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Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-11.

Question 1.1.1: Please provide a complete set of workpapers in electronic format with working spreadsheet models for John C. Martin amended testimony, July 14, 2006, filed in A.05-03-015.  

SDG&E Response 1.1.1.:
Please be apprised that the workpapers are considered confidential information pursuant to PUC Code Section 583 & General Order 66-C and to the Provisions of the Signed NDA in this proceeding.
Response Prepared By: Kathe Cordova

Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-11.

Question 1.1.2: Please provide an electronic copy of the testimony and a complete set of workpapers in electronic format with working spreadsheet models for Testimony of David T. Barker in A. 05-02-019, filed February 19, 2005, 

SDG&E Response 1.1.2.:
Attached please find the requested testimony and workpapers of David Barker in the 2006 SDG&E Rate Design Window proceeding.  Please be apprised that the workpapers are considered confidential information pursuant to PUC Code Section 583 & General Order 66-C and to the Provisions of the Signed NDA in this proceeding.
Response Prepared By:  Jim Parsons 
Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-11.

Question 1.1.3: Please provide a complete set of workpapers in electronic format with working spreadsheet models for Testimony of David T. Barker filed in R.04-04-025, Phase 2, Exhibit 85, filed August 31, 2005. 

SDG&E Response 1.1.3.:
Please see the attached testimony of David T. Barker in R.04-04-025.
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Response Prepared By:  Jim Parsons
Question 1.2: Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-15.  Please provide a complete set of workpapers in electronic format with working spreadsheet models for the rebuttal testimony of John C. Martin in the SDG&E AMI case, filed September 7, 2006, and revised September 19, 2006

SDG&E Response 1.2.:
Please see the attached ZIP file containing the working spreadsheet models of John C. Martin in the SDG&E AMI proceeding.

Please be apprised that the workpapers are considered confidential information pursuant to PUC Code Section 583 & General Order 66-C and to the Provisions of the Signed NDA in this proceeding.
Response Prepared By:  Kathe Hunter Cordova
1.3: Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 10-19:

Question 1.3.1: Please provide a detailed step-by-step description of the mapping process referred to at lines 14-16.

SDG&E Response 1.3.1.:


Lines 14-16 refer to the mapping of annual hourly price shapes from April 1998 to April 2000 into a representative year, called 1999 in the SDG&E Phase 2 workpapers.  This construction of the representative year from 25 months of data was done by the E3 consultants in the final E3 report adopted in D.05-04-024.  SDG&E used this representative year from the final E3 report as the starting point for its marginal commodity cost analyses.  CLECA is referred to the E3 website, www.ethree.com where the raw data and mapping methodology is explained.  This mapping was not done as part of the GRC Phase 2 application, and is not in the workpapers to that application.
Response Prepared By: Jim Parsons

1.3: Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 10-19:

Question 1.3.2: Please provide in spreadsheet format the resulting 8760 hourly price shapes that come from the mapping process referred to at lines 14-16.

SDG&E Response 1.3.2.:


The attached file “Backup WP TY 08 E3 Price Energy Prices.xls” provides the requested 8760 hours of data in the tab “E3-data”
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Response Prepared By:  Jim Parsons
1.3: Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 10-19:

Question 1.3.3: Please provide a detailed step-by-step description of the creation the weekly profiles (referred to in lines 10-11) from the 8760 hourly price shapes

SDG&E Response 1.3.3.:


The model “Backup WP TY 08 E3 Price Energy Prices.xls”, which was attached as the response to 1.3.2, was used to create the weekly profiles from the 8760 hourly shapes.  Tab “RDW-pivot” contains the pivot table logic that operates on the data in Tab “E3-data” to output 24 hour representative weekday and 24 hour representative weekend profiles for each month.  The dropdown box in cell B2 of the Tab “RDW-pivot” controls which month the pivot table logic calculates for the 24 hour weekday and 24 hour weekend data values.  The resulting 48 data values were the copy/pasted (linking is difficult with Pivot tables) to the appropriate column in Tab “Price Shapes” in the model “TY 08 GRC Commodity Energy Workpapers.xls”.  This latter workpaper model then calculates the marginal commodity energy costs by rate schedule.
Response Prepared By: Jim Parsons
1.3: Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 10-19:

Question 1.3.4: Please show numerically through the use of spreadsheets or other computer output the derivation of the weekly and week-end price shapes for each month as reported in the workpaper, Chaper04-WorkpapersCommodityEnergy.xls at worksheet “Price Shapes”.

SDG&E Response 1.3.4.:


Please see the response to 1.3.3.  That response explained that the “Price Shapes”  Tab values were a cut/paste operation from the “RDW-pivot” Tab in model “Backup WP TY 08 E3 Price Energy Prices.xls”.
Response Prepared By: Jim Parsons
1.3: Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 10-19:

Question 1.3.5: Has SDG&E performed any analysis to determine that the CalPX day-ahead prices from the period 1998-2000 are relevant to current markets without an CalPX and with greatly reduced short-term purchases by LSEs?

SDG&E Response 1.3.5.:


SDG&E has not conducted such studies for this TY 08 GRC Phase 2 application.  The testimony on JSP-14, lines 16-18, acknowledges that the E3 price profile is “old”, however, these shapes have been the basis of SDG&E time-of-use profiles for several years and are adequate for the Phase 2 purposes until an hourly 2008 forecast from the CAL ISO day-ahead market becomes available.
Response Prepared By: Jim Parsons
1.3: Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 10-19:

Question 1.3.6: SDG&E done any analysis to determine that the E3 hourly profile developed for estimating the costs avoided by energy efficiency programs is relevant to future energy forward prices?

