to
topic 2). AReM is also very supportive of the IOUs continuing to remain open to bilateral and
broker-based transactions as measures to maintain liquidity in the RPS market. Finally, in
response to topic 3), AReM would support not only regular Portfolio Content Category (“PCC”)
1 transactions but would also be interested in PCC 2 and PCC 3 solicitations. Sales of both short

and long-term length, driven by definitions of “excess” for each, would also be of interest.

Conclusion

AReM would like to thank the Working Group co-chairs for their hard work and look

forward to continuing to work through these issues.

Respectfully submitted,

Scott Olson

44 Montgomery St., 22nd Floor
San Francisco, CA 94104
510.778.0531
scott.olson@directenergy.com

Representing the
ALLIANCE FOR RETAIL ENERGY MARKETS

10 May 2019
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Sustainabilicy

Dated: May 10, 2019 Consultant to City of San Diego

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to
Review, Revise, and Consider Rulemaking 17-06-026
Alternatives to the Power Charge
Indifference Adjustment.

CITY OF SAN DIEGO INFORMAL COMMENTS ON PCIA PHASE 2 - WORKING
GROUP THREE: PORTFOLIO OPTIMIZATION AND COST REDUCTION, AND
ALLOCATION AND AUCTION: WORKING SESSION #1

Pursuant to the schedule established at the workshop for Working Group 3, The City of San
Diego (City) respectfully submits these informal comments on the draft proposal titled “PCIA
Phase 2 — Working Group Three: Portfolio Optimization And Cost Reduction, And Allocation
And Auction: Working Session #1” (Presentation) that was presented at the workshop on April
29, 2019 in Working Group 3 in Phase 2 of Rulemaking (R.) 17-06-026 (the PCIA proceeding).

The City appreciates all of the hard work that went into the development of the Presentation and

the opportunity to provide comments to further the development of these important issues.

The City has selected Community Choice Aggregation (CCA) as the preferred pathway to reach
its 100 percent renewable electricity goal in the City’s landmark Climate Action Plan. Recently,
City Council approved a resolution to begin the process of establishing a Joint Powers Authority

(JPA) to form a CCA. The CCA is expected to serve customers starting in 2021.

Given the state of the of the City’s CCA efforts, the City’s perspective is different than that of

CCAs that are fully operational; the City’s concerns with the Proposal are more closely related to

those of a new CCA that is in the early phases of planning to serve new customers. In addition,
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by the time that the CCA can come online, it would probably be only the second CCA
established in the service territory of San Diego Gas & Electric (SDG&E). Finally, the potential
CCA will be a very large portion of the overall load served in the SDG&E region. Because of the
potential size of the CCA, it is highly likely that SDG&E will need to take steps to manage its

portfolio for the benefit of both bundled service and departing load customers.

Buffer for Investor-Owned Utilities (IOUs)

The City recognizes that the IOUs must manage their portfolios in a manner that meets their
internal assessment of risk. At the same time, it is important for all Load Serving Entities (LSEs)
to be able to understand the manner in which the IOUs calculate their buffers, how that buffer is
implemented, the oversight of the use of the buffer by the IOUs, and the impact that the buffer
has on PCIA.! The City suspects that each IOU will have a different approach for establishing
their buffers. In order to ensure that the IOUs are managing their overall portfolio reasonably on
behalf of their bundled service customers, the City recommends that the IOUs be prepared in the
next workshop to present their assumptions regarding the need for a buffer, how they determine
that need, and how these approaches differ between IOUs. This would provide clarity to the

parties regarding this important issue that is currently less than transparent.

Definition of “Excess RPS”

The Presentation shows two different views regarding how to define “excess RPS.”? Under the
SCE view, “excess RPS” is defined as the amount above annual compliance requirements (plus a
buffer) in a given year. CalCCA’s view is different: CalCCA defines “excess RPS” as generation

above a requirement as of a certain date.’

The City is very concerned that the SCE perspective misses a very important aspect of the IOUs’
RPS portfolios: excess RECs that the IOUs have in their “bank™ as a result of over-procurement

of RPS resources relative to their compliance obligations. SCE’s “bank™ grows from 5.7 GWh in

! Presentation, p. 12.
2 Presentation, p. 16.
3 Presentation, p. 16. In the Presentation, CalCCA assumes 2024 as the year for the Excess Threshold.
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2014-2016 to 90.2 GWh by 2025-2027. The City understands that this growth in SCE’s bank
balance assumes that future sales are as forecast and that all RPS PPAs in development succeed
and deliver at 100%. However, it is difficult to see how the IOUs can claim that they do not have
any excess after their forecast compliance obligation exceeds their forecasted generation from
their current portfolio; this simply ignores the RPS generation that the IOUs have received (and
that bundled service customers have paid for) as represented by the “bank.” Based on the figure
shown on page 16 of the Presentation, SCE could sell off some portion of its RPS portfolio and
fully meet its future RPS obligations through amortization of its “bank” balance until well

beyond 2030.

The City strongly recommends that each of the IOUs prepare an assessment of their forecasted
use of their “banks” into the future and present the results of those assessments at the next
workshop. It would be instructive for parties to understand differences in approach and
circumstances between the IOUs. It would also begin the conversation regarding how the value
of the “banks” might be incorporated into the portfolios that the IOUs need to optimize. It may
be the case that the highest value for the “bank” can be obtained if the IOUs retain and use their

“banks” for RPS compliance rather than to attempt to allocate them to LSEs.

Voluntary Allocation

Commercial Energy provided a presentation discussing the beginnings of an approach by which
LSEs can voluntarily accept some or all of an allocation of excess IOU resources. Such an
approach might be a way for an LSE to extinguish some or all of its PCIA obligation for a period
of time. Depending on the granularity of the allocation, it might also allow an IOU to remove the
financial obligations of certain PPAs from its balance sheet. According to Commercial Energy,
an approach such as this is used by the gas IOUs to allocate excess core portfolio capacity to
Core Transport Agents, which are somewhat analogous to Energy Service Providers. The
allocation proposal may have merit but it will be important to fully understand whether this
approach can be adopted for use in the electric market without unintended consequences. The
City recommends further exploration of this proposal. It might be useful to have a presentation

by either Commercial Energy or someone from the Commission regarding the history of the
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allocation program on the gas side and how that program has evolved to meet challenges that

have arisen. Such a presentation might help parties to either provide greater definition to the

Commercial Energy proposal or to recognize that such a proposal is not feasible in the electric

market.

Conclusion

The City appreciates all the hard work that went into the material presented in the workshop and

looks forward to participation in the evolution of the development of the approaches for

optimization of the IOUs’ portfolios.

Dated: May 10, 2019.

9601 Ridgehaven Court, Ste. 120
San Diego, CA 92123
sustainability@sandiego.gov

Respectfully submitted,

/s/ William A. Monsen

William A. Monsen

Consultant to City of San Diego
1736 Franklin Street, Suite 700
Oakland, CA 94612

(510) 834-1999 (Telephone)
(510) 834-0918 (Fax)
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Review,
Revise, and Consider Alternatives to the Power
Charge Indifference Adjustment Rulemaking 17-06-026

U39E (filed June 29, 2017)

COMMENTS ON THE PHASE 2 WORKING GROUP 3,
APRIL 29, 2019 WORKSHOP BY PACIFIC GAS AND
ELECTRIC COMPANY

Pacific Gas and Electric Company (PG&E) provides the following general comments on
the first Working Group (WG) 3 meeting, held on April 29, 2019, and responds to the List of
Potential Questions posed by Southern California Edison (SCE) in its May 1, 2019 notice to the
service list of this Power Change Indifference Adjustment (PCIA) Phase 2 proceeding.
L. GENERAL COMMENTS

As parties continue to meet and discuss the issues assigned to WG 3, PG&E requests that
the following principles guide the development of a strawman proposal and the WG discussions:

1. Indifference: The proposal and WG discussions should continue parties’ commitment
to the indifference principle. As such, any adopted methodologies should not shift costs to
bundled or departed customers. Similarly, any adopted methodologies should not shift risks to
bundled customers, which, if not equitable, may ultimately shift costs to bundled customers.

