Davis Hydro R.04-04-025

BEFORE THE PUBLIC UTILITIESCOMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Promote Policy )

and Program Coordination and Integration in ) Rulemaking 04-04-003
Electric Utility Resource Planning. )
)
)
Order Instituting Rulemaking to Promote )
Consistency in Methodology and Input )
Assumptions in Commission Applications of ) Rulemaking 04-04-025
Short-run and Long-run Avoided Costs, )
Including Pricing for Qualifying Facilities. )
)
)
Order Instituting Rulemaking Into )
Implementation of Pub. Util. Code § 390. ) Rulemaking 99-11-022
)

Comment of Davis Hydro

[. INTRODUCTION AND SUMMARY

Pacific Gas and Electric Company (PG&E) and thepmhdent Energy Producers
Association have filed a settlement agreement addrg some of the issues being
addressed in these dockets. Pursuant to Ruleobihé Commission’s Rules of Practice
and Procedure (Rules), Davis Hydro comments oisdtdement Agreement and the
contract amendments (Amendment) executed by thewmand/or operators of

Qualifying Facilities (QFs) that currently hagewer purchase agreements (PPASs) with

PG&E.
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However, Davis Hydro has no objections to the 8etént going in to effect for the
purpose to which it is written, so long as the glgmsits elements are not later extended to
non-existing contracts, and that a new path for cemtracts and new QF’s be afforded.
Further, in the interest of expediting these haegjiiDavis Hydro does not seek any
process under Rule 51.6(a), but rather pursuarute 51.6(b){not material}, or 51.6(c)
{ALJ may wave rules} asks only that this Commentb&de part of the record and

considered in the eventual comprehensive R.04-G4Rifemaking.

Davis Hydro commends the parties in working oub@promise on some of the difficult
issues of market index for SRAC. With a dysfunaélbenergy market in California,
agreeing on the factor market (gas) for price dgjisathe best alternative choice and one

that leads to correct price signals to all parties.

1. A Question Of Scope

The settlement appears to be only amendments strexcontracts or expired contracts.
No inference is to be made to new contracts. Tém@ission is requested to put
blinders on and issue a decision on the propodédreent and associated amendments
separate from the decision that will resolve omgta@in contested issues in R.99-11-022,
R.04-04-003, and R.04-04-026r those contractors who participate in thisleetent.
However, certain language suggests a wider scoffed@ettlement Specifically,

Section IIl.A:Issues Settled states:

A. Issues Settled.
If the Commission adopts the Settlement Agreenmehtie
associated Amendments as presented, PG&E and IEge dgat, for all
QFs that execute an Amendment, the issues contagdtesirecent
hearings in R.04-04-003 and R.04-04-025 would Belked, as well as

! Joint Motion on Settlement at page 2 1 3.
2ibid p.3 112 “R.04-04-003 to address issues [] includimg term policy for new QF contracts and for QFs
whose existing contracts expire.”

Page 2 Comment on Settlement



Davis Hydro R.04-04-025

the issues involving those QFs who elected the &Xaticlearing price
as their SRAC payment pursuant to Decision 99-1.-§2«cifically, the
issuesrelating to QFsthat are settled in Rulemakings 04-04-003 and 04-
04-025 are: (a) the methodology for determining SRAC energyrneays
including proposed “adders”; (b) the determinatioh As-Delivered
Capacity Payments; (c) the methodology for derivengrgy Line Loss
Factors as applicable to energy deliveries; (d) tetermination of Time
of Delivery factors; and (g)olicy issues regarding expiring QF contracts
andnew QF contracts as addressed in Rulemakings 04-04-003 and 04-
04-025° {Emphasis added}

Davis Hydro offers no comment about private agregmmade between PG&E and
some QFs, but when agreement signed by PG&E refersw QF contracts, there are
forebodings that the suggested methodology migltbbstrued as relevant for new QF
contracts who for now cannot enter a solicitatiae tb size, type, or acceptability.
Therefore the following remarks are applicable dolyhe scope that these ideas are

extended into decisions om@w contracts.

The inclusion of the Renewable Energy Credits (RECthe settlement aggregates
raises an interesting issue. If they could emerlase the competitive solicitation, they
could not get an avoided cost contract becauseltigetpo high. On the other hand, if
they could enter the competitive solicitation and,whey would not get the avoided cost
revealed by the solicitation because they mustf@a&E a sweetenéof the RECs

which have their own market.