SDG&E Response 1.3.6.:


SDG&E has not done such an analysis for this GRC Phase 2 Application.  JSP-14, lines 16-18, state that the assumption was made these price shapes were adequate for this proceeding since these price shapes have been the basis for SDG&E time-of-use profiles in the last several years.  More specifically, the current tariff commodity energy rates adopted by the Commission in the last RDW decision, D.05-12-003, are, in fact, based on the E3 price shapes used with future energy forward prices – the same methodology proposed in this GRC Phase 2 application.
Response Prepared By: Jim Parsons
Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 19-23 and page JSP-15, lines 1-7:

Question 1.4.1: Please provide the CT variable costs that are assumed for each hour of the Test Year.

SDG&E Response 1.4.1.:


No CT variable costs were assumed for each hour of the Test Year.  The testimony on JSP-14, lines 19-23, JSP-15, lines 1-7, refer to adjustments made to the 8760 hours of E3 price shape data to cap the average percentage of SP-15 values at a value above which a CT is assumed to operate.  Reference is made to Tab “E3-data” in model “Backup WP TY 08 E3 Price Energy Prices”, included as a response 1.3.2.  Cell G8 of that spreadsheet indicates that this cap is 138.75%.  Column K of that spreadsheet shows a binary indicator identifing which 875 hours of the 8760 hours are capped.  No CT variable costs were assumed in this process.
Response Prepared By:  Jim Parsons
Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 19-23 and page JSP-15, lines 1-7:

Question 1.4.2: Please provide all assumptions that underlie the hourly variable costs described in the previous response, including heat rate, delivered natural gas costs, O&M costs, and emission costs.

SDG&E Response 1.4.2.:


The response to 1.4.1 indicated that no hourly variable costs were presented in the referenced testimony.  Rather an assumption was made that the CT would be operating at a 10% capacity factor, or during the top 875 years of the 8760 hours of the E3 data.  Thus heat rate, delivered natural gas costs, O&M costs and emmissions costs, are not relevant nor available.
Response Prepared By: Jim Parsons
Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 19-23 and page JSP-15, lines 1-7:

Question 1.4.3: Please show the hour-by-hour calculations in which SDG&E separates out the capacity and energy costs as discussed in lines 1-2 of page JSP-15.  This information should be provided in electronic format, preferably in an Excel spreadsheet.

SDG&E Response 1.4.3.:


Reference is made to Tab “E3-data” of model “Backup WP TY 08 E3 Price Energy Prices.xls”, included in response 1.3.2.  Cell G8 of that spreadsheet shows the capping value.  Column F provides the uncapped 8760 percentage values, column G provides the capped 8760 values, and column K is a binary indicator which flags which hours were capped.
Response Prepared By: Jim Parsons
Regarding Chapter 4, Parson’s Testimony on Marginal Costs, at page JSP-14, lines 19-23 and page JSP-15, lines 1-7:

Question 1.4.4: Please show on a step-by-step basis the calculations that SDG&E performed that are described in lines 2-7 of page JSP-15.  This information should be provided in electronic format, preferably in an Excel spreadsheet.

SDG&E Response 1.4.4.:


Reference is made to response 1.4.3, where a detailed step-by-step description of the identification of which of the 8760 E3 hours are energy only (column G, Tab “E3-data” of model “Backup WP TY 08 E3 Price Energy Prices.xls).  Reference is made to response to 1.3.3 for a description of how these energy-only 8760 hours are translated into 576 hours of typical day price shape profiles (the Pivot table on Tab “RDW-pivot” used to generate data, which is then cut/pasted to marginal commodity energy model).
Response Prepared By: Jim Parsons
Regarding the “Assumed Average Annual Price” stated at F3 of the workpaper, Chaper04-WorkpapersCommodityEnergy.xls at worksheet “Unit MC Energy”:

Question 1.5.1: Is this “Assumed Average Annual Price” based on a marginal cost analysis?  

SDG&E Response 1.5.1.:


Please see response to 1.5.3.
Response Prepared By: Jim Parsons
Regarding the “Assumed Average Annual Price” stated at F3 of the workpaper, Chaper04-WorkpapersCommodityEnergy.xls at worksheet “Unit MC Energy”:

Question 1.5.2: If the answer to the previous question is “no,” please explain why it is not based on a marginal cost analysis.

SDG&E Response 1.5.2.:


Please see response to 1.5.3
Response Prepared By: Jim Parsons
Regarding the “Assumed Average Annual Price” stated at F3 of the workpaper, Chaper04-WorkpapersCommodityEnergy.xls at worksheet “Unit MC Energy”:

Question 1.5.3: Is this “Assumed Average Annual Price” based upon “the annual Electric Forward Market average price for the year 2008” as stated in lines 11-12 of page JSP-15?

SDG&E Response 1.5.3.:


Yes.  The “Assumed Average Annual Price” is based upon “the annual Electric Forward Market average price for the year 2008” as stated in lines 11-12 of page JSP-15.  It is not based on a marginal cost analysis.
Response Prepared By: Jim Parsons
Regarding the “Assumed Average Annual Price” stated at F3 of the workpaper, Chaper04-WorkpapersCommodityEnergy.xls at worksheet “Unit MC Energy”:

Question 1.5.4: If the answer to the previous question is “yes,” please provide a complete set of broker forward market data that SDG&E relied upon in deriving this figure, otherwise, please provide a detailed explanation of the manner in which the “Assumed Average Annual Price” was derived.