2. Process, not Strategy: The proposal and WG discussions should focus on the

”V and not

development of “‘structures, processes, and rules governing portfolio optimization
strategies. While a procurement or sales structure and process is important to realizing a market
participant’s procurement strategy, achieving a model for a specific strategy is not the intent of

this WG. Furthermore, given that market participants are leading and participating in the

workshops, parties should be cognizant of the boundaries required by anti-trust law. This

1/ Phase 2 Scoping Memo and Ruling of Assigned Commissioner, p. 5.
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underscores the importance that WG 3 focus on sales processes and not sales strategies.

3. Consistent with Existing Law: The proposal should be consistent with and not

duplicate statutorily-mandated processes, such as Assembly Bill (AB) 57. AB 57 established the
requirements for a Commission-approved procurement plan, by which utilities could transact to
serve its bundled customers subject to reasonableness review of meeting those upfront standards.
Structures or processes should support this legislatively-mandated framework, to ensure
compliance with statute and maximize process efficiency.

I1. COMMENTS ON LIST OF POTENTIAL QUESTIONS

PG&E offers the following comments the on List of Potential Questions.
A. Resource Adequacy (RA)

Portfolio Reserves (“Buffer”)

During the April 29, 2019 working session, the co-leads introduced a number of
questions about RA that is retained by the Investor-Owned Utility (“IOU”) to meet its
compliance and tariff obligations (the “buffer”) but that exceed its RA filing requirement as
adopted by the CPUC. These questions include the following: 1) calculation of the retained RA,
2) timing, and 3) oversight.

Currently, the PG&E calculation of its form of buffer, called “Portfolio Reserves,” is
detailed in its Sales Framework (“Appendix S”) of the Bundled Procurement Plan (“BPP”),
which is pending approval before the CPUC.? The calculation of Portfolio Reserves is
confidential, but is available to reviewing representatives who have signed a Non-Disclosure
Agreement (“NDA”). While the Portfolio Reserve calculation itself is confidential, the Draft

Resolution provides a helpful explanation of the types of factors that are considered in

2/ Draft Resolution E-4998 on PG&E Advice Letter 5473-E proposes to approve Appendix S with
modifications, and is scheduled to be voted on at the May 30, 2019 Commission meeting.
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developing Portfolio Reserves. It states: “Without commenting on scale, we will simply note that
as a scheduling coordinator for market resources, PG&E does have RA replacement obligations
under Section 9 and Section 40.9.3 of the CAISO Tariff. In addition, because local capacity
always counts as system capacity and often counts as flexible capacity, LSEs may choose to
retain some local capacity to meet their system or flexible RA requirements.”?/

Any future sales framework proposals in the Portfolio Optimization working group that
address Portfolio Reserves must allow the utility to both meet its own compliance requirements
and, as scheduling coordinator, to meet its substitution obligations. Given the variability and
uncertainty involved in these compliance and scheduling coordinator obligations, an overly
prescriptive methodology is not likely to be appropriate.

PG&E would like to clarify for all Parties that utility retention of Portfolio Reserves does
not harm departed load. As contemplated under the PCIA calculation, and as is further being
developed in Working Group 1, all retained RA for IOU use is valued in the Portfolio Allocation
Balancing Account (PABA) at the PCIA benchmark value. Additionally, to the extent that
Portfolio Reserves are used for CAISO substitution requirements, they prevent PCIA-eligible
resources from incurring CAISO penalties such as the Resource Adequacy Availability Incentive
Mechanism (“RAAIM”), that would be paid for by all customers, bundled and departed. In other
words, an appropriate Portfolio Reserve helps IOUs avoid additional costs for the PCIA portfolio
by avoiding RAAIM.

Sales Process

PG&E supports the initial framework proposed by the co-leads regarding a sales process.

These processes are reasonable assuming that [OUs continue to have a long position. PG&E

3/ Draft Resolution E-4998, p. 8.
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looks forward to providing feedback on the sales process proposal as more details are developed.

B. Renewable Portfolio Standard (RPS)

Excess RPS

CalCCA proposes that the IOUs be allowed to retain RPS from their portfolios to meet
bundled customer needs until 2024, and thereafter proposes that IOUs be required to sell some of
the RPS that bundled customers are forecasted to need for compliance. This proposal means
I0Us would be in the position of selling RPS energy under the Portfolio Optimization
framework only to have to repurchase RPS energy through the market.

It is not reasonable to require the IOUs to sell RPS resources or RPS energy that the IOU
needs for its bundled customers’ forecasted needs. The CalCCA proposal creates both
compliance and price risk for bundled customers, and thus violates the indifference principle.
First, the bundled customers face increased compliance risk if the IOU is subsequently unable to
repurchase enough RPS to meet its compliance obligations. Second, the bundled customer faces
price risk if the IOU is unable to repurchase RPS product at the same or lower price than it sells
the RPS product under Portfolio Optimization. PG&E is concerned that this is not consistent
with the indifference principle, and requests clarity from CalCCA as to whether these risks can
be mitigated in its proposal.

For these reasons, PG&E supports SCE’s view that RPS excess is defined as RPS
volumes above the forecasted bundled customer needs in a given year. PG&E notes that the RPS
Plans currently filed by the IOUs on annual basis provide a mechanism for determining
forecasted RPS volumes above the forecasted bundled customer needs in future years, and as
such, the RPS Plan is the proper venue for the IOUs to establish the RPS volumes authorized to

be sold.
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PG&E also notes that when defining RPS excess, co-leads should coordinate with
Working Group 1 in considering which load forecasts are appropriate to use. As highlighted at
the April 29, 2019 working session, in the past PG&E has been required to use load forecasts
that include /ess departing load than PG&E’s internal forecasts show for planning and
procurement (e.g., RA requirements, IRP).

Types of RPS Transactions

PG&E suggests that two primary considerations be evaluated when considering types of
RPS optimization transactions, to ensure consistency with the indifference principle. First,
consistent with PG&E’s position on defining RPS excess described above, the types of RPS
transactions considered must be compatible with the seller’s portfolio positions. Said differently,
I0Us should not be required to sell an RPS position that would create or exacerbate a short
position in any other portfolio position. For example, the sale of a bundled RPS product that
includes energy, Renewable Energy Credits, and RA attributes should only be required when the
seller’s portfolio can accommodate selling the volumes of all three attributes while maintaining
balanced positions.? Selling into a short energy or RA position to accommodate an RPS
transaction exposes bundled customers to undue price risk if the IOU is unable to repurchase
energy or RA products for the same price or less than it sells the bundled RPS product under
Portfolio Optimization.

Second, the IOUs should not be required to customize products to meet CCA needs, if
that customization creates risks for bundled customers. RPS transactions that create additional
risks to bundled customers include, for example, any structure that guarantees the delivery of a
certain RPS volume from a generator that is not contractually obligated to deliver the same
volume to the IOU. Executing such a transaction may violate the indifference principle by

exposing bundled customers to additional delivery risks that may not have otherwise existed in

4/ This is consistent with PG&E’s position on required RA transactions. PG&E should not be required to
sell local RA at levels that would leave its system or flexible RA position short. As noted by co-leads,
swaps may be considered in this case.
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the underlying contract.