% This is reiterated numerous times in the attactettiement agreement with Sierra Pacific. See RieGit
on page 1, Settled Issues (2) page 6.

* It is unclear to us if we would be breaking the,lavith the Commission as a party, if we paid this
sweetener for a federally mandated price contract.
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[I1. Factual Issue: Renewable Energy Credits have nothing to do with QF issues

It is inappropriate to discuss Renewable Energyi®yén a QF hearing. This docket is
all about QF power and price. QF power is defingd®URPA and under various
sections of California Law, notably in the implertegion of Pub. Util. Code § 390.
Under Federal and State Statutes, all QF energgased equally. However, under this
proposed settlement, renewable energy is reducealuie by the value of the RECs.
Requiring renewable QFs to supply REGdong with energy, lowers the value of their
power relative to non-renewable QF energy. Thesatear statement by the parties, and
the Commission if this is accepted that renewablegp is not as valuable as fossil fired
power in California. We do not believe that eitR&&E or the Commission wish to
denigrate and ascribe renewable power to be ldgabla than fossil based generation,
thus we find the settlement inherently flawed a®tential template or model for

renewable power.

PURPA requires paying avoided cost for power; geghe proposed settlement PG&E is
offering to pay their version of avoided cost, I#ss value of the RECs If the utility
wants to buy RECs with their power, then the avobidest of the power would be the
avoided cost of their power plus the cost of th&€CREsince that is what they would avoid
paying elsewhere. The inclusion of the Renewabler@y Credits (RECs) in the
settlement aggregates raises an interesting idéagproducer could enter and lose the
competitive solicitation, they could not get an iaeal cost contract because they bid too
high. On the other hand, if they could enter tbmpetitive solicitation and win, they

would not get the avoided cost revealed by theation because they must pay PG&E

® ibid pages 7, 8,10,13,14, etc.
® This party does not pretend to understand or semitethe law, but identifying-the-avoided-cost-then
knowingly-paying-less appears to be blatantly dleg
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a sweetenéof the RECs which are a separate tradable prdbathas, or will have, a

market value.

IV Factual issue: The settlement callsfor a 95 % linelossfactor for renewables’.
There is nothing in being renewable that will irihce line losses. Small hydro, big
wind, biogas, surplus urban solar, and desert sofays may all be renewable, but have
dramatically different line loss characteristi@svoided line losses go up with
transportation distance from load, transformatand the squateof the loading. In
general, small projects deliver power at distribntvoltages. The power will typicafly
be used locally at the same distribution voltapges tavoiding marginal losses by
bringing power from other places and voltagegshdfe is a correction for line losses for
small projects, it should be by interconnectiorntagé, and should offset all marginal line
losses except for those of the final service tramsér and “iron” losses of the final
substation transformer. The small QF supplying gromto a distribution system should
generally command a line-loss savings premium eguile marginat (not average)

system losses less (final customer service andatidrstransformer iron l0ssés)

V. No Transition To Non-Avoided Cost Pricing
Legal Issue: There is no apparent path to a gusedrmvoided Cost based contract as

required under PURPA. Rather, it is suggesteceirti®n 82 which addresses Expired

" Itis unclear to us if we would be breaking the,lavith the Commission as a party, if we paid this
sweetener for a Federally mandated price contract.

8ibid p.812

® This will vary from site to site. However distution lines exist to serve load, thus supplyinglloso
distribution lines serves load on those lines.

1% Avoided costs are marginal costs and marginaksary with the square of the load. A discussibn
this is found on Page 23 of a recent unbiased wo@anada. See:
http://www.powerauthority.on.ca/Storage/21/1686_SR&port_to_Minister_-_Final.pdf

" Roughly 5-6% on average losses, which would ecgaséout 10 % marginal (avoided) benefit. (The
calculus is offset by the fixed iron losses in sfanmers)

12 page 16 of Appendix A: Settlement Agreement
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Standard Offer Agreements, that QF will transitiorf1) participatiof? in PG&E’s all
source or renewable solicitations or; (2) an alitwe purchase agreemé&mnwith PG&E

at market-based pricing is offered. This is nofAaonided Cost contract and whether the
RECs would have to be paid to get the contractialsoclear. In this case in Section 8
is not a specific amendment to a live contfacather it addresses a supplied with no
active contract not unliker@aw QF such as Davis Hydfo Section (8)*then forms the
basis of an “accepted” idea on how to form a maidetuture new and renewing
contracts. It is deficient, as has been discuasézhgth in earlier briefs and comments;
the energy prices are not based on avoided cadtsatier on the distorted CAISO day-
ahead market that is devoid of key expensive matgiontracts. The distortions of this
market are the very reason this proposed settleh@ngone to the gas market for an

index of market price variability.