SDG&E Response 1.5.4.:

Please be apprised that the workpapers are considered confidential information pursuant to PUC Code Section 583 & General Order 66-C and to the Provisions of the Signed NDA in this proceeding.
Response Prepared By: Jim Parsons
Regarding the “Assumed Average Annual Price” stated at F3 of the workpaper, Chaper04-WorkpapersCommodityEnergy.xls at worksheet “Unit MC Energy”:

Question 1.5.5: Please provide the complete set of workpapers supporting the derivation of the figure.  The response should be provided in electronic format for Windows based computers using Excel (.xls), data base (.dat), or comma separated variables (.csv) file format.  

SDG&E Response 1.5.5.:


The response to 1.5.4 provides the model and description of the derivation of the figure at F3 of workpaper Chaper04-WorkpapersCommodityEnergy.xls at worksheet “Unit MC Energy”.  This figure is the “Assumed Average Annual Price”.
Response Prepared By:  Jim Parsons
Regarding the “Assumed Average Annual Price” stated at F3 of the workpaper, Chaper04-WorkpapersCommodityEnergy.xls at worksheet “Unit MC Energy”:

Question 1.5.6: Please provide the natural gas forecast that was incorporated into the derivation of this figure.

SDG&E Response 1.5.6.:


The natural gas price forecast is not known.  The derivation of the Assumed Average Annual Price was based on Electric Forwards data, not marginal cost analysis.
Response Prepared By:  Jim Parsons
Regarding the “Assumed Average Annual Price” stated at F3 of the workpaper, Chaper04-WorkpapersCommodityEnergy.xls at worksheet “Unit MC Energy”:

Question 1.5.7: Please provide a copy of all studies, reports, analyses, models, that discuss the marginal heat rate assumed for each of or any part of the 8760 hours of the Test Year.

SDG&E Response 1.5.7.:


There were no marginal heat rates assumed for each of or any part of the 8760 hours of the Test Year since the “Assumed Average Annual Price” was based on Electric Forwards data, not a marginal cost analysis.
Response Prepared By: Jim Parsons
Regarding Steve Jack’s testimony in Chapter 12:

Question 1.7.1: At page SJJ-4, lines 20-21, what is the basis of the choice of 84% of SDG&E normal-weather summer peak load forecast as a trigger?

SDG&E Response 1.7.1.:  

As described in the workpapers, the proposed trigger is based on simulations using various combinations of actual load and expected temperature to determine a set of conditions that would most reliably predict high system load on the next day.  The trigger is designed to indicate an average of 13 high-load days during a normal-weather summer.  The conditions found to yield the highest rate of success while minimizing the number of false events (i.e., days on the which load does not reach the load of the 13th highest day in a normal weather summer) are an expected maximum temperature of 84 degrees or above at Miramar, in combination with actual system load reaching or exceeding 84% of the weather-normalized annual system peak load.
Response Prepared By:  Steve Jack

Regarding Steve Jack’s testimony in Chapter 12:

Question 1.7.2: Similarly, at page SJJ-5, lines 18-19, what is the basis of the choice of 76% of SDG&E’s normal weather summer peak forecast as a trigger?

SDG&E Response 1.7.2.:
The basis of the choice of 76% of SDG&E’s normal weather summer peak forecast as a trigger condition on Sundays and holidays was based on the simulations mentioned above in SDG&E’s response to Question 1.7.1.  The 76% figure for CPP events on Mondays and weekdays after a holiday reflects the fact that peak loads on Sundays and holidays average about 8 percentage points less (as a percent of the normal weather summer peak load) than peak loads on weekdays, when the trigger condition is 84%.
Response Prepared By:  Steve Jack

Regarding Ed Fong’s testimony in Chapter 9:

Question 1.8.1: Does SDG&E intend to update its analysis of Demand Response Impacts and Benefits in light of Decision No. 07-04-043?

SDG&E Response 1.8.1.:

No.  SDG&E is not planning to update the testimony filed on demand response impacts and benefits in this proceeding to reflect D.07-04-043 assumptions.  The AMI settlement agreement that was approved in D.07-04-043 explicitly states that the demand response rates will be litigated in SDG&E's GRC Phase 2, which implicitly means that the demand response impacts will also be litigated because the demand response impacts depend upon the rate design.   
Response Prepared By: Ed Fong 
_1245236791.doc
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Prepared Testimony of David T. Barker


on Behalf of

San Diego Gas & Electric Company


I. 
Introduction


On April 22, 2004, the California Public Utilities Commission ("Commission" or "CPUC") initiated Rulemaking ("R.") 04-04-025 as a forum for developing a common methodology, consistent input assumptions, and procedures for updating avoided costs across various Commission proceedings, including Commission review of avoided costs for purposes of pricing energy and capacity from Qualifying Facilities ("QF").  On January 4, 2005, Commissioner Susan P. Kennedy issued an "Assigned Commissioner's Ruling and Scoping Memo" ("ACR/Scoping Memo") in this proceeding separating the issues to be addressed into three phases.  Phase 2 of the R.04‑04‑025 is to resolve short-run avoided cost (“SRAC”) pricing issues.  On February 18, 2005, another ACR/Scoping Memo was issued expanding the scope of Phase 2 to include all QF pricing and policy issues, both short-term and long-term.  


The purpose of this testimony is to address utility avoided costs, both short-term and long-term, as informed by legal and regulatory requirements.  SDG&E Witness Michael Iammarino will address other aspects of QF policy.  This testimony and Mr. Iammarino's testimony follow the structure of the joint outline submitted in this proceeding.