III. CONCLUSION
PG&E appreciates the WG 3 co-leads efforts to date, and respectfully request that these

comments inform the portfolio optimization proposal.

Respectfully Submitted,

By: /S/

KRISTIN CHARIPAR

Pacific Gas and Electric Company
77 Beale Street

San Francisco, CA 94105
Telephone: (415) 973-6117
Facsimile: (415) 973-5520

E-Mail: Kristin.Charipar@pge.com

Attorney for
PACIFIC GAS AND ELECTRIC COMPANY

Dated: May 10, 2019
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INFORMAL COMMENTS OF NEXTERA ENERGY RESOURCES, LL.C
ON WORKING GROUP 3 STRAWMAN PROPOSAL

NextEra Energy Resources, LLC (“NextEra”) provides the following informal comments
on the Working Group 3 Strawman Proposal, discussed in the first working group session held
on April 29, 2019 (“Strawman Proposal’). NextEra appreciates the efforts of the Working
Group 3 co-leads, Southern California Edison Company, Commercial Energy, and California

Community Choice Aggregation, and of all those that are participating in the Working Group.

L. INFORMAL COMMENTS

At the first working session, and as identified in the Strawman Proposal, parties discussed
a Residual Sales Approach to portfolio optimization. Under this approach, investor-owned
utilities (“IOU”’) would offer to sell attributes that are in excess of what is required for the IOU to
serve or meet its forecasted Resource Adequacy (“RA”) or Renewable Portfolio Standard
(“RPS”) compliance obligations and/or customer needs.! The parties discussed a number of
potential options under which the Residual Sales Approach could be implemented.

In developing any portfolio optimization approach, NextEra believes the parties should
continue to focus, as the Strawman Proposal rightly does, on the Commission’s guiding
principles identified in the Phase 1 Scoping Memo and Ruling of Assigned Commissioner, dated

September 25, 2017 (“Phase 1 Scoping Memo”). In particular, NextEra supports the

! Strawman Proposal at 7.
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Commission’s guidance that any ultimate methodology (i) should be consistent with California
statutes, Commission decisions, energy policy goals, and mandates, and (ii) should respect the
terms of existing power purchase agreements (“PPA”) between power suppliers and I0Us.?

Consistent with these principles, any Residual Sales Approach or other means of
optimizing existing portfolios should ensure that the commitments under existing renewable
generation PPAs are preserved. Preserving the commitments in these existing PPAs will ensure
stability for renewable generation suppliers and will encourage and facilitate continued
development of new renewable and zero carbon generating resources in California. This stability
is important to ensuring that the state continues to meet its greenhouse gas and carbon emissions
reduction goals.

Developers of wind, solar, and other renewable electricity generation resources have
made significant investments to build new generating facilities in California that produce
electricity to meet increasing milestones under the California RPS. I0Us’ execution of
long-term PPAs for new renewable projects—and the Commission’s approval of and assurance
of rate recovery for those PPAs—provided a critical foundation that facilitated financing and
construction of significant new renewable generating resources in California. In particular, the
PPAs contain terms and conditions (including terms related to price, term, termination,
assignment, change of control, event of default, creditworthiness, and consent) that are essential
to continuing renewable generators’ financing arrangements. Therefore, any Residual Sales
Approach or other portfolio optimization mechanism should be implemented in a manner that

aligns with these standard contractual provisions.

2 Strawman Proposal at 3; Phase 1 Scoping Memo at 14 (establishing that any PCIA
methodology adopted by the Commission “should respect the terms of existing power purchase
agreements between power suppliers and IOUs”).



The Strawman Proposal contemplates the allocation or auctioning of attributes from
excess RA or RPS capacity, and rightly not the direct assignment of the underlying PPAs
themselves. In other words, the existing purchasers would remain as the PPA counterparties and
would sell or assign only the associated attributes to new purchasers. NextEra believes that, in
line with the guiding principles from the Phase 1 Scoping Memo, whatever approach is
ultimately taken to address portfolio optimization must not interfere with existing contracts.
NextEra also notes that, as a general matter, assignment of an existing PPA would require the

consent of the seller (and most likely, its lenders) before any assignment can be completed.

IL. CONCLUSION
NextEra appreciates the opportunity to provide informal comments on the Strawman

Proposal, and looks forward to continuing to work with Working Group 3 participants towards a

proposed methodology.

Dated: May 10, 2019 Respectfully submitted,

/s/ Tracy C. Davis /s/ Lisa A. Cottle

Tracy C. Davis Lisa A. Cottle

Senior Attorney Winston & Strawn LLP
NextEra Energy Resources, LLC 101 California Street, 35 Floor
5920 W. William Cannon Dr., Bldg. 2 San Francisco, CA 94111-5840
Austin, TX 78749 Telephone: (415) 591-1579
Telephone: (512) 236-3141 Facsimile: (415) 591-1400
Facsimile: (512) 236-0484 Email: Icottle@winston.com

Email: tracy.c.davis@nexteraenergy.com

Attorneys for NextEra Energy Resources, LLC
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ARAEDENTONS John W. Leslie Dentons US LLP
Partner 4655 Executive Drive

Suite 700
john.leslie@dentons.com San Diego, CA 92121
D +1619699 2536 United States

dentons.com

Via E-Mail
May 10, 2019
To:  All Parties in R.17-06-026 (PCIA)

Re:  Informal Comments of Shell Energy North America (US), L.P.
on April 29, 2019 Portfolio Optimization Workshop

In accordance with the schedule agreed upon at the April 29, 2019 “portfolio
optimization” (Working Group 3) workshop, Shell Energy provides its informal comments. The
comments focus on the “strawman” proposal and the “voluntary allocation of excess IOU
resources” proposal provided in the PowerPoint presentation at the workshop.

A. Definition of RA Excess Amount: No “Buffer”

Shell Energy generally supports the approach set forth on page 7 of the “strawman”
proposal. The proposal provides as follows: “IOUs shall offer to sell attributes that are in excess
of what is required for the IOU to serve or meet [their] forecasted compliance obligations and/or
customer needs.” Specifically, the proposal calls for each IOU to sell attributes (RA and RPS)
that are in excess of what is required to meet the IOU’s forecasted compliance obligations for its
bundled sales customer load.

The strawman proposal (page 10) provides a definition of the “RA excess amount” that
includes “the IOU’s bundled service load compliance obligation, plus a buffer, determined
annually for Local, and monthly for System and Flex RA.” This strawman proposal should be
modified. Determination of an IOU’s “excess amount” of RA (local, system or flexible) should
not include reference to a “buffer.”

Allowing an IOU to retain a “buffer” amount of local RA capacity (over and above the
procurement obligation for its bundled sales customers) is tantamount to allowing the IOU to
withhold excess local RA capacity from the market. Allowing the IOUs to retain a “buffer”
(whether as a source of “substitution” capacity or otherwise) reduces the availability of local RA
capacity for other LSEs, and creates conditions that give rise to potential penalties and LSE
requests for waiver of local RA procurement obligations.
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Page 2

Granting the IOUs discretion in determining the amount of a “buffer” also diminishes
transparency and presents the potential for the exercise of market power by the IOUs. In an
environment in which IOU load migration to CCAs and ESPs is accelerating, timely IOU sales of
excess local RA capacity should be required.