VI CAPACITY CREDITS

Factual Issue: “As available” capacity is not ficapacity. Capacity value varies with
probability of being on line when needed and lawati This settlement doesn’t mention
that it may be possible for some small hydro toliGuéor “firm” capacity. Itis

suggested in Section 8 of the agreement that aoQId seek relief by separately selling

13 «participation” in a solicitation does not guarmta subsequent contract unless the market clgaizey
is guaranteed to all QFs. Unfortunately, as has ipwinted out, this guarantee leads to the mazdrd of
everyone bidding high and defeating the purpogbetolicitation. Competitive solicitation process
prone to misuse by all parties (as is being poiotgdn R.0602013) when there is a must-purchase
mandate at the solicitation-defined market-cleaprige.

ibid page 815, p.13 74, p.9 11 and most indicativedar contracts for expired contractors Page 16 2.
15 Although it is applied as an amendment to the BE#veen Sierra Pacific Industries and PG&E at
Section 7 on page 15.

® pG&E has made a positive suggestion at sectioB)Xif page 36 of their March $Reply brief under
R.04-04-025, as how to address these problemsir itleas should be considered, although their 1 MW
limit is a bit low (5 to 10 MW is suggested dusdfiteed costs of scheduling etc.). In that brieg RPS
proceeding is mentioned as a referent benchmalnis i§ a second positive step in that the RPS nwnbe
include both the value of energy and the RPS @glitt not capacity. Alternatively, further guidan
might be had from other entities addressing theegarmblems under different laws but very similar
mandates such as:

http://www.powerauthority.on.ca/Storage/21/1686_SR&port_to Minister - Final.pdf
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its capacity into a nascent California capacity keair This is inefficient and not practical
for small QFs, for the same reasons that theyareided from the ISO and utility “All

Party” solicitations.

The settlement agreement correctly identifies cisyp§uower) as a product isolated from
PURPA-controlled energy. The settlement suggésteapacity can and shotilde sold
separately into a third market, if necessary. T similar but different conclusion

from the renewable energy credits, which also ageparate and distinct product that has
its own markéf. The Commission might clearly identify the thpreducts created here:
Power, Energy, and RECs and clearly identify thedationship to PURPA, state law,

and how they are to be handled in whatever op@me<reated under these dockets.

VII Summary

This settlement has some positive aspects, a SRisDgagreement for existing
contracts using natural gas as an index. Theexggnition that there are three products
in play: power, energy, and RECs. But does notigeoany useful information for new
QF contracts, and leaves the flawed competitivieisations and CAISO Day Ahead

markets in place as elements of the solution.

Written on April 26th, 2006
By Richard D. Ely

et P,

Davis Hydro

27264 Meadowbrook Drive
Davis California 95616
530 753-8864
Hydro@davis.com

" Last sentence Page 16 of the Agreement.

18n this settlement agreement, curiously RECs arelly attached to the sale of avoided energy cos
and capacity is valued as a line item. In Seddigmage 16 RECs are not mentioned, and capacitgasly
demarked as a separate marketable product. Dgdiolvould be grateful for an informal off-line
explanation of the underlying economic theory amkhng.

Page 7 Comment on Settlement



Davis Hydro R.04-04-025

Certificate of Service

| hereby certify that | have this day served the foregoing document under
CPUC Dockets R.0404003 and R0404025. Each person designated on the
official service list, has been served via e-mail, to all persons on the CPUC
service lists current on the CPUC Website for April 27th, 2006 for the
proceedings, R.0404003 and R0404025, and mailed by US mail to ALJ Brown
the CPUC Docket office in 4 copies, and other non-email members of the service

list using First class mail.

| declare under penalty of perjury that the foregoing is true and correct.

Executed in Davis California, April 27, 2006.

R

Richard D. Ely, Principal

Davis Hydro

Certificate of Service Comment on Settlement