II. 
Legal Requirements


A. 
Public Utilities Regulatory Policies Act of 1978 and 




Avoided Cost


The Federal Energy Regulatory Commission (“FERC”) adopted the measure of “avoided cost” to compensate QFs for capacity and energy delivered to purchasing utilities under the provisions of the Public Utilities Regulatory Policies Act of 1978 (“PURPA”).  Section 292 101(b)(6) of the FERC regulations defines "avoided cost" as the incremental costs to an electric utility of electric energy or capacity or both, which, but for the purchase from the QF or QF, such utility would generate itself or purchase from another source.  In Decision ("D.") 96-10-036, the Commission acknowledged FERC's determination that PURPA requires the utilities to pay no more than an avoided cost price to QFs to avoid conferring an advantage on QFs over other market participants which would result in utility customers paying more for power than the market would otherwise dictate.  The CPUC stated in D.96-10-036, “No preference for QF power justifies payment above levels arrived at by all source bidding, as such above-market prices would violate PURPA's standard of ratepayer indifference.”
  The Commission further noted in that Decision that many states have implemented PURPA without any standard offers at all.  Instead of using standard offers, QFs negotiate agreements with utilities that match the prices offered by competitive suppliers.  


Thus, “avoided cost” is measured by the purchase of energy or capacity from all source bidding or from competitive suppliers in the market, but for the purchase from a QF entity.    


D.
State Law and Avoided Cost


As part of Assembly Bill ("AB") 1890, Public Utilities ("PU") Code §390, which addresses pricing for QF energy, was enacted.  PU Code §390(b) states that short run 

avoided costs would be governed by a formula.
  PU Code §390(c) states that once utility divestiture of fossil plants has occurred and the Power Exchange ("PX") market is functioning properly, the transition formula of PU Code § 390(b) would be eliminated.
  PU Code §390 clearly contemplates that the market would ultimately be the measure of the utility’s avoided costs. 


As a result of the Energy Crisis in California in 2000 and 2001, the market has developed differently than envisioned in PU Code §390 and the PX market specifically referenced no longer exists.  But because PU Code §390 has not been changed to reflect current market realities, SDG&E believes the Transition Formula is still required. While the utilities’ short-run avoided cost may be more accurately calibrated by direct reference to the existing electric market, the utilities’ reliance on the electric market as the marginal resource must be filtered through the Transition Formula.


III.   
Regulatory Requirements


D.96-12-028 describes the historical implementation of PURPA in California prior to 1996 and the various methodologies used to establish short run avoid costs.
  In that Decision, the Commission implemented PU Code §390(b) through the adoption of a Transition Formula.  The Transition Formula assumed a starting energy price for each utility, called Pbase.  Pbase was calculated using 1995 values for the incremental system heat rate ("IER"), and average border gas prices and average intrastate gas transportation costs (collectively, the burner-tip gas price), and a variable operations and maintenance (“O&M”) adder.  As specified in PU Code §390(b), the Transition Formula provided for the starting energy price to be adjusted monthly to reflect changes in assumed utility fuel costs, as reflected in percentage changes to certain border gas price indices.  The Commission also adopted a “factor” that, according to D.96-12-028, was “necessary to yield a fair representation of the historical values required by AB 1890.”
  


Roughly four years ago, the Commission decided that the transition formula should be updated.  The Conclusions of Law 7, 8, and 9 of D.01-03-067 stated the transition formula should be updated, as follows:


7.  
The Transition Formula can be updated periodically.


8. 
All elements of the proposed monthly factor, not just the intrastate gas 
cost component, should be updated.


9.  

SCE’s fixed factor should be converted to a formula, updated periodically, 
effective with the next regularly scheduled SRAC posting.


SDG&E’s proposal for short-run QF avoided cost pricing is based on the transition formula with the fixed factor converted to a formula, in compliance with D.01-03-067.   


IV. 
Proposal for SRAC

D.
Performance of PU Code §390(b)


The chart below shows a comparison of the energy and capacity prices paid by SDG&E over the period April, 1998 through June, 2005 compared to available market prices as measured by electricity prices for delivery to southern California (SP-15).  Since October, 2001, the SRAC price, both energy and capacity prices, have significantly exceeded the market price as represented by SP-15 electric prices.
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Because the market is the marginal resource for short-term energy, the transition formula should be reflective of the market.  SDG&E’s approach is to use recent market information to update the elements of the Transition formula and to develop an automatic procedure for annually updating the transition formula factors so that they do not become stale and non-reflective of utility avoided costs.  SDG&E’s proposal for SRAC is based on the following additional observations:


· The transition formula specified in section 390 does not have to match the prices at time of delivery exactly if it provides prices that are on average comparable to the utilities’ available opportunities to acquire energy


· Forward electric market prices for southern California are volatile


· Many parties have expressed concern that thinly traded forward electric market prices can be subject to manipulation


· Historical data can be used as an adequate proxy for some Transition Formula variables, if updated annually


· Two years of historical data can smooth volatility and provide more certainty for Transition Formula values


E. 
Proposal in Compliance with PU Code §390


    
1.  
SRAC Energy Pricing  



The transition formula for SDG&E is shown in the formula below where the price for the utility purchase of QF energy is set by the following formula:


PRICE =   {STARTING SRAC PRICE + STARTING SRAC PRICE * [(AVG CA BORDER INDEX - STARTING GAS PRICE) / STARTING GAS PRICE] * FACTOR} * TOD CONVERSION FACTORS


With the numerical values inserted, the current formula for SDG&E is shown below:


PRICE =   {2.2182 cents/kwh + 2.2182 * [(AVG CA BORDER INDEX – $1.3975/MMBtu ) / $1.3975] * 60.5%} * TOD CONVERSION FACTORS



a.  
Fixed Factor 


Currently the SDG&E formula has a fixed factor of 60.5 percent, adopted in 1996 and tied to historical SRAC pricing. The factor has been fixed at 60.5% since 1996.  The Commission, in D.01-03-067 authorized SCE to change the fixed factor to a variable factor where the factor was calculated as follows:


FACTOR =   (((IER*(AVG CA BORDER INDEX + INTRASTATE GAS TRANSPORTATION RATE)/10,000) + VARIABLE O&M) - STARTING SRAC PRICE)/ (STARTING SRAC PRICE * (AVG CA BORDER INDEX - STARTING GAS PRICE) / STARTING GAS PRICE)


Since the Commission stated in D.01-03-067 that all elements of the transition formula should be updated, SDG&E is proposing to use the same formulation of the variable factor as the Commission adopted for SCE in order to update the IER, intrastate gas transportation rate, and the variable O&M in this proceeding.  



b. 
Variable O&M


SDG&E proposes the variable O&M component be based on the variable O&M of a Combined Cycle Gas Turbine (CCGT).  This level of variable O&M is consistent with the type of power that would replace QF power, baseloaded power supplies as provided by a CCGT.  In the decision in phase 1 of this proceeding, D.05-04-024, the Commission recommended using the data developed in R.04-04-026 for the costs of operating a CCGT.  For consistency, SDG&E proposes to use the 2004 value for the variable cost of a CCGT adopted in Phase 1.


The variable cost of a CCGT of $2.50/Mwh in 2004 dollars was adopted in D.05-04-024 and implemented for Energy Efficiency by SDG&E Advice Letter 1687-E.  Escalated to 2006 at 2% per year, this value would be $2.60 in 2006.
  



c. 
Gas Intrastate Transportation Rate


SDG&E proposes to update its intrastate gas transportation rate based on the current Schedule EG tariffs for electric generators using more than 3 million therms.  This rate is the intrastate transportation rate for most electric generators in SDG&E’s service area.  The value is presently 36.98 cents per decatherm.   Annually, the value should be updated to the most recent value in SDG&E tariffs. 



d. 
Border Gas Price 


PU Code 390(b) specifies the transition formula should use “California natural gas border price indices.”   Avoided costs of SDG&E electric generation could be market purchases from any place in the WECC, but it is more likely to be purchases from southern California.  SDG&E proposes to use the southern California border price instead of the current Malin price plus PG&E intrastate gas transportation charges.  The calculation would use the current publications and the current methodology for averaging published bidweek prices.  


This price would be in compliance with the PU Code §390(b) if the SoCal border price is determined to be liquid and robust.  In D.01-12-025, the Commission found that “the factors contributing to the aberration in the Topock indices are once again sufficiently robust.”
  In the three and a half years since that Decision, prices at Topock have been comparable to other delivery points in California.  


Further, since the Energy Crisis, FERC has scrutinized the reporting of gas trades and required improved processes of the publications reporting energy prices.  These improved practices enhance the reliability of the SoCal natural gas border price.  Published data now consider more than just the Topock delivery point and base SoCal border prices on the prices of deliveries into multiple points into the SoCal system.  For example, Gas Daily reports on deliveries into Topock, Ehrenburg, Needles, Wheeler Ridge, Kramer Junction, Kern River station, and Daggett.  And both Natural Gas Week and Natural Gas Intelligence report on both Topock and Ehrenburg deliveries.    


In addition, the publications now report the level of trading to allow the Commission to assess the liquidity of the market price.  The SoCal border is currently a fairly liquid market, designated Tier 1, with a volume of more than 100,000 MMBtu traded per day.  Concern about the liquidity of the SoCal border price can now addressed by establishing criteria for adequate liquidity and developing an automatic off ramp mechanism if trading becomes thin (e.g., the level of trading at the SoCal border falls below the Tier 1 level).





e. 
Incremental Energy Rate (IER)


The most controversial factor in determining the QF SRAC energy price is the Incremental Energy Rate (IER).  The SDG&E proposal is to forecast the IER for the year ahead by looking at recent historical data on electric and gas prices to calculate a market-implied IER.  The approach of using recent historical data is a common practice to forecasting that avoids having to rely on difficult-to-forecast, and hence controversial, variables.
   The daily market-implied IER would be calculated based on the electric market average daily price for SP-15 less the variable O&M divided by the burner-tip price of gas for the day.
  The burner-tip price of gas would be the daily spot gas price at the SoCal border plus the SDG&E gas intrastate transportation rate.  The daily values would be averaged over the most recent two 2 years to provide stability in the calculated IER value.  Annually, two full years of data up to the time of update would be used to set the value.  As an example, today, the IER for 2006 would be based on data from July, 2003 through June, 2005, while the value for 2007 would be based on data over July, 2004 through June, 2006.  The calculated market-implied IER value for 2006 without consideration of the variable O&M is 8,227, and with consideration of variable O&M is 7,789.  This value is below the current IER value of 9,140, but reflects the fact that a higher variable O&M is used ($2.50 vs. $2.00) and that the current SRAC payment formula is flawed and generates payments in excess of avoided costs.  


Going forward, the IER would be updated annually. The two-year average would be rolled forward each year, using the most recent two years of data to forecast the next year.   Consistent application of the formula over time should provide an unbiased forecast of the market-implied IER over time.     


The market is an appropriate measure of avoided cost for a utility.  Environmental and Energy Economics (E3) in their report, “Methodology and Forecast of Long Term Avoided Costs for the Evaluation of California Energy Efficiency Programs” (E3 Final Report), clearly show the economic logic of the market being the utilities’ avoided cost at page 52.  If the utility is economically dispatching, it is making decisions based on the prices in spot and forward markets regardless of the cost of its retained generation and DWR contracts.