Currently, it appears that the IOUs retain excess local RA capacity beyond the amount
needed to meet their legitimate local RA procurement requirements. Rather than sell this excess
local RA capacity to other LSEs that need the capacity to meet their own obligations, the IOUs
retain the capacity and apply this local RA capacity to their system RA procurement
obligations. The IOUs thus use higher value local RA capacity for a lower value system RA
purpose. This IOU practice creates stranded above-market costs that must be borne by all
customers through the PCIA. This practice should not be allowed. The portfolio optimization
strawman proposal, which is intended to minimize the IOUs’ stranded capacity costs, should
eliminate the “buffer.”

In this connection, the Commission should examine how to improve the transparency
and liquidity of the bilateral RA capacity market to provide an open platform for trading local
RA capacity, as well as proper price signals regarding the need for new capacity. Because the
IOUs’ RA capacity procurement is not transparent, only the Commission can determine
whether IOUs have over-procured RA capacity, and whether they have withheld that excess
capacity from the market. The Commission should require the IOUs to post all their excess
capacity (capacity in excess of the IOU’s obligation for its forecasted bundled sales load) on an
electronic bulletin board (“EBB”) or a commercially available platform such as Intercontinental
Exchange (“ICE”)).

B. 10U Solicitations for the Sale of Excess Attributes

The strawman proposal (page 8) describes a skeleton competitive solicitation process
for an IOU’s excess RA and RPS attributes. Rather than rely “principally” on a periodic
solicitation, each IOU should be required to participate in an electronic trading platform (e.g.,
EBB or ICE) that facilitates the purchase and sale of excess capacity on a transparent and
continuous basis. The IOUs should not wait for quarterly or semi-annual solicitations to dispose
of excess RA or RPS attributes. The IOUs can best minimize costs by participating in an
electronic platform.

Sales of an IOU’s excess RA capacity and RPS energy should not be subject to a “floor”
or “ceiling” price. Rather, the market should determine the price of RA capacity and RPS energy
through a transparent process.
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C. Voluntary Allocation of Excess IOU Resources

Shell Energy appreciates the proposal advanced by Commercial Energy (page 19) to
allow a non-IOU LSE to take a voluntary allocation of specific IOU contracts and/or a
designated pool of IOU resources (potentially sorted by technology), to meet the LSE’s RA or
RPS obligation. Owing to the potential to reduce the IOU’s above-market costs as well as the
IOU’s excess resource position, Shell Energy believes there is merit in pursuing this potential
approach.

The proposal raises the issue of the “accounting treatment for resources accepted in
[a]llocations.” If a non-IOU LSE takes a voluntary allocation of specific IOU contracts or a pool
of IOU resources, the non-IOU LSE should benefit through a reduction in the level of its PCIA.
By taking an allocation of the IOU’s excess, above-market resources at cost, the non-IOU LSE is
reducing the above-market costs that must be borne by all customers in their PCIA or in their
bundled procurement charge. A departing load customer that assumes the obligation for these
specified IOU contracts (or a pool of IOU resources) is essentially making a prepayment of its
above-market cost obligation. The customer should receive a credit or offset against its PCIA to
reflect the benefit conferred on all other customers. This issue should be explored in the next
workshop that addresses the voluntary allocation proposal.

D. Conclusion

Shell Energy looks forward to further discussion of the above issues and other issues
related to portfolio optimization.

110963922\V-1
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Review, Rulemaking 17-06-026
Revise, and Consider Alternative to the Power (Filed June 29, 2017)
Charge Indifference Adjustment

INFORMAL COMMENTS OF THE UTILITIES CONSUMERS’ ACTION NETWORK
ON WORKING GROUP 3 WORKSHOP #1 AND THE JOINT UTILITIES’ PCIA
SCOPING MEMO PROCUREMENT PROCESS REFERENCE GUIDE

On April 25, 2019, the Investor Owned Utilities (“IOUs”) released the “PCIA Scoping
Memo Procurement Process Reference Guide” (“Procurement Guide™). Subsequently on April
29, 2019, the co-chairs of Working Group 3 (“WG3”) convened the first workshop to discuss

matters of Portfolio Optimization, Cost Reduction, Allocation and Auction.

The Utilities Consumers’ Action Network (“UCAN”) attended the workshop and provides

the following informal comments pursuant the schedule set by the co-chairs.

I PROCUREMENT GUIDE EXCLUSIONS
UCAN appreciates the IOUs’ efforts in producing the Procurement Guide, but is concerned
that key considerations have been excluded and that UCAN’s requests have been subsequently

misrepresented or disregarded by the IOUs.
For example, the Procurement Guide states (emphasis added):

The Joint IOUs hosted a Meet and Confer session on February 11, 2019. Participating
parties discussed potential additions to this Guide beyond what the Scoping Ruling
requires and agreed to three key principles for its content. Specifically, the Guide

contains materials:

o relevant to the IOUs’ PCIA-eligible portfolios;
o publicly available; and

o forward-looking as to IOU sales processes.
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This Guide only includes publicly available information. At the Meet and Confer,
certain parties requested information concerning IOU bidding in the CAISO
markets, sales strategies for energy products, hedging strategies and other
information deemed confidential per D.06-06-066. The Joint IOUs do not provide

any confidential or market sensitive information as part of this Guide.

UCAN would like to clarify that it was actually the party on the meet-and-confer conference
call which requested that (1) any such confidential or market sensitive information be identified
by the IOUs as such in the Procurement Guide and (2) made available under a separate process
to appropriate parties. CalCCA subsequently observed during the call that certain confidentiality
concerns could be avoided through the aggregation of sensitive data, for inclusion in the public

version of the Procurement Guide.

As parties are aware, UCAN has a thirty-year history of advocating on behalf of ratepayers.
This request was made in an attempt to provide for a more meaningful and expedited exploration
of portfolio optimization opportunities during the workshops. Instead, the IOUs have ignored this
opportunity to work in good faith. Furthermore, the manner in which the IOUs have portrayed
this request obscures the fact that it was made by a ratepayer advocacy non-profit and arguably
gives the impression that it was an attempt to circumvent Commission decisions pertaining to the

protection of market-sensitive data — which is not the case.

Similarly, the IOUs have apparently entirely disregarded UCAN’s request during the meet-
and-confer that the Procurement Guide include reference to the valuation methodologies and
procedural schedules in the Distribution Resources Plan (“DRP”) proceeding. As context, UCAN
has consistently articulated the need to establish a “bottoms-up / top-down” valuation and
optimization modeling framework to govern IOU portfolios — and that defining this location-
specific, cost-of-service methodology is necessary to both ensure that costs-shifts are minimized
and net portfolio costs are equitably allocated across customers going forward. UCAN’s Phase 1
testimony provided substantial justification in this regard, and context for the underlying

fundamental changes in California that are undermining traditional valuation methodologies.
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Exploring and reconciling modeling techniques and assumptions across the DRP and the

proceedings governing the IOUs’ supply portfolios should be viewed as a key step in this regard.

Lastly, components of the IOUs’ supply portfolio that should rightly be considered in the
context of optimization have been inappropriately excluded. For example, the Procurement

Guide states (emphasis added):

This Guide excludes discussion of procurement activities for non PCIA-eligible
resources. The resources ineligible for above-market cost recovery from departing load

include:
a) procurement contracts with a term of less than one (1) year,
b) resources that are recovered through the cost allocation mechanism (CAM),

c) resources that are recovered through non-bypassable charges, such as Energy

Efficiency and other procurement through Public Purpose Programs.

This ignores the fact that the specific transactions and assets authorized for cost-recovery
under the PCIA and other mechanisms are subject to change. For example, Decision 18-10-019
modified the PCIA-eligible portfolio by removing the 10-year limit on UOG and battery storage.
In D. 17-09-020, the Commission considered PG&E’s request “that the Cost Allocation
Mechanism (CAM) be applied to all of its existing non-Renewable Portfolio Standard (RPS)
utility-owned generation and non-RPS resource contracts in the “PG&E Other” area”.' Most

recently, in Decision 19-01-045, the Commission ruled that:

SCE 2018 and 2019 departing load customers should pay a pro rata share of the 2018
ERRA Balance undercollection to avoid shifting substantial costs onto remaining bundled

service customers.

As additional context, SCE’s ERRA undercollection balance at the time was “projected to be

$972.5 million ($983.8 million including FF&U)”.2 This undercollection includes procurement

1D. 17-09-020, page 31
2D. 19-01-045, Findings of Fact 1
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contracts with a term of less than one year, the net costs of which which are now authorized for

recovery from departing load customers through the PCIA.

This substantial undercollection, its inclusion in the 2019 PCIA, and the changing boundaries
of what constitutes the PCIA-eligible portfolio, all serves to underscore the importance of

considering portfolio optimization across the full portfolio. Indeed, the IOUs do not bifurcate

risk management by attempting to optimize different subsets of their portfolios in isolation —

nor should the working group.

II. PORTFOLIO OPTIMIZATION

In the workshop presentation materials, Working Group 3 co-leads offered the following

definition of Portfolio Optimization:

Prudent management of all products and attributes in the IOU’s energy resource
portfolio, including actions to lower contract and procurement costs, and reduce risk,

while maintaining grid reliability for all bundled service and departing load customers.>

UCAN appreciates the co-chairs attempt to define a broader consideration of what constitutes
portfolio optimization. However, as detailed in the proceeding section, UCAN is concerned that
despite this definition, the materials produced to inform the WG3 portfolio optimization

discussions have a much narrower focus.

III. CONCLUSION

b

UCAN submits these informal comments to remind parties that what “portfolio optimization’
effectively entails is changing rapidly in California. The regulations, modeling methodologies
and assumptions that have governed forecasting, valuation, portfolio risk management and cost

allocation to-date are increasingly out-of-step with this fundamental reality.

In order to maximize value while minimizing risk to all customers, maintaining reliability,
and equitably allocating the costs and benefits of the PCIA-eligible portfolio across customers,

UCAN respectfully requests that WG3 co-chairs ensure that the discussion is not artificially

3 Working Group 3, workshop #1 presentation, slide 4.
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constrained by current rules and practices — and instead, that parties remain free to explore how

those rules and practices must change.

Filed: May 10, 2019
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Edward Lopez

Executive Director
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San Diego, CA 92110

(619) 696-6966

edward@ucan.org
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Review, Revise, R.17-06-026
and Consider Alternatives to the Power Charge (Filed June 29, 2017)
Indifference Adjustment.

INFORMAL COMMENTS OF PROTECT OUR COMMUNITIES FOUNDATION
ON PORTFOLIO OPTIMIZATION

I. INTRODUCTION

On April 29, 2019, the co-chairs of Working Group 3 convened a workshop at which
they presented the results of their discussions and deliberations to date. Protect Our Communities
Foundation (“POC”) attended a portion of the April 29, 2019 workshop and provides the
following informal comments pursuant the schedule set by the co-chairs.

POC requests that all informal comments provided to the working group be filed with the
Commission as an attachment to the Working Group’s final report.!

I1. PORTFOLIO OPTIMIZATION MECHANISMS SHOULD BE DESIGNED TO
FACILITATE THE TRANSFER OF A LARGE QUANTITY OF RESOURCES.

Any mechanism proposed by the working group should include a structure designed to
facilitate the transfer of a large quantity of San Diego Gas and Electric Co.’s (“SDG&E’s”)
resources. The City of San Diego comprises approximately 40% of SDG&E’s load, and the City
and County of San Diego, combined comprise approximately 70% of SDG&E’s load.? Both the

City and County are exploring the possibility of establishing a Community Choice Aggregation

'POC encourages all Working Group co-chairs in this proceeding to attach the parties’ informal
comments, and the slides presented, to their final Commission report.

2R.16-02-007, Comments of San Diego Gas & Electric Company (U 902 E) on Proposed Decision
Adopting Preferred System Portfolio and Plan for 2017-2018 Integrated Resource Plan Cycle, at p. 8
(April 8,2019).
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program (“CCA”).? Therefore, in designing a portfolio optimization mechanism or mechanisms,
the working group should ensure that any mechanism proposed can be used to efficiently
effectuate a transfer of a large portion of SDG&E’s portfolio to a newly-formed CCA. The Co-
chairs asked parties to comment on the timing and frequency of resource adequacy sales; the
ability to facilitate large transfers of resources is one factor that should be taken into account
when selecting the timing and frequency of resource adequacy sales.

III. THE PORTFOLIO OPTIMIZATION MECHANISM SHOULD NOT REQUIRE
MUTUALLY ACCEPTABLE TERMS.

The co-chairs offer a strawman proposal that requires investor-owned utilities (“IOUs”)
“shall offer to sell”* excess resources while at the same time requiring that a market participant
and the IOU meet “mutually acceptable terms and conditions™ for the sale. POC supports the
first aspect of the proposal that requires IOUs to offer to sell their excess resources. POC also
supports requiring the IOUs to make all of their resources held today available for sale.

POC opposes the second aspect of the proposal that requires mutual acceptance before
transferring resources. Requiring mutual acceptance means that the IOUs can insist on terms that
are unfair and unreasonable to the CCAs, and that IOUs retain unlimited discretion to hold or sell
their resources. Nothing in this proposal prevents the IOUs from continuing their current
practice: rejecting bilateral transactions to sell their excess resources and hording their excess
resources. The Commission established this working group precisely because the IOUs are not
efficiently managing their portfolios and they should be required to sell their excess resources.

Therefore, POC proposes that the working group develop a proposal that requires IOU to accept

3 Id; City of San Diego Informal Comments on Draft Proposal Regarding Benchmark True-up and Other
Benchmarking Issues (Issues 8-11), at p. 2 (May 6, 2019).

4 PCIA Phase 2 —Working Group Three, Portfolio Optimization and Cost Reduction, and Allocation and
Auction, Working Session #1 Presentation, at p. 7 (April 29, 2019).

S1d. atp. 8.
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the highest offers to purchase their excess resources.

Additionally, POC proposes that IOUs offer for sale all of their resources held today .
The highest bids must be accepted for any resource in the portfolio. The IOUs should be allowed
to bid for resources just like any other entity, and any resource that the IOU successfully bids on
would be removed from the PCIA and not subject to further resale.

IV.  RESOURCE ADEQUACY SALES SHOULD NOT INCLUDE A BUFFER.

The co-chairs requested that parties respond to several questions regarding the sale of RA
resources.® In these comments, POC responds to questions regarding the calculation of the buffer
and the sale of Local RA resources. POC reserves the right to comment on any other aspects of
the co-chairs’ proposals in future comments.

First, the IOUs should be required to sell all of their excess RA. There is no need for a
buffer. The RA program establishes a planning reserve margin necessary to keep the lights on in
California. There is no justification in this proposal for requiring customers to pay for the IOUs’
desire to hoard resources beyond what is required by the RA program. The IOUs should be
required to sell of their excess RA.

Second, the IOUs should be required to sell Local RA that is only being relied upon to
meet System RA or Flex RA needs. Local RA, System RA, and Flex RA are different products
with different prices. System RA and Flex RA are often less expensive than Local RA because
they can be sourced from anywhere on the grid, while Local RA can only be sourced from
resources in a specific area. I[OUs should not be permitted to retain excess Local RA resources to
meet a System RA or Flex RA need if less expensive System RA and Flex RA resources are

available in the market. Hoarding of excess Local RA resources would not result in an efficient

81d., atp. 12.
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allocation of resources, and could raise local market power concerns. This is an important issue

for San Diego ratepayers, as a CCA serving San Diego will have a significant Local RA

obligation.”