The benefit of the proposed approach is that it is simple, transparent, and evergreen.  It has the logic of basing avoided costs on a simple method of forecasting the market-implied IER, provides certainty by being formulaic, and will be unbiased if applied consistently over a period of years.





f.  
Time of Delivery (TOD) Periods and Factors






i. 
TOD Periods


SDG&E proposes to use the current TOD hourly time periods going forward, but to change the summer season from May through September to June through October.  Existing contracts have incentives tied to performance during different TOD periods, so keeping the time period definitions roughly the same reduces problems related to changing the terms of existing contracts.  However, to better match the types of contracts SDG&E would procure in the market to replace baseloaded QF energy, SDG&E proposes that the energy price be the same for the on-peak periods and semi-peak periods.  Similarly, the prices for off-peak and super off-peak would be the same.  So while the four TOD periods are defined the same as the current TOD periods, there would be only two prices, matching the type of firm energy contracts the utility would purchase in place of the QF power.  


The change in the season definition provides a better match with electric prices (adjusted for gas prices).  October has higher normalized prices than May as reflected in both in the 2003-2005 TOD data and the 1998-2000 PX data. In recent solicitations, SDG&E has included October in the summer time of delivery period and not May.
    





ii.  
TOD Factors


The same two years of recent historical data used to forecast the IER would also be used to determine summer and winter price differentials and on-peak and off-peak price differentials.  The electric market price normalized for changes in the burner-tip price of gas can be used to provide differentials by on-peak and off-peak prices within each season.  Daily data is aggregated by season and compared to the average annual normalized price.  For example, the ratio for winter off-peak to the annual average would used to determine the TOD factor for that period based on the two years of historical information.


The above calculated energy price, being based on the electric market for firm deliveries, contains both an energy component and a capacity component.  If the Commission determines that the payment derived from the transition formula should constitute the entire payment to a QF, no added adjustments to the TOD factors are required.  However, if the Commission continues to provide a separate as-available capacity payment, there would be double counting since the market price for firm energy contains both energy and capacity components. In that event, SDG&E proposes to remove the capacity value contained in market prices through the simple decomposition described in the E3 report.    


While it is not required for the evaluation of energy efficiency programs, the annual stream of total generation avoided costs can be separated into an annual value of generation capacity and residual energy.  For example, prior to the resource balance year, the level of market-based returns that a CT owner would earn by selling energy into the spot market is a reasonable measure of the value of capacity.  This can be estimated as the difference between the estimated market prices (avoided costs) and the variable costs of operating a CT summed over an entire year.
 


SDG&E proposes to separate marginal generation capacity costs from energy costs based on 1998-2000 PX price data modified based on the experience of 2003-2005 and the variable cost of a new CT.  As described in the next section, SDG&E proposes to use the cost of a new combustion turbine as basis for the full capacity value, so that the CT’s variable cost is used to separate capacity from energy.  Prices above the variable cost of a new CT are assumed to be related to capacity.  


Since the Commission relied on the MPR assumptions for generation costs in D.05-04-024, SDG&E has used the variable cost of a new CT is derived from the 2004 MPR values published in the February 10, 2005 Report, “Revised 2004 Market Price Referent (MPR) Staff Report.”  The variable O&M is $9.68 per Mwh, the heat rate used is 9,959, and the gas price used is the average over July, 2003- June, 2005.


Under this structure, the TOD factors for on-peak and off-peak energy only, excluding the capacity values in firm energy prices, are shown below in both summer and winter where summer is June through October.
 


   On-peak and Semi-peak             Off-Peak and Super Off-peak 


Summer 


Proposed                       1.054                                       0.845       


Current
                       1.042                                       0.834                              


Winter          


Proposed        
   1.056                                      0.810


Current                           1.141                                      0.969



2. 
SRAC As-Available Capacity



a.  
Capacity Avoided Cost


In the past, the QF as-available capacity payments were set based on an annual avoided capacity cost, calculated as the Real Economic Carrying Charge (RECC) factor multiplied by the capital cost of a combustion turbine (CT), and the energy reliability index (ERI).  In 1996, the annual avoided capacity cost was set at $70.34/kw-year for SDG&E, and it remains the same today.  The ERI was a measure of capacity surplus, but throughout the 1990s, the ERI was set to 1.0 for SDG&E.  For the period from 1996 through 2005, the ERI has been frozen at 1.0 for SDG&E.   


The current market is very different than the last time this issue was addressed.  The wholesale market sells an “all-in” firm energy product. In addition, California and the CPUC have established new resource adequacy requirements and new ways to count the capacity from different types of resources.  The near term resource adequacy structures are not well developed and are likely to be temporary, to be replaced when CAISO’s Market Redesign and Technology Update (MRTU) process is completed and perhaps an organized capacity market developed.   If such a capacity market is in fact created, the Commission will need to reevaluate QF pricing for capacity. 


In the mean time, SDG&E proposes to calculate the annual avoided capacity cost based on the levelized cost of capacity of a new non-utility CT.
  The value would remain fixed until a final resource adequacy/capacity market framework is developed.  The annual avoided capacity cost would be based on the adopted 2004 MPR values for a CT with two modifications.  First, a 25-year life is assumed.
  Second, the value of the CT in the ancillary service market would be deducted from proposed annual avoided capacity cost.  As the name “as-available” implies, the as-available capacity of a QF does not have the same characteristics as a CT that can be dispatched as needed.  If the utility owned a CT, it could capture added value by offering the unit in the CAISO ancillary services market as non-spinning reserve, while the utility cannot obtain that value from an as-available QF.  It is estimated that this ancillary services value over June, 2003 - May, 2005 was $14.78/kw-year.  The full avoided generation cost is projected to be $83.75 per kW-year less the ancillary value of $14.82 per kW-year, so the proposed value for full as-available capacity is $68.93/kW-year in 2006. 