V.

CONCLUSION

POC thanks the co-chairs for the opportunity to submit these comments and looks

forward to commenting on more detailed proposal in the future.

DATED: May 10, 2019

DATED: May 10, 2019

1117561.5

SHUTE, MIHALY & WEINBERGER LLP

By: /s/ Yochanan Zakai

ELLISON FOLK
YOCHANAN ZAKATI

396 Hayes Street

San Francisco, California 94102
(415) 552-7272
Folk@smwlaw.com
yzakai@smwlaw.com

Attorneys for Protect Our Communities
Foundation

PROTECT OUR COMMUNITIES FOUNDATION

By: /s/ Tyson Siegele

TYSON SIEGELE

Energy Analyst

Protect Our Communities Foundation
4452 Park Blvd., #202

San Diego, California 92116

(917) 771-2222
tyson@protectourcommunities.org

" City of San Diego Informal Comments on Draft Proposal Regarding Benchmark True-up and Other
Benchmarking Issues (Issues 8-11), at p. 2-3 (May 6, 2019).
* Mr. Zakai is a member of the Oregon State Bar; he is not a member of the State Bar of California.

4
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THE PUBLIC ADVOCATES OFFICE’S INFORMAL COMMENTS

ON THE ORDER INSTITUTING RULEMAKING TO REVIEW, REVISE, AND
CONSIDERING ALTERNATIVES TO THE POWER CHARGE INDIFFERENCE
ADJUSTMENT (R.17-06-026)

PHASE 2, WORKING GROUP THREE: PORTFOLIO OPTIMIZATION, COST
REDUCTION, AND SCOPING ISSUE #1

R.17-06-026
May 10, 2019
Submitted by Organization Date Submitted
Mea Halperin Public Advocates Office — | May 10, 2019
Senior Analyst California Public Utilities
Phone: (415) 703-1368 Commission
Email: Mea.Halperin@cpuc.ca.gov
Nicole McDonald
Analyst

Phone: (415) 703-5463
Email: Nicole.McDonald@cpuc.ca.gov

Public Advocates Office

California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

The Public Advocates Office submits the following informal comments in response to the
April 29, 2019 first meeting of Working Group Three: Portfolio Optimization, Cost Reduction,
and Scoping Issue #1. The Public Advocates Office recommends that the Working Group co-
chairs further clarify how the upper limit for excess resource adequacy (RA) sales would be
calculated, and how excess renewable portfolio standard (RPS) sales would be beneficial to

ratepayers and compliant with statutory procurement targets. Overall, the PCIA portfolio

290584000
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optimization decisions and processes must be compatible with the Commission’s RA and RPS

proceedings and rulings.

Resource Adequacy Excess Sales Approach

The Working Group co-chairs, CalCCA and Southern California Edison (SCE), defined
“excess RA” as an IOU’s bundled service load compliance obligation, plus an RA buffer, in their
approach to addressing sales of excess RA resources in utility portfolios. The Public Advocates
Office understands that an RA buffer intends to protect an investor owned utility (IOU) from
falling below its RA requirements if its owned or contracted resources become unavailable or if
the CPUC or California Independent System Operator (CAISO) suddenly alter RA requirements
mid-year. However, the Working Group co-chairs should demonstrate how this buffer would be
calculated, and how this calculation would result in a reasonable upper capacity limit above
which I0Us should sell their excess RA.

The Public Advocates Office recommends that the Working Group ensure that any
calculations and implementation plans for excess RA sales are compatible with the
Commission’s RA proceeding. This will ensure consistency among the structures, processes,
and rules between the PCIA and RA proceedings. A decision in the RA proceeding is expected
by the end of 2019, which will contemplate a new full or residual procurement model and a
central buyer system. The design of the proposed RA buffer must also take into account the
recent requirement of load serving entities (LSEs) to procure RA resources for not only the next-
year, but for the two following years.

The Public Advocates Office supports the frequency of excess RA sales proposed by the
Working Group co-chairs. The RA solicitations for the IOUs would occur semi-annually to
address local needs and year ahead system and flex needs, and quarterly to address monthly
needs for system and flex. The proposed timing, which allows for one to four solicitations per

year, is appropriate.



Renewables Portfolio Standard Excess Sales Approach

CalCCA’s proposal for the sale of excess RPS is more aggressive than SCE’s proposal in
that CalCCA’s proposal would require sales of excess RPS as of a certain date, rather than in
excess of each annual requirement. Specifically, SCE proposes that the I[OUs should define
excess RPS as the amount above the statutorily-mandated compliance targets, plus a buffer,
while ensuring that they are fully procured for each year going forward ten years. CalCCA
proposes that IOUs define excess RPS as the amount above the mandated compliance target, plus
a buffer, as of a specific future date. In other words, the IOUs would not have to be fully
procured beyond, for example, five years in the future, and therefore could sell any RPS not
needed to meet that requirement. Under CalCCA’s proposal, the IOUs would be required to sell
more RPS, thereby reducing their RPS portfolio by a larger quantity than SCE’s proposal. This
would result in a lower PCIA rate for departing load customers. However, the IOUs would
potentially have to re-procure additional renewables for years in which they had previously been
fully procured.

The Working Group should consider additional factors before selecting an “excess RPS”
definition. First, beginning in 2021, 65% of LSEs’ RPS portfolios must be in the form of long-
term (i.e. 10+ years) contracts.l It is unclear how selling excess RPS will impact the IOU’s
ability to meet this requirement. The Commission should clarify whether a compliant long-term
contract must be an agreement between an LSE and a generator, or if a ten-year financing
contract with a bank or broker for a shorter-term contract is also compliant.2 Second, it is
unclear if requiring the IOUs to sell their excess RPS for five or more years in the future would
be a prudent economic decision for ratepayers. Future RPS index prices may be less favorable to
ratepayers if the IOUs were to re-procure under different contracting terms and market
conditions than when the RPS resources were originally procured. Ratepayers bear a significant
risk of paying more for renewable energy.

Third, in the RPS proceeding, there is disagreement among parties as to whether the RPS
targets are a ceiling or a floor. Many CCAs advertise the “green-ness” of their electricity

because they have a larger proportion of renewables in their portfolio than the compliance

1 Senate Bill 350 (de Leon, 2015).

2 The Public Advocates Office does not support the inclusion of long-term third-party financing contracts for
shorter-term energy contracts among those that would comply with the 65% long-term RPS contract requirement.



targets.3 If RPS targets are a floor, as some parties claim, then there is both a business case and
an environmental incentive for LSEs to retain more renewables than the compliance target, plus
a buffer. In this case, the RPS resources would not be “excess” from the LSE’s perspective.
Finally, it is unclear what will happen if the IOUs are unable to sell RPS that has been deemed
“excess.” Customers only realize the cost savings of portfolio optimization if the RPS products
are sold. This ties back to the first issue of RPS compliance: the resources that the IOUs are able
to sell may not meet Commission criteria for eligible long-term contracts, which could reduce
the likelihood that the resources are sold. If the Commission determines, through these Working
Groups, that there is a quantity above which RPS resources are “excess,” then both bundled
service and departing load customers should be responsible for any unsold portion of the excess.
In sum, there are a number of questions that must be answered before the Commission
approves plans for portfolio optimization through excess RPS or RA sales. While portfolio
optimization offers potentially lower costs for both bundled service and departing load
customers, the Commission must consider variables beyond the individual interests of the LSEs

to ensure that the promise of portfolio optimization delivers savings to all customers.

3 Marin Clean Energy Sample Residential Cost Comparison, (https://www.mcecleanenergy.org/rates/).

4 For example, the Clean Coalition (http://clean-coalition.org/wp-content/uploads/2019/01/Clean-Coalition-RPS-
Net-Short-Comments.pdf) and former California Governor Jerry Brown
(https://www.lawofrenewableenergy.com/2015/04/articles/renewable/governor-brown-announces-new-2030-

greenhouse-gas-reduction-target-for-california/).
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Review,
Revise, and Consider Alternatives to the Rulemaking 17-06-026
Power Charge Indifference Adjustment. (Filed June 29, 2017)

INFORMAL COMMENTS OF CITY OF SAN JOSE (SAN JOSE CLEAN ENERGY)
ON WORKING SESSION #1 REGARDING PORTFOLIO OPTIMIZATION AND COST
REDUCTION, AND ALLOCATION AND AUCTION

The City of San José (“San José¢”), on behalf of San Jos¢ Clean Energy (“SJCE”),
respectfully submits the following informal comments in response to Southern California
Edison’s (“SCE”) request for comments on the Workshop #1 held on April 29, 2019." SJCE
appreciates the opportunity to provide these comments and supports any efforts from the parties
and the California Public Utilities Commission (“Commission”) to improve the resource
adequacy (“RA”) market.

SCE requested informal comments on the Strawman Approach for RA and Renewable
Portfolio Standard (“RPS”) Sales. With regard to RA, SCE has asked for input regarding two
items: (1) mechanics of reporting a RA buffer, and (2) proposed timing and frequency of RA
sales. SJCE comments herein are limited to the RA proposals. SJCE reserves its right to

comment on the RPS issues at a future date.

" SCE’s email to R.17-06-026 Service List (May 1, 2019).
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I INTRODUCTION

San José is the largest city in Northern California and the tenth largest in the United
States with an estimated population of more than one million inhabitants” San José¢ has
ambitious urban sustainability goals that are aligned with the state’s de-carbonization and climate
change response goals and include, among others, the following: (1) transitioning to renewable
electricity, (2) electrifying natural gas uses in buildings, (3) electrifying transportation, and (4)
reducing demand for energy across all sectors. To further these goals, San José established its
own Community Choice Aggregator (“CCA”) program, SJCE, that launched its service to city
accounts in September 1, 2018, and to residential and large commercial customers on February
1,2019.

San José has a key interest in maintaining reliability of the electricity service that is
provided to its community. San José is ready to work with stakeholders and government agencies
to ensure that there is adequate capacity in the area to meet the growing needs of San José¢ and
satisfy the City’s development plans.

SJCE is actively working with the Commission and potential resource adequacy
providers, including storage developers, to ensure adequate, cost-effective, and clean system,
flexible, and local reliability for San José. Currently, SJICE is pursing long-term contracts for
natural gas to address immediate reliability concerns, while also working with other CCAs to
propose a sustainable RA framework that would accommodate the new needs in the California

electricity market.

2 According to the American FactFinder, San José’s population was estimated to be 1,035,317 inhabitants
by 2017. Unites States Census Bureau, American FactFinder, San José city, California,
https://factfinder.census.gov/faces/nav/jst/pages/community facts.xhtml (last visited Feb. 2, 2019).
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IL. DISCUSSION
A. Strawman Proposal for RA Residual Sales Approach
SCE distributed presentation materials to the parties in this Rulemaking 17-06-026 that
include a Strawman proposal for a residual sales approach for RA and RPS. Under that proposal,
the investor owned utilities (“IOUs”) shall “offer to sell attributes that are in excess of what is
required for the IOU to serve or meet its forecasted compliance obligations and/or customer

3 The details of this proposal are also

needs. The excess amount depends on the attribute type.
described in the presentation materials.

SJCE agrees with the Strawman proposal for a residual sales approach for RA. The
capacity market is currently malfunctioning because there is little or no transparency and
oversight over suppliers of RA, and the market is not liquid. Further, IOUs control a large
portion of the resources, and it is unclear whether there is a strategy for making excess RA
resources available to the market in a fair, timely, and impartial manner that considers the RA
requirements for other load serving entities (“LSE”). If a such strategy exists, it does not appear
to be directed and supervised by the Commission and properly vetted by the public and market
participants. Capacity is becoming tighter, and transparency in the market is key to prevent the
undue exercise of market power, which will improperly raise costs for California ratepayers.

Decision (“D.”) 19-02-022 increases the compliance risk for LSEs because that decision
requires procurement of local RA for 2020, 2021 and 2022, while the Commission is still

considering a centralized capacity market for 2020 and beyond for all RA products. LSE RA

procurement through compliance year 2022 could lead to significant stranded asset costs for

3 Slide 7, Strawman Proposal: Residual Sales Approach for Resource Adequacy (RA) & Renewable
Portfolio Standards (RPS)
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LSEs and their customers if the Commission subsequently implements a central procurement
capacity market beginning in 2020, rather than a residual central buyer model.

The bankruptcy of Pacific Gas and Electric Company (“PG&E”) exacerbates RA market
problems in Northern California because a significant amount of the RA that the LSEs in the area
procure is from PG&E, and LSEs may have difficulty meeting its compliance obligations if
PG&E does not or cannot honor its RA contracts.

Without immediate action by the Commission to ensure that IOUs make available their
excess RA in the market as soon as possible, it is very likely that California ratepayers will be
significantly adversely impacted as LSEs (other than the IOUs) attempt to meet the three-year
RA requirement imposed by D.19-02-022 without being able to consider and access the excess
RA controlled by the IOUs. This could result in millions of unnecessary excess costs to CCA
customers, including vulnerable customers such many of SJCE’s customers. Further, the IOUs
may lose a valuable opportunity to sell their excess RA at attractive prices because it is likely
that, by the time they put their excess supply out to bid, CCAs otherwise unable to delay their
procurement may have locked up the bulk of their needs buying more expensive capacity from
other sellers. 10Us have no incentive to avoid this scenario. Even if CCAs pay extremely high
prices for RA from other non-IOU suppliers, and even if IOUs cannot sell their RA because they
make it available to the market too late, the IOUs can still claim that any unsold excess RA
supply has no value for purposes of calculating the Power Charge Indifference Adjustment. This
scenario is already playing out and will only become more severe unless the Commission acts
quickly.

The presentation materials also describe the following details for a residual sales

approach:
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* “Eligible Participants: Any market participant that reaches mutually acceptable
terms and conditions for a sale/purchase of attributes.”

While SJCE agrees that the parties must reach mutually acceptable terms and conditions,
the Commission must provide safeguards to prevent IOUs from imposing unfair terms and
conditions that would hinder participant eligibility for the purchase of excess RA. The I0OUs
have a far superior negotiating power because they hold supply of RA products that other LSEs
need to meet their compliance requirements and avoid stiff penalties. For a bilateral negotiation
to work, it is essential the that the Commission adopt standard contract terms, establish a code of
conduct and negotiation guidelines for IOUs, and provide LSEs with an opportunity to seek
relief before the Commission if an IOU tries to impose unfair contract terms on its
counterparties. Further, the Commission should balance the need of maintaining IOU market
confidentiality against public transparency requirements established under state law.” To achieve
that goal, the Commission should prohibit the use of sweeping confidential provisions that would
prevent LSEs from disclosing misbehavior in the negotiation process or report unfair negotiation
practices to the Commission.

e “Sales will principally [sic] offered through competitive solicitations [sic]
solicitations (mechanisms to be defined)[.] Transactions may also be done
through brokers, bilateral negotiations, and participation in other solicitations
RFOs as permitted by IOU procurement plans.”