 

b. 
Energy Reliability Index 

Going forward, the utilities will acquire capacity for resource adequacy via request for offers (RFOs) and bilateral agreements.  In D.04-01-050, the Commission suggested the price for as-available capacity could be established through accepted RFO bids for each utility.  However, because of the wide variety of resources acquired to meet reserve requirements, it may be difficult to calculate the value of short-term capacity from these RFOs. Until an organized capacity market is established that will standardize capacity products and make the value of capacity more transparent, SDG&E recommends that the ERI (and as-available capacity payment) not be based on the price of accepted bids in an RFO or bilateral contracts.  


SDG&E instead proposes the following structure for the ERI:  a minimum ERI based on the capacity value contained in market prices, a maximum based on the full annual avoided cost of generation capacity and an adjustment factor related to capacity surplus.  The ERI minimum and adjustment factor would be adjusted annually.   





i. 
Minimum Value


The QF should at a minimum receive the capacity value contained in the market price of firm supplies, a value of $16.78 kW-year based on 2003-2005 modified hourly price profile.  This value is divided by the full cost of capacity to calculate the minimum ERI, 0.243.  





ii.  
Maximum Value


The ERI would be capped at a value of 1.0.  If the QF is deferring the building of a new CT, the maximum value of the resource is the avoided cost of building the CT, the full annual avoided cost of capacity.  Hence, the maximum value is 1.0.





iii.  
Capacity Surplus


The ERI was intended to adjust the annual avoided cost of capacity to reflect the relative abundance of capacity in the utility’s portfolio.  The utilities are currently required to hold planning reserves in excess of projected load of equal to 15 to 17 percent.  In the year ahead, the utility is to contract for 90 percent of that amount.
  The amount of capacity contracted for in relation to projected load can vary due to the lumpiness of generation investments, the acquisition of renewables to meet RPS standards, and the loss of load to direct access or community choice aggregation.  


The SDG&E proposal is to calculate the ERI based on the year-ahead assessment of resource adequacy after 2006.  For 2006, the ERI value for SDG&E would remain at its current value of 1.0.  After 2006, if SDG&E has reserves less than 13.5 percent (0.90 x 15%) of resource adequacy requirements as of September, 2006 when as-available QFs are excluded, the ERI would equal 1.0.  If SDG&E has reserves of more than 15.3 percent (0.90 x 17%) requirement after excluding QFs with as-available capacity, the ERI would equal the minimum 0.243.   If reserves are between 13.5% and 15.3% after excluding QFs with as-available capacity, the ERI would be prorated.  ERI = 1 - (X - 0.135)/(0.153 – 0.135) subject to the minimum where X equals the contracted for reserve percentage excluding as-available QFs.
  The update would be filed sometime after September, to allow time for calculation of the ERI based the September 30 resource adequacy data.
 



c.  
TOD factors for capacity



SDG&E proposes to use a top 300 hours methodology for allocating capacity value to on-peak and semi-peak periods in each season.  The normalized hourly load data from 2003 is parsed to determine the proportion of capacity value to assign to each TOD period.  The value of capacity will then be equally distributed over the TOD period to calculate a cents per kwh value.
 


 TOD Capacity Values at $68.93/kW-year (w/ ERI=1.0)

           On-peak 


Semi-peak          


Summer – June - October  (cents/kwh)

Proposed                7.574                            
1.074       


Current                   6.900                             
0.432                              


Winter  - November - May         


Proposed               0.421                             
0.000


Current                   0.930                            
0.571


These factors can be combined with the energy TOD factors to calculate “all-in” TOD factors for 2006 as shown in the table below for comparison purposes.


                                      All-In Price TOD Factors


             On-peak              Semi-peak             Off-Peak 

Summer                  2.222                    1.219                    0.845


 Winter                    1.121                    1.056                    0.810


3. Comparison of New SRAC pricing to Current SRAC Pricing


To provide a comparison of the proposed SRAC payments with the existing method, the table below shows the payments to the QF facility under each of the method for a recent summer and winter month.


               All-in price for June, 2005 in $/MWh


                                  
On-peak 
Semi-peak        Off-peak        


Proposed SRAC Price                  
$ 132.41          $ 67.40            $ 45.46


SRAC Price –current method       
$ 139.50          $ 72.82            $ 53.69


SP-15 Average price                           $ 54.05             $54.05           
$ 31.38


          


                          All-in price for April, 2005 in $/MWh          


On-peak 
Semi-peak        Off-peak

Proposed SRAC Price


$ 64.95           $ 60.75            $ 46.56


SRAC Price –current method        
$ 86.61           $ 81.11            $ 62.03


SP-15 Average price


$ 59.13            $59.13            
$ 44.29



Data from the last four years shows a much closer correspondence of the prices produced by the proposed SRAC pricing formula to average market prices than the present SRAC transition formula.


//

//

//
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4.
Line Loss Factors



There is no proposal to change the line loss procedure adopted in D.01-01-007. The line loss factor for capacity is equal to the QF GMM divided by the system wide GMM for all resources calculated by CAISO.

5.
One-to-Five Year Option


In the fixed price 1-to-5 year option described in the testimony of SDG&E witness Iammarino, the proposed SRAC formula would be used to determine a fixed electric price for the term of the contract.  The southern California border gas price for the contract period would be equal to the forward Southern California Border market price. The forward Southern California Border gas price would be the NYMEX Henry Hub futures settle price plus the appropriate Southern California Border basis differential for the proposed contract term as of the trading day prior to the offer date.  The NYMEX Henry Hub futures are currently traded 5 years forward.  The basis differential would be obtained from NYMEX Clearport settle prices for the proposed contract term as of the trading day prior to the offer date. Currently Southern California Border basis is only traded up to three years forward; however NYMEX has recently indicated its intent to issue these basis contracts up to five years forward in the near future.  SDG&E would propose to use five-year basis prices if they are actively traded.  In the alternative, if the proposed contract term exceeded the available basis pricing, SDG&E would extend the basis from the farthest forward available year to the end of the contract. 