SJCE agrees that all types of transactions (e.g., IOU solicitations, bilateral negotiations,

IOU bids in buyer solicitation) should be available. While it is more efficient for the market to

* Slide 8, Strawman Proposal: Residual Sales Approach for Resource Adequacy (RA) & Renewable
Portfolio Standards (RPS)
> See Cal. Gov’t Code §§ 6250 et seq.
6
1d.
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conduct most of the RA sales through IOU solicitations, the Commission should work with
stakeholders to implement controls that would avoid undue exercise of market power. Some of
these guidelines should include standard IOU solicitation terms and a ban of sweeping
confidentiality provisions in the solicitation process.

»  “JOU uses pro-forma contracts”’

SJCE agrees that standard contract terms should be required. However, the Commission
should approve those contract terms with input from stakeholders to ensure that they are fair and
balanced. The standard terms should include, at a minimum, reasonable choice of law provisions,
fair collateral provisions, and confidentiality language designed to protect only truly sensitive
market information.

e “IOU prepares bid materials and administers process using an Independent
Evaluator (“IE”) and in consultation with PRG[.] Potential controls to ensure a
fair process (i.e., use of a Reservation Price, minimum participation level,
minimum limits on the percentage of any one bidder, etc.) to be advised upon by
IE and consulted with PRG ahead of solicitation.”®

SJCE agrees that the IOUs should consult with an IE and the PRG in the preparation of
the bid materials. In addition to the proposed potential controls, the solicitation terms should also
be subject to standard solicitation terms approved by the Commission, as explained above.

B. RA Buffer Issues

The presentation materials defined RA Excess Amount as “[aJmounts above the IOU’s

bundled service load compliance obligation, plus a buffer, determined annually for Local, and

"1d.
$1d
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monthly for System and Flex RA.” There are some issues with this “buffer” proposal beyond
the mechanics of reporting, which were identified in the presentation materials.'’ Those include:
* How is it calculated?

The methodology to calculate the buffer must be vetted by market participants and
approved by the Commission. Also, the Commission should consider a buffer cap and a process
to order the IOUs to sell RA capacity included in the buffer in certain circumstances.

*  When is it claimed?

The buffer should be claimed before the IOU issues solicitations. In any event, the [OUs
should not be allowed to withdraw capacity from a solicitation or during negotiations with a
counterparty claiming a change in their buffers.

*  Who oversees?

SJCE reserves its right to provide comments at a later date.

C. Timing of Solicitation

The presentation materials included several questions that SJCE would like to address:"'

¢ Should IOU conduct Spring solicitation (April)? [] What quantities and products
to be included in the Spring solicitation? [] How to determine IOU’s forecasted
excess for a Spring solicitation, prior to final allocation?

SJCE strongly supports the proposal of a Spring solicitation in April for all types of
products (i.e., system, flexible, and local). In 2018, SJCE issued an RA solicitation as early as

June, and due to a bid withdrawal in August, it was unable to fill its entire open position by the

? Slide 10, Strawman Proposal: Residual Sales Approach for Resource Adequacy (RA) & Renewable
Portfolio Standards (RPS)

" Id. at Slide 12.

"1
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October 31* annual compliance deadline. An April solicitation would allow LSEs to implement
contingency plans if they are unable to purchase sufficient RA to meet their compliance
requirements during that first Spring solicitation.

SJCE acknowledges that the IOU allocation timing would need to change for the IOUs to
make a determination regarding the sales of excess RA.

* How to address the timing of getting a final allocation and putting the excess to
market in the Fall (Sept./Oct.)? [] Pursue a rule change to move final allocation to
earlier in the year (CEC, CPUC, CAISO)

SJCE would support a joint effort to pursue a rule change to move final allocation to an
earlier date if that change would enable Spring and Fall solicitations.

* Should IOUs be required to sell Local RA when faced with System or Flex
shortage?

If an IOUs has excess Local RA, which can be used to meet System and Flex obligations,
it should be required to sell it when there is a system shortage.
Respectfully submitted by:

RICHARD DOYLE
City Attorney

/s/ Luisa F. Elkins

LUISA F. ELKINS

Senior Deputy City Attorney

Office of the City Attorney

200 East Santa Clara Street, 16th Floor
San José, CA 95113-1905

Tele: (408) 535-1953

Email: luisa.elkins@sanjoséca.gov

Attorneys for the City of San José
Dated: May 10, 2019
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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE
STATE OF CALIFORNIA
Order Instituting Rulemaking to Review, Rulemaking 17-06-026
Revise, and Cons@er Alternatlyes to the (Filed June 29, 2017)
Power Charge Indifference Adjustment

COMMENTS OF THE CALIFORNIA LARGE ENERGY CONSUMERS ASSOCIATION

The California Large Energy Consumers Association (CLECA)! has members that are
bundled customers, direct access customers, and customers of community choice aggregators
(CAAs). Therefore, an equitable calculation of the Power Charge Indifference Amount (PCIA) is
important to our members.

CLECA has reviewed the PCIA Working Group Three on Portfolio Optimization,
presentation presented on the April 29, 2019. The purpose of Working Group Three is to
evaluate how should the investor owned utilities (IOUs) optimize their portfolio and should they
be required to sell resources that are not needed to meet a forecast of load requirements of
future customers. The only certainty in a forecast is that it will be wrong. Therefore, if the utility

sells resources it no longer needs based upon CCAs’ plans that are delayed or canceled, then the

L CLECA is an organization of large industrial electric customers of Pacific Gas & Electric Company (PG&E)
and Southern California Edison Company (SCE); the member companies are in the steel, cement,
industrial gas, mining, pipeline, cold storage, and beverage industries and share the fact that electricity
costs comprise a significant portion of their costs of production. Some members are bundled customers,
others are Direct Access (DA) customers, and some are served by Community Choice Aggregators (CCAs);
a few members have onsite generation. CLECA has been active in Commission proceedings since the
early-to-mid 1980s and strives for even-handed treatment of all customers.

CLECA Informal Comments — Page 1
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utility may need to re-acquire resources on short notice, which could result in higher costs. It
would be unfair to place the burden of higher costs on bundled customers due to changes in CCA
plans. The portfolio optimization needs to address who is taking the risk of the CCA or Direct
Access customer forecast. It may be appropriate to include a buffer for forecast risk.

Slide 7 of the April 29 presentation mentions a total portfolio sale approach whereby the
utility sells the entire portfolio and then buys-back its needed portfolio. There is no explanation
of how this is a benefit to bundled customers over the approach of selling just unneeded
resources. Would the CCAs’ also offer their portfolios to other CCAs and the utilities? The
portfolio optimization should be focused on managing the LSE’s portfolio and not as the primary
mechanism for CCAs to acquire their own portfolios.

For Slide 15, a comparison of advantages and disadvantages of the pricing and
transaction types would be helpful. For pricing, since values change over time, an index may be
more appropriate.

Per Slide 17, the CalCCA view would have a constant amount of RPS requirement over
time. The state has a policy goal to increase the use of electric vehicles so it is reasonable to
expect load growth to occur, therefore the RPS requirement would also increase. Therefore, a
flat RPS requirement over time does not seem appropriate.

Per Slide 18, treatment of IOU banked RPS. If this is transferable, then auctioning an

excess amount of RPS should be considered as an alternative to use of an allocation.

Respectfully submitted,

/s/
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