V. 
Proposal for New and Expiring QFs


D. 
Proposal


QFs should participate in utility requests for offers (provided they are able to meet the requirements of the individual solicitations), bilateral contracts, and other competitive processes.  This process will assure that the utility procurement customers’ are indifferent to long-term QF agreements.  If indeed QFs have efficiency advantages over other generation due to the efficient use of waste heat, they should be competitive with other generators.  And to the extent that a QF has an expiring long-term contract, the QF assets are largely depreciated, so that even with replacement of some parts, the QF should be competitive in utility requests for energy and/or capacity when competing against new resources.     


If the SDG&E proposal for long-term agreements is adopted, no pricing issues need to be addressed here or in Phase 3 of R.04-04-025 for QFs.  The long-term price for any QF agreements would be based on competitive procurement processes.  


This concludes my testimony.
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� D. 96-10-036, p. 40.



� PU Code §390(b) states:



 Until the requirements of subdivision (c) have been satisfied, short run avoided cost energy payments paid to nonutility power generators by an electrical corporation shall be based on a formula that reflects a starting energy price, adjusted monthly to reflect changes in a starting gas index price in relation to an average of current California natural gas border price indices.  The starting energy price shall be based on 12�month averages of recent, pre-January 1, 1996, short-run avoided energy prices paid by each public utility electrical corporation to nonutility power generators.  The starting gas index price shall be established as an average of index gas prices for the same annual periods.



� PU Code §390(c) states:



The short-run avoided cost energy payments paid to nonutility power generators by electrical corporations shall be based on the clearing price paid by the independent Power Exchange if (1) the commission has issued an order determining that the independent Power Exchange is functioning properly for the purposes of determining the short-run avoided cost energy payments to be made to nonutility power generators, and either (2) the fossil-fired generation units owned, directly or indirectly, by the public utility electrical corporation are authorized to charge market-based rates and the "going forward" costs of those units are being recovered solely through the clearing prices paid by the independent Power Exchange or from contracts with the Independent System Operator, whether those contracts are market-based or based on operating costs for particular utility-owned powerplant units and at particular times when reactive power/voltage support is not yet procurable at market-based rates at locations where it is needed, and are not being recovered directly or indirectly through any other source, or (3) the public utility electrical corporation has divested 90 percent of its gas-fired generation facilities that were operated to meet load in 1994 and 1995. However, nonutility power generators subject to this section may, upon appropriate notice to the public utility electrical corporation, exercise a one-time option to elect to thereafter receive energy payments based upon the clearing price from the independent Power Exchange.�



� D.96-12-028, pp. 3-4.



� D.96-12-028, p. 14



� The 2 percent escalation was also adopted in Advice Letter 1687-E.



� D.01-12-025, p. 4.



� A criteria such as the volume of trading dropping below Tier 1 for 2 consecutive months could trigger a change in the price used to the current Malin index plus PG&E transportation charges currently being used.  This off-ramp price has been determined to comply with Section 390(b).



� While forward market electric and gas prices exist, a number of parties have expressed concern about the liquidity of electric forward markets.  Thin trading in the electric forward market can lead to high volatility of forward prices and create concern that the prices are subject to manipulation.  



� The daily spot price is calculated as the average of Megawatt Daily values and Dow Jones on-peak and off-peak values.  Gas prices are calculated as an average of Gas Daily, NGI, and BTU Weekly values. 



� Renewable solicitations in R.04-04-026.



� E3 Final Report, p. 254.



� The factors for the summer on-peak and semi-peak periods based solely on the energy market would be 1.202 for the summer and 1.078 for the winter.



� The current factor is calculated as a weighted average of the factors in the two TOD periods.



� The levelized cost of a combustion turbine has been used in numerous recent proceedings by the Commission and various parties as the marginal generation capacity cost including demand response programs in R.02-06-001.  From a theoretical perspective, however, for a short-term program like QF as-available capacity, a real economic carrying charge (RECC) may be the more appropriate measure of marginal generation capacity cost.  RECC reflects the short term cost savings from delaying investment in new generation plant; the effect of the QF if it can be counted under the resource adequacy counting rules has the same effect.  RECC escalates annually with inflation over the life of the marginal resource unlike the levelized annual cost that is constant.  Over a long period of time, the present value of the RECC is the same as the present value of the levelized cost over the life of the marginal resource, but in the first year has a lower value. If the Commission shifts to using an RECC approach in other ratemaking such as rate design and demand response avoided costs, SDG&E would recommend using the RECC approach for QF as-available capacity in this proceeding.



� The 25 year life is consistent with SDG&E findings in its review of the Miramar (Ramco) project.



� D.04-10-035, Conclusions of Law 2 and 3.



� Any Long-term QF contracts expiring prior to the following summer would also be excluded. 



� If the Commission were to change the September 30 date adopted in D.04-10-035, the update filing would be adjusted accordingly.



� The main reason for the lower winter capacity values compared to current values is switching October to be a summer month and May to winter.



� This assumes the average annual SRAC energy price equals 1.000.  The capacity cost is converted to a MWh basis assuming an ERI of 1.0 and a $7.88/MDth price for natural gas for 2006 based on forward market prices in June and July 2005.



� Excluding line loss payments
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